Notice of Proposed Rulemaking ~FOR FURTHER INFORMATION CON- regulations. Section 1.441-2(b)(1) re
and Notice of Public Hearing TACT: Concerning the proposed regulaquires certain taxpayers to file statemen
tions, Roy A. Hirschhorn and Martinon their federal income tax returns to nc
Changes in Accounting Periods  Scully, Jr. (202) 622-4960; concerningdify the Commissioner of the taxpayers
submissions of comments and the heaelection to adopt a 52-53-week taxabl
REG-106917-99 ing, and/or to be placed on the buildingyear. Section 1.442—1(b)(4) provides the
access list to attend the hearing, Treercertain taxpayers must establish book
AGENCY: Internal Revenue ServiceGarrett (202) 622-7180 (not toll-freeand records that clearly reflect income fo
(IRS), Treasury. numbers). the short period involved when changing
their taxable year from their taxable yea
to a proposed fiscal taxable year. Sectic
; 1.442-1(d) requires a newly married hus
SUMMARY: This document contains pro- 2Perork Reduction Act band or wife to file a statement with thei
posed regulations under sections 441, 442, The collections of information con- short period return when changing to th
706, 898, and 1378 of the Internal Revenugined in this notice of proposed rulemakether spouse’s taxable year. This colle
Code of 1986 that relate to certain adofing have been submitted to the Office ofion of information is mandatory. The
tions, changes, and retentions of annual agtanagement and Budget for review in adikely respondents are businesses or oth
counting periods. The proposed regulacordance with the Paperwork Reductioprofit entities and individuals.
tions are necessary to update, clarify, andlct of 1995 (44 U.S.C. 3507(d)). Com- The estimated average annual burde
reorganize the rules and procedures fenents on the collections of informationper respondent and/or recordkeeper r
adopting, changing, and retaining a taxshould be sent to th@ffice of Manage- quired by §§1.442-1(b)(1) and 1.1378—
payer’s annual accounting period. The pranent and Budget Attn: Desk Officer for are reflected in the burdens of Form
posed regulations primarily affect taxpaythe Department of the Treasury, Office 0128 and 2553.
ers that want to adopt an annual accountingformation and Regulatory Affairs, Further, the estimated average burde
period under section 441 or that must rea/ashington, DC 20503, with copies tgper respondent and/or recordkeeper r
ceive approval from the Commissioner tahe Internal Revenue Service Attn: quired by §81.441-2(b)(1), 1.442—1(b)(4
adopt, change, or retain their annual a¢gRS Reports Clearance Officer,and 1.442-1(d) is as follows:
counting periods under section 442. Thigv:CAR:MP:FP:S:0, Washington, DC Estimated total reporting/recordkeep
document also contains a notice of publig0224. Comments on the collections oing burden: 3,500 hours.
hearing on these proposed regulations. information should be received by August Estimated average burden per respol
DATES: Written and electronic COm_13, 2001. Comments are specifically redent/rt_acordkeeper: 21 minutes.
ments and requests to speak (with outlindluested concerning: _ _ Estimated number of respondents
of oral comments) at a public hearin Whe_ther the proposed collections of |nfecord_keepers: 10,000.
scheduled for October 2, 2001, must b rmation are necessary for the proper Estimated anngal frequency of re:
received by September 11, 2001. performance of the_ fun(_:tlons pf the Intersponses: On occasion.
nal Revenue Service, including whether An agency may not conduct or sponso
ADDRESSES: Send submissions tothe information will have practical utility; and a person is not required to respond t
CC:M&SP:RU (REG-106917-99), room The accuracy of the estimated burdea collection of information unless the col-
5226, Internal Revenue Service, POBssociated with the proposed collectionction of information displays a valid
7604, Ben Franklin Station, Washingtonof information (see below); OMB control number.
DC 20044. Submissions may be hand de- How the quality, utility, and clarity of ~ Books or records relating to a collec
livered Monday through Friday betweerthe information to be collected may be ertion of information must be retained as
the hours of 8 a.m. and 5 p.m. tohanced; long as their contents may become mate
CC:M&SP:RU (REG-106917-99), How the burden of complying with theial in the administration of any internal
Courier’s Desk, Internal Revenue Serproposed collections of information mayrevenue law. Generally, tax returns an
vice, 1111 Constitution Avenue, NW,be minimized, including through the ap+ax return information are confidential, a:
Washington, DC. Alternatively, taxpayersplication of automated collection tech-+required by 26 U.S.C. 6103.
may submit comments electronically vianiques or other forms of information tech- ,
the Internet by selecting the “Tax Regshology; and Background and Explanation of
option on the IRS Home Page, or by sub- Estimates of capital or start-up cost§VISions
mitting comments directly to the IRS In-and costs of operation, maintenance, and overview
ternet site ahttp://www.irs.ustreas.gov/ purchase of services to provide informa-
tax_regs/regslist.html.The public hear- tion. This document contains propose:
ing will be held in the IRS Auditorium,  The collection of information can beamendments to regulations under sectic
Internal Revenue Building, 1111 Constifound in §8§1.441-2(b)(1), 1.442-1(b)(1$441 (period for computing taxable in-
tution Avenue, NW, Washington, DC.  and (b)(4) and (d), and 1.1378-1 of theseome), and sections 442, 706, 898, ar
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1378 (regarding the requirement to obtaifhain essentially the same, including théirst federal income tax return using that
the approval of the Commissioner tqyeneral rules for adopting a taxable yeataxable year. Accordingly, filing an appli-
adopt, change, or retain an annual aghe provisions relating to electing a 52-53eation for an employer identification
counting period). week taxable year, and the rules for PSCsumber, filing an extension, or making
However provisions that are now obsoleteestimated tax payments, indicating a par
have been removed, and new rules and dicular taxable year do not constitute an
finitions have been added, as described adoption of that year. Consequently, Rev
1. Background Section 441 provides more detail below. In addition, new crossRul. 57-589 (1957-2 C.B. 298), and Rev.
that taxable income must be computed oi¢ferences to section 442 and the propos&ulil. 69-563 (1969-2 C.B. 104), holding
the basis of the taxpayer's taxable yed€gulations thereunder are included téhat the filing of an extension and esti-
and generally defines the term “taxabl@uide taxpayers, where appropriate, to th@ated tax payments establishes a taxab
year.” The current temporary regulationgules and procedures for obtaining apyear, are proposed to be superseded. Tt
under section 441 are primarily the prodproval to adopt, change, or retain their aiRS will continue to follow the decision
uct of two separate Treasury Decisiong]uaj accounting periods. in E.G. Wilson 267 F.Supp. 89 (East.
T.D. 8167, 52 FR 485241 (published with 2. General Rules and DefinitionMost ~ Dist. MO, 1967), with respect to the clas-
a cross reference to a notice of proposéf the substantive provisions insification of an amended return as a “first
rulemaking) and T.D. 8123, 52 FR 361%1.441-1T of the temporary regulationseturn.”
(1988). Prior to the issuance of T.D. 8167ave been retained, including the general 3. 52-53-week Taxable Yearkhe pro-
and T.D. 8123 (the temporary regulationsyules for the period for computing tax, nuposed regulations retain most of the rule:
the regulations under section 441 conmerous definitions, and the requiremenprovided in 81.441-2T of the temporary
tained provisions relating mostly to the pethat partnerships, S corporations, electinggulations for taxpayers electing to use ¢
riod for computing taxable income and thé> corporations, and PSCs generally muS2-53-week taxable year or changing tc
election of a 52-53-week taxable yeardemonstrate a business purpose and obr-from a 52-53-week taxable year. How-
The temporary regulations retain thestain the Commissioner’s approval toever, the procedures for certain taxpayer
provisions, but also add new provisions t@dopt or retain a taxable year other thato obtain approval (automatic or other-
implement section 806 of the Tax Reforntheir required taxable year. Howeverwise) to change to or from a 52-53-week
Act of 1986, Public Law 99-514 (10081.441-1T has been reorganized, obsoletaxable year have been removed and ar
Stat. 2362), 19863 C.B. (Vol. 1) 1, 279transition rules have been removed, antow contained in administrative proce-
(the 1986 Act). Enacted with the principafome rules have been clarified. For exdures published by the Commissioner.
intent of eliminating the deferral periodample, the proposed regulations now desee Rev. Proc. 2000-11; and Notice
between certain entities and their Owneréi,ne the term required taxable year, iden2001-35 (2001—23 .R.B. 1314) In addi-
the 1986 Act generally required partnertify entities that have such a year (witttion, although these administrative proce-
ships, S corporations, and personal serviéPpropriate cross-references), and clarifgures continue to provide automatic ap-
corporations (PSCs) to conform their taxthe applicable exceptions. proval for a change to a 52-53-week
able years to the taxable years of their In addition, the proposed regulationsaxable year ending with reference to the
partners, shareholders, or employee-owslarify the meaning of the requirement tssame calendar month, the change will be
ers, respectively. H.R. Conf. Rep. Nokeep books for taxpayers using a fiscadffected with a Form 112&pplication to
99-841, 99 Cong., 2d Sess., 11-318,year. The temporary regulations providé&dopt, Change or Retain a Tax Ygar
1986-3 (Vol. 4) C.B. 319. that a fiscal year will be recognized onlyrather than with a statement, consisten
In addition to general implementationif the books of the taxpayer are kept in acwith most other changes.
provisions, the temporary regulations incordance with that fiscal year. The pro- The proposed regulations also expan
clude transition and anti-abuse provisionBosed regulations conform the book keeghe applicability of the rules for determin-
specific to taxpayers in existence at thég requirement for taxpayers using ang the inclusion of income and deduc-
time the 1986 Act became effective. Fofiscal year to that of §1.446-1(a)(4)tions from a pass-through entity where ei-
example, §1.441-3T provides rules inwhich allows for a reconciliation betweenther the entity or its owner uses a
tended to prevent taxpayers from circumthe taxpayer’s books and return. Howb2-53-week taxable year. In addition to
venting the effective date of the provi-€ver, as a term and condition of obtainingpplying to partnerships, S corporations.
sions of the 1986 Act by adopting or@pproval to adopt, change to, or retain aand PSCs (as in the temporary regula
changing to (or from) a 52-53-week taxannual accounting period under sectiotions), the proposed regulations apply
able year during the period beginning*42, certain taxpayers nevertheless mafese inclusion rules to trusts, commor
after September 29, 1986, and ending b&€ required to compute income and keefpust funds, controlled foreign corpora-
fore January 5, 1987. their books (including financial state-tions, foreign personal holding compa-
Generally, this document reproposes th&@€ents and reports to creditors) on theies, and passive foreign investment com
temporary regulations under section 44Rasis of the requested annual accountirganies that are qualified electing funds.
However, this document also reorganizeﬁ,eriOd. See e.g, Rev. Proc. 2000-11 4. Transition RulesSection 1.441-3T of
clarifies, modifies, and updates the tempd2000-3 I.R.B. 309). the temporary regulations provide transition
rary regulations. Many of the provisions The proposed regulations also provideules for the 1986 Act that generally were
contained in the temporary regulations rethat a taxable year is adopted by filing theffective from September 29, 1986, througt

B. Section 441: Period for computing
taxable income



January 5, 1987. Moreover, the rules cofiod only by obtaining the approval of theon how the rules for obtaining approval of
tained in §1.441-3T regarding 52-53-weelcommissioner. The current regulationgn adoption, change, or retention in an-
taxable years and the definition of a PSGet forth the general rules for obtaininqual accounting period could be clarified
were superseded by similar rules promukych approval, including: (1) the manneand simplified. In response, commenta-
gated under 881.441-2T and 1.441-4T, regmd time for filing an application to tors urged the IRS and Treasury Depart-
spectively. Because these rules are now ofhange an annual accounting period; (2ent to expand the categories of taxpay-
solete, this section has been removed frofRe requirement that the taxpayer demorers that would be granted automatic
the proposed regulations. strate a substantial business purpose fapproval for an annual accounting period
5. Personal Service Corporationhe the change; and (3) the need for agreand to revise the substantial business pur
rules for PSCs contained in 81.441-4T ohent between the taxpayer and the Conpose requirement to broaden the circum-
the temporary regulations generally havgissioner to the terms, conditions, andtances in which a taxpayer will be
been retained in the proposed regulationgdjustments that are necessary to effegtanted approval to change an annual ac
However, the proposed regulations reothe change. Under the current regulasounting period.
ganize and clarify the required taxablejons, both tax and non-tax factors are The IRS and Treasury Department be-
year of a PSC and the rules for adoptingonsidered in determining whether a taxtieve that the proposed regulations, in
changing to, and retaining a year othgsayer has established a substantial busiembination with automatic and prior ap-
than the required taxable year. For exanfress purpose. proval revenue procedures, will clarify
ple, the proposed regulations make clear 2. Manner and Time for Filing The the rules governing accounting periods,
that a PSC may have a year other thanpoposed regulations retain the general rexpand the circumstances in which tax-
required taxable year by making an elequirement to file a Form 1128 to requespayers will be granted approval (automat-
tion under section 444. In addition, theapproval, but extend the time for filingically and otherwise), and result in a more
provision allowing a PSC to obtain autothe Form 1128. The current regulationslear, uniform ruling practice.
matic approval to change to its requiregequire that the Form 1128 be filed on or The proposed regulations continue to
taxable year has been removed and is n@yéfore the 1% day of the second calendamprovide the general standards for obtain-
contained in Notice 2001-35 (2001-23nonth (generally 45 days) following theing approval for an adoption, change, or
I.R.B. 1314). Similarly, the rules regardclose of the short period. Under the proretention in annual accounting period:
ing establishing a business purpose argbsed regulations, the Form 1128 must kaxpayers must demonstrate the existenc
obtaining approval for the use of a fiscafiled by the 14" day of the third calendar of a “business purpose” and must agree tc
year have been moved to §1.442-1(b) anflonth (generally 75 days) after the closthe terms, conditions, and adjustments for
Notice 2001-34 (2001-23 I.R.B. 1302). of the taxable year in which the taxpayethe adoption, change, or retention. In
Comments were received on the noticgants the adoption, change, or retentiomodifying the “substantial business pur-
of proposed rulemaking that is cross-reftg be effective i(e., the first effective pose” requirement to “business purpose,”
erenced by the temporary regulationgear). However, taxpayers are encouthe IRS and Treasury Department intend
under 81.441-4T. Most significantly,aged to file their Forms 1128 as soon aftenerely to conform to the language of the
one commentator suggested that the tesfre close of the first effective year as possusiness purpose requirement found in
ing period for determining whether a taxsiple to allow the IRS adequate time tsections 441(i), 706, and 1378 and not to
payer is a PSC should be the three precegirocess the Form 1128 before the eXewer the current standard. In addition,
ing taxable years, rather than theended due date of the return for the firgshe proposed regulations contain busines:
preceding taxable year, to prevent taxpayffective year. Because the IRS has fourplirpose guidelines generally applicable to
ers from becoming a PSC due to tempahat Forms 1128 filed before the close oéll taxpayers. For example, the proposec
rary or aberrational conditions. The prothe short period often lack complete inforregulations provide the general rule that
posed regulations retain the one-yeahation and result in processing delaysjeferral of income will not be treated as a
testing period provided in the temporarghe proposed regulation provides that thieusiness purpose. They also explain tha
regulations. However, the IRS and Treagorm 1128 may not be filed prior to thea taxpayer will have demonstrated a busi-
sury Department will reconsider this testciose of the first effective year. ness purpose by applying to adopt,
ing period, as well as other comments re- 3. Business Purpose, Terms, Condiehange to, or retain a year coinciding with
ceived on the temporary regulations, t@ions, and AdjustmentsTaxpayers have its required taxable year, ownership tax-
the extent similar comments are receivegxpressed concern with the substantiable year, or natural business year.
on these proposed regulations now th@usiness purpose requirement set forth in The prior approval revenue procedure
taxpayers have significantly more experithe current regulations. In particular, taxis intended to provide more detailed guid-
ence with the provisions in the temporarypayers have complained that the Commisince about how a taxpayer’s business pur
regulations. sioner’s interpretation of a substantiapose will be evaluated, and the terms,
business purpose as demonstrated in thenditions, and adjustments that will
IRS’s ruling practice has been unclear, inapply to an adoption, change, or retention
consistent, and overly restrictive. of annual accounting period. Notice
1. Background Under section 442 and As a result, the IRS and Treasury De2001-34, issued concurrently with these
the current regulations, a taxpayer genepartment published Notice 99-19roposed regulations, proposes a revenus
ally can change its annual accounting pd1999-1 C.B. 919) soliciting commentsprocedure that, when finalized, will pro-

C. Section 442: Changes of annual
accounting period



vide the rules and procedures applicablend an S corporation election is allowedions, which are now obsolete:
to taxpayers who must apply to the nafor the tax year following the short pe-§85c.442-1, 5f.442-1, 1.442-2T, and
tional office to obtain the Commissioner’sriod. Consequently, the proposed regula:.442-3T.
prior approval for an adoption, change, otions remove the automatic approval pro- )
retention. Under the proposed revenueision contained in the currentD: S€ctions 706: Taxable Years of
procedure, the IRS in its ruling practiceegulations. Partners and Partnerships
would no longer weigh the merit of the Further, the proposed regulations pro; partnership taxable year.
taxpayer’s stated business purpose againgtle that the procedures to obtain auto-
the amount of distortion of income ormatic approval of the Commissioner for The current regulations under §1.706-1
other tax consequences resulting from aan adoption, change, or retention of arPave not been updated to reflect change
adoption, change, or retention. Taxpayersual accounting period generally are conmade to section 706(b) by the 1986 Act.
wanting to adopt, change to, or retain &ined in administrative procedures. Thdhese proposed regulations modify the
natural business year generally would bERS and Treasury Department believe th&urrent regulations to reflect the required
granted approval (provided they agree tthis structure will allow for the issuancetaxable year of a partnership consisten
general terms and conditions) under thef more detailed and useful guidancewith the 1986 Act and 81.706-1T (regard-
proposed revenue procedure as under tBee,for example, Rev. Proc. 2000-11ing the taxable year that results in the leas
current IRS ruling practice. Also consis{2000-3 I.R.B. 309), which provides pro-aggregate deferral of income). The pro-
tent with the current IRS ruling practice cedures for automatic approval for corpoposed regulations also remove the proce
establishing a natural business year geneations; Notice 200135, proposing to updural aspects of establishing a busines
ally will be the only circumstance underdate and supersede Rev. Proc. 87—-3irpose and requesting approval of the
which a partnership, S corporation, electt1987—2 C.B. 396), which provides pro-Commissioner to adopt or change a taxabl:
ing S corporation, or PSC will be grantedtedures for automatic approval for partyear and instead refer to the procedures i
approval. However, the IRS ruling pracnerships, S corporations, electing S co81.442-1 (including the administrative
tice for other taxpayers generally will beporations, and PSCs; and Rev. Pro@rocedures prescribed thereunder).
liberalized. These other taxpayers that d86—50 (1966—2 C.B. 1260), which pro- These regulations also propose to re
not establish a natural business year gewmides automatic approval provisions foimove 81.706-1T. This removal is not in-
erally would be granted approval undeindividuals. As part of the finalization of tended to effect a substantive change be
the proposed revenue procedure if thethese proposed regulations and the préause the provisions of §1.706-1T
agree to certain additional terms, condiposed revenue procedures contained generally are adopted by the proposed reg
tions, and adjustments designed to neiNotices 2001-34 and 2001-35, the IRSlations. The IRS and Treasury recently
tralize the tax effects of substantial distorand Treasury Department intend to upda®xpressed a commitment to the finalizatior
tion of income resulting from the changethe procedures in Rev. Proc. 2000-11 tof §1.706—1T, as well as other previously
Under the IRS’s current ruling practicemake conforming changes. For exampldroposed regulations under section 706
these other taxpayers generally woul&ev. Proc. 2000-11 may be modified td-R—-183-84 (1985-1 C.B. 653 [49 FR
have been denied approval to change the&duce the time period between automati#7/048]) and LR-53-88 (1988-1 C.B. 935
annual accounting period if the changehanges from six to four years (as prof®3 FR 19715]). See 66 FR 3920, 3922
would have resulted in more thde min- posed in Notice 2001-34) and to providé&lowever, it is believed that adopting the
imis distortion of income. audit protection for taxpayers making vol-substantive provisions of 81.706-1T in the
4. Automatic Approval Under the cur- untary period changes (as proposed igurrent proposed regulations will promote
rent regulations, automatic approval idoth notices). clarity and efficiency.
grant.ed toa C corporation tha.t.satisfie.s 5. Obsolete ProvisionsThe r.ules reIaF- 2 Inclusion rule for distributions, sales,
certain conditions through the filing of aing to partners and partnerships contalnea(ljnd exchanges
statement with the District Director.in the current regulations are proposed to '
Among the requirements for automatide removed because they have been su-Section 1.706-1(a)(2) of the current
approval are that the taxpayer not haveerseded by the 1986 Act. Updated rulaggulations provides that any gain or loss
changed its annual accounting period dor partners and partnerships are providefdlom a partnership distribution or from a
any time within the preceding ten calenin new proposed regulations undesale or exchange of all or part of a part-
dar years, and that a C corporation nd@1.706—-1 contained in this notice of pronership interest is includible in the part-
elect S corporation status for the taxablposed rulemaking. ner’s gross income for the taxable year ir
year immediately following the short pe- Similarly, the rules relating to certainwhich the payment is made. Gain or loss
riod. The rules for C corporations conforeign corporations contained in the curfrom a distribution or a sale or exchange
tained in the current regulations are inrent regulations are proposed to be ref a partnership interest generally is in-
consistent with, and generally moremoved because they have been supersedgdddible in gross income in the taxable
restrictive than, the automatic approvaby section 898. Updated rules for thesgear in which payment is made, but not
procedures in Rev. Proc. 2000-11. Fdoreign corporations are contained in proalways. For example, a partner who sells
example, under Rev. Proc. 2000-11, sigosed regulations under section 898. his partnership interest in exchange for ar
years (rather than ten) is the required pe- Finally, the proposed regulations wouldnstallment note may be able to defer in-
riod of time between automatic changeeemove the following transitional provi- clusion of the gain from that sale under



the installment method of accountingthe partner’s capital account to all partR€v- Rul. 69-563 is obsolete. _
Because the IRS and Treasury Deparkers’ capital accounts. The IRS and Tred3¢V- Rul- 74-326 (1974-2 C.B. 142) is
ment believe that other provisions of thgury Department are aware that thiQbsolete. _
Code and regulations provide adequat@ethod will not always be as precise as aac¥- Rul- 78-179 (1978-1 C.B. 132) is
guidance on the time for including gain okctual valuation, but believe that any imoPSolete.

loss from a partnership distribution orprecision is outweighed by the strong NS pecial Analyses

from a sale or exchange of a partnershigrest that partnerships have in being able

interest, the inclusion rule into easily determine their taxable year. It has been determined that this notice
§1.706-1(a)(2) is proposed to be re- This definition of a partner’s interest inof proposed rulemaking is not a signifi-
moved. partnership profits and capital was deeant regulatory action as defined in Exec-

signed to be compatible with the provi-utive Order 12866. Therefore, a regula-
sions of, and policies underlying, sectioiory assessment is not required. It also
706(b). Many other sections of the Codbas been determined that section 553(b’
To apply any of the three required taxalso contain references to a partner’s iref the Administrative Procedure Act (5
able year tests, a partnership must detdfrest in partnership profits or capital. AdJ.S.C. chapter 5) does not apply to these
mine the partners’ interests in partnershil0se sections address concerns that differgulations. It is hereby certified that the
profits and capital. The proposed regulssubstantially from the concerns addressembllection of information in these regula-
tions elaborate on the meaning of a parfy section 706(b), this proposed regulations will not have a significant economic
ner’s interest in partnership profits andion should not be read to create any imimpact on a substantial number of small
capital for purposes of these tests. Withlication as to the meaning of a partner’sntities. This certification is based upon
respect to profits interests, the regulationi§terest in partnership profits and capitathe fact that few small entities are ex-

3. Determination of interest in profits and
capital.

clarify that a partner’s profits interest isfor purposes of those sections. pected to adopt a 52-53-week taxable
the partner’s share of the taxable income, ¢ . 1420 o ¢ i year, triggering the collection of informa-
- oection - > Lorporations tion, and that for those who do, the burden

rather than the book income, of the part-
nership. The regulations also clarify that The current regulations undefMPOsed under §1.441-2(b)(1)(ii) will be
the partners’ profits interests are deterg18.1378-1 describe the permitted yedPinimal. Therefore, a Regulatory Flexi-
mined on an annual basis based on thg an S corporation and provide procePility Analysis under the Regulatory Flex-
manner in which the partnership expectgural rules for an S corporation or electlPility Act (5 U.S.C. chapter 6) is not re-
to allocate its income for the year. If thang S corporation to obtain approval tditired. Pursuant to section 7805(f) of the
partnership does not expect to have imkdopt, change, or retain its taxable yeal?témal Revenue Code, this notice of pro-
come in the current year, then the partneFowever, the automatic change provisiof0S€d rulemaking will be submitted to the
ship determines the partner's profits intercontained in these regulations is more rézhief Counsel for Advocacy of the Small
ests based on the manner in which Etrictive than the automatic change pro2USiness Administration for comment on
expects to allocate its income in the firsposed in Notice 2001—35. For this reasoftS impact on small business.
taxable year in which the partnership eXand to be consistent with the policy decicomments and Public Hearing
pects to have income. sion to provide the procedural aspects of
Generally, a partner’s interest in partadopting, retaining, or changing a taxable Before these proposed regulations are
nership capital is determined through refyear under §1.442-1 (including the adadopted as final regulations, considera-
erence to the assets of the partnership thainistrative procedures prescribed thergion will be given to any written com-
the partner would be entitled to uporunder), these regulations propose to modraents (a signed original and eight (8)
withdrawal from the partnership or uporify §18.1378-1 to remove thesecopies) and electronic comments that are
the liquidation of the partnershipSee, procedural rules and instead refer teubmitted timely to the IRS. The IRS and

e.g, §1.704-1(e)(v), Rev. Proc. 93-271 442-1. Treasury Department specifically request
(1993 C.B. 343). As a practical matter, ) comments on the clarity of the proposed
such a determination will require a valuaF. Proposed Effective Date rules and how they can be made easier t

tion of the partnership’s assets. Because These regulations are proposed to ganderstand. All comments will be avail-
the determination under section 706 mu%t plicable for taxable years ending on ofble for public inspection and copying.

be made on an annual basis, the burd%ﬁer the date these regulations are pub-A public hearing has been scheduled
associated with actual valuations maYis for October 2, 2001, at 10 a.m., in the IRS

e : . hed in theFederal Registeras final
make it difficult for partnerships to iden- 9 Auditorium, Internal Revenue Building,

. ) : . regulations. D .

tify their taxable years quickly and easily. 1111 Constitution Avenue, NW, Washing-
Therefore, for partnerships that maintaifeffect on Other Documents ton, DC. Due to building security proce-
capital accounts in accordance with . dures, visitors must enter at the 10th
§1.704-1(b)(2)(iv), these proposed reguRev. Rul. 57-589 is obsolete. Street entrance, located between Consti
lations provide that in making this deterRev. Rul. 65-316 (1965-2 C.B. 149) is (,1ion and Pennsylvania Avenues, NW. In
mination, it will be reasonable for theobsolete. addition, all visitors must present photo

partnership to assume that a partner’s ifRev. Rul. 68-125 (1968-1 C.B. 189) is jgentification to enter the building. Be-
terest in partnership capital is the ratio opbsolete. cause of access restrictions, visitors will



not be admitted beyond the immediate ercated to each person for making comProposed Amendments to the
trance area more than 15 minutes beforaents. Regulations
the hearing starts. For information about An agenda showing the scheduling of )
having your name placed on the buildinghe speakers will be prepared after the Accordingly, 26 CFR parts 1, Sc, Sf,
access list to attend the hearing, see tdeadline for receiving outlines hast8 and 301 are proposed to be amende
“FOR FURTHER INFORMATION passed. Copies of the agenda will b@S follows:
CONTACT” section of this preamble. available free of charge at the hearing. paRT 1—INCOME TAXES
The rules of 26 CFR 601.601(a)(3) . .
apply to the hearing. Dratting Information Paragraph 1. The authority citation for
Persons who wish to present oral com- The principal authors of these regulapart 1 continues to read in part as follows:
ments at the hearing must submit timelyions are Roy A. Hirschhorn and Martin Authority: 26 U.S.C. 7805 * * *
written or electronic comments and musgcully, Jr. of the Office of Associate Chief Par. 2. In the list below, for each sec-
submit an outline of the topics to be discounsel (Income Tax and Accounting)tion indicated in the left column, remove
cussed and the time to be devoted to eagfbwever, other personnel from the IRghe old language in the middle column
topic (preferably a signed original andand Treasury Department participated ignd add the new language in the right col

eight (8) copies) by September 11, 2001 thejr development. umn.
A period of 10 minutes will be allo-
Affected Section Remove Add
1.46-1(p)(2)(iv) paragraph (b)(1) of §1.441-2 §1.441-2
1.48-3(d)(1)(iii) paragraph (b)(1) of §1.441-2 §1.441-2
1.280H-1T(a), last sentence §1.441-4T(d) §1.441-3(c)
1.443-1(b)(1)(ii) and paragraph (c)(5) of §1.441-2 and 81.441-2(b)(2)(ii)
1.444-1T(a)(1), first sentence §1.441-4T(d) §1.441-3(c)
1.444-2T(a), last sentence §1.441-4T(d) §1.441-3(c)
1.448-1(h)(2)(ii)(B)1) 81.441-2T(b)(1) 81.441-2(c)
1.469-1(h)(4)(ii)(D) 81.441-4T(f) §1.441-3(e)
1.469-1T(g)(2)(i) §1.441-4T(d) §1.441-3(c)
1.1561-1(c)(2) See paragraph (b)(1) of §1.441-2 See §1.441-2
1.6654-2(a), concluding text paragraph (b) of §1.441-2 §1.441-2(c)
1.6655-2(a)(4), first sentence paragraph (b) of §1.441-2 §1.441-2(c)
301.7701(b)-6(a), third sentence §1.441-1(e) §1.441-1(b)
Par. 3. Sections 1.441-0, 1.441-1(ji) Exceptions. (d) Retention of taxable year.
1.441-2, 1.441-3, and 1.441-4 are addéd) 52-53-week taxable years. (e) Change of taxable year.
to read as follows: (B) Partnerships, S corporations, andf) Obtaining approval of the Comm-

§1.441-0 Table of contents.

(©)

This section lists the captions containe&s)
in §81.441-1 through 1.441—4 as foIIowsEg;

PSCs.

Specified foreign corporations.
Annual accounting period.
Calendar year.

issioner or making a section 444
election.

§1.441-2 Election of taxable year
consisting of 52-53 weeks.

Fiscal year.

§1.441-1 Period for computation of (i) Definition. (a) In general.
taxable income. (i) Recognition. (1) Election.

_ ] (6) Grandfathered fiscal year. (2) Eligible taxpayer
(a) Computation of taxable income. (7) Books. (3) Example.
(1) Ingeneral. (c) Adoption of taxable year. (b) Procedures to elect a 52-53-week
(2) Length of taxable year. (1) In general. taxable year.
(b) General rules and definitions. (2) Approval required. (1) Adoption of a 52-53-week taxable
(1) Taxable year. (i) Taxpayers with required taxable year.
(2) Required taxable year. years. (i) In general.
(i) In general. (i) Taxpayers without books. (i) Filing requirement.



(2)

Change to (or from) a 52-53-weekii) Employees involved only in activi- (ii) Except as provided in paragraph

taxable year. ties that are not treated as the perfo(b)(1)(i) of this section, the taxpayer’s re-
(i) In general. mance of personal services. quired taxable year (as defined in para-
(i) Special rules for short period(iii) Other employees. graph (b)(2) of this section), if applicable;
required to effect the change. (A) Compensation cost attributable to (iii) Except as provided in paragraphs
(3) Examples. personal service activity. (b)(1)(i) and (ii) of this section, the tax-
(c) Application of effective dates. (B) Compensation cost not attributablgpayer’s annual accounting period (as de-
(1) In general. to personal service activity. fined in paragraph (b)(3) of this sec-
(2) Examples. () Services substantially performed bytion), if it is a calendar year or a fiscal
(3) Changes in tax rates. employee-owners. year; or
(4) Examples. (1) General rule. (iv) Except as provided in paragraphs
(d) Computation of taxable income.  (2) Compensation cost attributable tdb)(1)(i) and (ii) of this section, the calen-
(e) Treatment of taxable years ending personal services. dar year, if the taxpayer keeps no books,
with reference to the same calendai3) Examples. does not have an annual accounting pe
month. (g) Employee-owner defined. riod, or has an annual accounting period
(1) Pass-through entities. (1) General rule. that does not qualify as a fiscal year.
(2) Personal service corporations an¢) Special rule for independent contrac- (2) Required taxable yea#(i) In gen-
employee-owners. tors who are owners. eral. Certain taxpayers must use the par-
(3) Definitions. (h) Special rules for affiliated groups fil- ticular taxable year that is required under
(i) Pass-through entity. ing consolidated returns. the Internal Revenue Code and the regula
(i) Owner of a pass-through entity. (1) In general. tions thereunder (the required taxable
(4) Examples. (2) Examples. year). For example, the required taxable
(5) Transition rule. , year is—
§1.441-3 Taxable year of a personal S1adl-4 Effective date. (.A) In the case Of a foreign sales corpo-
service corporation. §1.441-1 Period for computation of ratlon_or domestic international sales_cor-
taxable income. poration, the taxable year determined
(a) Taxable year. under section 441(h) and §1.921-1T
(1) Required taxable year. (a) Computation of taxable income (a)(11), (b)(4), and (b)(6);
(2) Exceptions. (1) In general Taxable income must be (B) In the case of a personal service
(b) Adoption, change, or retention ofcomputed and a return must be made forarporation (PSC), the taxable year deter-
taxable year. period known as the “taxable year.” Fomined under section 441(i) and §1.441-3;
(1) Adoption of taxable year. rules relating to methods of accounting, (C) In the case of a nuclear decommis-
(2) Change in taxable year. the taxable year for which items of grossioning fund, the taxable year determined
(3) Retention of taxable year. income are included and deductions arender 81.468A—4(c)(1);
(4) Procedures for obtaining approval otaken, inventories, and adjustments, see (D) In the case of a designated settle-
making a section 444 election. parts 1l and Ill (section 446 and follow-ment fund or a qualified settlement fund,
(5) Examples. ing), subchapter E, chapter 1 of the Intethe taxable year determined under
(c) Personal service corporation denal Revenue Code, and the regulationsl.468B-2(j);
fined. thereunder. (E) In the case of a common trust fund,
(1) In general. (2) Length of taxable year Except as the taxable year determined under sectior
(2) Testing period. otherwise provided in the Internal Rev584(i);
(i) In general. enue Code and the regulations thereunder(F) In the case of certain trusts, the tax-
(i) New corporations. (e.g, 81.441-2 regarding 52-53-weelable year determined under section 644;
(3) Examples. taxable years), a taxable year may not (G) In the case of a partnership, the tax-
(d) Performance of personal services. cover a period of more than 12 calendaable year determined under section 706
(1) Activities described in sectionmonths. and §1.706-1;
448(d)(2)(A). (b) General rules and definitionsThe (H) In the case of an insurance com-
(2) Activities not described in sectiongeneral rules and definitions in this parapany, the taxable year determined under
448(d)(2)(A). graph (b) apply for purposes of sectionsection 843 and §1.1502—-76(a)(2);
(e) Principal activity. 441 and 442 and the regulations thereun- (I) In the case of a real estate invest-
(1) General rule. der. ment trust, the taxable year determined
(2) Compensation cost. (1) Taxable year Taxable year under section 859;
(i) Amounts included. means— (J) In the case of a real estate mortgage
(i) Amounts excluded. (i) The period for which a return isinvestment conduit, the taxable year de-
(3) Attribution of compensation cost tomade, if a return is made for a period ofermined under section 860D(a)(5) and
personal service activity. less than 12 months (short period). Se§l1.860D—-1(b)(6);
(i) Employees involved only in the per-section 443 and the regulations thereun- (K) In the case of a specified foreign

formance of personal services. der; corporation, the taxable year determined



under section 898(c) and §81.898-1 (A) A period of 12 consecutive monthselected under section 444, must establis
through 1.898—4; ending on the last day of any month otheat business purpose and obtain the af
(L) In the case of an S corporation, the¢han December; or proval of the Commissioner under section
taxable year determined under section (B) A 52-53-week taxable year, if such442.
1378 and §1.1378-1; or period has been elected by the taxpayer. (ii) Taxpayers without booksA tax-
(M) In the case of a member of an affil-See §1.441-2. payer that must use a calendar year unde
iated group that makes a consolidated re- (ii) Recognition A fiscal year will be section 441(g) and paragraph (f) of this
turn, the taxable year determined undaecognized only if the books of the taxsection may not adopt a fiscal year with-
§1.1502-76. payer are kept in accordance with suchut obtaining the approval of the Com-
(i) Exceptions Notwithstanding para- fiscal year. missioner.
graph (b)(2)(i) of this section, the follow- (6) Grandfathered fiscal year. Grand- (d) Retention of taxable yearin cer-
ing taxpayers may have a taxable yedathered fiscal yeameans a fiscal year tain cases, a partnership, S corporation, c
other than their required taxable year: (other than a year that resulted in a thrd@SC will be required to change its taxable
(A) 52-53-week taxable yearsCertain month or less deferral of income) that gear unless it obtains the approval of the
taxpayers may elect to use a 52-53-wegdartnership or an S corporation receive@ommissioner under section 442, or
taxable year that ends with reference tpermission to use on or after July 1, 1974nakes an election under section 444,
their required taxable yeagee, dr exam- by a letter ruling i(e., not by automatic retain its current taxable year. For exam:
ple, 881.441-3 (PSCs), 1.706-1 (partneapproval). ple, a corporation using a June 30 fisca
ships), 1.1378-1 (S corporations), and (7) Books. Booksnclude the tax- year that either becomes a PSC or elect
1.1502-76(a)(1) (members of a consolipayer’s regular books of account ando be an S corporation and, as a result, i
dated group), and 1.898-4(c)(3) (specisuch other records and data as may bequired to use the calendar year unde
fied foreign corporations). necessary to support the entries on thsections 441(i) or 1378, respectively,
(B) Partnerships, S corporations, andtaxpayer’s books and on the taxpayer’must obtain the approval of the Commis-
PSCs A partnership, S corporation, orreturn, as for example, a reconciliatiorsioner to retain its current fiscal year.
PSC may use a taxable year other than it any difference between such bookSimilarly, a partnership using a taxable
required taxable year if the taxpayeand the taxpayer’s return. Records thatear that corresponds to its required tax
elects a 52-53-week taxable year that endse sufficient to reflect income ade-able year must obtain the approval of the
with reference to its required taxable yeaguately and clearly on the basis of an arGommissioner to retain such taxable yea
as provided in paragraph (b)(2)(ii)(A) ofnual accounting period will be regardedf its required taxable year changes as
this section, elects to use a taxable yeas the keeping of books. See sectiomsult of a change in ownership. How-
other than its required taxable year undéd001 and the regulations thereunder fagver, a partnership that previously estab
section 444, or establishes a business puitles relating to the keeping of bookdished a business purpose to the satisfac

pose to the satisfaction of the Commisand records. tion of the Commissioner to use a taxable
sioner under section 442 (such as a grand-(c) Adoption of taxable year(1) In year is not required to obtain the approva
fathered fiscal year). general Except as provided in paragraplof the Commissioner if its required tax-

(C) Specified foreign corporation®\ (c)(2) of this section, a new taxpayer magble year changes as a result of a chang
specified foreign corporation (as definecdidopt any taxable year that satisfies thie ownership.
in section 898(b)) may use a taxable yeaequirements of section 441 and the regu- (e) Change of taxable yearOnce a
other than its required taxable year if itations thereunder without the approval ofaxpayer has adopted a taxable year, suc
elects a 52-53-week taxable year that entlse Commissioner. A taxable year of daxable year must be used in computing
with reference to its required taxable yeanew taxpayer is adopted by filing its firsttaxable income and making returns for all
as provided in paragraph (b)(2)(ii)(A) offederal income tax return using that taxsubsequent years unless the taxpayer ol
this section or makes a one-month deferble year. The filing of an application fortains approval from the Commissioner to
ral election under section 898(c)(1)(B)automatic extension of time to file a fed-make a change or the taxpayer is other
and 8§1.898-3(a)(2). eral income tax returre(g, Form 7004), wise authorized to change without the ap-:
(3) Annual accounting period. Annualthe filing of an application for an em-proval of the Commissioner under the In-
accounting periodneans the annual pe-ployer identification numbe(i.e., Form ternal Revenue Code.g, section 444 or
riod (calendar year or fiscal year) on th&S-4), or the payment of estimated taxesgction 859) or the regulations thereundel
basis of which the taxpayer regularlyfor a particular taxable year do not consti- (f) Obtaining approval of the Commis-
computes its income in keeping its bookstute an adoption of that taxable year. sioner or making a section 444 election
(4) Calendar year. Calendar year (2) Approval required—(i) Taxpayers See §1.442-1(b) for procedures for ob-
means a period of 12 consecutive monthgith required taxable years A newly- taining approval of the Commissioner
ending on December 31. Ataxpayer whéormed partnership, electing S corporafautomatically or otherwise) to adopt,
has not established a fiscal year mugion, or newly-formed PSC that wants tachange, or retain an annual accounting
make its return on the basis of a calendadopt a taxable year other than its reperiod. See 8§81.444-1T and 1.444-21
year. quired taxable year, a 52-53-week taxabl®r qualifications, and 1.444-3T for pro-
(5) Fiscal year—(i) Definition. Fiscal year that ends with reference to its reeedures, for making an election under
yearmeans— quired taxable year, or a taxable yeasection 444,



81.441-2 Election of taxable year may adopt a 52-53-week taxable year gix days or less, the tax computation
consisting of 52-53 weeks. such year ends with reference to the taxmnder §1.443-1(b) does not apply. If the
_ ~ payer’s required taxable year, or, if theshort period is 359 days or more, it is

(a) In general—(1) Election An eligi- one-month deferral election under sectiotreated as a full taxable year. If the short
ble taxpayer may elect to compute its taxggg(c)(1)(B) is made, with reference teperiod is six days or less, such short pe-
able income on the basis of a fiscal yeahe month immediately preceding the reriod is not a separate taxable year but in-

that— quired taxable year. See §1.898-4(c)(3¥tead is added to and deemed a part of th
(i) Varies from 52 to 53 weeks; Seealso §1.1502—76(a)(1) for speciafollowing taxable year. (In the case of a
(i) Ends always on the same day of theules regarding subsidiaries adopting 5Zhange to or from a 52-53-week taxable
week; and 53-week taxable years. year not involving a change of the month
(iif) Ends always on— (ii) Filing requirement A taxpayer With reference to which the taxable year

(A) Whatever date this same day of thadopting a 52-53-week taxable year mu&nds, the tax computation under
week last occurs in a calendar month; orfile with its federal income tax return for81.443-1(b) does not apply because the

(B) Whatever date this same day of thés first taxable year a statement contairshort period will always be 359 days or
week falls that is the nearest to the lashg the following information— more, or six days or less.) In the case of e
day of the calendar month. (A) The calendar month with referenceshort period which is more than six days

(2) Eligible taxpayer A taxpayer is eli- to which the new 52-53-week taxableand less than 359 days, taxable income
gible to elect a 52-53-week taxable year §ear ends; for the short period is placed on an annual
such fiscal year would otherwise satisfy (B) The day of the week on which theP@sis for purposes of §1.443-1(b) by mul-
the requirements of section 441 and thg>.53-week taxable year always will endiPYing such income by 365 and dividing
regulations thereunder. For example, and the result by the number of days in the
taxpayer that is required to use a calendar ¢y whether the 52-53-week taxap|ShOrt period.  In such case, the tax for the
year under 81.441-1(b)(1)(D) is not an elyear will always end on the date on whiciyO"t period is the same part of the tax

igible taxpayer. that day of the week last occurs in the caf:Omputed on such income placed on ar

(3) Example The provisions of this endar month, or on the date on which thnual basis as the number of days in th

paragraph (a) are illustrated by the folyay of the week falls that is nearest to th§232[3pirtl)og 'S (l)f.365 dﬁysl(unle_ss

IovxE/mg elxalrfnt|c:lle:t et  taaby last day of that calendar month. tax. corr:pfjt;&i gn rzsgﬁgst)o tF(e)raatner:dathlj\;i
xampie € laxpayer elects a taxable year 1 .

ending aFI)ways on thepla)s/t Saturday in Nover¥1ber, (2) Change .to (or from) a 52'53'\,’Veekment in deduction for personal exemp-

then for the year 2001, the taxable year would enifxable yea(i) In general An election tion, see§1.443-1(b)(1)(v).

on November 24, 2001. On the other hand, if the@f a 52-53-week taxable year by an exist- (3) Examples The following examples

taxpayer had elected a taxable year ending alwayg eligible taxpayer with an eStab”Sheqllustrate paragraph (b)(2)(ii) of this sec-

on the Saturday nearest to the end of Novembe[r‘.axame year is treated as a change in al.n
then for the year 2001, the taxable year would enH 1on

on December 1, 2001. Thus, in the case of a taxableuaI accounting penOd, th,at requires the Example 1A taxpayer having a fiscal year end-
year described in paragraph (a)(1)(iii)(A) of this sec@PProval of the Commissioner in accoring April 30, obtains approval to change to a 52-53-
tion, the year will always end within the month anddance with §1.442—1. Thus, a taxpayereek taxable year ending the last Saturday in April
may end on the last day of the month, or as many aust obtain approval to change from it&°r taxable years beginning after April 30, 2001.
six days before the end of the month. In the case ofq,rrent taxable year to a 52-53-week ta Jhis change involves a short period of 362 days,

taxable year described in paragraph (a)(1)(iii)(B) of . Xrom May 1, 2001, to April 27, 2002, inclusive. Be-
this section, the year may end on the last day of th%ble year. Similarly, a taxpayer must 0bz;se the change results in a short period of 35¢

month, or as many as three days before or three deﬁ%in approval to change from a 52-53days or more, it is not placed on an annual basis an
after the last day of the month. week taxable year, or to change from onie treated as a full taxable year.

(b) Procedures to elect a 52-53-weelp2-53-week taxable year to another 52- Efamp'e ZASSh“mehthe same Coﬂd't'onsf‘
taxable year(1) Adopton of a 52.53- 53-week taxable year. However, if 70 1ot it e ome chasge o o
week taxable year(i) In general Anew change to a 52-53-week taxable year e”‘iﬁe year ending on the Thursday nearest to April
eligible taxpayer elects a 52-53-week taxwith reference to the same calendago. This change results in a short period of two
able year by adopting such year in accomonth as the existing taxable year, or if gays, May 1 to May 2, 2002. Because the short pe-
dance with §1.441-1(c). A newly-formedchange from a 52-53-week taxable yediod is 'ejSTtE."‘” e (.’aé’? ta(‘;; o not Sg%arate'y
partnership, electing S corporation, oends with reference to the same calend&grr':p:fteth'e fo'lfomf:;pgg'?s?,'_swieft;g:t;e yeee;:,e‘
newly-formed personal service corporamonth as the proposed taxable year, ﬂiﬁ]ich would otherwise begin on May 3, 2002, and
tion (PSC) may adopt a 52-53-week taxtaxpayer may obtain approval for thend on May 1, 2003.
able year without the approval of thechange automatically pursuant to admin- (c) Application of effective dates(1)
Commissioner if such year ends with refistrative procedures published by then general Except as provided in para-
erence to either the taxpayer’s require@ommissioner. See §1.442-1(b) for prograph (c)(3) of this section, for purposes
taxable vyear (as defined incedures for obtaining such approval.  of determining the effective date.g, of
81.441-1(b)(2)) or the taxable year (ii) Special rules for the short periodlegislative or regulatory changes) or the
elected under section 444. See required to effect the changl a change applicability of any provision of this title
§81.706-1, 1.1378-1 and 1.441-3. Simto or from a 52-53-week taxable year rethat is expressed in terms of taxable years
larly, a newly-formed specified foreignsults in a short period (within the meanindpeginning, including, or ending with ref-
corporation (as defined in section 898(b)pf §1.443-1(a)) of 359 days or more, oerence to the first or last day of a specified



calendar month, a 52-53-week taxableéod before the change, and in the periothken into account by the owner of the
year is deemed to begin on the first day ain and after the change, is to be madgass-through, the owner’s taxable yeal
the calendar month nearest to the first dayithout regard to the provisions of parawill be deemed to end on the last day of
of the 52-53-week taxable year, and igraph (b)(1) of this paragraph. the pass-through’s taxable year. Thus, i
deemed to end or close on the last day of (4) Examples The provisions of para- the taxable year of a partnership and ¢
the calendar month nearest to the last d@yaph (c)(3) of this section may be illuspartner end with reference to the same
of the 52-53-week taxable year, as thttated by the following examples: calendar month, then for purposes of de
case may be. Examples of provisions of Example 1 Assume a change in the rate of tax ifermining the taxable year in which that
this title, the applicability of which is ex- &ffective for taxable years beginning after June 3,5 tnar takes into account items describe
. . 002. For a 52-53-week taxable year beginning o . .
pressed in terms referred to m_the precedriqay, November 2, 2001, the tax must be comi! sgctlon 702 and |tems_ th?_:lt are_de-
ing sentence, include the provisions relatyted on the basis of the old rates for the actugluctible by the partnership (including
ing to the time for filing returns and othemumber of days from November 2, 2001, to June 3@tems described in section 707(c)) and in-
documents, paying tax, or performing?002, inclusive, and on the basis of the new rates feijydible in the income of that partner, that
other acts, and the provisions of part Il.t,pe actual number of days from July 1, 2002, ty5rtner's taxable year will be deemed to
. hursday, October 31, 2002, inclusive. .
subch_apter B, ghapter 6 (section 1551 and Example 2Assume a change in the rate of tax iend on the IasF d_ay of_ the partnership’s
following) relating to surtax exemptionseffective for taxable years beginning after June 3¢axable year. Similarly, if the taxable year
of certain controlled corporations. 2001. For this purpose, a 52-53-week taxable ye@f an S corporation and a shareholder en
(2) Examples The provisions of para- beginning on any of the days from June 25 to July 4yjth reference to the same calendal
graph (c)(1) of this section may be illusinclusive. is treated as beginning on July 1. Thergs oy - then for purposes of determining
. fore, no computation under section 15 will be re- . .
trated by the following e>_<amp|es: _ quired for such year because of the change in rate tN€ ta>_<ab|e year in WhICh that s_hare_holde\
Example 1Assume that an income tax provision (d) Computation of taxable income takes into account items described in sec

is applicable to taxable years beginning on or after T . . ; i i
January 1, 2001. For that purpose, a 52-53-week tat1€ Principles of section 451, relating tgion 1366(a) and items that are deduciible

able year beginning on any day within the periodhe taxable year for inclusion of items 0\_by the S corporation and includible in the
December 26, 2000, to January 4, 2001, inclusive, gross income, and section 461, relating t§come of that shareholder, that share
treated as beginning on January 1, 2001. the taxable year for taking deductionsholder’s taxable year will be deemed to

Example 2Assume that an income tax provision : £a. nd on the last day of the S corporation’s
requires that a return must be filed on or before thgenerally are applicable to 52-53 We"?‘f xable year
15th day of the third month following the close oft@Xable years. Thus, except as otherwi e '

the taxable year. For that purpose, a 52-53-week taprovided, all items of income and deduc- (2) Personal service corporations and
able year ending on any day during the period Magion must be determined on the basis of @MpPloyee-ownersif the taxable year of a
25 to June 3, inclusive, is treated as ending on Magp_53.\week taxable year. However £SC (within the meaning of §1.441-3(c))

31, the last day of the month ending nearest to ”}%\xpayer may determine particular itemé‘nd an employee-owner (within the
last day of the taxable year, and the return, therefore;, nin f §1.441-3 nd with refer-
must be made on or before August 15. as though the 52-53-week taxable yedPeaning of §1.441-3(g)) e ele

Example 3X, a corporation created on Januanwere a taxable year consisting of 12 cafnce to the same Ca_-le_ndar month, then fc
1, 2001, elects a 52-53-week taxable year ending @ndar months, provided that practice iBUrPOSes of determining the taxable yea
the Friday nearest the end of December. Thus, Xgonsistently followed by the taxpayer andn which an employee-owner takes into
first taxable year begins on Monday, January 1 learly reflects income. For example, a@ccount items that are deductible by the

2001, and ends on Friday, December 28, 2001; it T . . . . .
next taxable year begins on Saturday, December 28/l0wance for depreciation or amortizaPSC and includible in the income of the

2001, and ends on Friday, January 3, 2003; and N may be determined on the basis of gmployee—own_er, the employee-owner’s
next taxable year begins on Saturday, January 82-53-week taxable year, or as though tHéxable year will be deemed to end on the
2003, and ends on Friday, January 2, 2004. For pusp_53.\veek taxable year is a taxable yedast day of the PSC’s taxable year.

feorsgsé’;:gt‘:?'ggo;h; 5 rlcr)]\t"esrfgsgévzanr;g’égsgh?(?gonsisting of 12 calendar months, pro- (3) Definitions—(i) Pass-through en-
first taxable year is deemed to end on December syided the taxpayer consistently followdlity. For purposes of this section, a pass

2001; its next taxable year is deemed to begin oiat practice with respect to all depreciathrough entity means a partnership, S cor
January 1, 2002, and end on December 31, 200Ble or amortizable items. poration, trust, estate, common trust func
and its next taxable year is deemed to begin on Janu- (e) Treatment of taxable years endindWithin the meaning of section 584(i)),

ary 1, 2003, and end on December 31, 2003. Ag; ontrolled foreign corporation (within the
cordingly, each such taxable year is treated as i?n’\-lIth reference to the same calendaf 9 P (

cluding one and only one Decembef'31 month—(1) Pass-through entities If a meaping of section 9.57.)1 foreign pgrsona\
(3) Changes in tax ratedf a change in Pass-through entity (as defined in paraholding company (within the meaning of
the rate of tax is effective during a 52-53graph (€)(3)(i) of this section) or an ownefection 552), or passive foreign invest-
week taxable year (other than on the firff @ pass-through entity (as defined itment company that is a qualified electing
day of such year as determined unde¥aragraph (e)(3)(ii) of this section), offund (within the meaning of section
paragraph (c)(1) of this section), the taoth, use a 52-53-week taxable year aritR95).
for the 52-53-week taxable year must béhe taxable year of the pass-through entity (i) Owner of a pass-through entifyor
computed in accordance with section 15nd the owner end with reference to theurposes of this section, an owner of &
relating to effect of changes, and the regsame calendar month, then, for purposdgiss-through entity means a taxpayer the
lations thereunder. For the purpose of thef determining the taxable year in whichowns an interest in, or stock of, a pass
computation under section 15, the deteitems of income, gain, loss, deductions, dhrough entity. For example, an owner of
mination of the number of days in the peeredits from the pass-through entity ar& pass-through entity includes a partner ir



a partnership, a shareholder of an S cofa)(2) of this section, the taxable year of a (5) Examples. The provisions of para-
poration, a beneficiary of a trust or an egpersonal service corporation (PSC) (agraph (b)(4) of this section may be illus-
tate, a participant in a common trust funddefined in paragraph (c) of this sectionjrated by the following examples:
a U.S. shareholder (as defined in sectiamust be the calendar year. Example 1 X, whose taxable year ends on January
951(b)) of a controlled foreign corpora- (2) ExceptionsA PSC may have a tax- 31 2001, becomes a PSC for s taxable year begin
tion,_ a U.s. sharehold_er (as defined imble year o_ther than it_s_required taxabI%'rg%allzf;rfhiwct’nfngils’ioing ?;ejs?:s betglcnalﬂ;ee:rp
section 551(a)) of a foreign personal holdyear (.e., a fiscal year) if it elects to use arpys, for taxable years ending before February 1,
ing company, or a U.S. person that hold52-53-week taxable year that ends withoo1, this section does not apply with respect to X.
stock in a passive foreign investmenteference to the calendar year, makes &nar its taxable year beginning on February 1, 2001,
company that is a qualified electing fund.election under section 444, or establishd§Wever. X will be required to comply with paragraph
(4) Examples The provisions of para- a business purpose for such fiscal Yeqf, Commcsioner o use a Jancary 4 taae your,
graph (e)(2) of this section may be illusand obtains the approval of the Commismakes a section 444 election, X will be required to

trated by the following examples: sioner under section 442. change its taxable year to the calendar year unde
Example 1ABC Partnership uses a 52-53-week (h) Adoption, change, or retention ofparagraph (b) of this section by using a short taxable
Elxable year that ends on the Wednesday neares 5’xab|e year—(1) Adoption of taxable year that begins on February 1, 2001, and ends_on De
ecember 31, and its partners, A, B, and C, are indi- . cember 31, 2001. Under paragraph (b)(1) of this sec-
vidual calendar year taxpayers. Assume that, fof€ar A PSC may adopt, in accordanceﬁon, X may obtain automatic approval to change its
ABC's taxable year ending January 3, 2001, eacwith §1.441-1(c), the calendar year, a 53axable year to a calendar year. See §1.442-1(b).
partner’s distributive share of ABC's taxable income53-week taxable year ending with refer- Example 2Assume the same facts asEixample
is $10,000. Under section 706(a) and paragrapince to the calendar year, or a taxablle except that X desires to change to a 52-53-week
(e)(1) of this section, for the taxable year ending De- - - xable year ending with reference to the month of
cember 31, 2000, A, B, and C each must inclugé3" elected under SeCtlor? 44.4 without th ecember. Under paragraph (b)(1) of this section X
$10,000 in income with respect to the ABC yea@PProval of the Commissioner. S€@hay obtain automatic approval to make the change.
ending January 3, 2001. Similarly, if ABC makes &81.441-1. A PSC that wants to adopt angee §1.442-1(b)

guaranteed payment to Aon January 2, 2001, Amugither taxable year must establish a busi- (c) Personal service corporation de-
g‘:é‘::gé';ié’%g‘fg;'%g%ome for As taxable yeapess purpose and obtain the approval 6ihed—(1) In general For purposes of

Example 2X, a PSC, uses a 52-53-week taxabidn€ Comm|55|oper under section 442.  this section and section 442, a taxpayer is
year that ends on the Wednesday nearest to Decem-(2) Change in taxable yearA PSC a PSC for a taxable year only if—
ber 31, and all of the employee-owners of X are indthat wants to change its taxable year (i) The taxpayer is a C corporation (as
vidual calendar year taxpayers. Assume that, for ighust obtain the approval of the Commisdefined in section 1361(a)(2)) for the tax-
taxable year ending January 3, 2001, X pays a b°”§?oner under section 442 or make aable year;
of $10,000 to each employee-owner on January 2, . . . L L
2001. Under paragraph (e)(2) of this section, eadhlection under section 444. However, a (i) The principal activity of the tax-
employee-owner must include its bonus in incom&SC may obtain automatic approval fopayer during the testing period is the per-
for the taxable year ending December 31, 2000. ~ certain changes, including a change tformance of personal services;

(5) Transition rule In the case of an the calendar year or to a 52-53-week tax- (iii) During the testing period, those
owner of a pass-through entity (other thagable year ending with reference to theervices are substantially performed by
the owner of a partnership or S corporacalendar year, pursuant to administrativemployee-owners (as defined in para-
tion) that is required by this paragraph (hrocedures published by the Commisgraph (g) of this section); and
to include in income for its first taxablesjoner. (iv) Employee-owners own (as deter-
year ending on or after the date these reg-(3) Retention of taxable yearln cer- mined under the attribution rules of sec-
ulations are published in thieederal tain cases, a PSC will be required tdion 318, except that “any” applies instead
Register as final regulations amounts atthange its taxable year unless it obtainsf “50 percent” in section 318(a)(2)(C))
tributable to two taxable years of a passhe approval of the Commissioner undemore than 10 percent of the fair market
through entity, the amount that otherwisgection 442, or makes an election undefalue of the outstanding stock in the tax-
would be required to be included in in-section 444, to retain its current taxabl@ayer on the last day of the testing period.
come for such first taxable year by reasogear. For example, a corporation using a (2) Testing periog—(i) In general Ex-
of this paragraph (e) should be included igyne 30 fiscal year that becomes a PSt@pt as otherwise provided in paragraph
income ratably over the four-taxable-yeapnd, as a result, is required to use the c4t)(2)(ii) of this section, the testing period
period beginning with such first taxablegndar year must obtain the approval of thier any taxable year is the immediately
year under principles similar tocommissioner to retain its current fiscapreceding taxable year.

§1.702-3T, unless the owner of the pasgpgy, (i) New corporations. The testing pe-
through elects to include all such income (4) procedures for obtaining approval riod for a taxpayer’s first taxable year is the
in its first taxable year ending on or afteg making a section 444 electionSee period beginning on the first day of that
the date these regulations are published #3 445_1(b) for procedures to obtain théaxable year and ending on the earlier of—
theFederal Registeras final regulations. approval of the Commissioner (automati- (A) The last day of that taxable year; or
cally or otherwise) to adopt, change, or (B) The last day of the calendar year in
retain a taxable yeaBSee§§1.444—1T and which that taxable year begins.
1.444-2T for qualifications, and (3) ExamplesThe provisions of para-

(a) Taxable year(1) Required taxable 1.444-3T for procedures, for making argraph (c)(2)(ii) of this section may be il-
year. Except as provided in paragraptelection under section 444. lustrated by the following examples:

81.441-3 Taxable year of a personal
service corporation.



Example 1Corporation A first taxable year be- erwise chargeable to a capital account byorporation’s personal service activity
gins on June 1, 2001, and A desires to use a Septeffre corporation during such taxableequals the compensation cost for that em

ber 30 taxable year. However, if Ais a personal ser- o
vice corporation, it must obtain the Commissioner’ ear ployee multlplled by the percentage of the

approval to use a September 30 taxable year. Pur- (A) Wages and salaries; and total time worked for the corporatior_1 by
suant to paragraph (c)(2)(ii) of this section, As test- (B) Any other amounts, attributable tothat employee during the year that is at-
ing period for its first taxable year beginning June lgapyices performed for or on behalf of théributable to activities of the corporation

2001, is the period June 1, 2001, through September . . that are treated as the performance of pe
30, 2001. Thus, if, based upon such testing period,(lg\orporatlon by a pers?“ Who IS ?‘n em | - d P h (d) of 'E)h"
is a personal service corporation, A must obtain thBloyee of the corporation (including ansonal services under paragraph (d) of thi

Commissioner’s permission to use a September 3wner of the corporation who is treated agection. That percentage is to be deter

taxable year. an employee under paragraph (g)(2) dhined by the taxpayer in any reasonable
Example 2The facts are the same asfemple thjs section) during the testing period.and consistent manner. Time logs are nc

L, except that A desires to use a March 31 taxablg, ., ooy nts include, but are not limitegequired unless maintained for other pur-
year. Pursuant to paragraph (c)(2)(ii) of this section;, . oses:
A's testing period for its first taxable year beginningt@» @mounts attributable to deferred com ’

June 1, 2001, is the period June 1, 2001, through Dpensation, commissions, bonuses, com- (B) Compensation cost not attributable
cember 31, 2001. Thus, if, based upon such testigensation includible in income under secto personal service activityThat portion
period, A s a personal service corporation, A musfion 83, compensation for services baseef the compensation cost for a mixed ac-
&?ﬂ;;ﬁ&;&?ﬁ;oners permission to Use 3, 5 percentage of profits, and the cost @ity employee that is not considered to
' . idi i i i i-be attributable to the corporation’s per-
(d) Performance of personal serviees pr0\_/|d_|ng fringe benefits that are includi . S P PE
- ) . "~ _ble in income. sonal service activity is the compensatior
(1) Activities described in section™ ) for th | I h d
(i) Amounts excludedNotwithstand- COStfor that employee less the amount de

448(d)(2)(A) For purposes of this section, . .
any(az:(ti\ai(ty)of thF()a tgxpayer described iring Paragraph (e)(2)(i) of this sectionfermined in paragraph (e)(3)(iii)(A) of

section 448(d)(2)(A) or the regulationscompensation cost does not inclugdis section.
thereunder will be treated as the perfo@Mounts attributable to a plan qualified (f) Services substantially performed by

mance of personal services. TherefordNder section 401(a) or 403(a), or to amployee-owners(1) General rule.
any activity of the taxpayer that involvesSimplified employee pension plan defined®ersonal services are substantially per
the performance of services in the fieldd Section 408(k). formed during the testing perliod py em-
of health, law, engineering, architecture, (3) Attribution of compensation cost toPlOyee-owners of the corporation ',f more
accounting, actuarial science, performing€rsonal service activity(i) Employees than 20 percent of the corporation’s com-
arts, or consulting (as such fields are ddvolved only in the performance of perPensation cost for that period attributable
fined in §1.448—1T) will be treated as théonal servicesThe compensation cost forto its activities that are tregted as the per
performance of personal services for puemployees involved only in the perfor-formance of personal services within the
poses of this section. mance of activities that are treated as pef€aning of paragraph (d) of this section
(2) Activities not described in sectionsonal services under paragraph (d) of thige., the total compensation for personal
448(d)(2)(A) For purposes of this section,sec'[ion, or employees involved only inservice aCiEIVItIeS) is attributable to per-
any activity of the taxpayer not describegupporting the work of such employeessonal services performed by employee-
in section 448(d)(2)(A) or the regulationsre considered to be attributable to thewners. _ _
thereunder will not be treated as the peROrporation’s personal service activity. ~ (2) Compensation cost attributable to
formance of personal services. (i) Employees involved only in activi-Personal servicesror purposes of para-
(e) Principal activity—(1) General ties that are not treated as the perforgfa_ph (1) of this section— .
rule. For purposes of this section, thénance of personal serviceghe compen- 0] Tht_e corporatl_on’s c_o_mpensanon
principal activity of a corporation for any sation cost for employees involved onlycost attributable to its activities that are
testing period will be the performance ofn the performance of activities that aréreated as the performance of persona
personal services if the cost of the corpd?ot treated as personal services undégrvices is determined under paragrap
ration’s compensation (the compensatioRaragraph (d) of this section, or for emf{e)(3) of this section; and
cost) for such testing period that is attribployees involved only in supporting the (ii) The portion of the amount deter-
utable to its activities that are treated awork of such employees, are not considmined under paragraph (f)(2)(i) of this
the performance of personal servicegred to be attributable to the corporation’section that is attributable to personal ser
within the meaning of paragraph (d) ofPersonal service activity. vices performed by employee-owners is
this section i(e., the total compensation (i) Other employeesThe compensa- to be determined by the taxpayer in any
for personal service activities) exceeds 5@on cost for any employee who is not dereasonable and consistent manner.
percent of the corporation’s total compenscribed in either paragraph (e)(3)(i) or (3) Examples The provisions of this

sation cost for such testing period. paragraph (e)(3)(ii) of this section (aparagraph (f) may be illustrated by the
(2) Compensation cost(i) Amounts mixed-activity employee) is allocated adollowing examples:
included For purposes of this section, thdollows— Example 1For its taxable year beginning Febru-

compensation cost of a corporation for a (A) Compensation cost attributable to@¥ 1. 23_01' forp AS;‘;S“Z%QOSGBOQ is tt*;]e tt";‘xatt_"e

. . .. . r endin nuar . rn ng
taxable year is equal to the sum of the fopersonal service activityThat portion of gi‘;ode Pt gnlyaasﬁv?;y e per;'o;n?ancz Ofse'rj
lowing amounts allowable as a deductiorthe compensation cost for a mixed actiVsonaj services. The total compensation cost of A (in

allocated to a long-term contract, or othity employee that is attributable to theluding compensation cost attributable to employee-



owners) for the testing period was $1,000,000. The (jii) All of the stock of the members of 88§ 1.441-1T, 1.441-2T, 1.441-3T and

total Comf:”fat'&” 205:‘ a“”bu_tag'e to gzmlpéogggche affiliated group that is not owned byl.441-4T [Removed]

owners of A for the testing period was : -

Pursuant to paragraph (f)(1) of this section, the em_g-lny other member of the _afﬂhated group Par. 4. Sections 1.441-1T. 1.441-2T

ployee-owners of A substantially performed the perlS treated as the outstanding stock of that =<' ' - '
. , . . ; 1.441-3T, and 1.441-4T are removed.

sonal services of A during the testing period becauggorporation. ! . . .

the compensation cost of As employee-owners was (2) ExamplesThe provisions of this Par. 5. Section 1.442-1 is revised to

more than 20 percent of the total compensation coglaragraph (h) may be illustrated by th&ead as follows:

for all of As employees (including employee-own-foIIOWin examples: )

ers). g ples. ~ 81.442-1 Change of annual accounting
Example 2Corp B has the same facts as corpora—f Examplte_ 1 ;heda‘f;flllatﬁd”group A&B, Cb(mj.IStlngB period.

tion A in Example 1 except that during the taxable?I (ijorpora Iolr']d ar(lj f' Z W IO. y owned subsl |a;ry h o

year ending January 31, 2001, B also participated fijco & consolidated federal income taxreturn for the - 5y Approval of the CommissioneA

an activity that would not be characterized as tht(_}axabl_e yeardendlng Jam:]ar{] 31.’ 2.00]&’ anddAtI)_% 'Sh.ag'axpayer that has adopted an annual ac

performance of personal services under this sectiotne.mp.’tlng to. etermine whether 't. IS & ected by thi i i i i

h : X . Section for its taxable year beginning February 160UNting period (as defined in
e total compensation cost of B (including com- ) : et .

pensation cost attributable to employee-owners) 14001 During the testing periode, the taxable §1.441—1(b)(3)) as its taxable year gener-

the testing period was $1,500,000 ($1,000,000 S ending qanuary 3L, 2001)1 A did not. perforna”y must continue to use that annual ac-

tributable to B's personal service activity and-S'S0nal services. However, B's only activity was,qnting period in computing its taxable

$500,000 attributable to B's other activity). The totaLhe pefrfﬁrmanc_e of pe_rsdonal sIerV|ces. fO:dt%e Ia{srtu;ome and for making its federal income

compensation cost attributable to employee-ownersay of the test_lng period, employees O, : notax returns. If the taxpaver wants to

of B for the testing period was $250,000 ($210,008V" 21 stock in A. However, some of B's employ- : pay

attributable to B's personal service activity anceeS 0N stock in A. In the aggregate, B's employesghange its annual accounting period and
$40,000 attributable to B’s other activity). pursuanf ™" 9 percent of A stock on the last day of the tesyse a new taxable year, it must obtain the

to paragraph (f)(1) of this section, the employee!d Period. Pursuant to paragraph (h)(1) of this se¢y 56y a] of the Commissioner, unless it is

. tjon, this section is effectively applied on a consoli- . . .
f B substantiall i d th A . -
owners of b substantially performe © personac!ated basis to members of an affiliated group filing gtherW|se authorized to change without

i f B during the testi i : : isgj
SErvices ol b auring the testing period because MO onsolidated federal income tax return. Because tHB€ approval of the Commissioner under
than 20 percent of B's compensation cost during thé | | ; f AB th | oeither the Internal Revenue Codaq
testing period attributable to its personal service a(%n ynzngp oyee OI;A,’ ners ? a(rje etemp oyeesth . . '
tivities was attributable to personal services per: a ecause B's employees do not own more thaection 444 and section 859) or the regu-

10 percent of AB on the last day of the testing per+;
fi loyee- _ ; _ ations thereundere(g, paragraph (c) of
ormed by employee-owners ($2%O'OOO) riod, AB is not a PSC subject to the provisions o @, paragraph (c)

(g9) Employee-owner defined(1) Gen-

] - this section. Thus, AB is not required to determin his SeCt'on)' In addition, as despr'bed in
eral rule. For purposes of this section, @n a consolidated basis whether, during the testirgL-441—1(c) and (d), a partnership, S cor-
person is an employee-owner of a corpaeriod, its principal activity is the providing of per- poration, electing S corporation, or per-
ration for a testing period if— sonal services, or the personal services are substgbnal service corporation (PSC) generally
(i) The person is an employee of thd?a!y performed by employee-owners. is required to secure the approval of the
. d f th . Example 2The facts are the same a€ixample . t dobt tai
qorporatlon on any day of the testing pe; ycept that on the last day of the testing period gomm|ssmm_ar o adopt or retain an an-
rIOd, and owns 0n|y 80 percent of B. The remaining 20 pernual aCCOUI']tII’]g pel’IOd Other tha.n Its re-
(i) The person owns any outstandingent of B is owned by employees of B. The faiquired taxable year. The manner of ob-
stock of the corporation on any day of théarket value of A, including its 80 percent interestaining approval from the Commissioner
testing period. in B, as of the last day of the testing period, i$g 5qopt, change, or retain an annual ac:
2)'S ial rule for ind d $1,000,000. In addition, the fair market value of the ti iod i ided i h
(2) Special rule for independent con-,, percent interest in B owned by B's employees ig0UNting period is provided in paragrap
tractors who are ownerginy person who $50,000 as of the last day of the testing period. Putb) Of this section. However, special rules
is an owner of the corporation within thesuant to paragraphs (c)(1)(iv) and paragraph (h)(fpr obtaining approval may be provided in
meaning of paragraph (g)(L)(ii) of this secof this section, AB must determine whether the emgther sections.
tion and who performs personal servicelloyee-owners of Aand B.¢, B's employees) own  (13) Optaining approval—(1) Time and
f behalf of. th . ._more than 10 percent of the fair market value of A f ti E t
or, or on behalf of, the corporation ISand B as of the last day of the testing period. BdN@NNer for requesting approvalExcep
treated as an employee for purposes of thiguse the $140,000 [($1,000,000 x .09) + $50,006S Otherwise provided in paragraph (b)(3)
section, even if the legal form of that perfair market value of the stock held by B's employee®f this section, in order to secure the ap-
son’s relationship to the corporation is sucl greater than 10 percent of the aggregate fair masroval of the Commissioner to adopt,
that the person would be considered an jfgt value of Aand B as of the last day of the testinghange  or retain an annual accounting
d d f h period, or $105,000 [$1,000,000 + $50,000 x .10] iod t t il l
ependent _contractor or ot. 1T PUTPOSES. Ag may be subject to this section if, on a Consolipeno , a taxpayer must file an applica-
(h) Special rules for affiliated groups dated basis during the testing period, the principdion, generally on Form 112&pplication
filing consolidated returns-(1) In gen- activity of AB is the performance of personal serto Adopt, Change, or Retain a Tax Year
eral. For purposes of applying this sectioryices and the personal services are substantially pggith the Commissioner. The Form 1128
to the members of an affiliated group of°"™ed by employee-owners. must be filed no earlier than the day fol-
corporations filing a consolidated returngy 441-4 Effective date. !owmg the close of the first taxable year
for the taxable year— in which the taxpayer wants the adoption,
(i) The members of the affiliated group Sections 1.441-0 through 1.441-3 arehange, or retention to be effective (the
are treated as a single corporation; applicable for taxable years ending on diirst effective year) and no later than the
(i) The employees of the members ofifter the date these regulations are pui5" day of the third calendar month fol-
the affiliated group are treated as employtished in theFederal Registeras final lowing the close of the first effective year.

ees of such single corporation; and regulations. However, in the case of a change that re-



sults in a short period of six days or lesxine taxable year to another; a similar despouse so that a joint return may be filec
the Form 1128 must be filed no later thaferral or shifting in the case of any othefor the first or second taxable year of that
the 18" day of the third calendar monthperson, such as a beneficiary in an estatpouse ending after the date of marriage
following the close of the short period,the creation of a short period in whichSuch automatic approval will be granted
even though the short period is not treatethere is a substantial net operating lossnly if the newly married husband or wife
as a separate taxable year undepital loss, or credit (including a generaadopting the annual accounting period of
81.441-2(b)(2). business credit); or the creation of a shothe other spouse files a federal income ta

(2) General requirements for approval period in which there is a substantiateturn for the short period required by that
Except as provided in paragraph (b)(3) aimount of income to offset an expiringchange on or before the 15th day of the
this section, an adoption, change, or rgiet operating loss, capital loss, or credi#ith month following the close of the short
tention in annual accounting period willSee,for example, Notice 2001-34period. See section 443 and the regula
be approved where the taxpayer estalf2001-23 I.R.B. 1302), procedures to obtions thereunder. If the due date for any
lishes a business purpose for the rdain the Commissioner’s prior approvakuch short-period return occurs before the
quested annual accounting period andf an adoption, change, or retention imlate of marriage, the first taxable year of
agrees to the Commissioner’s prescribeannual accounting period through applithe other spouse ending after the date ¢
terms, conditions, and adjustments for efeation to the national office; Rev. Procmarriage cannot be adopted under thi
fecting the adoption, change, or retentior2000-11 (2000-3 I.R.B. 309), automatiparagraph (d). The short-period return
In determining whether a taxpayer has egpproval procedures for certain corporamust contain a statement at the top o
tablished a business purpose and whidipns; Notice 2001-35 (2001-23 |.R.B.page one of the return that it is filed under
terms, conditions, and adjustments will bd314), automatic approval procedures fahe authority of this paragraph (d). The
required, consideration will be given topartnerships, S corporations, electing 8ewly married husband or wife need not
all the facts and circumstances relating tgorporations, and PSCs; and Rev. Profile Form 1128 with respect to a change
the adoption, change, or retention, includ®6—50 (1966-2 C.B. 1260), automatic apdescribed in this paragraph (d). For &
ing the tax consequences resulting ther@roval procedures for individuals. Forchange of annual accounting period by ¢
from. Generally, the requirement of aavailability of Revenue Procedures anthusband or wife that does not qualify

business purpose will be satisfied, and adNotices, see §601.601(d)(2) of this chapdnder this paragraph (d), see paragrap

justments to neutralize any tax conseler. (b) of this section.
quences will not be required, if the re- (4) Taxpayers to whom section 441(g) (2) The provisions of this paragraph

quested annual accounting perio@pplies If section 441(g) and (d) may be illustrated by the following ex-
coincides with the taxpayer’s required81.441-1(b)(1)(iv) apply to a taxpayerample:
taxable year (as defined in §1.441—1he adoption of a fiscal year is treated as a Example H & W marry on September 25, 2001.

. han in the tax r's annual a n't"- is on a fiscal year ending June 30, and W is on ¢
(b)(2)), ownership taxable year, or naturafhange € laxpayers annual accou calendar year. H wishes to change to a calendar ye:

business year. In the case of a partnefld p_er'Od under section 442. Therefore},n order to file joint returns with W. W's first taxable
ship, S corporation, electing S corporathat fiscal year can become the taxpayerigar after marriage ends on December 31, 2001. |
tion, or PSC, deferral of income to parttaxable year only with the approval of thenay not change to a calendar year for 2001 since

ners, shareholders, or employee-ownefgommissioner. In addition to any othender tfhis Eafagfaph (q)'dh]? WOlj'dI hive *B’ﬂd to ﬁLEE
o ’ . e eturn for the short period from July 1 to December
will not be treated as a business purposeterms and conditions that may apply ta%; 2000, by April 16, 2001. Since the date of mar-

(3) Administrative procedures. such a change, the taxpayer must est ige occurred subsequent to this due date, the retul
Notwithstanding the provisions of paradish and maintain books that adequatelyould not be filed under this paragraph (d). There-
graphs (b)(1) and (2) of this section, th@nd clearly reflect income for the shorfore, H cannot change to a calendar year for 2001’
Commissioner may prescribe administraperiod involved in the change and for th%'m?i'ﬁ:erﬂeﬁz Ef;%';?i;;a:f;e?gag {3?2:0;2%) ‘
tive procedures under which a taxpayefscal year PrOposed' 12, 20(?2, for the short periodpfron% JL?Iy 1to gecgm—
will be permitted to adopt, change, or re- (c) Special rule for change of annualper 31, 2001. If H files such a return, H and W may
tain an annual accounting period. Thesaccounting period by subsidiary corporaile a joint return for calendar year 2002 (which is
administrative procedures will describgion. A subsidiary corporation that is re-W's second taxable year ending after the date o
the business purpose requirements (imuired to change its annual accounting pdnarriage). _
cluding an ownership taxable year and god under §81.1502-76, relating to the (e) Effective date The rules of this sec-
natural business year) and the terms, cotaxable year of members of an affiliated'on are applicable for taxable years end
ditions, and adjustments necessary to oroup that file a consolidated return, doe§'d o of after the date these regulation;
tain approval. Such terms, conditionsnot need to obtain the approval of th&'® Published in théederal Registeras
and adjustments may include adjustmenommissioner or file an application onfin@l regulations.
necessary to neutralize the tax effects offeorm 1128 with respect to that change. 8§ 1.442-2T and 1.442-3T [Removed]
substantial distortion of income that (d) Special rule for newly married cou-
would otherwise result from the re-ples.(1) Anewly married husband or wife Par. 6. Sections 1.442—-2T and 1.442-
quested annual accounting period includnay obtain automatic approval under thi8T are removed.
ing: a deferral of a substantial portion oparagraph (d) to change his or her annual Par. 7. Section 1.706-1 is amended b
the taxpayer’s income, or shifting of aaccounting period in order to use the arrevising paragraphs (a) and (b) anc
substantial portion of deductions, fromnual accounting period of the othemadding paragraph (d) to read as follows:



§1.706-1 Taxable years of partner and principal partners of the partnership, athe appropriate testing day and require the
partnership. defined in 706(b)(3) (the principal part-use of some other day or period that will
. . L . ners’taxable year); or; more accurately reflect the ownership of
~ (a)Yearin which partnership income is ) |t there is no majority interest tax-the partnership and thereby the actual ag
includible (1) In computing taxable in- ap|e year or principal partners’ taxablegregate deferral to the partners where the
come for a taxable year, a partner is rjaar “the taxable year that produces thgartners engage in a transaction that ha
quired to include the partner’s distributivggast aggregate deferral of income as des its principal purpose the avoidance of
share of partnership items set forth in S€¢armined under §1.706-1(b)(3). the principles of this section. Thus, for ex-
tion 702 and the .regulat|ons thereunQer (ii) ExceptionsA partnership may have ample, the preceding sentence would
for any partnership taxable year ending taxaple year other than its required taxapply where there is a transfer of an inter-
within or with the partner's taxable yearaple year if it elects to use a 52-53-weelksst in the partnership that results in a tem.
A partner must also include in taxable intaxable year that ends with reference to ifsorary transfer of that interest principally
come for a taxable year guaranteed paysqyired taxable year, makes an electiofor purposes of qualifying for a specific
ments under section 707(c) that are depger section 444, or establishes a busiaxable year under the principles of this
ductible by the partnership under itess purpose for such taxable year argction. For purposes of this section, de-
method of accounting in the partnershightains approval of the Commissioneferral to each partner is measured in terms
taxable year ending within or with the,, qer section 442. of months from the end of the partner-
partner’s taxable year. (3) Least aggregate deferrak(i) Tax- ship’s taxable year forward to the end of
(2) The rules of this paragraph (a)(1hple year that results in the least aggrethe partner’s taxable year.
may be illustrated by the following exam-gate deferral of incomelhe taxable year (i) Determination of the taxable year
ple: | s _ that results in the least aggregate deferraf a partner or partnership that uses a 52-
Calgﬁsgpyga: m?leertﬁerzzcﬁser Sﬁ;n(;omcr‘s:;gi <gf income will be the taxable year of ones3-week taxable yeaFor purposes of the
member reports its income using a fiscal year endifgf more of the partners in the partnershipalculation described in paragraph
May 31. The partnership reports its income and davhich will result in the least aggregate de¢b)(3)(i) of this section, the taxable year
ductions under the cash method of accounting. Duferral of income to the partners. The agef a partner or partnership that uses a 52
g‘goéhfhgig:‘;sz;]‘?ptz‘:gseg’f;;:t’;‘:;%aminﬂ%egate deferral for a particular year i§3-week taxable year must be the same
$120:000 1o A for services and for the use of CaIDit‘,j@qu::xl to the sum of the products deterrear determined undgr the rules of sect!on
Of this amount, $70,000 was paid to A between Juridlined by multiplying the month(s) of de-441(f) and the regulations thereunder with
1 and December 31, 2001, and the remaininferral for each partner that would be genrespect to the inclusion of income by the
$50,000 was paid to A between January 1 and Magrated by that year and each partnerjgartner or partnership.
81, 2002. The entire $120,000 paid to Ais includiysarast in partnership profits for that year. (i) Special de minimis rulef the tax-
ble in A's ta)_(able income fqr the calendar year 20_0 he t s t bl that duceable vear that results in the least aggregat
(together with A's distributive share of partnership pariners taxable year that produc y ggreg
items set forth in section 702 for the partnership tathe lowest sum when compared to thdeferral produces an aggregate deferra
able year ending May 31, 2002). other partner’s taxable years is the taxablgat is less than .5 when compared to the
(3) If a partner receives distributionsyear that results in the least aggregate daggregate deferral of the current taxable
under section 731 or sells or exchanges a#rral of income to the partners. If the calyear, the partnership’s current taxable
or part of a partnership interest, any gaioulation results in more than one taxablgear will be treated as the taxable year
or loss arising therefrom does not constiyear qualifying as the taxable year witvith the least aggregate deferral. Thus,
tute partnership income. the least aggregate deferral, the partneile partnership will not be permitted to
(b) Taxable year(1) Partnership ship may select any one of those taxabfange its taxable year.
treated as a taxpayefhe taxable year of years as its taxable year. However, if one (iv) Examples The principles of this
a partnership must be determined asf the qualifying taxable years is also théection may be illustrated by the follow-
though the partnership were a taxpayer. partnership’s existing taxable year, thé"d examples: o _
(2) Partnership’s taxable yea«(i) Re- partnership must maintain its existing tax- EXample 1Partnership P is on a fiscal year end-
) . . . . ing June 30. Partner A reports income on the fiscal
qwmd taxable yeaExcept as prowded In able year. The determination of the taXyear ending June 30 and Partner B reports income
paragraph (b)(2)(ii) of this section, theable year that results in the least aggregaig the fiscal year ending July 31. Aand B each have
taxable year of a partnership must be— deferral of income generally must bea 50 percent interest in partnership profits. For its
(A) The majority interest taxable yearmade as of the beginning of the panneggxable yeaf beginning..]u.ly 1, 1987, the pa_rtnership
as defined in section 706(b)(4); ship’s current taxable year. The district di:;'."III be required to retain its taxable year since the
. A . iscal year ending June 30 results in the least aggre:
(B) If there is no majority interest tax-rector, however, may determine that th€ate deferral of income to the partners. This determi-
able year, the taxable year of all of théirst day of the current taxable year is notiation is made as follows:



Test 6/30 Year End Interest in Months of Interest
Partnership Deferral for x Deferral
Profits 6/30 Year
End
Partner A 6/30 0 0
Partner B 7131 1 5
Aggregate deferral 5
Test 7/31 Year End Interest in Months of Interest
Partnership Deferral for x Deferral
Profits 7131 Year
End
Partner A 6/30 11 55
Partner B 7131 0 0
Aggregate deferral 55

Example 2 The facts are the same a&kample lexcept that Areports income on the calendar year and B reports on the fiscal year ending November 30. |
partnership’s taxable year beginning July 1, 1987, the partnership is required to change its taxable year to a fiscafjydavembier 30 because such year result:
in the least aggregate deferral of income to the partners. This determination is made as follows:

Test 12/31 Year End Interest in Months of Interest
Partnership Deferral for x Deferral
Profits 12/31 Year
End
Partner A 12/31 0 0
Partner B 11/30 11 5.5
Aggregate deferral 55
Test 11/30 Year End Interest in Months of Interest
Partnership Deferral for x Deferral
Profits 11/30 Year
End
Partner A 12/31 1 5
Partner B 11/30 0 0
Aggregate deferral 5

Example 3The facts are the same asixample 2xcept that B reports income on the fiscal year ending June 30. For the partnership’s taxable year beg
July 1, 1987, each partner’s taxable year will result in identical aggregate deferral of income. If the partnershipaxalieyear was neither a fiscal year ending
June 30 nor the calendar year, the partnership would select either the fiscal year ending June 30 or the calendaayableageits. tHowever, since the partner-
ship’s current taxable year ends June 30, it must retain its current taxable year. The determination is made as follows:

Test 12/31 Year End Interest in Months of Interest
Partnership Deferral x Deferral
Profits for 12/31
Year End
Partner A 12/31 0 0
Partner B 6/30 6 3.0
Aggregate deferral 3.0
Test 6/30 Year End Interest in Months of Interest
Partnership Deferral x Deferral
Profits for 6/30
Year End
Partner A 12/31 6 3.0
Partner B 6/30 0 0
Aggregate deferral 3.0

Example 4The facts are the same afxample lexcept that on December 31, 1987, partner A sells a 4 percent interest in the partnership to Partner C, v
ports income on the fiscal year ending June 30, and a 40 percent interest in the partnership to Partner D, who alsomepontshadiscal year ending June 30.
The taxable year beginning July 1, 1987, is unaffected by the sale. However, for the taxable year beginning July 31pdra8&;sthip must determine the taxable
year resulting in the least aggregate deferral as of July 1, 1988. In this case, the partnership will be required tmxeataeytsar since the fiscal year ending June
30 continues to be the taxable year that results in the least aggregate deferral of income to the partners.



Example 5The facts are the same a€kxample 4except that Partner D reports income on the fiscal year ending April 30. As in Example 4, the taxable year
ing which the sale took place is unaffected by the shifts in interests. However, for its taxable year beginning Julyhg, d&2&81tship will be required to change
its taxable year to the fiscal year ending April 30. This determination is made as follows:

Test 7/31

Partner A
Partner B
Partner C
Partner D

Aggregate deferral

Test 6/30

Partner A
Partner B
Partner C
Partner D

Aggregate deferral

Test 4/30

Partner A
Partner B
Partner C
Partner D

Aggregate deferral

81.706-1(b)(3) Test:

Year End

6/30
7/31
6/30
4/30

Year End

6/30
7/31
6/30
4/30

Year End

6/30
7/31
6/30
4/30

Current taxable year (June 30)
Less: Taxable year producing the least aggregate deferral (April 30)

Interest in
Partnership
Profits

.06

.04

Interest in
Partnership
Profits

.06

.04

Interest in
Partnership
Profits

.06

.04

Additional aggregate deferral (greater than .5)

Months of
Deferral
for 7/31
Year End

11
0
11
9

Months of
Deferral
for 6/30
Year End

oOokr o

Months of
Deferral
for 4/30
Year End

oON WN

Interest
x Deferral

.66
0
44
3.60

4.70

Interest
x Deferral

oo wo

4.5

Interest
x Deferral

12
1.50
.08

1.70

4.5
1.7

2.8

Example 6 (i) Partnership P has two partners, Awho reports income on the fiscal year ending March 31, and B who reports incas@lbyetreeinding July
31. Aand B share profits equally. P has determined its taxable year under 81.706—1(b)(3) to be the fiscal year endingsMalfotv81 a

Test 3/31

Partner A
Partner B

Aggregate deferral

Test 7/31

Partner A
Partner B

Aggregate deferral

Year End

3/31
7/31

Year End

3/31
7/31

Interest in
Partnership
Profits
5
5

Interest in
Partnership
Profits
5
5

Deferral for
3/31 Year
End

o

Deferral for
7131 Year
End

[e¢]

Interest
x Deferral

Interest
x Deferral

4

(i) In May 1988, Partner A sells a 45 percent interest in the partnership to C, who reports income on the fiscal yearrgé@ding@ghe taxable period begin-
ning April 1, 1989, the fiscal year ending April 30 is the taxable year that produces the least aggregate deferral oftineqakirters. However, under paragraph
(b)(3)(iii) of this section the partnership is required to retain its fiscal year ending March 31. This determination ssfoiladesa



Test 3/31 Year End Interest in Deferral for Interest

Partnership 3/31 Year x Deferral
Profits End
Partner A 3/31 .05 0 0
Partner B 7131 5 4 2.0
Partner C 4/30 .45 1 .45
Aggregate deferral 2.45
Test 7/31 Year End Interest in Deferral for Interest
Partnership 7131 Year x Deferral
Profits End
Partner A 3/31 .05 8 .40
Partner B 7131 5 0 0
Partner C 4/30 .45 9 4.05
Aggregate deferral 4.45
Test 4/30 Year End Interest in Deferral for Interest
Partnership 4/30 Year x Deferral
Profits End
Partner A 3/31 .05 11 .55
Partner B 7/31 5 3 1.50
Partner C 4/30 .45 0 0
Aggregate deferral 2.05
§1.706-1(b)(3) Test:
Current taxable year (3/31) 2.45
Less: Taxable year producing the least aggregate deferral (4/30) 2.05
Additional aggregate deferral (less than .5) .40

(4) Measurement of partner’s profitson the amount or nature of partnership irmccounts in accordance with
and capital interest- (i) In general The come for that year (due to, for example§1.704—1(b)(2)(iv), then for purposes of
rules of this paragraph (b)(4) apply in depreferred returns or special allocations afection 706(b), the partnership may as
termining the majority interest taxablespecific partnership items), then the parsume that a partner’s interest in partner
year, the principal partners’ taxable yeamership must make a reasonable estimaship capital is the ratio of the partner’s
and the least aggregate deferral taxabt# the amount and nature of its income focapital account to all partners’ capital ac-
year. the taxable year. This estimate must beounts as of the first day of the partner-

(i) Profits interest—(A) In general based on all facts and circumstanceship taxable year.

For purposes of section 706(b), a parknown to the partnership as of the first (5) Certain tax-exempt partners disre-
ner’s interest in partnership profits is genelay of the current partnership taxablgarded [Reserved]

erally the partner’'s percentage share gfear. The partnership must then use this (6) Foreign partners[Reserved]
partnership profits for the current partnerestimate in determining the partners’ in- (7) Adoption of taxable yearA newly-
ship taxable year. If the partnership doe®rests in partnership profits for the taxformed partnership may adopt, in accor-
not expect to have net income for the cumble year. dance with §1.441-1(c), its required tax-
rent partnership taxable year, then a part- (C) Distributive share For purposes of able year, a 52-53-week taxable yeal
ner’s interest in partnership profits insteathis paragraph (b)(4)(ii), a partner’s disending with reference to its required tax-
must be the partner’s percentage share wibutive share of partnership net incomable year, or a taxable year elected unde
partnership net income for the first taxis determined by taking into account alkection 444 without securing the approva
able year in which the partnership expectailes and regulations affecting that detemf the Commissioner. If a newly-formed

to have net income. mination, including, without limitation, partnership wants to adopt any other tax
(B) Percentage share of partnershipsection 704(b), (c), and (e), section 73@ble year, it must establish a business pul
net income. The partner’s percentageand section 743. pose and secure the approval of the Cornr

share of partnership net income for a part- (iii) Capital interest. Generally, a part- missioner under section 442.

nership taxable year is the ratio of: theer’s interest in partnership capital is de- (8) Change in taxable year(i) Part-
partner’s distributive share of partnershipermined by reference to the assets of theerships—(A) Approval required An ex-
net income for the taxable year, to thg@artnership that the partner would be entisting partnership may change its taxable
partnership’s net income for the year. If dled to upon withdrawal from the partneryear only by securing the approval of the
partner’s percentage share of partnershghip or upon liquidation of the partner-Commissioner under section 442 or mak:
net income for the taxable year dependship. If the partnership maintains capitaing an election under section 444. How-



ever, a partnership may obtain automatiapproval of the Commissioner (automatiyear, or any other taxable year for which
approval for certain changes, including &ally or otherwise) to adopt, change, othe corporation establishes a business pur
change to its required taxable year, puretain a taxable year. See 881.444-1fose to the satisfaction of the Commis-
suant to administrative procedures puband 1.444-2T for qualifications, andsioner under section 442.

lished by the Commissioner. 81.444-3T for procedures, for making an (b) Adoption of taxable yeaAn elect-
(B) Short period tax return A partner- election under section 444. ing S corporation may adopt, in accor-
ship that changes its taxable year mugt* * * * dance with 81.441-1(c), its required tax-

make its return for a short period in accor- (d) Effective date The rules of this able year, a 52-53-week taxable year
dance with section 443, but must not arsection are applicable for taxable yearsnding with reference to its required tax-
nualize the partnership taxable income. ending on or after the date these regulable year, or a taxable year elected unde
(C) Change in required taxable yeatf tions are published in tHeederal Regis- section 444 without the approval of the
a partnership is required to change to iter as final regulations, except for paraCommissioner. See 81.441-1. An elect-
majority interest taxable year, then no furgraph (c) which applies for taxable yeargng S corporation that wants to adopt any
ther change in the partnership’s requiredeginning after December 31, 1953. other taxable year, must establish a busi-
taxable year is required for either of the ness purpose and obtain the approval o
two years following the year of the change31-706-1T [Removed] the Commissioner under section 442.
This limitation against a second change pa. g section 1.706—1T is removed.  (€) Change in taxable yeaAn S corpo-
within a three-year period applies only if po. g section 1.898-4, as proposed fgtion or electing S corporation that wants
the first change was to the majority mter_esﬁe added at 58 FR 297, January 5, 199@, change its taxable year must obtain the
taxable year and does not apply followings s mended by adding paragrapﬁ_‘pproval of the Commissioner under sec-

a change in the partnership’s taxable YeFE)(3)(iv) to read as follows: tion 442 or make an election under section
to the principal partners’ taxable year or 444. However, an S corporation or electing
the least aggregate deferral taxable year. §1.898—-4 Special rules. S corporation may obtain automatic ap-

(i) Partners Except as otherwise pro- . proval for certain changes, including a
vided in the Internal Revenue Code or the change to its required taxable year, pur-

regulations thereundee.@, section 859 re- (c) = suant to administrative procedures pub-
garding real estate investment trusts or (_3) o - ) lished by the Commissioner.

§1.442-2(c) regarding a subsidiary chang- (V) Recognition of income and deduc- ) Retention of taxable yearn certain
ing to its consolidated parent's taxabldlOns See 81.441-2(e) for rules regardingqes an S corporation or electing S corpo
year), a partner may not change its taxab}3® ecognition of income and deductiong,tion will be required to change its taxable
year without securing the approval of th&€-9, amounts includible in gross incomg gy nless it obtains the approval of the
Commissioner under section 442. HowPursuant to sections 951(a) or 553) if €icommissioner under section 442, or makes
ever, certain partners may be eligible to €' the majority United States sharez, gjection under section 444, to retain its
tain automatic approval to change their ta10!der, or the specified foreign corporagrrent taxable year. For example, a corpo-
able years pursuant to the regulations §{on: or both, elect to use a 52-53-weekyiinn ysing a June 30 fiscal year that elects
administrative procedures published by th?}felf year under this paragraph (C)(3)- g pe an S corporation and, as a result, is re
Commissioner. A partner that changes its . ) uired to use the calendar year must obtair
taxable year must make its return for a short Par- 10. Section 1.1378-1 is add,eaw approval of the Commissioner to retain
period in accordance with section 443, under the undesignated centerheading; o rrent fiscal year.

(9) Retention of taxable yeain certain omall Business Corporations and Their () procedures for obtaining approval
cases, a partnership will be required tghareholders” to read as follows: or making a section 444 electies(1) In
change its taxable year uqle§s it obtair§l.1378_1 Taxable year of S corporationgeneral_ See 81.442-1(b) for procedures
the approval of the Commissioner under to obtain the approval of the Commis-
section 442, or makes an election under (a)In general The taxable year of an Ssioner (automatically or otherwise) to
section 444, to retain its current taxableorporation must be a permitted year or adopt, change, or retain a taxable year
year. For example, a partnership using taxable year elected under section 44&ee 881.444-1T and 1.444-2T for quali-
taxable year that corresponds to its reNo corporation may make an election tdications, and 1.444-3T for procedures,
quired taxable year must obtain the ape an S corporation for any taxable yedor making an election under section 444.
proval of the Commissioner to retain suchinless the taxable year is a permitted year (2) Special rules for electing S corpo-
taxable year if its required taxable yeaor a taxable year elected under sectiorations. An electing S corporation that
changes as a result of a change in ownet44. In addition, an S corporation mayvants to adopt, change to, or retain a tax-
ship, unless the partnership previouslyot change its taxable year to any taxablble year other than its required taxable
obtained approval for its current taxablegear other than a permitted year or a tayear must request approval of the Com-
year or, if appropriate, makes an electioable year elected under section 444. Aissioner on Form 255F(ection by a
under section 444. permitted year is the required taxable ye&@mall Business Corporatiprwhen the

(10) Procedures for obtaining approval (i.e., a taxable year ending on Decembeglection to be an S corporation is filed
or making a section 444 electionSee 31), a 52-53-week taxable year endingursuant to section 1362(b) and
81.442-1(b) for procedures to obtain thevith reference to the required taxablg1.1362—6. See §1.1362-6(a)(2)(i) for



the manner of making an election to be affriled by the Office of the Federal Register on Jul
S corporation. If such corporation re-2, 2001, 8:4}5 a.m., and published in the issue of
ceives permission to adopt, change to, (l)ilederal Register for June 13, 2001, 66 F.R. 3185(
retain a taxable year other than its re-
quired taxable year, the election to be an S
corporation will be effective. Denial of
the request renders the election ineffec-
tive unless the corporation agrees that, in
the event the request to adopt, change to,
or retain a taxable year other than its re-
guired taxable year is denied, it will
adopt, change to, or retain its required
taxable year or, if applicable, make an
election under section 444.

(f) Effective date The rules of this sec-
tion are applicable for taxable years end-
ing on or after the date these regulations
are published in thEederal Registeras
final regulations.

PART 5c—TEMPORARY INCOME
TAX REGULATIONS UNDER THE
ECONOMIC RECOVERY TAX ACT OF
1981

Par. 11. The authority citation for part
5c¢ continues to read as follows:

Authority 26 U.S.C. 168(f)(8)(G) and
7805.

85c.442-1 [Removed]
Par. 12. Section 5¢c.442-1 is removed.

PART 5—TEMPORARY INCOME
TAX REGULATIONS UNDER THE
TAX EQUITY AND FISCAL
RESPONSIBILITY ACT OF 1982

Par. 13. The authority citation for part
5f continues to read in part as follows:
Authority: 26 U.S.C. 7805 * * *

§5f.442—1 [Removed]
Par. 14. Section 5f.442—1 is removed.

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

Par. 15. The authority citation for part
18 continues to read as follows:
Authority 26 U.S.C. 7805.

§18.1378-1 [Removed]
Par. 16. Section 18.1378-1 is removed.

Robert E. Wenzel,
Deputy Commissioner
of Internal Revenue.



