Section 7701.—Definitions guidance to taxpayers who elect to changaents to the regulations (REG-105162-97,
an entitys classification for federal tax 1997-2 C.B. 649) under §8301.6109-1,
26 CFR 301.7701-3: Classification of certain purposes. 301.7701-2, and 301.7701-3 Werd).pu

business entities. Effecti A I lished in theFederal Registe (62 F.R.
DEPARTMENT OF THE TREASURY [.)ATES' Ef eC_tlveNDate t;r ezsge iggg a 55768) A number of comments were re-
tions are gective November 29, " ceived on the proposed regulations. The

Internal Revenue Service Applicabili -
pplicability Dates These regulations . .
26 CFR Part 301 apply on or after November 29, 1999publlc hearing scheduled for February 24,
1998, was canceled because no ome r

Howeve, taxpayers may choose to apply -
T.D. 8844 certain provisions in these regulations paluested to speakAfter considering the

. submitted comments, the IRSdafreasury
; fore November 29, 1999 as specified ind ’
Treatment of Changes in '
g §301.7701-2(e) and §301.7701-3(g)(4). adopt the proposed amendments to the reg

Elective Entity Classification ulations under §§301.6109-1, 301.7701-2,
FOR FURTHER INFORMATION CON- and 301.7701-3 as revised bysthieasury
TACT: Concerning the regulations, Dardecision.

Carmog, (202) 622-3080 (not a toll-free

AGENCY: Internal Revenue Service
(IRS), Treasuy.

ACTION: Final regulations. number); concerning international issuegxplanatlon of Povisions

Mark Harris, (202) 622-3860 (not a toll-| characterization of Elective Changes
SUMMARY: This document contains free number). in Classification
final regulations describing how elective
changes in classification will be treated®YPPLEMENARY INFORMATION: There are four possible changes in clas-
for federal tax purposed he final regula- Backgound sification of an eligible entity by election
tions dfect business entities and their under 8301.7701-3: (i) a partnership

members The final regulations provide On October 28, 1997, proposed amenetlects to be an association taxable as ¢



corporation (association); (ii) an associaregulations maintain only one form forclassification are treated as occurring im-

tion elects to be a partnership; (iii) an aseach type of elective conversion. mediately before the close of the day be-
sociation elects to be disregarded as an ] o fore the &ective date of the electioThe
entity separate from its owner (disreB- Form of Conversion FroAssociation g\ ners of the entity when the election is
garded entity): and (iv) a disregarded en- (0 Partnership effective may be dferent from the own-

tity elects to bg an assoqatloﬂ'he pro- The proposed regulations provide thak's of t_he entity when the conversion
posed regulations provide a form tha elective conversion of an association fgansactions are deemed to acctlio en-
each elective conversion would be treate ure that the taxpayers who recognize the

X partnership is deemed to have the fof X .
as having for federal tax purposes. Und% tax consequences of a conversion electior
the proposed regulations, there is Onl)él

wing form: The association distributes .
approve of the election, the proposed reg-
one form for each elective CONVETSIONy, 1 qers in liquidation of the association

| of its assets and liabilities to its share®
and taxpayers could not elect to have 2nd immediately thereaftethe share-

ulations require that the election be signed
y every owner on the date of the deemec
different form apply to the elective €O holders contribute all of the distribute

dconversion transactions.

version. assets and liabilities to a newly formed A commentgtor indicated tha_t_ pu
. . : chasers who wish to make a classification
A. Elective ConversiogiTreated as partnership. election dfective as of their first day of
Having One Form A commentator suggested that the pro: Y

posed form for an elective conversion o wnership may endure a burden in obtain-

Commentators recommended that taxan association to a partnership may ndp9 the consents of previous ownefne
payers be allowed to choose which formyinimize the tax consequences of Such;ommentator recommended that the
to apply to an elective conversion. Thigonyersion under certain circumstance _eemed conversion transactions be
would allow taxpayers to avoid having toThe commentator suggested that the pr&_eateq as occurring at the start of the day
take the actual steps of a conversion t§osed form should be available as an elef2 Which the election isféective, elimi-
produce the most favorable tax resuls tion byt that the default form should be 230"9 the need 10 obtain the consent of
commentator suggested that the lack feemed transfer of assets and liabilitie& 0" OVNers- Under this suggestion, pur-
choice in the proposed regulationsis i from the electing corporation to a newlyChasers of an association who wish to
consistent with the intent of the check-thegyrmed partnership for interests in theieleCt partnership treatmerffective as of
box regulations, which adopted an electivgrinership followed immediately by a he first day of ownership would be
regime for classifying eligible entities.  jiquidation of the electing corporation. treated as owning both stock and partner.

Because elective conversions are rans-Tq |RS an Treasury believe that ship interests on that first day of owner-
actions without actual form, the IRS anq,nqer current law a voluntary formlessihl_p This would result in the purchasers
Treasury believe that it is appropriate a6 from an association to a partne][-emg responsible for a corporate return
pr_owde tha_t only one transaction fo_rmship should be treated as a liquidation 0]pr thelr.transnory period of corporate
will be a_pphed to each type of e_lectlvethe corporation followed by a Contribu_ownershlp. See §1.601_2—2.
conversion. Furthermore, while the;,, qf asgets to the partnership. See. Re The IRS ad Treasury intended that the

check e bor egulations piowde 2. -107 (1963-2 8. 70, Wore POPO°CS (0 0 SeTeral toud be
Et?ecgvfrfzgéﬂect?\,rec ?essilfn}—/,:gwealglngtei:-_oyer’ If the assets_ were deemed Con'T'reasury believe tﬁatyany burden imposed
tended to substitute for actual transactio tributed by the electing corporation to theﬂy this rule is outweighed by the transac-
in all situations. Instead, the purpose i NP for partnership interests folyo o\ geyipility that this rule provides.
implementing tHe regime,was to simplify owed b)_/ a I_|qU|dat|on (.)f the Corporatlor!’Accordingb/, the suggested change to the
an area of the law where legal distinctionthe. application Of. section 704(c) (ConFr"timing rule is not adopted.

previously drawn in determining an en-Bu“On of appr§C|ateq prpperty), secnpn Another commentator noted a conflict
tity’s classification were no longer mean-708 (partn_ersh|p_term|nat|on), and se(?t'OBetween the proposed timing rule and the
ingful. While the factors c;onsidered754 (elect!ve adjustments to the basis Ct‘Ieemed transactions under section 338
under prior law did not meaningfully dis_partnershlp as;ets) could be somewhal,.tion 338 allows a purchasing corpora-
tinguish between businessganizations, complex and d.f'FUH for taxpayers and tion to treat its stock purchase of another
taxpayers still were required to expenéhe IRS to administe Thgrefore, the pro- corporation as an asset purchase. Unde
considerable resources to ensure that thg}?sed for_m_for the elective conversion 0gection 338, a purchasing corporation
obtained the classification they desired association to a partnership is adOpt(i"Hay elect to treat therget corporation as
Small businessrganizations often lacked without change. (1) selling its assets at fair market value

the resources and expertise to achieye Timing of Elective Changes in on the acquisition date, and (2) a new cor-
their desired tax classificationThis was Classification poration that purchased all of the assets a
viewed as unfai The IRS was also ex- the beginning of the day after the acquisi-

pending considerable resources providing The proposed regulations provide that ion date. If the purchaser also makes &
guidance on these classification issueslassification election takedfect at the classification election for therget dfec-
These same concerns generally are nstart of the day for which the election igive for the purchasés first day of owner-
present in determining the form of a coneffective. Any transactions that areship, the timing of the deemed liquidation
version transactian Therefore, the final deemed to occur because of a change umder §301.7701-3(g)(1) would conflict



with the timing of the deemed transacregulations maintain the rule that converresponse to comments from taxpayers, the
tions required by section 338. sion elections takefiect at the start of the proposed regulations clarified thoseopr
To address the issue, the final reguladay on which the election igfective. visions. Specificayl, clarifications were
tions specify that if section 338 applies . made with respect to certain business en-
an election to convert thertgt corpora- I Taxpayer Identifying Numbers and isies formed in Finland, Malaysia, Malta,
tion's classification cannot befective Disregaded Entities Mexico, and Norwg. These final regula-
before the day after the acquisition date of 1o proposed regulations provide claritions adopt the proposed regulat®olar-
the taget corporation Additionally, the fi-ation of the rules regarding taXpaye}fications.
deemed liquidation and conversion ””d%entifying numbers (TINs) The pro- These final regulgtions also c!a_rify the
§301.7701-3(g)(1) will occur immedi- 5,504 regulations restate the rule thdieatment of an entity formed irinidad
ately after the completion of the sectiofhen an entitys classification changes@™d ToPago that is specified in the final
338 transactions These rules follow the |, qar §301.7701-3, it retains its emgheck-the-box regulations.  Priar April
approach of §1.338—2(c)(1)(i), which pro ’ 1997, Trinidad aml Tobagds Companies

1 TP Y ployer identification number (EIN) The + distinauished bet bli d ori
vides that when a tget corporation liqui- ron0sed regulations also clarified thé\Ct diStinguished between public and pri-
ate limited companies. ftective April

dates on the acquisition date, the liquiday|e that a disre ; v
. . . garded entity must use i . .
tion is treated as occurring on the, o< TIN for federal tax purposes.tfggz Trinidad aml Tobagos Companies

following day and immediately after theg,iihermore, when a disregarded entit?‘ml.\’v"’.‘tS gmended and n%W onIIy provides
deemed purchasg of assets. If a taxpaygtcomes respected as a separateygitit 9(; 'mf' € C_Orflpfv}h'?ts ((jan no longer pro-
mgkes an elgctlon under section 338,ust use its own EIN and notetfiIN of . r%SmOF p?;]/ae Ifrinnlel rcorf}p%nlﬁsa\ﬁ'v

(Wlth-OUt 8 secton 338(h-)(10) ele_ct|on) ®the single owne ggen r?1'é>/,difieedS ?0 ta?(e (iengtg Zczozntihgu
garding a teget corporation that is subse-  gne commentator asked for clarificas H The dfective date of these final
quently deemed liquidated under thesg, regarding the usef @INs and EINs change The diective date of these nina

; ; ; regulations with regard to an entit
final regulations, the tget corporation i the proposed regulationgINs include for?‘ned i Trinidad aruigTobago has beeny
must file a final or deemed sale return asg@|Ns, social security numbers (SSNS)modified so as not to disadvantage tax-

BT e e g 2 iy oo o e
Commentators also expressed conCefiat 4 disregarded entity report under thﬁ?(;(virsg ltjhz[tl(:ﬁz Lee ﬁth'cig;erg l»:oag?]njn-
over the dect the proposed timing rule 5,y ngs TIN. The regulations refer to atity formed i Trinidad ard Tobago wil
would have on a sequence of electiongypaye's TIN because the T TIN en-  pe dfective on or after November 29
when a number of corporations are oWneégompasses not only an EIN, but also angoa Accordingy, this rule only fects
through a single ownership chain. I thasgy ang an ITIN. those entities which were formed (or
elections are allféective for the same  another commentator suggested thahade #irmative elections) on or after
date, the Hect of the interaction of the yo hroposed regulations were too restricyovember 29, 1999.
timing rule with section 332 is unclea e and prohibited a disregarded entity These regulations also clarify the ex-
For examplep corporation owns 100 per-fom applying for and receiving its ownception to per se corporate treatment for
cent of the interest of an eligible entityr\ - The regulations do not prevent aCanadian companies and corporations.
classified as an association (S1), whicligle member disregarded entity fromwhen the final check-the-box regulations
owns directly 100 percent of the interest,n\ving for and receiving its awTIN. were promulgated, the only company or
of an eligible entity classified as an assorpg “regulations merely provide that, exeorporation that could be formed where
ciation (S2). P wants to convert S1 andgept a5 otherwise provided in regulationthe liability of all of its members was un-
S2 to disregarded entities on the samg oiher guidance, the single owner disrdimited pursuant to any federal or provin-
day; howeve if both deemed liquidations g4 qed entity must use the owrseTIN  cial statute (as opposed to through side
are treated as occurring simultanegpi! for federal tax purposes and not the EIlgreements of the members), was a Nove
is not clear that section 332 nonrecognis¢ the disregarded enyit Notice 99—6 Scotia Unlimited Liability Company
tion treatment would be available for botr‘(1999_3 I.R.B. 1) provides guidance ofNSULC). Howeve, in order to avoid
liquidations The final regulations clarify e jimited circumstances under which &hanging the regulations if any other
that in such a situation, unless anothq{isregarded entity may use its own EIN. province, or the federal government, sub-

order is specified for the elections, S1 will sequently allowed for the formation of
be treated as liquidating int® immedi- Ill. Rules for Foeign Entities unlimited liability companies by statute,
ately before S2 liquidates in® these regulations did not specifically list

Commentators suggested that this situ- | N€S€ final regulations also contaif, o NsyLC. In response to questions
ation could be addressed by allowing taXUl€s relating to certain foreign entities. ¢, axpavers, the regulation is clarified,
payers to make election$fective by the A Foreign Per Se Entities with effect from January 1, 1997, by
hou, instead of only at the start of the specifically naming the NSULC, while
day. The IRS ad Treasury believe that The final check-the-box regulationsstill providing for any other unlimited lia-
the clarification in the final regulationsprovided a list of the names of certain forbility company that might subsequently
appropriately addresses the treatment efgn business entities that are treated &s allowed by any other federal or provin-
successive electionsTherefore, the final corporations for federal tax purposes. Igial statute.



B. Faeign Eligible Entities tions, and because these regulations do(2) Special rules for entities thatre
. . notimpose a collection of information ondisregarded as entities separateoin

Proposed regulations that provide ) entities, the Regulatory Flexibility their owners—(i) When an entity becomes
s_p_eC|aI rule forl certam foreign eligible en-p (5 U.S.C. chapter 6) does not appl disregaded as an entity separatefn its
tities are published in REG0385-99 Therefore, a Regulatory Flexibility owne. Except as otherwise provided in
on page 000. In addition, the IRS and\naysis is not required. Pursuant to segegulations or other guidance, a single
Treasury are still studying what, if @n tjon 7805(f) of the Internal Revenueowner entity that is disregarded as an en:
conseq.uences 'occur when a foreign e“gtode, the notice of proposed rulemakingty separate from its owner under
ble entity that is not rele\_/ant for .f.edelrabreceding these regulations was submig301.7701—3, must use its owretax-
tax purposes files an entity cIas&ﬁ_canr@ed to the Chief Counselrfédvocacy of payer identify'ing number (TIN) for fed-
election The IRS ad Treasury continue the small BusinesAdministration for ara| tax purposes.
to request comments on this topic. comment on its impact on small business. (ji) When an entity that was dis

IV. Changes in Number of Members of atbrafting Information garded as an entity separateofn its
Entity owner becomerzcognized as a separate
) . The principal authors of these regulaentity. If a single owner entitg classifica-
The proposed regulations provide thajions are Dan Carmody andfErickson, tion changes so that it is recognized as
an entitys classification may change as @ffice of Chief Counsel (Passthroughseparate entity for federal tax purposes,
result of a change in the number of itgnd Special Industries) and Mark Harrisind that entity had an EIN, then the entity
members. Specificall an eligible entity and Philp Tretiak, Cifice of Associate must use that EIN and noteffIN of the
classified as a partnership will become &hief Counsel (International). Howeve single owne If the entity did not already
disregarded entity when the entfynem-  other personnel from the IRS @firea- have its own EIN, then the entity must ac-
bership is reduced to one membend a sury Department participated in their dequire an EIN and not useafIN of the
disregarded entity will be classified as gelopment. single owne

partnershig)a W_Pﬁn ;c_he lentitylhta_ls morg thtan r x x x x (3) Effective date The rules of this
one membe The hinal reguiations adop paragraph (h) are applicable as of Januar

these provisions without substantivesmendments to the Regulations
. 9 1, 1997.
change. Guidance on the federal tax con- _ _
sequences of such changes has been proAccordingly, 26 CFR part 301 is £ ok k% %
vided in Re. Rul. 99-5 (1999-6 |.R.B. 8) amended as follows: dod
— — Pa. 3. Section 301.7701-2 is amende
and Re. Rul. 99-6 (1999-6 |.R.B. 6). PART 301—PROCEDURE AND 2 follows:
Effective Date ADMINISTRATION 1. Paragraph (b)(8)(i) is amended by

These regulations are applicable on or Paragraph 1The authority citation for revising the entries for Finland, Malta,
Norway, ard Trinidad arl Tobago.

art 301 continues to read in part as fol-
after November 29, 1999. In response 9 p 2. Paragraph (b)(8)(i)(A) is redesig-

comments, howevethe final regulations 10Ws: g )
include a provision allowing taxpayers to Authority: 26 U.S.C. 7805 * * * nated as paragraph (b)(8)(i)(A)(1) and is

apply the regulations retroactively for Pa. 2. Section 301.6109-1 is amendetfVised o .
eIFtJeF():txilve entit;g/J conversions that occ):Jrreé‘S follows: 3. Paragraph (b)(B)(”)(._B) Is redesi
before November 29, 1999Taxpayers 1. Paragraph (d)(2)(i) is removed andiated as paragraph (b)B)(i)(A)(2).
may apply the final regulations retroacfeserved. 4. Paragraph (b)(8)(i headlng and in-
tively only if all taxpayers involved in the 2. Paragraph (h) is redesignated dgoductory text are redesignated as para
transaction follow the regulationsThe Paragraph (i) and the first sentence araph (b)(8)(i)(A) heading and introduc-
rules contained in §301.6109—1(h) are aglewly designated paragraph (i)(1) id0rY text, and a new paragraph heading is
plicable as of January 1, 1997. Certaigmended by removing the languagadded for paragraph (b)(8)(i).

changes to §301.7701—2(b)(8) may be apParagraph (h)” and adding “paragraph 5. Paragraphs (b)(8)(ii)(A)(3) and

plied before theféective date as specified ()" I its place. . (b)(8)(ii)(B) are added. .
in §301.7701—2(e). 3. A new paragraph (h) is added. 6. Paragraphs (b)(8)(iii), (b)(8)(iv), and
The addition reads as follows: (e) are revised.
Special Analyses The revisions and additions read as fol-
§301.6109-1 Identifying numbers. lows:

It has been determined that tHisea- e e
sury decision is not a significant regul §301.7701-2 Business entities;
tory action as defined in Executive Order (h) Special rules for certain entities definitions.
12866 Therefore, a regulatory asses under 8301.7701-3-(1) General rule.
ment is not required. It also has been déwny entity that has an employer identifi-
termined that section 553(b) ofethd- cation number (EIN) will retain that EIN  (b) * * *
ministrative ProcedwAct (5 U.S.C. if its federal tax classification changes (8) * **
chapter 5) does not apply to these regulander §301.7701-3. (iy***



Finland, Julkinen Osakeyhtio/Publlikk-  The reference to the Finnish, Maltese, and R
tiebolag Norwegian entities in paragraph (b)(8)(i)
of this section is applicable on November (2) o ) o
29, 1999 The reference to thTrinida- (i) Changes in classificationFor
dian entity in paragraph (b)(8)(i) of thisParagraph (c)(2)(i) of this section, if an
section applies to entities formed on of!€ction under paragraph (c)(1)(i) of this
* ok * % after November 29, 199%\ny Maltese or §ectlon is que to change the classifica-
Norwegian entity that becomes an eligibl&On Of an enty, each person who was an
entity as a result of paragraph (b)(8)(i) oPWner on the date that any trans%actlons
this section in #ect on November 29, Under paragraph (g) of this section are
1999, may elect by February 14, 2000, t§é€med to oceuand who is not an owner
Trinidad an Tobago, Limited Company  be classified for federal tax purposes as & the time the election is filed, must also
e e e s entity other than a corporation retroactivé'9n the election This paragraph
to any period from and including Januar)gc)(z)("') applies to elections filed on or
1, 1997 Any Finnish entity that becomes@ftér November 29, 1999.
an eligible entity as a result of paragraph (d) Special rules for fieign eligible en-
(b)(8)(|) of this section in féect on No- tltleS—(l) Definition ofelevance * * *
vember 29, 1999, may elect by February *x ok ok x *
Foxox ok ok 14, 2000, to be classified for federal tax

) purposes as an entity other than a corpora-(f) Changes in number of members of

(1) with regard to Canada, a Nova Scoggp, retroactive to any period from and inan entity—(1) Associations The classifi-

(i) Clarification of list of corporations
in paragraph (b)(8)(i) of this sectis—
(A) Exceptions in certain cases* *

tia Unlimited Liability Company (or any ¢,qging September 1, 1997. cation of an eligible entity as an associa-
other company or corporation all of pg "4 Section 301.7701-3 is amendetion is not #fected by any change in the
whose owners have unlimited liability 35 o1ows: number of members of the emtit

pursuant to federal or provincial law). 1. A sentence is added at the end of (2) Partnerships and single member
ok ok x ok paragraph (c)(1)(iii). entities. An eligible entity classified as a

2. A sentence is added at the end gfartnership becomes disregarded as ar

(3) With regard to Malaysia, a paragraph (c)(1)(iv). entity separate from its owner when the
Sendirian Berhad. 3. Paragraph (c)(2)(iii) is added. entity's membership is reduced to one
(B) Inclusions in certain casesWith 4. A heading is added to paragrapmembe. A single member entity disre-

regard to Mexico, the term Sociedadd)(1). garded as an entity separate from its

Anonima includes a Sociedanonima 5. Paragraph (f) is redesignated aswner is classified as a partnership when
that chooses to apply the variable capitgdaragraph (h) and newly designated par#ae entity has more than one memb#

provision of Mexican corporate law (So-graph (h)(1) is revised. an elective classification change under
ciedad Anonima de Capitavariable). 6. Paragraphs (f) and (g) are added. paragraph (c) of this section ifextive at
(i) Public companiesFor purposes of  The revision and additions read as folthe same time as a membership change
paragraph (b)(8)(i) of this section, withlows: described in this paragraph (f)(2), the
regard to Cyprus, Hong Kong, and Ja- o . deemed transactions in paragraph (g) of
maica, the term Public Limited Company8301-7701-3 Classification of certain  nis section resulting from the elective
includes any Limited Company that is noPusiness entities. change preempt the transactions that
defined as a private company under the would result from the change in member-
corporate laws of those jurisdictions. In ok ok ok ship.
all other cases, where the term Public (3) Effect on sixty month limitationA
Limited Company is not defined, that (c) x>~ change in the number of members of an

term shall include any Limited Company (2)* > entity does not result in the creation of a

defined as a public company under the (iil) Effective date of electiot.**Ifa q\\ entity for purposes of the sixty month
corporate laws of the relevant jurisdicPurchasing corporation makes an electiofyjtation on elections under paragraph
tion. under section 338 regarding an acquwe(:é)(l)(iv) of this section.

(iv) Limited companies.For purposes SUPsidiay, an election under paragraph "4y examples.The following examples
of this paragraph (b)(8), any reference t§°)(1)()) of this section for the acquired; sirate the application of this paragraph

a Limited Company includes, as the caseHPsidiary can beffective no earlier than ().
may be, companies limited by shares arige day after the acquisition date (within " gxample 1 A, a U.S. person, owns a domestic el-

companies limited by guarantee the meaning of section 338(h)(2)). igible entity that is disregarded as an entity separate
' (iv) Limitation. * * * An election by a fromits owne. On January 1, 1998, a U.S. per-
* ok ok kK new|y formed eligible entity that idfec- Son: buys a 50 percent interest in the entitynffo

. : . Under this paragraph (f), the entity is classified as a
tive on the date of formation is not Con'partnership wheB acquires an interest in the entit

e) Effective date.Except as otherwise ;

( )'d din thi E th | sidered a change for purposes of this pargoweve, A ard B elect to have the entity classified
provided In this paragrap (e), the rules raph (c)(1)(iv). as an associationffective on January 1, 1998.
this section apply as of January 1, 1997. Thus Bis treated as buying shares of stock on Janu-



ary 1, 1998. (Under paragraph (c)(1)(iv) of this secchange for stock in the association, an@including the liquidation of the assae€i
tion, this election is treated as a change in classificgmmediately thereafte the partnership tion) are treated as occurring immediately
gf’ans o ctgf}g;hf)yegfgt?oenniﬁg?'n C(fSr?r?; igzngiitgﬁquidates by distributing the stock of thebefore the close of December 31 and mus
months succeeding thdfective date of the elec- @ssociation to its partners. be reported by the owners of the entity on
tion.) Under paragraph (g)(1) of this sectignis (if) Association to partnershiplf an December 31Thus, the last day of the as-
treated as contributing the assets and liabilities @ligible entity classified as an associatiosociations taxable year will be December
the entity to the newly formed association immedip|acts under paragraph (c)(1)(i) of thi81 and the first day of the partnerskip
i;ﬂézeégfst:; fg;ﬁl Zt)r?tfglemﬁ; i’sggggéniess"ection to be classified as a partnershipaxable year will be January 1.
required by section 352's contribution will be a th€ following is deemed to occufhe as- (i) Coordination with section 338
taxable event Therefore, under section 1012, theSociation distributes all of its assets and lielection. A purchasing corporation that
association will take a fair market value basis in thgbilities to its shareholders in liquidationmakes a qualified stock purchase of an el-
assets contributed by, andA will have a fair mar-  of the association, and immediately therdgible entity taxed as a corporation may
l;ztd\i/t?(ll;;b;;ls 'S;:ﬁ f;gczaﬂzci'fvggﬂlga;sd? after, the shareholders contribute all of thenake an election under section 338 re-
will have a cost basis in the stock purchased tom distributed assets and liabilities to a newlgarding the acquisition if it satisfies the
Example 2. (i) On April 1, 1998,A and B, U.S. formed partnership. requirements for the election, and may
persons, formX, a foreign eligible entit Xis (iii) Association to digaded entiy. also make an election to change the clas
treated as an association under the default provisiofsgn eligible entity classified as an associsification of the teget corporation. If a
f;;kaeriirae?:m(i?r(‘zt)é')bgfctg;isﬁe:é'C;Z’:):)f::szrxitp_ ation elects under paragraph (c)(1)(i) ofaxpayer makes an election under sectior
subsequently purchases allRs§ interest irX. this section to be disregarded as an entiB88 regarding its acquisition of another
(i) Under paragraph (f)(1) of this sectiokcon- Separate from its ownethe following is entity taxable as a corporation and makes
tinues to be classified as an associatiénhoweve, deemed to occurThe association distrib- an election under paragraph (c) of this
can subsequently elect to be disregarded as an enfijyes all of its assets and liabilities to itsection for the acquired corporation (ef-
ng;:azg?g(ﬁ/') E?ihsizt;'en;s:;hégzaﬁg? s:;’&?' single owner in liquidation of the associafective at the earliest possible date as pro
from making an election becauXehas not made a tON- vided by paragraph (c)(1)(iii) of this sec-
prior election under paragraph (c)(1)(i) of this sec- (iv) Disregaded entity to an associa-tion), the transactions under paragraph (g)
tion. tion. If an eligible entity that is digr of this section are deemed to occur imme-
Examp'fe 3m(<‘) OT}APV_” L 1|,99_f;|A ard B, )‘:5 garded as an entity separate from itdiately after the deemed asset purchase b
Veste . associaon under th cefaul provisofiS" S1SCtS Under paragraph (0)1)() ohe new teget corporation under section
of paragraph (b)(2)(i) of this section, aXidloes not N ! m 1450.
mapke agn :Iec(tic)J(n )t(o) be classified as a partnershiion, the following is deemed to occur: (iii) Application to successive elections
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The partnership contributes all of its af(fied in paragraph (g)(1)(ii) of this sectionare deemed to occur under this paragrapl

sets and liabilities to the association in ex-



(g) as a result of the elections, with each
successive transaction occurring on the
same day immediately after the preceding
transaction: S1 is treated as liquidating
into Parent, then S2 is treated as liquidat-
ing into Parent, and finally S3 is treated as
liquidating into Parent.

(4) Effective date. This paragraph (g)
applies to elections that are filed on or
after November 29, 1999 axpayers may
apply this paragraph (g) retroactively to
elections filed before November 29, 1999
if all taxpayers Hected by the deemed
transactions file consistently with this
paragraph (g).

(h) Effective date—(1) In general Ex-
cept as otherwise provided in this section,
the rules of this section are applicable as
of January 1, 1997.

Robert EWenzel,
Deputy Commissioner of
Internal Revenue.
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Assistant Seetary of
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