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(ii) Special flow-through rule for down-
stream controlled partnerships. 

(3) Determining the taxable year of a part-
nership or S corporation. 

(4) Special rule for 52–53-week taxable 
years. 

(5) Interaction with de minimis rules. 
(i) Downstream de minimis rule. 
(A) In general. 
(B) Special rule for members of a tiered 

structure directly owned by a downstream 
controlled partnership. 

(ii) Upstream de minimis rule. 
(f) Examples. 
(g) Effective date. 

§ 1.444–3T Manner and time of making section 
444 election (temporary). 

(a) In general. 
(b) Manner and time of making election. 
(1) General rule. 
(2) Special extension of time for making an 

election. 
(3) Corporation electing to be an S corpora-

tion. 
(i) In general. 
(ii) Examples. 
(4) Back-up section 444 election. 
(i) General rule. 
(ii) Procedures for making a back-up sec-

tion 444 election. 
(iii) Procedures for activating a back-up 

section 444 election. 
(A) Partnership and S corporations. 
(1) In general. 
(2) Special rule if Form 720 used to satisfy 

return requirement. 
(B) Personal service corporations. 
(iv) Examples. 
(c) Administrative relief. 
(1) Extension of time to file income tax re-

turns. 
(i) Automatic extension. 
(ii) Additional extensions. 
(iii) Examples. 
(2) No penalty for certain late payments. 
(i) In general. 
(ii) Example. 
(d) Effective date.

[T.D. 8205, 53 FR 19693, May 27, 1988]

§ 1.444–1T Election to use a taxable 
year other than the required tax-
able year (temporary). 

(a) General rules—(1) Year other than 
required year. Except as otherwise pro-
vided in this section and § 1.444–2T, a 
partnership, S corporation, or personal 
service corporation (as defined in 
§ 1.441–4T(d)) may make or continue an 
election (a ‘‘section 444 election’’) to 
have a taxable year other than its re-
quired taxable year. See paragraph (b) 
of this section for limitations on the 

taxable year that may be elected. See 
§ 1.444–2T for rules that generally pro-
hibit a partnership, S corporation, or 
personal service corporation that is a 
member of a tiered structure from 
making or continuing a section 444 
election. See § 1.444–3T for rules ex-
plaining how and when to make a sec-
tion 444 election. 

(2) Effect of section 444 election—(i) In 
general. A partnership or S corporation 
that makes or continues a section 444 
election shall file returns and make 
payments as required by §§ 1.7519–1T 
and 1.7519–2T. A personal service cor-
poration that makes or continues a 
section 444 election is subject to the de-
duction limitation of § 1.280H–1T. 

(ii) Duration of section 444 election. A 
section 444 election shall remain in ef-
fect until the election is terminated 
pursuant to paragraph (a)(5) of this sec-
tion. 

(3) Section 444 election not required for 
certain years. A partnership, S corpora-
tion, or personal service corporation is 
not required to make a section 444 elec-
tion to use— 

(i) A taxable year for which such en-
tity establishes a business purpose to 
the satisfaction of the Commissioner 
(i.e., approved under section 4 or 6 of 
Rev. Proc. 87–32, 1987–28 I.R.B. 14, or 
any successor revenue ruling or rev-
enue procedure), or 

(ii) A taxable year that is a ‘‘grand-
fathered fiscal year,’’ within the mean-
ing of section 5.01(2) of Rev. Proc. 87–32 
or any successor revenue ruling or rev-
enue procedure. 

Although a partnership, S corporation 
or personal service corporation quali-
fies to use a taxable year described in 
paragraph (a)(3) (i) or (ii) of this sec-
tion, such entity may, if otherwise 
qualified, make a section 444 election 
to use a different taxable year. Thus, 
for example, assume that a personal 
service corporation that historically 
used a January 31 taxable year estab-
lished to the satisfaction of the Com-
missioner, under section 6 of Rev. Proc. 
87–32, a business purpose to use a Sep-
tember 30 taxable year for its taxable 
year beginning February 1, 1987. Pursu-
ant to this paragraph (a)(3), such per-
sonal service corporation may use a 
September 30 taxable year without 
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making a section 444 election. How-
ever, the corporation may, if otherwise 
qualified, make a section 444 election 
to use a year ending other than Sep-
tember 30 for its taxable year begin-
ning February 1, 1987. 

(4) Required taxable year. For purposes 
of this section, the term ‘‘required tax-
able year’’ means the taxable year de-
termined under section 706(b), 1378, or 
441(i) without taking into account any 
taxable year which is allowable ei-
ther— 

(i) By reason of business purpose (i.e., 
approved under section 4 or 6 of Rev. 
Proc. 87–32 or any successor revenue 
ruling or procedure), or 

(ii) As a ‘‘grandfathered fiscal year’’ 
within the meaning of section 5.01(2) of 
Rev. Proc. 87–32, or any successor rev-
enue ruling or procedure. 

(5) Termination of section 444 election—
(i) In general. A section 444 election is 
terminated when— 

(A) A partnership, S corporation, or 
personal service corporation changes to 
its required taxable year; or 

(B) A partnership, S corporation, or 
personal service corporation liquidates 
(including a deemed liquidation of a 
partnership under § 1.708–1 (b)(1)(iv)); or 

(C) A partnership, S corporation, or 
personal service corporation willfully 
fails to comply with the requirements 
of section 7519 or 280H, whichever is ap-
plicable; or 

(D) A partnership, S corporation, or 
personal service corporation becomes a 
member of a tiered structure (within 
the meaning of § 1.444–2T), unless it is a 
partnership or S corporation that 
meets the same taxable year exception 
under § 1.444–2T (e); or 

(E) An S corporation’s S election is 
terminated; or 

(F) A personal service corporation 
ceases to be a personal service corpora-
tion. 
However, if a personal service corpora-
tion, that has a section 444 election in 
effect, elects to be an S corporation, 
the S corporation may continue the 
section 444 election of the personal 
service corporation. Similarly, if an S 
corporation that has a section 444 elec-
tion in effect terminates its S election 
and immediately becomes a personal 
service corporation, the personal serv-
ice corporation may continue the sec-

tion 444 election of the S corporation. 
If a section 444 election is terminated 
under this paragraph (a)(5), the part-
nership, S corporation, or personal 
service corporation may not make an-
other section 444 election for any tax-
able year. 

(ii) Effective date of termination. A ter-
mination of a section 444 election shall 
be effective— 

(A) In the case of a change to the re-
quired year, on the first day of the 
short year caused by the change; 

(B) In the case of a liquidating enti-
ty, on the date the liquidation is com-
pleted for tax purposes; 

(C) In the case of willful failure to 
comply, on the first day of the taxable 
year (determined as if a section 444 
election had never been made) deter-
mined in the discretion of the District 
Director; 

(D) In the case of membership in a 
tiered structure, on the first day of the 
taxable year in which the entity is con-
sidered to be a member of a tiered 
structure, or such other taxable year 
determined in the discretion of the Dis-
trict Director; 

(E) In the case of termination of S 
status, on the first day of the taxable 
year for which S status no longer ex-
ists; 

(F) In the case of a personal service 
corporation that changes status, on the 
first day of the taxable year, for which 
the entity is no longer a personal serv-
ice corporation. 

In the case of a termination under this 
paragraph (a)(5) that results in a short 
taxable year, an income tax return is 
required for the short period. In order 
to allow the Service to process the af-
fected income tax return in an efficient 
manner, a partnership, S corporation, 
or personal service corporation that 
files such a short period return should 
type or legibly print at the top of the 
first page of the income tax return for 
the short taxable year—‘‘SECTION 444 
ELECTION TERMINATED.’’ In addi-
tion, a personal service corporation 
that changes its taxable year to the re-
quired taxable year is required to an-
nualize its income for the short period. 

(iii) Example. The provisions of para-
graph (a)(5)(ii) of this section may be 
illustrated by the following example.
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Example. Assume a partnership that is 100 
percent owned, at all times, by calendar year 
individuals has historically used a June 30 
taxable year. Also assume the partnership 
makes a valid section 444 election to retain 
a year ending June 30 for its taxable year be-
ginning July 1, 1987. However, for its taxable 
year beginning July 1, 1988, the partnership 
changes to a calendar year, its required year. 
Based on these facts, the partnership’s sec-
tion 444 election is terminated on July 1, 
1988, and the partnership must file a short 
period return for the period July 1, 1988–De-
cember 31, 1988. Furthermore, pursuant to 
§ 1.702–3T(a)(1), the partners in such partner-
ship are not entitled to a 4-year spread with 
respect to partnership items of income and 
expense for the taxable year beginning July 
1, 1988 and ending December 31, 1988.

(iv) Special rule for entity that 
liquidates or is sold prior to making a sec-
tion 444 election, required return, or re-
quired payment. A partnership, S cor-
poration, or personal service corpora-
tion that is liquidated or sold for tax 
purposes before a section 444 election, 
required return, or required payment is 
made for a particular year may, never-
theless, make or continue a section 444 
election, if otherwise qualified. (See 
§§ 1.7519–2T (a)(2) and 1.7519–1T (a)(3), 
respectively, for a description of the 
required return and a definition of the 
term ‘‘required payment.’’) However, 
the partnership, S corporation, or per-
sonal service corporation (or a trustee 
or agent thereof) must comply with the 
requirements for making or continuing 
a section 444 election. Thus, if applica-
ble, required payments must be made 
and a subsequent claim for refund must 
be made in accordance with § 1.7519–
2T(a)(6). The following examples illus-
trate the application of this paragraph 
(a)(5)(iv).

Example (1). Assume an existing S corpora-
tion historically used a June 30 taxable year 
and desires to make a section 444 election for 
its taxable year beginning July 1, 1987. As-
sume further that the S corporation is liq-
uidated for tax purposes on February 15, 1988. 
If otherwise qualified, the S corporation (or 
a trustee or agent thereof) may make a sec-
tion 444 election to have a taxable year be-
ginning July 1, 1987, and ending February 15, 
1988. However, if the S corporation makes a 
section 444 election, it must comply with the 
requirements for making a section 444 elec-
tion, including making required payments.

Example (2). The facts are the same as in 
example (1), except that instead of liqui-
dating on February 15, 1988, the shareholders 

of the S corporation sell their stock to a cor-
poration on February 15, 1988. Thus, the cor-
poration’s S election is terminated on Feb-
ruary 15, 1988. If otherwise qualified, the cor-
poration may make a section 444 election to 
have a taxable year beginning July 1, 1987, 
and ending February 14, 1988.

Example (3). The facts are the same as in 
example (2), except that the new share-
holders are individuals. Furthermore, the 
corporation’s S election is not terminated. 
Based on these facts, the S corporation, if 
otherwise qualified, may make a section 444 
election to retain a year ending June 30 for 
its taxable year beginning July 1, 1987. Fur-
thermore, the S corporation may, if other-
wise qualified, continue its section 444 elec-
tion for subsequent taxable years.

(6) Re-activating certain S elections—(i) 
Certain corporations electing S status that 
did not make a back-up calendar year re-
quest. If a corporation that timely filed 
Form 2553, Election by a Small Busi-
ness Corporation, effective for its first 
taxable year beginning in 1987— 

(A) Requested a fiscal year based on 
business purpose, 

(B) Did not agree to use a calendar 
year in the event its business purpose 
request was denied, and 

(C) Such business purpose request is 
denied or withdrawn, 

such corporation may retroactively re-
activate its S election by making a 
valid section 444 election for its first 
taxable year beginning in 1987 and com-
plying with the procedures in para-
graph (a)(6)(iii) of this section. 

(ii) Certain corporations that revoked 
their S status. If a corporation that used 
a fiscal year revoked its S election 
(pursuant to section 1362(d)(1)) for its 
first taxable year beginning in 1987, 
such corporation may retroactively re-
activate its S election (i.e. rescind its 
revocation) by making a valid section 
444 election for its first taxable year 
beginning in 1987 and complying with 
the procedures in paragraph (a)(6)(iii) 
of this section. 

(iii) Procedures for re-activating an S 
election. A corporation re-activating its 
S election pursuant to paragraph (a)(6) 
(i) or (ii) of this section must— 

(A) Obtain the consents of all share-
holders who have owned stock in the 
corporation since the first day of the 
first taxable year of the corporation 
beginning after December 31, 1986, 
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(B) Include the following statement 
at the top of the first page of the cor-
poration’s Form 1120S for its first tax-
able year beginning in 1987—‘‘SECTION 
444 ELECTION—RE-ACTIVATES S 
STATUS,’’ and 

(C) Include the following statement 
with Form 1120S—‘‘RE-ACTIVATION 
CONSENTED TO BY ALL SHARE-
HOLDERS WHO HAVE OWNED STOCK 
AT ANY TIME SINCE THE FIRST 
DAY OF THE FIRST TAXABLE YEAR 
OF THIS CORPORATION BEGINNING 
AFTER DECEMBER 31, 1986.’’

(iv) Examples. The provisions of this 
paragraph (a)(6) may be illustrated by 
the following examples.

Example (1). Assume a corporation histori-
cally used a June 30 taxable year and such 
corporation timely filed Form 2553, Election 
by a Small Business Corporation, to be effec-
tive for its taxable year beginning July 1, 
1987. On its Form 2553, the corporation re-
quested permission to retain its June 30 tax-
able year based on business purpose. How-
ever, the corporation did not agree to use a 
calendar year in the event its business pur-
pose request was denied. On April 1, 1988, the 
Internal Revenue Service notified the cor-
poration that its business purpose request 
was denied and therefore the corporation’s S 
election was not effective. Pursuant to para-
graph (a)(6)(i) of this section, the corporation 
may re-activate its S election by making a 
valid section 444 election and complying 
with the procedures in paragraph (a)(6)(iii) of 
this section.

Example (2). The facts are the same as in 
example (1), except that as of July 26, 1988, 
the Internal Revenue Service has not yet de-
termined whether the corporation has a 
valid business purpose to retain a June 30 
taxable year. Based on these facts, the cor-
poration may, if otherwise qualified, make a 
back-up section 444 election as provided in 
§ 1.444–3T(b)(4). If the corporation’s business 
purpose request is subsequently denied, the 
corporation should follow the procedures in 
§1.444–3T(b)(4)(iii) for activating a back-up 
section 444 election rather than the proce-
dures provided in this paragraph (a)(6 for re-
activating an S election.

Example (3). Assume a corporation has his-
torically been an S corporation with a March 
31 taxable year. However, for its taxable year 
beginning April 1, 1987, the corporation re-
voked its S election pursuant to section 1362 
(d)(1). Pursuant to paragraph (a)(6)(ii) of this 
section, such corporation may retroactively 
rescind its S election revocation by making 
a valid section 444 election for its taxable 
year beginning April 1, 1987, and complying 
with the procedures provided in paragraph 
(a)(6)(iii) of this section. If the corporation 

retroactively rescinds its S revocation, the 
corporation shall file a Form 1120S for its 
taxable year beginning April 1, 1987.

(b) Limitation on taxable years that 
may be elected—(1) General rule. Except 
as provided in paragraphs (b)(2) and (3) 
of this section, a section 444 election 
may be made only if the deferral period 
(as defined in paragraph (b)(4) of this 
section) of the taxable year to be elect-
ed is not longer than three months. 

(2) Changes in taxable year—(i) In gen-
eral. In the case of a partnership, S cor-
poration, or personal service corpora-
tion changing its taxable year, such en-
tity may make a section 444 election 
only if the deferral period of the tax-
able year to be elected is not longer 
than the shorter of— 

(A) Three months, or 
(B) The deferral period of the taxable 

year that is being changed, as defined 
in paragraph (b)(2)(iii) of this section. 

(ii) Special rule for certain existing cor-
porations electing S status. If a corpora-
tion with a taxable year other than the 
calendar year— 

(A) Elected after September 18, 1986, 
and before January 1, 1988, under sec-
tion 1362 of the Code to be an S cor-
poration, and 

(B) Elected to have the calendar year 
as the taxable year of the S corpora-
tion, 
then, for taxable years beginning be-
fore 1989, paragraph (b)(2)(i) of this sec-
tion shall be applied by taking into ac-
count the deferral period of the last 
taxable year of the corporation prior to 
electing to be an S corporation, rather 
than the deferral period of the taxable 
year that is being changed. Thus, the 
provisions of the preceding sentence do 
not apply to a corporation that elected 
to be an S corporation for its first tax-
able year. 

(iii) Deferral period of the taxable year 
that is being changed. For purposes of 
paragraph (b)(2)(i)(B) of this section, 
the phrase ‘‘deferral period of the tax-
able year that is being changed’’ means 
the deferral period of the taxable year 
immediately preceding the taxable 
year for which the taxpayer desires to 
make a section 444 election. Further-
more, the deferral period of such year 
will be determined by using the re-
quired taxable year of the taxable year 
for which the taxpayer desires to make 
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a section 444 election. For example, as-
sume P, a partnership that has histori-
cally used a March 31 taxable year, de-
sires to change to a September 30 tax-
able year by making a section 444 elec-
tion for its taxable year beginning 
April 1, 1987. Furthermore, assume that 
pursuant to paragraph (a)(4) of this sec-
tion, P’s required taxable year for the 
taxable year beginning April 1, 1987 is a 
year ending December 31. Based on 
these facts the deferral period of the 
taxable year being changed is nine 
months (the period from March 31 to 
December 31). 

(iv) Examples. See paragraph (d)(1) of 
this section for examples that illus-
trate the provisions of this paragraph 
(b)(2). 

(3) Special rule for entities retaining 
1986 taxable year. Notwithstanding 
paragraph (b)(2) of this section, a part-
nership, S corporation, or personal 
service corporation may, for its first 
taxable year beginning after December 
31, 1986, if otherwise qualified, make a 
section 444 election to have a taxable 
year that is the same as the entity’s 
last taxable year beginning in 1986. See 
paragraph (d)(2) of this section for ex-
amples that illustrate the provisions of 
this paragraph (b)(3). 

(4) Deferral period—(i) Retentions of 
taxable year. For a partnership, S cor-
poration, or personal service corpora-
tion that desires to retain its taxable 
year by making a section 444 election, 
the term ‘‘deferral period’’ means the 
months between the beginning of such 
year and the close of the first required 
taxable year (as defined in paragraph 
(a)(4) of this section). The following ex-
ample illustrates the application of 
this paragraph (b)(4)(i).

Example. AB partnership has historically 
used a taxable year ending July 31. AB de-
sires to retain its July 31 taxable year by 
making a section 444 election for its taxable 
year beginning August 1, 1987. Calendar year 
individuals, A and B, each own 50 percent of 
the profits and capital of AB; thus, under 
paragraph (a)(4) of this section AB’s required 
taxable year is the year ending December 31. 
Pursuant to this paragraph (b)(4)(i), if AB de-
sires to retain its year ending July 31, the 
deferral period is five months (the months 
between July 31 and December 31).

(ii) Adoptions of and changes in taxable 
year—(A) In general. For a partnership, 
S corporation, or personal service cor-

poration that desires to adopt or 
change its taxable year by making a 
section 444 election, the term ‘‘deferral 
period’’ means the months that occur 
after the end of the taxable year de-
sired under section 444 and before the 
close of the required taxable year. 

(B) Special rule. If a partnership, S 
corporation or personal service cor-
poration is using the required taxable 
year as its taxable year, the deferral 
period is deemed to be zero. 

(C) Examples. The provisions of this 
paragraph (b)(4)(ii) may be illustrated 
by the following examples.

Example (1). Assume that CD partnership 
has historically used the calendar year and 
that CD’s required taxable year is the cal-
endar year. Under the special rule provided 
in paragraph (b)(4)(ii)(B) of this section, CD’s 
deferral period is zero. See paragraph (b)(2)(i) 
of this section for rules that preclude CD 
from making a section 444 election to change 
its taxable year.

Example (2). E, a newly formed partnership, 
began operations on December 1, 1987, and is 
owned by calendar year individuals. E de-
sires to make a section 444 election to adopt 
a September 30 taxable year. E’s required 
taxable year is December 31. Pursuant to 
paragraph (b)(4)(ii)(A) of this section E’s de-
ferral period for the taxable year beginning 
December 1, 1987, is three months (the num-
ber of months between September 30 and De-
cember 31).

Example (3). Assume that F, a personal 
service corporation, has historically used a 
June 30 taxable year. F desires to make a 
section 444 election to change to an August 
31 taxable year, effective for its taxable year 
beginning July 1, 1987. For purposes of deter-
mining the availability of a section 444 elec-
tion for changing to the taxable year ending 
August 31, the deferral period of an August 31 
taxable year is four months (the number of 
months between August 31 and December 31). 
The deferral period for F’s existing June 30 
taxable year is six months (the number of 
months between June 30 and December 31). 
Pursuant to § 1.444–1T(b)(2)(i), F may not 
make a section 444 election to change to an 
August 31 taxable year.

(5) Miscellaneous rules—(i) Special rule 
for determining the taxable year of a cor-
poration electing S status. For purposes 
of this section, and only for purposes of 
this section, a corporation that elected 
to be an S corporation for a taxable 
year beginning in 1987 or 1988 and 
which elected to be an S corporation 
prior to September 26, 1988, will not be 
considered to have adopted or changed 
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its taxable year by virtue of informa-
tion included on Form 2553, Election by 
a Small Business Corporation. See ex-
ample (8) in paragraph (d) of this sec-
tion. 

(ii) Special procedure for cases where 
an income tax return is superseded—(A) 
In general. In the case of a partnership, 
S corporation, or personal service cor-
poration that filed an income tax re-
turn for its first taxable year beginning 
after December 31, 1986, but subse-
quently makes a section 444 election 
that would result in a different year 
end for such taxable year, the income 
tax return filed pursuant to the section 
444 election will supersede the original 
return. However, any payments of in-
come tax made with respect to such su-
perseded return will be credited to the 
taxpayer’s superseding return and the 
taxpayer may file a claim for refund 
for such payments. See examples (5) 
and (7) in paragraph (d)(2) of this sec-
tion. 

(B) Procedure for superseding return. In 
order to allow the Service to process 
the affected income tax returns in an 
efficient manner, a partnership, S cor-
poration, or personal service corpora-
tion that desires to supersede an in-
come tax return in accordance with 
paragraph (b)(5)(ii)(A) of this section, 
should type or legibly print at the top 
of the first page of the income tax re-
turn for the taxable year elected—
‘‘SECTION 444 ELECTION—SUPER-
SEDES PRIOR RETURN.’’

(iii) Anti-abuse rule— If an existing 
partnership, S corporation or personal 
service corporation (‘‘predecessor enti-
ties’’), or the owners thereof, transfer 
assets to a related party and the prin-
cipal purpose of such transfer is to— 

(A) Create a deferral period greater 
than the deferral period of the prede-
cessor entity’s taxable year, or 

(B) Make a section 444 election fol-
lowing the termination of the prede-
cessor entity’s section 444 election, 

then such transfer will be disregarded 
for purposes of section 444 and this sec-
tion, even if the deferral created by 
such change is effectively eliminated 
by a required payment (within the 
meaning of section 7519) or deferral of a 
deduction (to a personal service cor-
poration under section 280H). The fol-

lowing example illustrates the applica-
tion of this paragraph (b)(5)(iii).

Example. Assume that P1 is a partnership 
that historically used the calendar year and 
is owned by calendar year partners. Assume 
that P1 desires to make a section 444 elec-
tion to change to a September year for the 
taxable year beginning January 1, 1988. P1 
may not make a section 444 election to 
change taxable years under section 444(b)(2) 
because its current deferral period is zero. 
Assume further that P1 transfers a substan-
tial portion of its assets to a newly-formed 
partnership (P2), which is owned by the part-
ners of P1. Absent paragraph (b)(5)(iii) of this 
section, P2 could, if otherwise qualified, 
make a section 444 election under paragraph 
(b)(1) of this section to use a taxable year 
with a three month or less deferral period 
(i.e., a September 30, October 31, or Novem-
ber 30 taxable year). However, if the prin-
cipal purpose of the asset transfer was to 
create a one-, two-, or three-month deferral 
period by P2 making a section 444 election, 
the section 444 election shall not be given ef-
fect, even if the deferral would be effectively 
eliminated by P2 making a required payment 
under section 7519.

(iv) Special rules for partial months and 
52–53-week taxable years. Except as oth-
erwise provided in § 1.280H–
1T(c)(2)(i)(A), for purposes of this sec-
tion and §§ 1.7519–1T, 1.7519–2T and 
1.280H–1T— 

(A) A month of less than 16 days is 
disregarded, and a month of more than 
15 days is treated as a full month; and 

(B) A 52–53-week taxable year with 
reference to the end of a particular 
month will be considered to be the 
same as a taxable year ending with ref-
erence to the last day of such month. 

(c) Effective date. This section is ef-
fective for taxable years beginning 
after December 31, 1986. 

(d) Examples—(1) Changes in taxable 
year. The following examples illustrate 
the provisions of paragraph (b)(2) of 
this section.

Example (1). A is a personal service cor-
poration that historically used a June 30 tax-
able year. A desires to make a section 444 
election to change to an August 31 taxable 
year, effective with its taxable year begin-
ning July 1, 1987. Under paragraph (b)(4)(ii) 
of this section, the deferred period of the 
taxable year to be elected is four months 
(the number of months between August 31 
and December 31). Furthermore, the deferral 
period of the taxable year that is being 
changed is six months (the number of 
months between June 30 and December 31). 
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Pursuant to paragraph (b)(2)(i) of this sec-
tion, a taxpayer may, if otherwise qualified, 
make a section 444 election to change to a 
taxable year only if the deferral period of the 
taxable year to be elected is not longer than 
the shorter of three months or the deferred 
period of the taxable year being changed. 
Since the deferral period of the taxable year 
to be elected (August 31) is greater than 
three months, A may not make a section 444 
election to change to the taxable year ending 
August 31, However, since the deferral period 
of the taxable year that is being changed is 
three months or more, A may, if otherwise 
qualified, make a section 444 election to 
change to a year ending September 30, 1987 
(three-month deferral period), a year ending 
October 31, 1987 (two-month deferral period), 
or a year ending November 30, 1987 (one-
month deferral period). In addition, instead 
of making a section 444 election to change 
its taxable year, A could, if otherwise quali-
fied, make a section 444 election to retain its 
June end, pursuant to paragraph (b)(3) of 
this section.

Example (2). B, a corporation that histori-
cally used an August 31 taxable year, elected 
on November 1, 1986 to be an S corporation 
for its taxable year beginning September 1, 
1986. As a condition to having the S election 
accepted, B agreed on Form 2553 to use cal-
endar year. Pursuant to the general effective 
date provided in paragraph (c) of this sec-
tion, B may not make a section 444 election 
for its taxable year beginning in 1986. Thus, 
B must file a short period income tax return 
for the period September 1 to December 31, 
1986.

Example (3). The facts are the same as in 
example (2), except that B desires to make a 
section 444 election for its taxable year be-
ginning January 1, 1987. Absent paragraph 
(b)(2)(ii) of this section, B would not be al-
lowed to change its taxable year because the 
deferral period of the taxable year being 
changed (i.e., the calendar year) is zero. How-
ever, pursuant to the special rule provided in 
paragraph (b)(2)(ii) of this section, B shall 
apply paragraph (b)(2)(i) of this section by 
taking into account the deferral period of 
the last taxable year of B prior to B’s elec-
tion to be an S corporation (four months), 
rather than the deferral period of B’s taxable 
year that is being changed (zero months). 
Thus, if otherwise qualified, B may make a 
section 444 election to change to a taxable 
year ending September 30, October 31, or No-
vember 30, for its taxable year beginning 
January 1, 1987.

Example (4). The facts are the same as in 
example (3), except that B files a calendar 
year income tax return for 1987 rather than 
making a section 444 election. However, for 
its taxable year beginning January 1, 1988, B 
desires to change its taxable year by making 
a section 444 election. Given that the special 
rule provided in paragraph (b)(2)(ii) of this 

section applies to section 444 elections made 
in taxable years beginning before 1989, B 
may, if otherwise qualified, make a section 
444 election to change to a taxable year end-
ing September 30, October 31, or November 30 
for its taxable year beginning January 1, 
1988.

Example (5). C, a corporation that histori-
cally used a June 30 taxable year, elected on 
December 15, 1986 to be an S corporation for 
its taxable year beginning July 1, 1987. As a 
condition to having the S election accepted, 
C agreed on Form 2553 to use a calendar 
year. Although pursuant to paragraph (b)(3) 
of this section, C would, if otherwise quali-
fied, be allowed to retain its June 30 taxable 
year, C desires to change to a September 30 
taxable year by making a section 444 elec-
tion. Pursuant to paragraph (b)(2) of this sec-
tion, a taxpayer may, if otherwise qualified, 
make a section 444 election to change to a 
taxable year only if the deferral period of the 
taxable year to be elected is not longer than 
the shorter of three months or the deferral 
period of the taxable year being changed. 
Given these facts, the deferral period of the 
taxable year to be elected is 3 months (Sep-
tember 30 to December 31) while the deferral 
period of the taxable year being changed is 6 
months (June 30 to December 31). Thus, C 
may, if otherwise qualified, change to a Sep-
tember 30 taxable year for its taxable year 
beginning July 1, 1987, by making a section 
444 election. The fact that C agreed on Form 
2553 to use a calendar year is not relevant.

Example (6). D, a corporation that histori-
cally used a March 31 taxable year, elects on 
June 1, 1988 to be an S corporation for its 
taxable year beginning April 1, 1988. D de-
sires to change to a June 30 taxable year by 
making a section 444 election for its taxable 
year beginning April 1, 1988. Pursuant to 
paragraph (b)(2)(i) of this section, D may not 
change to a June 30 taxable year because 
such year would have a deferral period great-
er than 3 months. However, if otherwise 
qualified, D may make a section 444 election 
to change to a taxable year ending Sep-
tember 30, October 31, or November 30 for its 
taxable year beginning April 1, 1988.

Example (7). E, a corporation that began 
operations on November 1, 1986, elected to be 
an S corporation on December 15, 1986, for its 
taxable year beginning November 1, 1986. E 
filed a short period income tax return for the 
period November 1 to December 31, 1986. E 
desires to change to a September 30 taxable 
year by making a section 444 election for its 
taxable year beginning January 1, 1987. Al-
though E elected to be an S corporation after 
September 18, 1986, and before January 1, 
1988, paragraph (b)(2)(ii) of this section does 
not apply to E since E was not a C corpora-
tion prior to electing S status. Thus, E may 
not change its taxable year for the taxable 
year beginning January 1, 1987, by making a 
section 444 election.
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Example (8). The facts are the same as in 
example (7), except that E began operations 
on April 15, 1987, and elected to be an S cor-
poration on June 1, 1987, for its taxable year 
beginning April 15, 1987. As a condition to 
being an S corporation, E agreed on Form 
2553 to use a calendar year. E desires to 
make a section 444 election to use a year 
ending September 30 for its taxable year be-
ginning April 15, 1987. Pursuant to paragraph 
(b)(5)(i) of this section, E’s agreement to use 
a calendar year on Form 2553 does not mean 
that E has adopted a calendar year. Thus, E’s 
desire to make a section 444 election to use 
a September 30 taxable year will not be con-
sidered a change in taxable year and thus 
paragraph (b)(2) of this section will not 
apply. Instead, E will be subject to para-
graph (b)(1) of this section. Since a Sep-
tember 30 taxable year would result in only 
a three-month deferral period (September 30 
to December 31), E may, if otherwise quali-
fied, make a section 444 election to use a 
year ending September 30 for its taxable year 
beginning April 15, 1987.

(2) Special rule for entities retaining 
their 1986 taxable year. The following ex-
amples illustrate the provisions of 
paragraph (b)(3) of this section.

Example (1). F, an S corporation that elect-
ed to be an S corporation several years ago, 
has historically used a June 30 taxable year. 
F desires to retain its June 30 taxable year 
by making a section 444 election for its tax-
able year beginning July 1, 1987. Pursuant to 
paragraph (b)(4)(i) of this section, the defer-
ral period of the taxable year being retained 
is 6 months (June 30 to December 31, F’s re-
quired taxable year). Absent the special rule 
provided in paragraph (b)(3) of this section, F 
would be subject to the general rule provided 
in paragraph (b)(1) of this section which lim-
its the deferral period of the taxable year 
elected to three months or less. However, 
pursuant to paragraph (b)(3) of this section, 
F may, if otherwise qualified, make a section 
444 election to retain its year ending June 30 
for its taxable year beginning July 1, 1987.

Example (2). The facts are the same as in 
example (1), except that F received permis-
sion from the Commissioner to change its 
taxable year to the calendar year, and filed 
a short period income tax return for the pe-
riod July 1 to December 31, 1986. F desires to 
make a section 444 election to use a year 
ending June 30 for its taxable year beginning 
January 1, 1987. Given that F had a Decem-
ber 31 taxable year for its last taxable year 
beginning in 1986, the special rule provided in 
paragraph (b)(3) of this section does not 
allow F to use a June 30 taxable year for its 
taxable year beginning January 1, 1987. Fur-
thermore, pursuant to paragraph (b)(2)(i) of 
this section, F is not allowed to change its 
taxable year from December 31 to June 30 be-

cause the deferral period of the taxable year 
being changed is zero months.

Example (3). G, a corporation that histori-
cally used an August 31 taxable year, elected 
be an S corporation on November 15, 1986, for 
its taxable year beginning September 1, 1986. 
As a condition to obtaining S status, G 
agreed to use a calendar year. Thus, G filed 
its first S corporation return for the period 
September 1 to December 31, 1986. G desires 
to make a section 444 election to use a year 
ending August 31 for its taxable year begin-
ning January 1, 1987. Since G’s last taxable 
year beginning in 1986 was a calendar year, G 
cannot use paragraph (b)(3) of this section, 
relating to retentions of taxable years, to 
elect an August 31 taxable year. Thus, G is 
subject to paragraph (b)(2)(i) of this section, 
relating to changes in taxable year. Al-
though G, if otherwise qualified, may use the 
special rule provided in paragraph (b)(2)(ii) of 
this section, G may only change from its 
current taxable year (i.e., the calendar year) 
to a taxable year that has no more than a 
three-month deferral period (i.e., September 
30, October 31, or November 30).

Example (4). The facts are the same as in 
example (3), except that G elected to be an S 
corporation for its taxable year beginning 
September 1, 1987, rather than its taxable 
year beginning September 1, 1986. As a condi-
tion to making its S election, G agreed, on 
Form 2553, to use the calendar year. How-
ever, G has not yet filed a short period in-
come tax return for the period September 1 
to December 31, 1987. Given these facts, para-
graph (b)(3) of this section would allow G, if 
otherwise qualified, to make a section 444 
election to retain an August 31 taxable year 
for its taxable year beginning September 1, 
1987.

Example (5). The facts are the same as in 
example (4), except that G has already filed 
a short period income tax return for the pe-
riod September 1 to December 31, 1987. Pur-
suant to paragraph (b)(5)(ii)(A) of this sec-
tion, G may supersede the return it filed for 
the period September 1 to December 31, 1987. 
Thus, pursuant to paragraph (b)(3) of this 
section, G may, if otherwise qualified, make 
a section 444 election to retain an August 31 
taxable year for the taxable year beginning 
September 1, 1987. In addition, G should fol-
low the special procedures set forth in para-
graph (b)(5)(ii)(B) of this section.

Example (6). H, a corporation that histori-
cally used a May 31 taxable year, elects to be 
an S corporation on June 15, 1988 for its tax-
able year beginning June 1, 1988. H desires to 
make a section 444 election to use a taxable 
year other than the calendar year. Since the 
taxable year in issue is not H’s first taxable 
year beginning after December 31, 1986, H 
may not use the special rule provided in 
paragraph (b)(3)(i) and thus may not retain 
its May 31 year. However, H may, if other-
wise qualified, make a section 444 election 
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under paragraph (b)(2)(i) of this section, to 
change to a taxable year that has no more 
than a three-month deferral period (i.e., Sep-
tember 30, October 31, or November 30) for its 
taxable year beginning June 1, 1988.

Example (7). I is a partnership that has his-
torically used a calendar year. Sixty percent 
of the profits and capital of I are owned by 
Q, a corporation (that is neither an S cor-
poration nor a personal service corporation) 
that has a June 30 taxable year, and 40 per-
cent of the profits and capital are owned by 
R, a calendar year individual. Since the part-
ner that has more than a fifty percent inter-
est in I has a June 30 taxable year, I’s re-
quired taxable year is June 30. Accordingly, 
I filed an income tax return for the period 
January 1 to June 30, 1987. Based on these 
facts, I may, pursuant to paragraph 
(b)(5)(ii)(A) of this section, disregard the in-
come tax return filed for the period January 
1 to June 30, 1987. Thus, if otherwise quali-
fied, I may make a section 444 election under 
paragraph (b)(2)(i) of this section to use a 
calendar year for its taxable year beginning 
January 1, 1987. If I makes such a section 444 
election, I should follow the special proce-
dures set forth in paragraph (b)(5)(ii)(B) of 
this section.

[T.D. 8205, 53 FR 19694, May 27, 1988]

§ 1.444–2T Tiered structure (tem-
porary). 

(a) General rule. Except as provided in 
paragraph (e) of this section, no section 
444 election shall be made or continued 
with respect to a partnership, S cor-
poration, or personal service corpora-
tion that is a member of a tiered struc-
ture on the date specified in paragraph 
(d) of this section. For purposes of this 
section, the term ‘‘personal service cor-
poration’’ means a personal service 
corporation as defined in § 1.441–4T (d). 

(b) Definition of a member of a tiered 
structure— (1) In general. A partnership, 
S corporation, or personal service cor-
poration is considered a member of a 
tiered structure if— 

(i) The partnership, S corporation, or 
personal service corporation directly 
owns any portion of a deferral entity, 
or 

(ii) A deferral entity directly owns 
any portion of the partnership, S cor-
poration, or personal service corpora-
tion. 
However, see paragraph (c) of this sec-
tion for certain de minimis rules, and 
see paragraph (b)(3) of this section for 
an anti-abuse rule. In addition, for pur-
poses of this section, a beneficiary of a 

trust shall be considered to own an in-
terest in the trust. 

(2) Deferral entity—(i) In general. For 
purposes of this section, the term ‘‘de-
ferral entity’’ means an entity that is 
a partnership, S corporation, personal 
service corporation, or trust. In the 
case of an affiliated group of corpora-
tions filing a consolidated income tax 
return that is treated as a personal 
service corporation pursuant to § 1.441–
4T (i), such affiliated group is consid-
ered to be a single deferral entity. 

(ii) Grantor trusts. The term ‘‘deferral 
entity’’ does not include a trust (or a 
portion of a trust) which is treated as 
owned by the grantor or beneficiary 
under Subpart E, part I, subchapter J, 
chapter 1, of the Code (relating to 
grantor trusts), including a trust that 
is treated as a grantor trust pursuant 
to section 1361(d)(1)(A) of the Code (re-
lating to qualified subchapter S 
trusts). Thus, any taxpayer treated 
under subpart E as owning a portion of 
a trust shall be treated as owning the 
assets of the trust attributable to that 
ownership. The following examples il-
lustrate the provisions of this para-
graph (b)(2)(ii).

Example (1). A, an individual, is the sole 
beneficiary of T. T is a trust that owns 50 
percent of the profits and capital of X, a 
partnership that desires to make a section 
444 election. Furthermore, pursuant to Sub-
part E, Part I, subchapter J, chapter 1 of the 
Code, A is treated as an owner of X. Based 
upon these facts, T is not a deferral entity 
and 50 percent of X is considered to be di-
rectly owned by A.

Example (2). The facts are the same as in 
example (1), except that A is a personal serv-
ice corporation rather than an individual. 
Given these facts, 50 percent of X is consid-
ered to be directly owned by A, a deferral en-
tity. Thus, X is considered to be a member of 
a tiered structure.

(3) Anti-abuse rule. Notwithstanding 
paragraph (b)(1) of this section, a part-
nership, S corporation, or personal 
service corporation is considered a 
member of a tiered structure if the 
partnership, S corporation, personal 
service corporation, or related tax-
payers have organized or reorganized 
their ownership structure or operations 
for the principal purpose of obtaining a 
significant unintended tax benefit from 
making or continuing a section 444 
election. For purposes of the preceding 
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