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Amendnent, Check the Box Regul ations

AGENCY: Internal Revenue Service (IRS), Treasury.

ACTI ON: Notice of proposed rul emaki ng.

SUMVARY: Thi s docunent contains proposed regul ations that provide
gui dance relating to elective changes in entity classification.
The proposed regul ations apply to subsidiary corporations that

el ect to change their classification for Federal tax purposes
froma corporation to either a partnership or disregarded entity.
DATES: Witten or electronic conments, or requests for a public
heari ng nmust be received by February 2, 2001.

ADDRESSES: Send submi ssions to: CC M&SP: RU (REG 110659-00), room
5226, Internal Revenue Service, P.O Box 7604, Ben Franklin
Station, Washi ngton, DC 20044. Subm ssions may be hand delivered
Monday through Friday between the hours of 8 aam and 5 p.m to:
CC. MBSP: RU (REG 110659-00), Courier’s desk, Internal Revenue
Service, 1111 Constitution Avenue, NW, Washington, DC.

Al ternatively, taxpayers may submt comments electronically via
the Internet by selecting the “Tax Regs” option on the I RS Hone
Page, or by submtting coments directly to the IRS Internet site

at http://ww. irs.ustreas.gov/tax_regs/regslist.htm.
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FOR FURTHER | NFORMATI ON CONTACT: Concerni ng the proposed
regul ati ons, David J. Sotos, (202) 622-3050; concerning
subm ssi ons of comrents, or to request a hearing, Sonya Cruse,
(202) 622-7180 (not toll-free nunbers).
SUPPLEMENTARY | NFORMATI ON:
Backgr ound

On Novenber 29, 1999, Treasury and the I RS published final
regul ations (TD 8844) describing the transactions that are deened
to occur when an entity elects to change its classification for
Federal tax purposes. Those regulations did not address certain
requi renents of section 332 as applied to the deened |iquidation
I ncident to an association's election to be classified as a
partnership or to be disregarded as an entity separate fromits
owner. This anendnment to the final regul ati ons addresses those
requirenents.

On January 20, 2000, Treasury and the IRS issued final
regul ations relating to qualified subchapter S subsidiaries. In
order to permt the deenmed transaction resulting froma QSub
election to conply wth the requirenment of section 332 that a
pl an of |iquidation have been adopted at the tinme of a
l'iquidating distribution, the final regulations provide that a
plan of liquidation is deened adopted i medi ately before the
deened liquidation incident to the QSub el ection, unless a fornal
plan of liquidation that contenplates the filing of a QSub
el ection is adopted on an earlier date. The preanble to the QSub

regul ati ons provided that Treasury and the IRS intend to anend
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the section 7701 regul ati ons regardi ng el ective changes in entity
classification to provide a simlar rule concerning the timng of
the plan of |iquidation.
Expl anati on of Provisions
A. In Ceneral

Section 301.7701-3(g) (1) describes how el ective changes in
the classification of an entity will be treated for tax purposes.
Section 301.7701-3(g)(1)(ii) provides that an el ective conversion
of an association to a partnership is deened to have the
following form the association distributes all of its assets and
liabilities to its shareholders in Iiquidation of the
associ ation, and imedi ately thereafter, the sharehol ders
contribute all of the distributed assets and liabilities to a
newy fornmed partnership. Section 301.7701-3(g)(1)(iii) provides
that an el ective conversion of an association to an entity that
I's disregarded as an entity separate fromits owner is deened to
have the following form the association distributes all of its
assets and liabilities to its single owner in liquidation of the
associ ation.

Section 332 may be relevant to the deened |iquidation of an
association if it has a corporate owner. Under section 332, no
gain or loss is recognized on the receipt by a corporation of
property distributed in conplete |iquidation of another
corporation if the requirenents of section 332(b) are satisfied.
Those requirements include the adoption of a plan of |iquidation

at a tinme when the corporation receiving the distribution owns
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stock of the liquidating corporation neeting the requirenents of
section 1504(a)(2) (i.e., 80 percent of vote and value). The

el ective changes from association to a partnership and to a

di sregarded entity result in a constructive |liquidation of the
associ ation for Federal tax purposes. Fornmally adopting a plan
of liquidation for the entity, however, is potentially

I nconpatible wth an el ective change under 8301. 7701-3, which
allows the local law entity to remain in existence while
liquidating only for Federal tax purposes. Accordingly, to
provide tax treatnment of an association s deenmed |iquidation that
I's conpatible with the requirenents of section 332, the proposed
regul ati ons state that, for purposes of satisfying the

requi renment of adoption of a plan of |iquidation under

section 332(b), a plan of liquidation is deened adopted

I medi ately before the deened |iquidation incident to an el ective
change in entity classification, unless a formal plan of

i quidation that contenplates the filing of the elective change

In entity classification is adopted on an earlier date.

B. Proposed Effective Dates

These regul ations are proposed to apply to el ections
occurring on or after the date final regulations are published in
the Federal Register; however, it is also proposed that taxpayers
may elect to apply the anmendnents retroactively.
Speci al Anal yses

It has been determined that this notice of proposed

rul emaking is not a significant regulatory action as defined in
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Executive Order 12866. It al so has been determ ned that section
533(b) of the Adm nistrative Procedures Act (5 U S. C. chapter 5)
does not apply to these regul ati ons, and because these
regul ati ons do not inpose a collection of information on small
entities, the Regulatory Flexibility Act (5 U S.C. chapter 6)
does not apply. Pursuant to section 7805(f) of the Internal
Revenue Code, this notice of proposed rulemaking will be
submtted to the Chief Counsel for Advocacy of the Small Business
Adm ni stration for comment on its inpact on small business.
Comment s and Requests for a Public Hearing

Bef ore these proposed regul ati ons are adopted as fi nal
regul ati ons, consideration will be given to any witten coments
(a signed original and eight (8) copies) that are submtted
tinely to the IRS. Alternatively, taxpayers may submt comments
el ectronically via the Internet by selecting the “Tax Regs”
option on the IRS Honme Page, or by submtting coments directly
to the IRS Internet Site at

http://ww.irs.ustreas.gov/tax regs/coments.htm. Al coments

wi |l be available for public inspection and copying. The
Treasury Departnent and I RS specifically request coments on the
clarity of the proposed regul ati ons and how they nmay be nade
easier to understand. A public hearing may be scheduled if
requested in witing by any person that tinely submts witten
comments. |If a public hearing is schedul ed, notice of the date,
time, and place for the hearing will be published in the Federal

Regi ster.



Drafting Information

The principal authors of these proposed regul ations are
David J. Sotos, and Jeanne M Sullivan of Associate Chief Counsel
(Passt hroughs & Special Industries). However, other personnel
fromthe Treasury Departnent and IRS participated in their
devel opnent .
Li st of Subjects in 26 CFR Part 301

Enpl oynent taxes, Estate taxes, Excise taxes, Gft taxes,
I ncome taxes, Penalties, Reporting and Recor dkeeping
requirenents.
Proposed Amendnents to the Regul ations

Accordingly, 26 CFR part 301 is proposed to be anended as
fol | ows:
PART 301-PROCCEDURE AND ADM NI STRATI ON

Paragraph 1. The authority citation for part 301 continues
toread in part as follows:

Authority: 26 U S.C. 7805 * * *

Par. 2. Section 301.7701-3 is anended as foll ows:

1. Redesignating the text of paragraph (g)(2) as paragraph
(9)(2)(i) and adding a heading for paragraph (g)(2)(i).

2. Adding a new paragraph (g)(2)(ii).

3. Revising the first sentence of paragraph (g)(4).

The addition and revision read as foll ows:

8301.7701-3 C assification of certain business entities.

* * % * *



(g) * * %

* * % * *

(2) Effect of elective changes--(i) ln general. * * *

(ii1) Adoption of plan of l|iquidation. For purposes of

satisfying the requirenent of adoption of a plan of |iquidation
under section 332, unless a formal plan of |iquidation that
contenpl ates the election to be classified as a partnership or to
be disregarded as an entity separate fromits owner is adopted on
an earlier date, the making, by an association, of an election
under paragraph (c)(1)(i) of this section to be classified as a
partnership or to be disregarded as an entity separate fromits
owner is considered to be the adoption of a plan of |iquidation

I medi ately before the deened |iquidation described in paragraph
(g9)(1)(ii) or (iii) of this section. This paragraph (g)(2)(ii)
applies to elections effective on or after the date these
regul ati ons are published as final regulations in the Federal

Regi ster. Taxpayers may apply this paragraph (g)(2)(ii)
retroactively to elections filed before these regul ations are
publ i shed as final regulations in the Federal Register if the
corporate owner claimng treatnment under section 332 and its
subsidiary making the el ection take consistent positions with
respect to the Federal tax consequences of the el ection.

* * % * *

(4) Effective date. Except as otherw se provided in

paragraph (g)(2)(ii) of this section, this paragraph (g) applies

to elections that are filed on or after Novenber 29, 1999, ***



* * % * *

Deputy Conm ssioner of Internal Revenue Service



