
ductible expenses under paragraph
(a)(3)(i)(C) of this section even though a
portion of the noncapital, nondeductible
expenses is not taken into account by a
shareholder under §1.1367–1(g) (relating
to the elective ordering rule).  The AAA is
also decreased by the entire amount of
any loss or deduction even though a por-
tion of the loss or deduction is not taken
into account by a shareholder under sec-
tion 1366(d)(1) or is otherwise not cur-
rently deductible under the Internal Rev-
enue Code.  However, in any subsequent
taxable year in which the loss, deduction,
or noncapital, nondeductible expense is
treated as incurred by the corporation
with respect to the shareholder under sec-
tion 1366(d)(2) or §1.1367–1(g) (or in
which the loss or deduction is otherwise
allowed to the shareholder), no further ad-
justment is made to the AAA. 

*  *  *  *  *

(4) Ordering rules for the AAA for tax-
able years beginning  before January 1,
1997. For any taxable year beginning be-
fore January 1, 1997, the adjustments to
the AAA are made in the following
order—

*  *  *  *  *

(5) Ordering rules for the AAA for tax-
able years beginning on or after August
18, 1998.For any taxable year of the cor-
poration beginning on or after August 18,
1998, the adjustments to the AAA are
made in the following order—

(i) The AAA is increased under para-
graph (a)(2) of this section before it is de-
creased under paragraph (a)(3) of this sec-
tion for the taxable year;

(ii) The AAA is decreased (but not
below zero) by any portion of an ordinary
distribution to which section 1368(b) or
(c)(1) applies (without taking into account
any net negative adjustment (as defined in
section 1368(e)(1)(C)(ii)) before it is de-
creased under paragraph (a)(3)(i) of this
section;

(iii) The AAA is decreased under para-
graph (a)(3)(i)(C) and (D) of this section
before it is decreased under paragraph
(a)(3)(i)(A) and (B) of this section;

(iv) The AAA is decreased under para-
graph (a)(3)(i)(A) and (B) of this section;
and

(v) The AAA is adjusted (whether neg-
ative or positive) for redemption distribu-

tions under paragraph (d)(1) of this sec-
tion. 

*  *  *  *  *

(d) Adjustment in the case of redemp-
tions, liquidations, reorganizations, and
divisions* * *

*  *  *  *  *

Par. 10.  Section 1.1368–3 is amended
as follows:

1.  The heading for Example 1is re-
vised.

2.  Example 2through Example 6are
redesignated as Example 3through Exam-
ple 7,respectively.  

3.  New Example 2is added.
The revision and addition read as fol-

lows:

§1.1368–3 Examples.

*  *  *  *  *

Example 1.  Distributions by S corporations
without C corporation earnings and profits for tax-
able years beginning before January 1, 1997. * * *

Example 2.  Distributions by S corporations
without earnings and profits for taxable years begin-
ning on or after August 18, 1998.(i) Corporation S,
an S corporation, has no earnings and profits as of
January 1, 2001, the first day of its 2001 taxable
year.  S’s sole shareholder, A, holds 10 shares of S
stock with a basis of $1 per share as of that date.  On
March 1, 2001, S makes a distribution of $38 to A.
For S’s 2001 taxable year, A’s pro rata share of the
amount of the items described in section 1367(a)(1)
(relating to increases in basis of stock) is $50.  A’s
pro rata share of the amount of the items described
in sections 1367(a)(2)(B) through (D) (relating to
decreases in basis of stock for items other than dis-
tributions) is $26, $20 of which is attributable to
items described in section 1367(a)(2)(B) and (C)
and $6 of which is attributable to items described in
section 1367(a)(2)(D) (relating to decreases in basis
attributable to noncapital, nondeductible expenses).

(ii) Under section 1368(d)(1) and §1.1368–
1(e)(1) and (2), the adjustments to the basis of A’s
stock in S described in sections 1367(a)(1) are made
before the distribution rules of section 1368 are ap-
plied.  Thus, A’s basis per share in the stock is $6.00
($1 + [$50/10]) before taking into account the distri-
bution.  Under section 1367(a)(2)(A), the basis of
A’s stock is decreased by distributions to A that are
not includible in A’s income.  Under §1.1367–
1(c)(3), the amount of the distribution that is attrib-
utable to each share of A’s stock is $3.80 ($38 distri-
bution/10 shares).  Thus, A’s basis per share in the
stock is $2.20 ($6.00 – $3.80), after taking into ac-
count the distribution.  Under section 1367(a)(2)(D),
the basis of each share of A’s stock in S after taking
into account the distribution, $2.20, is decreased by
$.60 ($6 noncapital, nondeductible expenses/10).
Thus, A’s basis per share after taking into account
the nondeductible, noncapital expenses is $1.60.
Under section 1367(a)(2)(B) and (C), A’s basis per
share is further decreased by $2 ($20 items de-

scribed in section 1367(a)(2)(B) and (C)/10 shares).
However, basis may not be reduced below zero.
Therefore, the basis of each share of A’s stock is re-
duced to zero.  As of January 1, 2002, A has a basis
of $0 in his shares of S stock.  Pursuant to section
1366(d)(2), the $.40 of loss in excess of A’s basis in
each of his shares of S stock is treated as incurred by
the corporation in the succeeding taxable year with
respect to A.  

*  *  *  *  *

Par. 11.  The first sentence of §1.1368-
4 is removed and two sentences are added
in its place to read as follows:

§1.1368–4  Effective date and transition
rule.

Except for §§1.1368–1(e)(2), 1.1368–
2(a)(5), and Example 2of §1.1368–3,
§§1.1368–1, 1.1368–2, and 1.1368–3
apply to taxable years of the corporation
beginning on or after January 1, 1994.
Sections 1.1368–1(e)(2), 1.1368–2(a)(5)
and Example 2of §1.1368–3 apply only
to taxable years of the corporation begin-
ning on or after August 18, 1998.  * * *

Michael P. Dolan,
Deputy Commissioner of 

Internal Revenue.

(Filed by the Office of the Federal Register on
August 17, 1998, 8:45 a.m., and published in the
issue of the Federal Register for August 18, 1998, 63
F.R. 44181)

Announcement 98–81  

Pursuant to the authority described in
section 9 of Rev. Proc. 95–28, 1995–1
C.B. 704, 705–6, this announcement ex-
tends the relief provided in section 5.02 of
that revenue procedure to the owner of
any project in Nevada County, California
that (1) received a 1996 allocation of low-
income housing credit under § 42(h)(1)(E)
or (F) of the Internal Revenue Code, (2) is
located within 20 miles of Yuba County,
California, one of the counties included in
a major disaster declaration by the Presi-
dent on February 9, 1998, as a result of
flooding from the “El Nino” weather pat-
tern, and (3) as required by section 6 of
Rev. Proc. 95–28, is determined by the
California Tax Credit Allocation Commit-
tee to qualify for the relief provided in sec-
tion 5.02 of that revenue procedure as a re-
sult of the flooding herein described.  In
addition, the compliance monitoring relief
provided in section 8 of Rev. Proc. 95–28
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will apply to the California Tax Credit Al-
location Committee.    

The principal author of this announce-

ment is Christopher J. Wilson of the Of-
fice of Assistant Chief Counsel (Pass-
throughs and Special Industries).  For fur-

ther information regarding this notice,
contact Mr. Wilson on (202) 622-3040
(not a toll-free call).  

September 8, 1998 36 1998–36  I.R.B.

Changes to Excise Taxes

Announcement 98-83

Purpose To announce excise tax changes made by recent legislation.  The changes include:

•  A reduction in the tax rate for diesel fuel used in trains beginning November 1, 1998,
and

•  New rules for making a claim for refund under sections 6421 and 6427 of the Internal
Revenue Code.

Diesel fuel used in trains, IRS No. 71 Beginning November 1, 1998, the tax rate for diesel fuel used in trains is $.044 per gallon.

Claims for fuel tax refunds Beginning October 1, 1998, persons may file a claim if, at the close of any quarter of the
claimant’s income tax year, a refund of $750 or more is due.  Such a claim now includes
amounts for excise taxes on gasoline, aviation gasoline, diesel fuel, aviation fuel (other
than gasoline), and kerosene in the quarter or any prior quarter of the taxable year.

Claimants should file Form 8849,Claim for Refund of Excise Taxes, or Schedule C of
Form 720, Quarterly Federal Excise Tax Return, for the listed taxes.  However, they
should continue to use Form 4136,Credit for Federal Tax Paid on Fuels, for:

•  Tax on gasoline used on a farm for farming purposes (section 6420); and
•  Amounts not included in claims previously filed for the taxable year.
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