
Drafting Information

The principal author of the regulations
is William E. Blanchard, Office of Assis-
tant Chief Counsel (Financial Institutions
and Products).  However, other personnel
from the IRS and Treasury Department
participated in their development.

* * * * *

Adoption of Amendments to the
Regulations

Accordingly, 26 CFR part 1 is amended
as follows:

PART 1—INCOME TAXES

Paragraph 1.  The authority citation for
part 1 is amended by adding an entry in
numerical order to read in part as follows:

Authority:  26 U.S.C. 7805 * * *
Section 1.1275–2T also issued under 26
U.S.C. 1275(d).  * * *

Par. 2.  Section 1.1271–0 is amended
by:

1.  Revising the entry for §1.1275–2(d)
in paragraph (b). 

2.  Adding an entry for §1.1275–2T in
numerical order in paragraph (b).

3.  Revising the entry for §1.1275–7(g)
in paragraph (b).

The revisions and additions read as fol-
lows:

§1.1271–0  Original issue discount;
effective date; table of contents.

*  *  *  *  *  

(b) * * *

*  *  *  *  *

§1.1275–2 Special rules relating to debt
instruments.

*  *  *  *  *

(d) [Reserved]

*  *  *  *  *

§1.1275–2T Special rules relating to debt
instruments (temporary).

(a) through (c) [Reserved]
(d) Special rules for Treasury securities.
(1) Issue price and issue date.
(2) Reopenings of Treasury securities.

*  *  *  *  *

§1.1275–7 Inflation-indexed debt
instruments.

*  *  *  *  *

(g) [Reserved]

*  *  *  *  *

Par. 3. Section 1.1275–2 is amended by
revising paragraph (d) to read as follows:

§1.1275–2  Special rules relating to debt
instruments.

*  *  *  *  *

(d) [Reserved]  For further guidance,
see §1.1275–2T(d).

* * * * *

Par. 4.  Section 1.1275–2T is added to
read as follows:

§1.1275–2T Special rules relating to
debt instruments (temporary).

(a) through (c) [Reserved]  For further
guidance, see §1.1275–2(a) through (c).

(d) Special rules for Treasury securi-
ties—(1) Issue price and issue date—(i)
In general. The issue price of an issue of
Treasury securities is the price of the se-
curities sold at auction.  In addition, the
issue date of the issue is the first settle-
ment date of a substantial amount of the
securities.

(ii) Treasury securities auctioned be-
fore November 2, 1998.For an issue of
Treasury securities auctioned before No-
vember 2, 1998, the issue price of the
issue is the average price of the securities
sold.  In addition, the issue date of the
issue is the first settlement date on which
a substantial amount of the securities in
the issue is sold.

(2) Reopenings of Treasury secu-
rities—(i) Treatment of additional Trea-
sury securities.Additional Treasury secu-
rities issued in a qualified reopening are
part of the same issue as the original Trea-
sury securities and have the same issue
price and issue date as the original Trea-
sury securities.  This paragraph (d)(2) ap-
plies to qualified reopenings that occur on
or after March 25, 1992.

(ii) Definitions—(A) Additional Trea-
sury securities.Additional Treasury secu-
rities are Treasury securities with terms
that are in all respects identical to the
terms of the original Treasury securities.

(B) Original Treasury securities.Orig-
inal Treasury securities are securities
comprising any issue of outstanding Trea-
sury securities.

(C) Qualified reopening.A qualified
reopening is a reopening that occurs not
more than one year after the original Trea-
sury securities were first issued to the pub-
lic.  For reopenings of Treasury securities
(other than Treasury Inflation-Indexed Se-
curities) that occur prior to November 5,
1999, a qualified reopening is a reopening
of Treasury securities that satisfies the pre-
ceding sentence and that was intended to
alleviate an acute, protracted shortage of
the original Treasury securities.

§1.1275–7  [Amended]

Par. 5.  Section 1.1275–7 is amended
by removing and reserving paragraph (g).  

David A. Mader,
Acting Deputy Commissioner 

of Internal Revenue.

Approved  October 29, 1999.

Jonathan Talisman,
Acting Assistant Secretary 

of the Treasury.

(Filed by the Office of the Federal Register on No-
vember 3, 1999, 8:45 a.m., and published in the
issue of the Federal Register for November 5, 1999,
64 F.R. 60342)
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SUMMARY:  This document contains
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lations provide specific rules that apply to
the acquisition of the stock of an S corpo-
ration by a member of a consolidated
group.  These rules eliminate the compli-
ance burdens associated with filing a sep-
arate return for the day that an S corpora-
tion is acquired by a consolidated group.
Additionally, the regulations clarify the
rules for the filing of the separate return
for a corporation’s items for the period
not included in the consolidated return. 

DATES: Effective Date: These regula-
tions are effective November 10, 1999.

Applicability Date: For dates of applic-
ability, see §1.1502–76(b)(6)(i).

FOR FURTHER INFORMATION CON-
TACT: Vincent Daly, (202) 622-7770 (not
a toll-free number).

SUPPLEMENTARY INFORMATION:

Background and Explanation of
Provisions

On December 17, 1998, the IRS pub-
lished in the Federal Register a notice of
proposed rulemaking (REG–106219–98,
1999–9 I.R.B. 51 [63 F.R. 69581]), con-
cerning acquisitions by a consolidated
group of at least eighty percent of the
stock of an S corporation.  Although a
comment was received questioning the
advisability of a special rule for the acqui-
sition of an S corporation, the IRS and
Treasury have determined the rules are
necessary to eliminate the administrative
burden of filing a separate tax return for
the day the S corporation is acquired.  The
proposed regulations are adopted by this
Treasury decision.

Special Analyses

It has been determined that this Trea-
sury decision is not a significant regula-
tory action as defined in Executive Order
12866.  Therefore, a regulatory assess-
ment is not required.  It is hereby certified
that these regulations will not have a sig-
nificant economic impact on a substantial
number of small entities.  This certifica-
tion is based on the fact that the regula-
tions will provide administrative relief to
small entities by removing the administra-
tive burden of filing a separate one-day
return currently required for certain ac-
quisitions.  Therefore, a Regulatory Flexi-
bility Analysis under the Regulatory Flex-

ibilit y Act (5 U.S.C. chapter 6) is not re-
quired.  Pursuant to section 7805(f) of the
Internal Revenue Code, the notice of pro-
posed rulemaking preceding these regula-
tions was submitted to the Chief Counsel
for Advocacy of the Small Business Ad-
ministration for comment on its impact on
small business.

Drafting Information

The principal author of these regula-
tions is Jeffrey L. Vogel of the Office of
the Assistant Chief Counsel (Corporate),
IRS.  However, other personnel from the
IRS and Treasury Department partici-
pated in their development.

* * * * *

Adoption of Amendments to the
Regulations

Accordingly, 26 CFR part 1 is amended
as follows:

PART 1—INCOME TAXES

Paragraph 1.  The authority citation for
part 1 continues to read in part as follows:

Authority:  26 U.S.C. 7805 * * *
Par. 2.  Section 1.1362–3 is amended

by adding a sentence to the end of para-
graph (a) to read as follows:

§1.1362–3 Treatment of S termination
year.

(a) In general. * * *  See, however,
§1.1502–76(b)(1)(ii)(A)(2) for special
rules for an S election that terminates
under section 1362(d) immediately before
the S corporation becomes a member of a
consolidated group (within the meaning
of §1.1502–1(h)).

*  *  *  *  *

Par. 3.  Section 1.1502–76 is amended
as follows:

1.  The text of paragraph (b)(1)(ii)(A)
following the paragraph heading is redes-
ignated as paragraph (b)(1)(ii)(A)(1).

2.  A paragraph heading for newly des-
ignated paragraph (b)(1)(ii)(A)(1) is
added.

3.  The first sentence of newly desig-
nated paragraph (b)(1)(ii)(A)(1) is re-
vised.

4.  Paragraph (b)(1)(ii)(A)(2) is added.
5.  Paragraph (b)(2)(v) is redesignated

as paragraph (b)(2)(vi).

6.  New paragraph (b)(2)(v) is added.
7.  Paragraphs (b)(4) and (b)(5) are re-

designated as paragraphs (b)(5) and
(b)(6), respectively.

8.  New paragraph (b)(4) is added.
9.  Newly designated paragraph (b)(5)

is amended as follows:
a.  Example 6(b), first sentence is re-

vised.
b.  Example 6(c), second sentence is re-

vised.
c.  Example 7 is added.
10.  Newly designated paragraph

(b)(6)(i) is revised.
The revisions and additions read as fol-

lows:

§1.1502–76  Taxable year of members of
group.

*  *  *  *  *

(b) * * * (1) * * * 
(ii) * * *(A) End of the day rule. (1) In

general. If a corporation (S), other than
one described in paragraph (b)(1)(ii)-
(A)(2) of this section, becomes or ceases
to be a member during a consolidated re-
turn year, it becomes or ceases to be a
member at the end of the day on which its
status as a member changes, and its tax
year ends for all Federal income tax pur-
poses at the end of that day. * * *

(2) Special rule for former S corpora-
tions. If S becomes a member in a trans-
action other than in a qualified stock pur-
chase for which an election under section
338(g) is made, and immediately before
becoming a member an election under
section 1362(a) was in effect, then S will
become a member at the beginning of the
day the termination of its S corporation
election is effective.  S’s tax year ends for
all Federal income tax purposes at the end
of the preceding day.  This paragraph
(b)(1)(ii)(A)(2) applies to transactions oc-
curring after November 10, 1999. 

*  *  *  *  *

(2) * * *
(v) Acquisition of S corporation. If a

corporation is acquired in a transaction to
which paragraph (b)(1)(ii)(A)(2) of this
section applies, then paragraphs (b)(2)(ii)
and (iii) of this section do not apply and
items of income, gain, loss, deduction,
and credit are assigned to each short tax-
able year on the basis of the corporation’s
normal method of accounting as deter-



mined under section 446.  This paragraph
(b)(2)(v) applies to transactions occurring
after November 10, 1999.

*  *  *  *  *

(4) Determination of due date for sepa-
rate return. Paragraph (c) of this section
contains rules for the filing of the separate
return referred to in this paragraph (b).  In
applying paragraph (c) of this section, the
due date for the filing of S’s separate re-
turn shall also be determined without re-
gard to the ending of the tax year under
paragraph (b)(1)(ii) of this section or the
deemed cessation of its existence under
paragraph (b)(2)(i) of this section.

(5) * * *

Example 6.  Allocation of partnership items. * * *
(b) Analysis. Under paragraph (b)(2)(vi)(A) of

this section, T is treated, solely for purposes of de-
termining T’s tax year in which the partnership’s
items are included, as selling or exchanging its en-
tire interest in the partnership as of P’s sale of T’s
stock. * * *

(c) Controlled partnership. * * * Under para-
graph (b)(2)(vi)(B) of this section, T’s distributive
share of the partnership items is treated as T’s items
for purposes of paragraph (b)(2) of this section. * * *

Example 7.  Acquisition of S corporation. (a)
Facts. Z is a small business corporation for which
an election under section 1362(a) was in effect at all
times since Year 1.  At all times, Z had only 100
shares of stock outstanding, all of which were
owned by individual A.  On July 1 of Year 3, P ac-
quired all of the Z stock.  P does not make an elec-
tion under section 338(g) with respect to its pur-
chase of the Z stock.

(b) Analysis. As a result of P’s acquisition of the
Z stock, Z’s election under section 1362(a) termi-
nates.  See sections 1361(b)(1)(B) and 1362(d)(2).  Z
is required to join in the filing of the P consolidated
return.  See §1.1502–75.  Z’s tax year ends for all
Federal income tax purposes on June 30 of Year 3.  If
no extension of time is sought, Z must file a separate
return for the period from January 1 through June 30
of Year 3 on or before March 15 of Year 4.  See para-
graph (b)(4) of this section.  Z will become a member
of the P consolidated group as of July 1 of Year 3.
See paragraph (b)(1)(ii)(A)(2) of this section.  P
group’s Year 3 consolidated return will include Z’s
items from July 1 to December 31 of Year 3.

(6) Effective date—(i) General rule.
Except as provided in paragraphs
(b)(1)(ii)(A)(2) and (b)(2)(v) of this sec-
tion, this paragraph (b) applies to corpora-
tions becoming or ceasing to be members
of consolidated groups on or after January
1, 1995.

*  *  *  *  *

Bob Wenzel,
Deputy Commissioner of 

Internal Revenue.

Approved October 29, 1999.

Jonathan Talisman,
Acting Assistant Secretary 

of the Treasury.

(Filed by the Office of the Federal Register on No-
vember 9, 1999, 8:45 a.m., and published in the
issue of the Federal Register for November 10,
1999, 64 F.R. 61205)

fore October 1, 1998, with respect to overlapping
tax underpayments and tax overpayments. See Rev.
Proc. 99–43, page 579.

Section 6621.—Determination
of Rate of Interest

26 CFR 301.6621–1: Interest rate.

How is the net interest rate of zero in section
6621(d) of the Code applied to interest accruing be-
fore October 1, 1998, with respect to overlapping
tax underpayments and tax overpayments. See Rev.
Proc. 99–43, page 579.
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