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! Tuesday, March 17, 1087 I Correctinns

DEPARTRENT OF THE TREASLRY
intemai Revenue Setvice
2 CFA Part 5h

Tn. 124}

income Tax; Certain Elections Under
tha Tax Retorm Act of 1904
LCorrection

In rule document 87-2219 beginhing on
page 3023 in the issue of Thursday,

FPebeuary 5 1987, zzke e following
correctons:

1. Oa page 364, (a the second column,
to the autbority for Part Sh, in tha fifth
Boe, ™154{d)" should resd ™145{d)",

FhS Time and manner of making cortain
wlectons under the Tas Reform Act of
™S

Z On the same page, in the third
column. the heading Jor § 5b.5 should
read as vet forth above,

3 In the same column in § Sh.3(a){1),
?ﬁ:' wath line, “certain” should read

4 On the 1ame page. in the table. in
the third column. in the entry for Act
section 204{e), in the fourth line, "11-3-
80 sheouid read *11-3-85".

& Ou page 3829, (a the table, in the
third coiumn. in the lasi line. iosert ™)
after “orgenizations™, sod in the fourth
odumy, in the entry for Act section
1878(p)(1). in the second line,
“paragraph {a¥2)viii)” should read
“parsgraphs (s }2)(vii]".

% On 3428, in the second column,
n l sh.5(a){4)i), In the 171h Lipe.
"1882(C)" should read “1882{c)".

7. On page 3029, in the third column,
in § Sh.5(0)(1). in the ninth line above
paragraph ({}{2). remove “§ 5h.5{M)(1)",

& On page 630 § 52.5(3), in the first
columa_ in the second Line. remove

i | Sb.ﬂ‘gje .

% In the same column. in § 5h.5(h){3),
in the third line, “1902{0}(1]” should reed
“1802{eX1)", and in the ninth line of the
same p-u;nph. between "year” and

" innert “ending oo or afler
October 22, 1008, or with respect L. the
individual's first taxable year™.

10. In the same column. in
§ S SR (4N in the third lipe. "In"
should read “if”.

PRLESS COOE WN-81-0



Federal Register / Vol. 5% No. 80 / Monday, March 30, 1987 / Rules and Regulations 10085
Under Various Public Laws (25 CFR Part word "Partherships” Is added in its
5h). place.
Need lor Corrections Dosald E. Ovtesa,
As published, Tressury Decision 8124 m'm,'o: Legss and Rey
contains three typographical errors end

25 CFH Part Sh
IT.0. 0124}

Certain Elections Unoer the Tax
Reform Act of 1986; Cotrections

AGENCY: internal Revenue Service.
Treasury.

Acmiox: Correctiuns o temporary
regulations.

sussmARY: This document containg
correchons {0 Tressury Decision 8124,
which was published in the Federal
Regisier for Thursday. February 5. 1887
{52 FR 3823). TD 8124 issued temporary
regulations relating to the time and
mann«r of making certain elections
undes the Tax Reform Act of 1580, The
rules aiso provided guidance to persons
making these elections.

FOR FURTHER INFORMATION CONTALT: -
joel 5. Rutsiein. 202-566~329" (nof a tol-
free pumber).

SUPFPLEMENTARY IMFORMATION:

Bachground

The temporary regulutions thul sre the
subject of these correciions relate to
cerizin elections under various seclions
of the Intemal Revenue Code of 15008
snd the Tax Reform Act of 1986 (the
Act). These rules were added 10 the
Temporary Regulations—Elections

one errot of omission within the table
under regulations § 5h.5. The three
typographical errors fall under the
hesding “Availability of Election™ oo
page 3625. The firs! error appean in
printed line 20, the second error in
prinied line 39, and the third er-or in
printed line 43,

The vtror of cmission ocours under
the heading “Section of Act” oo page
3626 and appears in printed line 20,

Three additional tvpographical errons
sppear in the following locations: Pege
3627, third column, first persgraph, line
20 page 3627, third column. third -
paragraph. line one; and page 3629,
second column. fourth paragraph. line
one.

Corrections of Publication

Accerdingly. the publicavom of
Tressury Decision 8124, which way the
subject of FR Doc. &5-2219. is corrected
aa follows:

PART 5h—|{ CORRECTED]

S [Comected]

Parugraph 1. In the lable. an page
38z5. under the heuding “Availability of
Election™, priaied line 20, the upper-case
letter “S” is rewsoved from the word
“Sectian” and the lower-case letler “9”
is added in its place.

Par. 2. |n the table. ob page 235,
under the heading “Availatality of
Blection™, printed line 39. the misspeiled
word “occuring” is removed and the
coerect spelling of the word “ocourrmg™
is added in its place. .

Par. 8. [n the table. ou page 3625
under the heading “Availability of
Election”, printed line 43. the word "the™
is added immedistely following the
word “on™.

Put. 4. In the table. on page 3628
wnder the heading "Section of Acr™,
printed line 20. the leites “17 i sdded
within the parenthesis immediately
fellowing the act section pumber 830",

{FR Doc. 87-802° Filed 3-2-87; £45 wm|
L COOE ared-rt-i v

Pur. 5. In § 5hos. paregraph {s-dHh———

page 3627. third column. line 20. the
word “paragraph” is removed and the
word “paragraphs” is added in its place.

Paz. 6. In § 5h.S. parsgraph (3) (3) (v}
page 3627, third column. line one. the
word “the™ is added immediately
following the word “making™.

Par. 7. In § 5h.5. paregraph (e} (3}
pege 3629, vecond column, line one. Lhe
word “Partnership’ is removed and the
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26 CFH Parts 5h snd €02
{T.D.0124])

income Tax; Certain Elections Under
the Tax Reform Act of 1988

MENCY: Internal Revenue Service.
Treasury.
ACTION: Temporary regulaticns.

svwaAnrY: This document contains
temporary regulalions relating to the
time snd menner of making certain
elections under the Tax Reform Act of
3966. These regulations provide
guidance to persons mahking these
elections.,

DATES: These regulations sre effeclive
February 5. 1987. Except &3 otherwise
provided. the regulations apply to
efections made after October 22, 1986
FOW FURTHEN INFORMATION CONTACT:
el 5. Rutsiein of the Legislation and
Regulations Division, Office of Chiel
Counsel. Iniernal Revenue Service, 1117
Conslitution Ave.. NW., Washingion.
D.C 20224, (Atlention: CC:LR:T (LR-77-
96). Telephone 202-566-2297 {nof a foil
ree call). -

PAPPLEMENTARY INFORMATION,

Background

This documens contains fempurary
wegulations relaling ta certain elections
woder various setctiony of Lhe Intemnal
Revenue Code of 1986 and the Tax
Reform Acl of 1985 [the Act). These
regulations are added 10 the Temporary
Regulations—Elections Under Various
Pullic Laws (26 CFR Pan 5h). The
femporary regulations pravided by this
document will remain in effect until
superseded by later temporary or final
regulations relsting 1o these elections,

Explanation ol Frovisions

Section 5h.5{a}{3) lisis certain
wections 1hat are provided by the Acl
and are gddressed in this regulation.
The general rules {snd exceptions
whereto) regarding the time for making
e listed elections ure provided in




3624
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§ 5h.5{8)(2). The general ruies (and Dmdtiang kofovmstion : SN 470 SBMCHIH AN FMLL 308ic)4).
excepno:‘: the::eiol rqhuding "". The principal suthor of these |l $171hy. 1059(C)4). Z83Ab)(1).

manaer of making the lisled elections regalations is Joe! S. Rutstein of the M. NI(wAZ) A Hsh s06 T (b].
are prowdcﬁ in § 511:5(8]3]. Special . srd Regulations Division of S-n-_ 35 aloo ivreed weder Pob. 1 8-52 ¢
roles regarding the time a0d DATDET f0r  ghe Office of Chief Counsel. Intermal  Srcren ‘oot JIXBL Poulel. 2eatal zaxbL
making cerain tlections-listed in Revenoe Service. However. i UGKRT). 248, B2} 2L 20N )(Z ). MOSie). -
§ 5h.5(2)(1) are contained in paragraphs o caher offices of the !nurnF ’.' ’]'”"" DL TH0T(s). 1OZ 0} st L0 e) 4}

(b} through {i} of § S5 Election
provisions provided by the Act. bui net
addressed in this regulation. will be
sddressed in other regulation projects.
Section 5b.5{j} provides that
sdditions] information mey be required
from taxpayers after an slection bas

been filed,
Special Analysis

The Commissioner of Internal
Revepue has delermined that this
temnporary regulation is cot & major nle
as defined in Exetutive Order 12291
Accordingly. a Regulatory Impact
Analysis is not required.

A generai natice of proposed
rulemaking is not required by § U.5.0
553 for lemporary regulalions.
Accordingly. the temporary regulations
do not constitule reguiations subject to

" the Regulatory Flexibilicy Act {3 US.C.
Chapler 8).

The cojlection of information
requitements contaioed in this
reguiation have been submitied to the
Office of Management and Budgrl
(OMB] in saccordance with the
requirements of the Paperwork
Reduction Act of 19580, These

Revenae Service and Treasury
t participsted in developing
the reguiations both on matters of
substace and style.
List of Subjects
25 CFR Port 5h
Iacome taxes. Flections ynder varicus

ic laws. Deficit Reduction Act of
1984, Tex Reform Act of 1008,

26 CFR Part 602
“  Reporting and recordkezping
requirements.
Adeoption of Amendments to the
Reguistion
Accosdingly. 26 CFR Parts 5h and 802
arec amended as follows;

PART Sh-—{ AMENDED

Pacagraph 1. The authority for Part Sk
continees 1o read:

Awtbhprivy: 28 L' 5.C 7905, section 5h 5 slso
issued weder 28 U.S.C. 42(M1). 42Ag)1).
A20IK2} 4iN5) se(b (2} SMINBL 83
MWL 142 S)) ). 164N B,

TR RMUDH ). 154{d). 17IDHANAL I18SINIL
I0a(b)H. 100(1)(1). 100N 7). Hea(hNSNFXik

Pox 2 A new § 3h.5 |s added
smenediately after § 5h.4 toread as
Jollows:

FBS Timw and manaer of making the
wiecton unda e Taz Retowm Azt of
.8

{a} Miscelloneocs slections—{1)
Elections i wiich this paregraph
applies. This paregraph appiies to the
wections set forth below provided under
the Tax Refoma Act of 1588 (the Act).
General niles regarding the time for
makimg the elections ere provided in
paragraph (a)(2) of this section. General
rales regarding the manner for making
certaia elections are provided in
paragraph (€X)) of this section. Special

" nides regarding the time and manner for

muking certain elections are coplained
in paragraphbs (8)-{i) of this section. Il &
speciai rule spplies 10 one of the
elections lisied below, a crocs.reflerence
®» the special rule is showa in brackets
ot the end of the destription of the
“Avuilsbility of Election.” Psragraph (j)
of this section provides that additionai
information with reapect 10 elections
wmuy be required by Rature reguiations or

requirements have been approved by IGELWIL 2633). T6IAMA NI 0N SRHL.
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Act section €31(b}1) {Code mction
2630 2ZNA)) the election sinafl be made
on a property-by-property bais for exch
ail. gus. or geothermmal property (a9
defined in Code pection ¢14). The
election shall be myade by the due dute
(taking exterrsions into vecount} of the
income tax return for the fornt taxwbie
year in which the taxpayer pays or
incurt any cosl with respect to the
development of such propeny For wivich
thre election is gveilable,

{iv) Time for moking the election with
respect to foreign developoent
expenditures. With respect ha the
election under Act section $11{b){2)
(Code section 616(dX(2XA}}, the election
shall be made For each mine or vther
aatursl deposit not later then the time
prescribed by lew for filing the income
tax teturm (1aking exiensiony into
sccount) for the taxable yesr 1o which
such election is applicabie.

{v) Time for making the election with
respect Lo foreign explorotion
expenditures. With respect to the
election ander Act section 911(b)2)
[Code section 817(hXZKA]). the election
mzy be made at wny tirve before the
expiration of the petiod ited for
filing & claim for credi) or refand of the
tax imposed by chapter 1 of the Code lor
the first taxable year for which the
taxpayer desires the election to be
spplicable.

(vi} Time for making certow elections
by reguiated investmest companies. The
election under Act section 051 (Code
section 4902{#)4)) shal be made on a
stalemnemt artached (0 the form
prescrivved by the Internal Revenoe
Service which s uyed to report and pey
the excise tax Bability onder wech
yection #9082, snd skl be fiked on or
before March 15 of the first calendar
year beginning after the end of the first
excise tax perivg for which tbe election
is 0 be effective. The sintement of
election under section ¢962{c){4) shall be
sitached to the prescribed form
regardiess of whether the regulated
investment company is liable for the
excise lax imposed by section 902 foy
the excirse tax pericd i guestion.

{vii) Time for making the efection
with respect to certam nonquuiified
siock optrons. The election under
section 3679(p)(1) of the Act (Code
section 8c)3]) shall be made—

{A) By April 21, 1907. in aTy Case in
which’ the operation of any law or rule
of law on or before such date would
preveny ‘be credit or refomd of amy
overpayment of tax resyiting from soch
elecfion, snd

B} By nu later than any date sfter
April 21, 1987 an whith the operation of

any law or rale of law wounid prevent the
credit or refund of any overpayarert of
tax resuiting from such election,

{3} Monner of moking elections—{i} Ia
genernl Except wo otherwise provided ia
this section, tte elections apecilied in
parsgraph {aX1} of this section shall be
muwde by sttachimg » statement to the
tax return for the taxuble year for which
the election is to be effective. If becanse
of parzgreph [BX2XTD of this ection
the eiection may be filed sfter the due
dute of the tax return for e first
taxable year for which the election b t»
be effective, snch ststenrent must be
aftached to a 1ax retorn or amended
retorn for the texable yeur to which the
ejection reistes Except o5 otherwize

ded in the return or in the
instructions accompamyirsg the retumn fur
the taxable yest. the slatement shall—

{A) Contain the name, address and
taxpayer identification swber of the

{B} ldemitify the electian.

(C) Indicate the section of the Code
for. if the provision is Dot codified, the
section of the Acl) under which the
election iz made, )

{D} Specify, as applicable. the period
for which the election is being made
and/for the or other items to
which the election is to apply, and

{E} Provide sy information required
by the reievant statutory provisions and
any information neceasary w show that
the taxpayeris entitled 1o make the

slection.

{ii} Special rufes for making the
iraryitionol rufe elections with respect
o certoin tx-exempt controlled
entities. The irrevocable election under
Act sections 201(a) and 1802(s) (Code
sections 3EAChNSRFXTi) and 100(j}. s ;v
effect before October 22, 1908, sl be
made by the tax-exempt controfled
entity al the time and in the manner
described in paragrapha (a){2) and
{a)}{3)i) of this section. A copy of the
thrclion siatement filed by the tax-
sxempt controdled entity sball alio be
attached 1o the Federal tax returns (2.2,
Form 990 or 5500) of each of the tax-
exempt shareholders or beneficiaries of
the controlled enu'?. )

(iii) Special rofe for making the
election with respect b goin or loss
from o disposition of property wed in o

fve actrrity. The election wder At

Possi
seclion 501(n} {Code section MB{jia))

under Act wection 08{ ¢} (Covle wection
oL MBIHH]] mey be reade by &
cocperative housing corporation with
respect to its real estate laxes or interest
or both. The clvction is swateble for any
taxable year bugrming after December
32, 1988. & the cooperstive houring
swrporetion hes, by Jenaery 31 of the
yeuwr following the icst cabendar yeor
that includes a1y period to which the
eieclion applies. furmished 1o ewch
tenantstockirolder durizy that period a
written statement dhowing the amoant
of the allocation for sRocations) under
section ZIGLEINBNI] artibutabre to
swch temam-stockivolder’s g umit
{or wmits} for that pericd. Any -
cooperative housing corporabron making
e plection sball do so in accordance
with paragraph (a) {2) and {3} of ths
sectioa snd shail identify m the
slatement described i paragraph (0)(3)
of this svection whether the election s for
real estaie taxes or nverest or both,

tv) Speciol mies for moking the
election with respect to the simplified
doflar-value LIFD method. The eleclion
urder Act section 802 (Code section 474}
mwy be made only if thre thxpayer fites
with the taxpayet's pcome 1ax retum
fot the taxabie year o3 of the close of
which the method is frst to be used »
statement of the taxpsyer's election 1o
use the simplified dollar-vatue LIFQ
inventory method. The staterment shal!
be on Form 870 puryuant 1o the
instroctions 1o the form md 1o the
requirements of the regulations wnder
section 474, or in such other manmer as
maxy be scoeptabie 10 the Comvmiasioner.

(i} Special rules for making sleciion
to have section 453C not apply to
obligations orising from soies of
timesliares and unimproved residenticl]
lots ta individugls. The election under
Act section 811[a) {Code section
$53C{ej(4}] to have section 433C nat
apply 1o cbligationa arising from sales of
timeshares and unitnproved residential
Jota to Individusls may be made with
respect 10 any obligation. or with
respect te & class of such obligations. In
the tase of ap election made with
respect 10§ class of obligations. such
election shali describe the tlass of
obligstivns with rch specificty as 1o
make Lhe clays resdily identifiable.

(vif) Speciol rules for making certain

ing treasitionol rvile

m 2
shall be made oo the form prescribed by  edections. The election relating to

the Internal Revenve Service for
computing the taxpayer's pessive
activity loss m& credit for the tmb';
year in which the property is 'ﬁT"
tiv) Special rules for moking the
afection with respect I cooperatne
housing corporatiant. The election

finance leasesander Act section

180 [a){1) {Code section T88() as in
effect before October 22 1986) shall be
made by the lexsor under a lease
agreement subject to the finance ease
rules of secilion 168(i] of the Code. as in
effert before October 22, 1988 by noting
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this eiection in the books and records
relaling to the lease agreement within 12
monlths alter February 3. 1967,

{viii} Special rles for making the
electon reloting to the dete feosed
property is ireated as originolly ploced
in service. The election under Act
section 1809{e){2) {Code section 48{L)(2})
must be made jointly by the hessee and
the lessor. The election is made jointly

- whert both the lessee and the lessor
make the election in accordance wilh
paragraphs {8){2) and (a){3Xi) of this
section. In addition 10 the other
information required to be provided
under paragraph {2)|3}i) of this section.
the slatement described Lherein shall
include & copy of the lease agreement
wnd shall be signed by both (he lessee
and the lessor.

[ix) Special rules for mahing the
election to be treated as a resident
olien. The election under Act section
1810{1){4) {Code seclion 770t{b]) to be
trealed as a resident under Code setion
7201{b} shall be made by an alien
tndividual by attaching » stalemenl o
the individual's income tax return (Form
1050}, for the taxable year for which the
clection is to be in effect (the election
vear}. The alien individual rasy not
make this election until such ime as he
has satisfied the substantial presence
test of Code section 7703{b){1 (A }ii) for
the vear following the election vear If
an alien individual has not satsified the
substantial presence test for the year
following the election year as of the due
date [without regard 1o exlensions) of
the tax relurn for the election vear, the
alien individy )] may reques! an
extension of time for [liling the return
until after he has satisfied such 1est.
provided that he pays with his extension
application the amount of tax be expects
10 owe for the election year. computed
as i he were a non-resident alien
throughoul the election year. The
siatement shall include the name and
address of the alien individual and
contain a signed declaration that the
election is being made. It must specify—

{A} That the alien individual was not
a resident in the year immediaiely
preceding the eiection yesr;

{B} That the alien individual is »
resident in the year immedialely
following the election year under the
subslantial presence test and the
individual's number of days of presence
in the United States during such year:

{C) The dale or dales of the slien
individual's 31 consecutive day period
of presence and continuous presence in
the United Siates duning the eiection
yeur: and

(D) The date or daies of absence {rom
the United States during the election

year thai are deemed to be days of
presence.

{x) Special rneies for moking the
election with respect io the treatmeni of
the exercise of certoin nonquelified
stock options. The election amder Act
section 1879(pj(1} (Code section 83(c}{3])
is made by filing on Form 1080X & claim
for credit or refund of the overpayment
of tax resulting from the election. In
order to aatisfy the requirements of
§ 301.5402-2{b}{1} (relating 1o grounds
set forth in claim). the daia for credil or
refund must sel forth)—

(A] The date on which the option was
granied.

(B] The name of the corporation which
granted the oplion,

[C) The dale on which the stock was
wransferred pursuant to the exercise ol
the option,

{D) The far marke! value of such
stock on December 4, 1971

(E) The [air market valoe on July 1,
1974 of the stock received upon the
reorganization of the corporation which
granied the option. and )

{F) The dale on which the taxpayer
sold substantiaily all of the stock
received in such reorfaniution.

The taxpayer shall file a single claim
for credit or refund of the entire

overpayment of tax resulting from the
election under Act sectivn llniz}m-

(4) Revocation-—4i) Irrevocab,
elections. The elections described in this
section under Act sections 201{a) {Code
sections 168[b)(5). 168{M){1). 168(gK7).
and 168(L}{{6)(F}{ii)). 200aN1XB) 252(a}
[Code sections 42{T){1). 42{gN1). 42{i){2].
and 42{j}(5)). §13{b)}1} {Code section
263{i}). 411{b{Z2}(A) (Code section
B16{d)}{2){A}), 501{x} [Code section
469(j}(91). B01(d}(2). 905{c). 1301(b} {Code
sections 141(bK9). 142(d}1} 142(d)(4}(D}.
143(k )9 D}iii). 145{d}. and
147(b}#1(A]). 1431(a] [Code section
2652(a){3)}. 1704(b). 1802{a] (Code
section 168{j} as ia effect before Qctober
22 1986}, 1804(e)(4). 1879(pN1} {Code
section B3{c)(3]). and 1882{C} (Code
section 3121{wi(2}] are irrevocable.

{ii) Efections revocoble with the
consent of the Commissioner. The
elections described in thiz section under
Act sections 204[e). 243{a). 24}b).
243(a}(b). 411{b){2)[D) {Code section
617(h){2}{A}). E14({D] [Code section
1059(c}(4)). 621{a) [Code section
3x2{11{ 5]t H)). 544{d) [Code section
216(L:){3)). 646, 651 [Code section
4582(e}{4){B)). 701[a} [Code section
56(1){3){B)). 801(a) (Code section
443{d}{4}). 802 (Code section 674). 803(a)
(Code seclion 263A([d)(3)). 200(e)2](C)
{and the election described in HR. Rep.
No. 99841 at [3-320). 811{s) {Code
sections £53C[b)2)(B) (i) and
453C (e ){4]}. 901{a) {Code sections

585(cH{I)(B)(ii) and 58S(cH4]} 905(a)
{Code section 165(IM1}}. 1801{a} (Code
section 168{i] &3 in effect before October
22. 1966}, 1807(a}{?] {Code section 468B),
1809(e){2) {Code section 48{b)(2}}, and
1810(1){4) {Code section 7701{b)) are
revocable only with the consent of the
Commissioner.

{iii] Freely revocable electians. The
elections described in this section under
Act sections 311(d)2) and 1431(a) {Code
section 2632(b){(3)) are freely revocable.

{b] Elections with respect to the low-
incame housing credit. The elections
under Act section 252 {a) (Code sections
42{)(1). 424g)(1). 42(i){2}. and 42(j){5}}
raus! be made for the taxable year in
which the projesct is placed in service
and shall be made in the cerlification
required to be filed pursuant 1o section
£2{1 41}

{c) Election to have the rules of

. section 263A frelating to coprializotion

and inclusion in inventory costs of
certain expenses) not apply to ony plant
or animagl produced in any forming
business conducted by the electing
toxpayer~{1) In general. This paragraph
applies 10 the election under Act section
803(a] [Code section 263A(d)(3]] 1o have
the rules of section 263A (relating fo
capitalization and inclusion ia inventary
cosls of certain expenses] not apply 10
any plant or animal produced in any
farming business conducted by the
electing taxpayer. The election is
available ta taxpayers engaged in the
business of farming. including producers
of agricultural crops. livestock. nursery
stock. sod. trees bearing fruil. nuts or
other crops. and ormamental trees {for
purposes of sectiop 263A. an evergreen
tree thal is more than 6 years old at the
time it is severed from the rools shall
not be treated as an ornamental (ree).
The election is not available 1o a
corporation. partnership, or tax shelter
that is required (¢ use the accrual
method of accounting under section 447
of seclion #48(a}3). or farming
syndicates (as defined in section 464(c)).
or with respect 1o the planting,
cultivation. maintenance or
development of pislachio \rees. In
addition, the election does not apply
wiih respect to costs incurred for the
planting. cultivation, maintenance or
development of any citrus or simond
grove incurred during the 4-taxable-year
period beginning with the laxable year
in which such grove was planted l a
citrus or almond grove is planted in
more than one taxable year. the portion
of the grove planied in one laxable year
is treated as 8 separste grove for this
purpose.
{2) Time and manner of moking the

eiection. Unless consent is oblained
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from the Comam snonear. the gleenon
may oniy be made Jor tee texpyer’s
first uxable hesr that begios afier
December 31. 1986 s during winch she
taspayer enguges in o farming busowens.
The election shall be made on the
Schedule E F sr ofher schedule required
to be altacked ts the income tax pesurn
for the first 1axwble year for which the
eiection is effective. In the case of 2
pariftership or S corparation Lthe
election must be inade ai the parineroc
shareholder level.

{3} Election treated as f made if
certain requirements sotisiied, A
laxpayer eligible 10 make the elestion
under section ZBIA(d){3) shall be tresied
28 having made the election if such
{axpayer reports income send expense in
sccordance with the rules under the
election on a limely filed income tax
returm.

{4} Rerocutivn. Orce the election is
made it is revocable owly with the
conseni of the Commmiszioner,

[5) Speciol rules for irewtment of
errensex If the electon b mvade. tive
piant ar animal produced is treered as
sechod 1245 propertv swnd gain is
recaptared {reated a8 ordmary incomwe)
in the armount of deductions whach. bt
for the edection, would have been
required to be capiradized with respecit
10 the plant or anizal M the taxpayer or
a refaied person makes the slection. »
nor-acceleraled method of depreciation
|#s deliped in xection 16a{g){2)) shall be
applied 0 all preperty used
predominactly in any faming business
of the \axpuyer or related person snd
placed in service in any laxable year
duting whith the election is in effect. For
purpases of this ejection, relaved parly
means: (i) the members of the laxpayer’s
family |dehned [or this purpose to
include the spouse of the taxpaver and
any of tins or her chiidren who have not
reached the age of 18 s of the last day
of the taxable year. (i} any corporation
(including an S curporaien] 50 percent
or mare of the value of wiich is owned
direcity or mdirectly (through the
application of section Y18; by the
taxpayer o7 members of the taxpayer's
[smlby: (it) arre corporation that is s
member of the sarve controlied groop
{within the neeaning of section 1583) as
the taxpaver: and (iv) sny parinershio if
50 pereent or more of the velue of S
intereats in guch parinership is owned
directly or indirectly (Wwough the
spphication of section 318} by the
1axpayer or renbers of the taxpaver's
famity.

{d} Efection with respect o e
trentmend of ped incomae for the short
(axable yeor resuitrg frooe a regired
change in accounting perod. Tes
paragraph appiies 1 e election under

secion 80k NZHC] of the Act. Net
income for tha ghort masbic your
resulting forss a reguired chaoge m
accounting pariod soder the provimons
of tection BD8 of the Act vawich i» te be
included ratably m the parmers” end S
corporation shareholders’ income jor e
first four \nxable yesrs (including the
shart taxabie year) beginming sfier
December 31, 1958 or mcleded siredy
in income for the short xable yeur at
the efection of Uwe partner of
sharebolder, shall be taken imte acomem
in accordence with section 782 [with
respect o partners] snd secton 1388
[with respect W S corporation
shareshoiders].

{e) Electian with respect io redvcing
porthership or S Corporation income for
the short Laxabie yeor resuiting frem o
reguirsd chamge In occounting period
under sectson 806 of the Act by on
WEBRAZEd SR tTRENt SUrRoue
existing as of October 2. 1986 —{1) In
gererul. This paragp sph applies ty the
election described ix HR. Reg. No. 09-
M1 at =220,

{2) Portnerships or S corporotiors that
maoke the plection lo redkce ipcome for
the shart taxpble yror by on
unamon i ed gdfnstimen! omount
existing os of October 22, 1006 Where s
partnership of S corporation clech to
redece ils income for he short mxsbie
year required sader the provisiors of
secizon 806G of the Act by the
wamort zed adiuveirnen! smournt
existing a¢ of October I 1986, in
accovdance with parsgroph (3) of this
aection, rhe jacome Sor s sivort tancable
year {reduced by the unamortized
adiustment amount] may then be subrject
1o the election. wader section
806{2}{2X C) of the Act. by sartners and
S cerporstion shereolders ® include ol
the net income for the short taxable year
entirely in income {or the patthers’ or
sharrhoidery’ laxable year with or
within which the short taxuble yenr
enc's. .

{3] Portmership or S corporationy thot
do nat moke the efection to reduce
income for the short taxadde year by am
uncwharlired odsastrent cmount
exisiing ew of October Z2. 1%00. Where s
parinetship or 5 corporstion does not
elect to reduce its income for the short
taxabie year created by the provivions
of section 08 of the Act by the
unamoriized sdjustovent smommt
existing ws of Oclober 22, 1908, us
provided im parageaph (o) of this Fection,
the short taxsble yeur required under
the provisions of section 808 of the Act
shall be comidered one 1axable year lor
purposes of amoniining the sdiustment
szoun wnder the requirements of Hev,
Proc. 72-51.1972-2 CB. 532, or Rev.
Proc. $3-25. 198531 C. B 089. The net

incemre of the portership or $
corporatess affer redection by vhe
sdfustmert awvount Tor the short taxable
year may then be sublect to he election
under section 008{eNZNC) of Bre Act by
partners o S corpoeation shatreholders
to inclade ol the net incomwe for the
thort texeble yrar enticely in income for
the partners’ or sharehokders' tuxwbie
yeut wilk o withia winich the short
taxabie year of the psrthership or 5
corporation ewds.

W] Election with respect io the
tregtment of certom losses in insolvent
financrof srytitutions—{1) in gereral,
This parsgraph spplies to the rection
wrder Act section 305{a) {Code section
185(1)(1)). K~ '

{f) As of the close of the taxable year.
it can reasoniably be estimated that
there fn & Joss on 8 deporit of & qualified
Individua! (as defimed in section
185(1)(2)) in » qualified financial
inplitytion (ay defined in section
165(1){3)). and

(7} Such less is on sccount of Lhe
bankrupicy or insolvency of such
institution,
then the quuidied individsal may elect
ko treml the eolire amoun! so estiamated
for that taxable year idigregarding any
amount treated as 8 casuaity lows under
section 1R5{cHJ) in & previews taxable -
year) as a loas § 5ho&{)(1) descnbed in
section 165c](J} end incurred during the
taxable year. The adectian shail appiy 10
all logses of the qualified individual on
deposits in the institution with respect
{0 which ag election is made. and
seclion 306 {telating w0 bad debrs) shall
ot apply 10 wny loss witd respect to
which an elexction is made.

(2) Time and monner of making the
electon. The dection myy be made by
claiming such ima oa the tax return for
any texabie yesr i which » reasonable
estimate of such [os) can be srade. i the
quaiified individual does not claim such
Joss ou thwe tax retum for that taxable
year. the quakifisd individea! mey not
subwecmenty anend the tax retyurs for
that taxable year to clsiew soch koss for
that taxable year However. for a tax
return filed with respect © 2 taxable
year beginming afier Decrwsber 31, 1963,
but belore ]amnrii. 1906, the quslified
indridusl smy subseqoently (before the
expirstion of the pervod prescribed for
filing » claim for credit or refund) smend
the 1ax redarn for that taxable yeur to
claim such loss for that taxable yesr.

{3} Revocobility of the election. This
election may be revoked only with the
conment of the Commis iorer,

i) Efections with respect to certain
bonds. The elections wnder Act section
1301(b) [Code sections Hn(b)i9).
142(d)(1). 192t NANDL. 163k N9 0N}
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745[d}. and 147{b}{4){A)} must be made
in the § 5h.5 (g} bond indenture or &
related document {as defined in § 1.100-
13{b{{a}) on or before the date of issue.
With respect 1o obiigations issued on or
before March 9, 1987 these elections
must be made on or before March 9.
1987 and need not be made in the bond
indenture o< 8 related document. bui
musi be made in writing and retained as
part of the issuer's books and records.

(hiRevocotion of ihe election for
exemption from sociol security toxes by
certath clergy—{1) In general This
paragraph applies to the election under
Act section 1704{ b} 10 revoke an election
under section 1402{e)i1} of the Code by a
duly ordained. commissioned. or
licernsed minister of a church. & member
of a religious order [other than »
member of a religious order who has
taken & vow of poverty as s member of
such ordet}, or & Christisn Science
praciitioner. Only elections which are
effective for the taxable year containing
October 22, 1986 may be revoked under
this paragraph.

[2) Time for revoking the election. The
election shali be revoked by filing Form
2031 before the date on which the
individual becomes entitled 1o benefits
under sections 202{a) or 223 of the Social
Security Act (without regard to sections
202(5)(1) or 223{b} of such Act). and not
later than the due date of the Federal
income tax retun (including any
extension thereof} for the individual's
first taxabie year beginning after
Ociober 22, 1906. '

(3) Manaer of revoking the electian.
To revoke an election under section
214 (a){1). the individual shall file Form
2031 in sceordance with the instructions
sccompanying that form. The revocation
shall be made effective. as designated
by the individual on the formn. either
wilh respect 1o the individusl's first
taxable year beginning sfier Ocrober 22,
1966.

(4] Specio! rules for payment of self-
employment axet with respect to
certoin taxable yeary ending on or ofter
October 22. 1986—{i} Elections filed
aofter the due dote of the Federal income
tox return. In Form 2031 is filed on or
afterihe due date of the Feders! income
tax retum [including any extension
thereof} for the individual’s first laxable
year encling on or after October 22, 1906
and the eleciop made therein is
effective with respect to thet laxable
ear. Form 2032 shall be srcompanied
E, a2 amended Federal income tax
retum Yor such taxable yesr together
with payment in full of san smount equal
to the 15ial of the taxes thet would have
been imposed by seciion 1401 of the
Code with reapect to all of the
individus['s income derived in that

taxsble year which weouid have
constituted nel earnings from sell-
empioyment for purposes of chapter 2 of
mebiille A of the Code {natwithsinading

ragraph (4] or (5] of section 1802{c)}

for the exemption under section
1402{2){1). ]

{ii) Elections filed before the due date
of the Federoi income tax return. It
Form 2021 is filed before the due date of
the Federal income tax retum (including
amy extension thereol) for the
incividual's first taxable year ending on
or after October X2, 1988, and the
election is effective with respect to that
taxable year. payment in fuli of an
amount equal o the totai of the taxes
that would have been imposed by
mection 1401 of the Code with respect 1o
all of the individual's income derived in
tha! texable year which would have
consiituied net earnings from setl-
employment for purposes of chapter 2 of
the subtitle A of the Code
{notwithstanding paragraph (4) or (3} of
section 1402(c)) but for the exemption
ander section 1402{e}1) shall be made:

LA} In the case of Forms 2031 that are
filed an or before the date on which the
individusl's Federal income 1ax return
for such first taxable year is filed with
the individual's Federal income tax
retumn for such taxable year: and

(B} In the case of Formas 2031 that are
Gled after the date on which the
individual's Federsl income tax retum
fow such first taxable year is filed. with
anr amended Federal income tax retum
for that \axable year filed on or before
the due date foc the individual's Federal
income tax retuwn {including sny
extension thersol) Jor such texaMe year.

{iii] Interest on gmounts peid ofter the
dhee date of the Federol income tox
reeumn. Il any amount of tax imposed by
mection 1401 for an individual’s laxsble
year with respect to which an eleciion
wnder this paragraph (h) is effective is
paid after the due date of the
jaalividual's Federal income tax return
{without regard 10 extensions) for such
taxsble year, inlerest will be asseased
an such tax from the due date of such
yetorn {without regard 10 extensions) to
the date on which wuch tax is paid.

5) Revocability of the revocation of
the eéaction. Dnce baving filed Form
207, the individual may not thesealier
fils an spplication for an exemption

This provision shall apply with
o remuneration received in the taxable
yeass for which the individual
designates the revocation to be
efiective, as described in paragraph
(bX3) of this section. and with respect 10
mamihlyinsurance benefils payable
wmader title U of the Social Secunity Act

on the bass of the wages end sl
employmen| income of any individual
for months in or after the calendar year
in which such individual’s application
for revocalion is effective {and lump-
sum death: payments paysble under such
title ons the basis of such wages and sell-
employment income ia the case of
deaths occwrring in or after mch
calendar year).

{i) Aevocation of the election for
exemption from social security taxes by
certain churches on quolified church-
controlled orgenizations—~{1) In general,
This paragraph applies to the election
wnder Act section 1882 (Code section
¥121 (w){(2)] to revoke an election under
section 3121{w]} by a church or qualified
church-contruiled organization (s
defined in section 3121(w)(3)).

[2} Time ond manner of revohing the
election. The revocation desctibed in
this paragraph [i} shall be made by filing
a Form 841 on or before the due date for
fiting Form 941 (without regard to
extensions] lor the first quarter for
which the revocation is to be effective.
accompanied by payment in full of the
taxes that would be due for that quarter
kaad there been po clection under section
F122(w). See paragraph{i)4} of this
section for the elfective date of
revocalion made under this paragraph
i)

(3) Revocability of the revocation of
the efection. Once an election under
mection N121{w} is revoked under this
paragraph (i]. a new election under
section 3121({w) may pot be made.

[4) Effective date of this parogroph. A
revocation made vnder this paragraph
) shall be effective for the quarter of
the calendar year covered by the Form
941 on which the revocation is made in
sccordance with paragraph {i}{2) of this
section and sl subsequent quarters.
However. no revocation shall be
sffective prioe to Janwary 1. 197 unjess
puch electing church or church-
coetrolled organization had withheld
and paid over all employment taxes due,
as if such electivn bad never been in
effect. during the period from the
eflective date of Ibe election being
revoked through December 31. 1966.

(j) Additional information required.
Later regulations or revepue procedures
imsued under provisions of the Code or
Aci covered by this section toay require

ishing of inforesation in addition

o that which was furnished with the
statement of efection described in this
maction. In swch event, the later
reguiations or revenwe procedures will
mﬁde guidance with respect 1o the

ishing of such additional
mforma tion. (2 USC T80s).
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ar:

PART £02-—{ AMENDED)

Par. X The suthority for Part 802
continues to read as foilows:

~ Authorily: 23 US.C. 7006

£50210 [Amended)

Par, 4 Section 802.101[c] is amended
by inserting in the sppropriate place in
the table “§ Sh.5. . . 1545-0082",

There is need for immediate gnidance
with respect to the provisions contained
in this Treasury decision. For this
reason, il is found impractical to issue
this Treasury decision with notice and
public procedure under subsection [b) of
section 553 of Title 5 of the United
Stales Code or subject o the effeciive
date limnitalion of subsection (2] of that
seclion.

Lawrence B. Gibbe,

Canim:sswuncrof Intemo! Revenve.
Approved: January 13, 1967,

0. Dopaldson Chapoton.

Avtirg Assistont Secretory of the Treesusd

[YR Dac. 87-z19 Filed 2—4-87: 845 am|
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