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1986—Subsec. (e)(1)(A). Pub. L. 99-514 inserted ‘‘and no
adjustment shall be made for Federal taxes attrib-
utable to any taxable year in which the corporation
was a C corporation’ before period at end.

1984—Subsec. (¢). Pub. L. 98-369, §721(r)(2), inserted
“Except to the extent provided in regulations, if the
distributions during the taxable year exceed the
amount in the accumulated adjustments account at the
close of the taxable year, for purposes of this sub-
section, the balance of such account shall be allocated
among such distributions in proportion to their respec-
tive sizes.”

Subsec. (e)(1)(A). Pub. L. 98-369, § 721(r)(1), substituted
‘‘(except that no adjustment shall be made for income
(and related expenses) which is exempt from tax under
this title and the phrase ‘(but not below zero)’ shall be
disregarded in section 1367(b)(2)(A))”’ for ‘‘(except that
no adjustment shall be made for income which is ex-
empt from tax under this title and no adjustment shall
be made for any expense not deductible in computing
the corporation’s taxable income and not properly
chargeable to capital account)”’.

1983—Subsec. (e)(3). Pub. L. 97-448 added par. (3).

EFFECTIVE DATE OF 2007 AMENDMENT

Amendment by Pub. L. 110-28 applicable to taxable
years beginning after Dec. 31, 2006, with special rule for
treatment as second class of stock, see section 8232(c)
of Pub. L. 110-28, set out as a note under section 1361 of
this title.

EFFECTIVE DATE OF 1996 AMENDMENT

Amendment by Pub. L. 104-188 applicable to taxable
years beginning after Dec. 31, 1996, see section 1317(a) of
Pub. L. 104-188, set out as a note under section 641 of
this title.

EFFECTIVE DATE OF 1986 AMENDMENT

Amendment by Pub. L. 99-514 applicable to taxable
years beginning after Dec. 31, 1982, see section
1879(m)(2) of Pub. L. 99-514, set out as a note under sec-
tion 1361 of this title.

EFFECTIVE DATE OF 1984 AMENDMENT

Amendment by Pub. L. 98-369 effective as if included
in the Subchapter S Revision Act of 1982, Pub. L. 97-354,
see section 721(y)(1) of Pub. L. 98-369, set out as a note
under section 1361 of this title.

EFFECTIVE DATE OF 1983 AMENDMENT

Pub. L. 97448, title III, §311(c)(4), Jan. 12, 1983, 96
Stat. 2411, provided that: ‘“The amendments made by
subsection (d) of section 305 [amending this section and
sections 221, 1374, and 4975 of this title, enacting provi-
sions set out as a note under section 1361 of this title,
and amending provisions set out as a note under sec-
tion 1361 of this title] shall take effect on the date of
the enactment of the Subchapter S Revision Act of 1982
[Oct. 19, 1982].”

EFFECTIVE DATE

Section applicable to taxable years beginning after
Dec. 31, 1982, see section 6(a) of Pub. L. 97-354, set out
as a note under section 1361 of this title.

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1989

For provisions directing that if any amendments
made by subtitle A or subtitle C of title XTI [§§1101-1147
and 1171-1177] or title XVIII [§§1800-1899A] of Pub. L.
99-514 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1989, see
section 1140 of Pub. L. 99-514, as amended, set out as a
note under section 401 of this title.

PART III—SPECIAL RULES

Sec.

1371. Coordination with subchapter C.

TITLE 26—INTERNAL REVENUE CODE

Page 2294
Sec.
1372. Partnership rules to apply for fringe benefit
purposes.
1373. Foreign income.
1374. Tax imposed on certain built-in gains.
1375. Tax imposed when passive investment income

of corporation having accumulated earnings
and profits exceeds 25 percent of gross re-
ceipts.

AMENDMENTS
1996—Pub. L. 104-188, title I, §1311(b)(2)(D), Aug. 20,
1996, 110 Stat. 1784, substituted ‘‘accumulated’ for
“‘subchapter C” in item 1375.
1986—Pub. L. 99-514, title VI, §632(d), Oct. 22, 1986, 100

Stat. 2277, substituted ‘‘built-in” for ‘‘capital’” in item
1374.

§ 1371. Coordination with subchapter C
(a) Application of subchapter C rules

Except as otherwise provided in this title, and
except to the extent inconsistent with this sub-
chapter, subchapter C shall apply to an S cor-
poration and its shareholders.

(b) No carryover between C year and S year
(1) From C year to S year

No carryforward, and no carryback, arising
for a taxable year for which a corporation is a
C corporation may be carried to a taxable year
for which such corporation is an S corpora-
tion.

(2) No carryover from S year

No carryforward, and no carryback, shall
arise at the corporate level for a taxable year
for which a corporation is an S corporation.

(3) Treatment of S year as elapsed year

Nothing in paragraphs (1) and (2) shall pre-
vent treating a taxable year for which a cor-
poration is an S corporation as a taxable year
for purposes of determining the number of tax-
able years to which an item may be carried
back or carried forward.

(c) Earnings and profits

(1) In general

Except as provided in paragraphs (2) and (3)
and subsection (d)(3), no adjustment shall be
made to the earnings and profits of an S cor-
poration.
(2) Adjustments for redemptions, liquidations,

reorganizations, divisives, etc.

In the case of any transaction involving the
application of subchapter C to any S corpora-
tion, proper adjustment to any accumulated
earnings and profits of the corporation shall
be made.

(3) Adjustments in case of distributions treated
as dividends under section 1368(c)(2)

Paragraph (1) shall not apply with respect to
that portion of a distribution which is treated
as a dividend under section 1368(c)(2).

(d) Coordination with investment credit recap-
ture
(1) No recapture by reason of election
Any election under section 1362 shall be
treated as a mere change in the form of con-

ducting a trade or business for purposes of the
second sentence of section 50(a)(4).
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