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1986, see section 511(e) of Pub. L. 99-514, set out as a
note under section 163 of this title.

Amendment by section 632(b) of Pub. L. 99-514 appli-
cable to any distribution in complete liquidation, and
any sale or exchange, made by a corporation after July
31, 1986, unless such corporation is completely lig-
uidated before Jan. 1, 1987, any transaction described in
section 338 of this title for which the acquisition date
occurs after Dec. 31, 1986, and any distribution, not in
complete liquidation, made after Dec. 31, 1986, with ex-
ceptions and special and transitional rules, see section
633 of Pub. L. 99-514, set out as an Effective Date note
under section 336 of this title.

Amendment by section 701(e)(4)(J) of Pub. L. 99-514
applicable to taxable years beginning after Dec. 31,
1986, with certain exceptions and qualifications, see
section 701(f) of Pub. L. 99-514, set out as an Effective
Date note under section 55 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

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.

APPLICABILITY OF CERTAIN AMENDMENTS BY PUB. L.
99-514 IN RELATION TO TREATY OBLIGATIONS OF
UNITED STATES

For applicability of amendment by section 701(e)(4)(J)
of Pub. L. 99-514 notwithstanding any treaty obligation
of the United States in effect on Oct. 22, 1986, with pro-
vision that for such purposes any amendment by title
I of Pub. L. 100-647 be treated as if it had been included
in the provision of Pub. L. 99-514 to which such amend-
ment relates, see section 1012(aa)(2), (4) of Pub. L.
100-647, set out as a note under section 861 of this title.

PART II—TAX TREATMENT OF

SHAREHOLDERS
Sec.
1366. Pass-thru of items to shareholders.
1367. Adjustments to basis of stock of shareholders,
etc.
1368. Distributions.

§ 1366. Pass-thru of items to shareholders

(a) Determination of shareholder’s tax liability
(1) In general

In determining the tax under this chapter of
a shareholder for the shareholder’s taxable
year in which the taxable year of the S cor-
poration ends (or for the final taxable year of
a shareholder who dies, or of a trust or estate
which terminates, before the end of the cor-
poration’s taxable year), there shall be taken
into account the shareholder’s pro rata share
of the corporation’s—

(A) items of income (including tax-exempt
income), loss, deduction, or credit the sepa-
rate treatment of which could affect the li-
ability for tax of any shareholder, and

(B) nonseparately computed income or
loss.

For purposes of the preceding sentence, the

items referred to in subparagraph (A) shall in-

clude amounts described in paragraph (4) or (6)

of section 702(a).

(2) Nonseparately computed income or loss de-
fined

For purposes of this subchapter, the term
‘“‘nonseparately computed income or loss”
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means gross income minus the deductions al-
lowed to the corporation under this chapter,
determined by excluding all items described in
paragraph (1)(A).

(b) Character passed thru

The character of any item included in a share-
holder’s pro rata share under paragraph (1) of
subsection (a) shall be determined as if such
item were realized directly from the source from
which realized by the corporation, or incurred in
the same manner as incurred by the corporation.

(¢) Gross income of a shareholder

In any case where it is necessary to determine
the gross income of a shareholder for purposes of
this title, such gross income shall include the
shareholder’s pro rata share of the gross income
of the corporation.

(d) Special rules for losses and deductions

(1) Cannot exceed shareholder’s basis in stock
and debt

The aggregate amount of losses and deduc-
tions taken into account by a shareholder
under subsection (a) for any taxable year shall
not exceed the sum of—

(A) the adjusted basis of the shareholder’s
stock in the S corporation (determined with
regard to paragraphs (1) and (2)(A) of section
1367(a) for the taxable year), and

(B) the shareholder’s adjusted basis of any
indebtedness of the S corporation to the
shareholder (determined without regard to
any adjustment under paragraph (2) of sec-
tion 1367(b) for the taxable year).

(2) Indefinite carryover of disallowed losses
and deductions

(A) In general

Except as provided in subparagraph (B),
any loss or deduction which is disallowed for
any taxable year by reason of paragraph (1)
shall be treated as incurred by the corpora-
tion in the succeeding taxable year with re-
spect to that shareholder.

(B) Transfers of stock between spouses or in-
cident to divorce

In the case of any transfer described in
section 1041(a) of stock of an S corporation,
any loss or deduction described in subpara-
graph (A) with respect such stock shall be
treated as incurred by the corporation in the
succeeding taxable year with respect to the
transferee.

(3) Carryover of disallowed losses and deduc-
tions to post-termination transition period

(A) In general

If for the last taxable year of a corporation
for which it was an S corporation a loss or
deduction was disallowed by reason of para-
graph (1), such loss or deduction shall be
treated as incurred by the shareholder on
the last day of any post-termination transi-
tion period.

(B) Cannot exceed shareholder’s basis in
stock

The aggregate amount of losses and deduc-
tions taken into account by a shareholder
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