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cerlificate credit for low-inco

iichtmetis (91 2475), and theme homeowners (11 1306), the foreign tax credit for

District of Columbia first-time homebuyer cre
; dit (9] 1t
il T::; z;r;:;g:jt ?}fl l|;g‘t.&ne:fa] business credit that a taxpayer can claim duri ('ﬂ
i e sum of the taxpayer's combined regular tax liability
g .ﬂ 8 the dbove nonrefundable personal tax credits, and less the gr o
aXpayer's fentative minimum tax, or (2) 25 percent of the laxpayer's nglt?raa

liability aver 825,000 (4 1365) (Code Sec. 38(c))." However, several specified ¢y

allowed to the full extent of the taxpayer's combined regular tax and AMT

ilations specific to the individug]

ance credit (Y 1365W), the smal] oy l

: ’ ilitation credit (Y 13658 Gl
ergy credit (Y 1365C), the work opportunity crod; 11 1365B), the busiy
: ; iE portunit dit g 5 Fo
business credits (1 1365). The limitation isty n::;gelsemparawg‘.slf }ﬁﬁ;:gammwem@mbm; ;

employment credit, substituting 75 percent of tentative AMT for 100 percent of AMT.

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical T
) " ant; ax Explanations.
1 4250; BUSEXT: 54,056;

g :
§15,515.15 1 5400; INTL: 27,066
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Accounting Period

~ 1501. Ta% Year, Taxable income is computed on the basis of a period called a tax
. A tax vear is the annual accounting period regularly used by a taxpayer in keeping
ooks war records to compute income, This period is usually a calendar year or a
al vear. A calendar year is a period of 12 months ending on December 31. A fiscal
ig 5, period of 12 months ending on the last day of any month other than December;
2 2955 week fiscal year, however, may end on a different day of the month (Y 1503).

‘Gpecial rules exist when a taxpayer must file a return for a period that is less than 12

onths (short-period return) (Y 1505) (Code Sec. 441).!

b Example 1: A corporation began doing business on August 15, 2012, The end

 of its first tax year cannot be later than July 31, 2013, because a tax year may not

~ cover more than a 12-month petiod and must end on the last day of a month,
unless it is a 52-53-week tax year.

A new taxpayer may adopt either a calendar or a fiscal year on their first tax return,
but certain taxpayers are required to adopt a specific tax year (Reg. §1441-1).° An
existing taxpayer that wants to change its tax year must follow IRS procedures (] 1513).
If a taxpayer adopts an improper lax year, such as a fiscal year (other than a 52-53 week

tax year) that does not end with a calendar month, the IRS may require the taxpayer to

adopt a proper tax year or to request [RS approval to change tax years (] 1513) (Rev,
Rl.l]. 85-22).3

Example 2: Assume that the new corporation in Example 1 determines there
is no advantage in keeping its books on the basis of any year other than the
calendar year. Therefore, it adopts the calendar-year basis, It should close its
hooks as of December 31, 2012, and file its first return for the short period from
August 15, 2012, through December 31, 2012. This is ifs first tax year. All its later
tax years will be full calendar years until its dissolution or until it changes (o a fiscal
year.

A fiscal year will be recognized only if it is established as the laxpayer's annual
accounting period and only if the taxpayer keeps his or her books accordingly, A
taxpayer who has no annual accounting period, does not keep adequate records, or
whose present tax year does not qualify as a fiscal year must compute taxable income on
a calendar-year basis (Reg. § 1.441-1) 4

A partnership generally must use the same tax year as that of its owners unless the
partnership can establish a business purpose for having a different tax year (Code Sec.
706(b); Reg. § 1.706-1).5 The tax year of the owners for this purpose is the tax year of the

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations,

Vg 20,302 ACCTNG: 24,050: 341 20,307.70; ACCTNG: 5 4 25,160, 9 25,161;

§48,101 24,058; §38,135.20 ACCTNG: 24,352; §30,120.05
21 90303, ACCTNG: 24,052 4 4 20,303; ACCTNG: 24,056;
§28,105 38,110
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gfv:tn?:;(isg tc:::rarlu::agu rﬂ;emmamrlﬁtg" interest in the partnership—the tax year of the
fras Bkl mar 1:1 4 atkpercent interest in partnership profits and capita] (
it Bu X ty interest tax year, the partnership must adopt the same tax
e p ; c:élt],s partners, each of whom must have at least a S-percent interag
et It Fh or c‘apxuﬂ. When neither condition is met, the partnershi .

year that produces the least aggregate deferral of income (o the pm-m@I:—smuat

An S corporation or a personal servi i
- ‘ : service corporation (PSC 273 =
d;}f;ﬂf;;lczlfng:rr )gaﬁ uglﬁss the entity can establish a busingsglpurpanigufsotriﬁne
cnnsidered ;z . é 5] ;e Secs, 441(1) and 1378(0)).5 For this purpose, a cnrpnraljna is
e & Ifun ess more ghan 10 percent of its stock (by vaiue) is hu la
ners. i a corporation is a member of an affiliated group filing a cc}nauﬁi}il

reurn, all members of that
all rou consi i ermini
e aimbe group must be considered in determining whether

Certain partnerships, S corporations, and PSC

. : ips, 5 8, 5Cs may elect on Form 8716 )
1}';- 0?12 (:r:n:hr ;h&t; a requnlﬁc‘i lax year (Cud_e Sec. 444).7 To neutralize tax hifll.?ﬁig ges E?m
. year, € ecling partnerships and S corporations must compute andau .
e gleed, !;:Jaykrgeln]ts (i.e., the amount of tax that would otherwise be du from S
ek ‘73193 d ’?‘i( ?rs had those entities used the required Lax vear) excecdi:c 0
o follr.;;.aino t.h :j require;l payment is due on or before May 15 of the al]g Sﬂm
§1;7519-2T(a)g(4)) SE(; ?dear year in which the election year begins (‘I*en;:p endg}-
bl ol f:mi o :?: a?gl ﬁljasrc‘;e l;‘ru?:atl lriTke 'nt-li'nimum distributions lo their emp.lnl;%
deferrals for amounts paid to employeeowni:;] (ngitgexcygﬁltﬁ) al\:]md h—-

Generally, the Section 444 election mus

of the | : : ey st be made by the earlier of: il Aad
wmf; ﬁiﬁ‘&ﬂ’ -m:]lfswmg th" month that includes Tﬁe first day og t.(tfi tt?:c het;‘r‘}mg
{hat reguftsl fron "dls,. ; Eﬁﬂdwe or (2) the due date (without extensions) of thg re i
effect uritil an ]T 2 election (Temp. Reg. § 1.444-3T(b)(1)).!! The election remai Gl
Sec. 444(d)) 12%‘1“? LhEIl_EEE its tax year or otherwise terminates such an elecunnaggz iy
structure unless 111:;5‘:-231{&&:;:’ t be made by an entity that is & member of a ueri.’ﬁ
both), all of which have the same ta;:: fﬁf“g only of partnerships or § corporations ‘o

Common trust funds (certain i i
n nvestment funds maintained b 2
required fo adopt the calendar year as their tax year (Code Secf 5H4y(i?) ‘l:;g.nlc.

The tax year of a domestic internati
ational sale i ¥ i
‘t’\l;tlfnsgme ;:2 tha'l of the shareholder or group oF :I-?E:Iﬁ?dms(?vliich {i} :;?18) mugt it
i na}v; talﬁ hxg}ﬁ:_est percentage of voting power, Voting p:ower HEN ;férnﬁnir:ax y&ar
i foal ;:c;;; r;n:}cll a:.:ggﬁi E?:er of all classes of stock of (L c&pbfaﬂun emi(t:‘)lléd tg
00 : IS Or groups are (ied he highos ,
year used is that of any such shareholder or group (Cg?i';atggcl.lﬁli C?]t) )D?‘f i

1503. 52- or 53-Week Accounti
. 3. 5 Ac ng Period. A taxpa 3
%ﬁ;ﬂ;’kt}m ':Izllgxes EII"PI{I 52 to 53 weeks if that period alwzyiﬁgrﬂzyoﬁeﬁfelz;i: ?itfti sc:gttgx
ay, Tuesday, etc.) and that day is either the last such day in a c);]endai

month or the closest sucl o the
e e such day to the last day of a calendar month (Code Sec. 441(f);

Sammglih Auml?wlntaécgaﬁyer wishes 1o have ils accounting period end on the last
b 8 58 ‘&2.0 ! 12, its tax year ends on August 25, completing a 52-week
e L 1, t{l_}rough August 25, 2012). In 2013, its tax year ends

st 31, completing a 52-week year (August 26, 2012, through Augué.l 2 2[113?)“

References are to Standard Federal Tax Reports;

b9 20,302, 4 32,260:
ACCTNG: 24,354, ACCTNG:
24,356, §27,120, § 28,410,15

Partney

k

1.2259) are

Tax Research Consultant; and Practical Tax Explanations.

; Y4 42,773 ACCTNG:
24,504,06; §38,115.10
104] 15,160; ACCTNG: 24 550;

_ 1% o] 20,600, ACCTNG: 24.458:
§38,116.05

13 41 29,630; RIC: 12,300.15

4
T20,600; ACCTNG: 24,450;  §38,115.15
§38,115.05 i 3 '“' : 1 1 20,302: ACCTNG:
i 1 920,604; ACCTNG: 24,454; oo I
9 42.770: ACCTNG: 24,500,  §38115.0 e B
§38.115.10 * 4 20,302, 1 20,304;

ACCTNG: 24,302, § 38,105
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With this type of tax year, most of the taxpayer’s tax years are 52 weeks long. As an
alternative, the taxpayer could select a tax year that ends on the Saturday that is
nearest to the end of August. In 2012, therefore, the tax year ends on September 1
(the Saturday nearest the end of August). In 2013, the tax year will end on August

31.

If a passthrough entity or an owner of a passthrough entity, or both, use a
g5 week lax year and the tax year of the entity and owner end with reference to the
same calendar month, then for purposes of determining the tax year in which items of
{ncome, gain, loss, deductions, or credits from the entity are taken into accounl by the
owner, the owner’s tax year will be deemed to end on the last day of the entity’s tax year.
Under this rule, a pass-through entity is a partnership, S corporation, trust, estate,

common trust fund, controlled foreign corpora-
tion, foreign personal holding company, or passive foreign investment company that is a
qualified electing fund (Reg. §1.441-2(e)).'°

1505, Short-Period Return, A return for a period of less than 12 months may need
1o be filed by a taxpayer who changes its annual accounting period (Y 1513) or is in
existence during only part of what would olherwise be the tax year (Code Sec. 443; Reg.

§1.443-1).7
Taxpayzi. who are not in existence for a full 12-month period include:
(1) a corporation that begins business or goes oul of business al any time
riii=r than the beginning or end of its accounting period,
(2) an individual taxpayer who dies prior to the end of the accounting period,

antl
(3) a decedent’s estate that comes into existence on the date of the dece-
dent’s death and adopts an accounting period ending less than 12 months from that

date.

If the taxpayer is not in existence for a full tax year, the tax is computed as if the
return had actually covered a full tax year. When a short period oceurs as a result of a
change in accounting period, the tax is computed on an annualized basis (] 1507). An
alternative relief method is also available for taxpayers that change their accounting
period (5 1509). Short-period returns of decedents and dissolving corporations, and the
first return of a new corporation, however, are not required to be annualized.

[f a change to or from a 52-53 week tax year results in a shorl period of 359 days or
more, the tax is computed as if the return had actually covered a full tax year, If the
short period is less than seven days, the short period becomes a part of the following tax
year. If the short period is more than six days but less than 359 days, the tax is
computed under the annualized method (Code Sec. 441(D) (2)).'8 Special annualization
rules apply to taxpayers that make such a change (] 1507).

1507. Method for Annualizing Income for Short Periods. When there has been a
change in an accounting peried thal necessitates the filing of a shortperiod return
(4 1505), income for the period must be converted to an annual basis. This conversion is
accomplished by: (1) multiplying the taxpayer’s modified taxable income for the short
period by 12 and (2) dividing the result by the number of months in the short period.
Then the tax is computed on the resulting taxable income by using the fax rate
schedules and not the tax tables for individuals, The tax so computed is divided by 12
and multiplied by the number of months in the short period (Code Sec. 443).19

The modified taxable income for the short period is the gross income for the period
less any allowable deductions (other than the standard deduction) and an adjusted
personal exemption amount. Actual itemized deductions for the short period are allowed
in lien of the standard deduction amount, The adjusted personal exemption amount is

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.

18 91 20,302 ACCTNG: 24,306;
§38,140,15

19 4] 20,500; ACCTNG: 24,260;
§38,140.10, §38,140.15

16 4 20,304; ACCTNG: 24,308;
539,108

17 a1 20,500, 7 20,501;
ACCTNG: 24,250; §38,140.05
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the total of an individual tax :
payer's personal exe
months in the short period to 12, i

Example: Tom has been making his

e ez Tor g his returns on the basi :

::tf:png fi\frﬁ!' 30, He changes to a year ending June 30 in .?012].s I-?g ﬁlf;tcgll Je

s bt_‘. yle'_ar' ending April 30, 2012, on or hefore August 15, 2012 Ly

I:eginninc (I(II er 1.1,2%(:)[12. he must file his return for the short period of two -mﬂn X

by s %q 6?6 » 2012, and ending June 30, 2012, His gross income for th Dnthﬂ-;
‘riod 1s 59,600, and his itemized deductions total $600. He is married, age Eﬂﬂhnrt.

has no dependents. His wi i
) dey ; ife has no incom cducti ket
on their joint return is computed as fDlIoWs:e & ek istions. The . bel oredity

If there was a change in accounting period resulting in a short period, the taxpayer
must first compute the tax using the general annualization method and file the return. If
the alternate method would result in lower taxes, a claim for credit or refund must be
filed no later than the due date by which a return would have been required (o be filed if
the 12-month period beginning with the short period were considered a tax year. The
application of the taxpayer for use of the alternate method is considered as a claim for
credit or refund.

1513. Change of Accounting Period. The change from one accounting period to
another generally requires prior permission of the IRS and requires the filing of a return
for the short period (9] 1505), To request [RS approval to change, Form 1128 generally

plions times the ratio of the numhber of

Gross income
Ttemized dgé:lftlﬂﬂﬁ ------------------- 59,600 must be filed by the due date of the taxpayer's return (not including extensions) for the
e I WO W Il : 600 first effective year. A change in the accounting period will be approved where it is
Dt e Sl B e R peaabiaas 9,000 established that a substantial business purpose exists for making the change but
/ 57,600 (2 = $3,800) exemptions . . , . . . 1.267 generally will not be approved where the sole purpose of the change is to maintain or
Modified taxable income for short period . . , . ... . . 7733 obtain a preferential tax status (Reg. §1.442-1(h)).* The IRS will consider all the facts
Annualized taxable income—$7,733 « 12/2 : and circumstances relating to the change, including the tax consequences. Among the
Tax on $46,398 . R i ¥ - _ 46398 non-tax factors is the effect of the change on the taxpayer's annual cycle of business
Tax for sh ] et RS AR R 6,090 activity. The agreement between the taxpayer and the IRS under which the change is
ort period, 2/12 of 6,090, , . .., . ... ... 1,015 carried out will i appropriate cases, provide terms, conditions, and adjustments neces-
p——— gary to prevent a substantial distortion of income that would otherwise result from the

change. For example, effects that would constitute substantial distortions of income
include:

Assume that the itemized deductions are not miscellaneous
itemized deductions and that amounts are rounded up to the
nearest dollar, An individual making a short-period return
because of a change in annual accounting period is not eligible
for the standard deduction (Code Sec. 63(c) (6) (C)). i

When a short-period return is filed, the
should be computed on the actual sell-employ

prorated for a portion of a 12-month peri
a portion of period.® A nel operating loss i :
33%133?) against actual income for the short period bc[o?-ge g;:;i:ﬁl;gﬁ D?Rs hougirbe
-39, modified by Rev. Proc. 2003-34 and Rev, Proc. 2003-79) 21 ¥ R

annu!a}jj t:chl;{g; 1t‘;l_:nat JI? chaTMg Lo or from a 52-53-weelk fiscal tax year and that tust
ficoma of the ahe nwl .ﬂP&Jy the same rules as other taxpayers in dEtEt’mi.L‘u'.-"ﬂ-ji
i idore af 0 hlJEnD » but will Fa]culatc-: income on an annual basis hy N;liiis’l ing
Hi6 shott pm_qde ?Cugt pgnod by 365 and (i'j_\_riding the result by the numues: of da;rfg in
income and, as mm'p[:ltgd\ 'ie;f mﬁfﬂfﬁ?ﬁ% g})gll)), Tax is computed on ihat annualized
o 10305 P e i B £ 3 i e s

1509. Alternative Method for Annualiz
; i \ . for A ng Income for Short |
l[‘g; ;tr:q,(lil;clmg 01%;) %?cﬁiegeioh m;a;;)a(lé)ﬂn[g income when computirﬂg tafceg?‘d; .S]?:ﬂ%l:%%-
for the short period is the ére:lmr of: Lo baat Ul i

(1) a tax on the actual taxable

(1) deferring a substantial portion of the taxpayer's income or shifting a
substantial portion of deductions from one year to another so as to reduce
substantially the taxpayer’s tax liability;

(2) causing a similar deferral or shift in the case of any other person, such as
a partner, a beneficiary, or an 5 corporation sharehaolder; or

(3) creating a short period in which there is either: {a) a substantial net
operating loss, capital loss or credit (including a general business credit); or (b) a
substantial amount of income to offset an expiring net operating loss, capital loss,
ar credit (Reg. §1.442-1(b) (3)). %

Non-individual Taxpayers. Automatic approval procedures are provided for certain
corporations that have not requested a tax year change within the most recent 48month
period ending with the last month of the requested tax year (Rev. Proc, 200645,
modified by Rev. Proc. 2007-64). Automatic approval procedures are also provided for
trusts and certain partnerships, S corporations, ¢lecting S corporations, and personal
service corporations that have not requested a tax year change within the most recent
48-month period ending with the last month of the requested tax year, that meet certain
conditions (Rev. Proc. 2006-46). If the automatic approval procedures do not apply, the
IRS has provided other procedures for taxpayers to follow in order 1o abtain the [RS's
prior approval of an adoption, change, or retention in an annual accounting period
through application to the IRS national office (Reg. §1.442-1(b) (3); Rev. Proc. 2002-39,
madified by Rev. Proc. 2003-34 and Rev. Proc, 2003-79).%

Individuals. Certain individuals may also follow automatic approval procedures
(Reg. §1.442-1(b)(3); Rev. Proc. 2003-62). The only individual who may change his or
her tax year without IRS consent is a newly married individual who is adopting the
annual accounting period of his or her spouse to file a joint return (Reg. §1.442-1 (d)).*s

Improper Tax Year. As an alternative to the above procedures, any taxpayer may
correct a prior adoption of an improper tax year by filing Form 1128 with an amended
return on a calendar year basis (Rev. Proc. 85-15).%

taxpayer's self-employment tax (9 266
ment income for the short perit)d(l[nd nijt

w4 . : income for the 12-month peri i

‘ mtltlll-lmlﬂ; gm;}t, oti;;l:]e ;ﬁl;xﬁeraem Ellsu:g the [av(v iri effect for that ?;ﬁfn?heﬁlgig
. & €O i

4. divided by the modified taxable income furnl;llfe 11.!%11?3:1211 grig? Qs:!wrt Qi

(2) a tax on the modified taxable income for the short period.

If a taxpayer does not exist at t
o axpa he end of the 12month period descri
o ?I’Ygt :1; :‘{ c?du:hri-ot?xmi ;a;cr?;ﬁrt 231 ;Jitfu?stedl ésubatzﬁﬁally alIFi.ts aﬁse(t: %Ce?(?:j tlilr:a é:l{:l
+ the ‘ using a 12-month period end i :
of the short period. In such cases, in order to claim l%'he hen:ﬂzggo?nrﬁl]‘ema?t;aritagx

methad, the taxpayer must attach a retu i i
last day of the short vear to the return MEE{;I'I:; ‘;ﬁim it gy perod ending oirie

References are 1o Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.

References are to Standard Federal Tax Reports: Tax | S % 91 20,401, 9 20406.41; 26 41 20,401; ACCTNG: 24,200; *1 9 20,406.15; ACCTNG:
s eports; Tax Research Consultant; and Practical Tax Explanations. M R e
9 35,203.30; INDIV: 63,058: 21 4 20, 406: ; : oA 2 Talgny
§38,10.15 P o 20406 ACCTNG: 24260, 229120500, 20,501, S30110.20, §9125.10, o, i
P § 112 ACCTNG: 24,260.15; §28,140.25 §36,130,25 L
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Chapter 23
SPECIAL CORPORATE STATUS

Par.

MURIBHFEUREE o o s el ol s wmi S ihien drs 2301

Real Estate Investment Trusts , . . .

Real Estate Mortgage Investment Cun;j;Jlltsl gﬁ
Insurance Companies . ... . ...... . 0 ivrinnnnn 2370
Other-Spacial Enten e v ol s s s i sk 15 dsnls 2383

Mutual Funds

2301. Qualification as a Mutual Fund. Mutual funds (regulated i ‘ (
paqjes) are duqlesﬁf: corporations that acl as investment agt(sntgsufu:et%;:'vgﬁmeﬂl
typically investing in corporate and government securities and distributing in
ﬁamed from the invgsiments as dividends. Mutual funds may escape corporate tmca

ecause, unlike ordinary corporations, they are entitled fo claim a deduction fo
dends p'md to gharehoiders against their ordinary income and net capital g

gﬁg.:mighogl .quahﬁmas a ;mtual fund if it makes an irrevocable election to be u-egaati:a s

ing a lax return on F ‘ i ‘

requireﬁ't ent:E{Code R L n Form 1120-RIC, and it meets all of the follow

* The corporation must be registered under the In
vestment Co
1940 as a management company, unit investment trust e i
comparny, or as a type of common trust fund.

o . ;&t least 90 pe{lcj:ent of its gross income must be de
nterest, payments with respect to certain securities loans, gains from the sui= 9
g:ivﬂglﬂﬂﬂ of lﬂ'tgglk ﬂghsecurities. or other income derived from the bu%h‘e;;;i

esting, including the net investment incom i it traded
st o e of qualified publicly waded

* Al the close of each quarter of the tax : d

; \ vear, al least 50 psrcent of its total

assets must be mve?t‘e.d in cash, government securities, securit 15;' of other mutg.ﬁ
funds, or the securities of other issuers (so long as the s=cunities of any given
issuer do not 'exceeg five percent of the value of the mituai fund's assets orm]!.%
percent of the issuer’s outstanding voting securities), T

= At the close of each quarter of the tax year, no more than 25
total value of its assets may be invested in the securities of any oneﬁ;iﬁt (Dcfﬂzhél%
than government securities or securities of other mutual funds), the securities of
two or more issuers controlled by the mutual fund and engaged in a related trade
or business, or the securities of one or more qualified publicly traded partnerships,

* The corporation must distribute at least 90 percent of i i :

r percent of its annual investment

company taxable income (1 2303) and its net tax-exempt interest income (?llz-lo?)
to its shareholders (there is no threshold for net capital gains) (Code Sec. 852(a)).2

2303, Taxation of Mutual Funds. A mutual fund (re ‘

5 : : A gulated investment compan
E subl?egt o tms’atmn at regular corporate income tax rates on its “investment currl:pany;,r'
axable income” (Code Sec. 852(b); Reg. §1.852:3).% Investment company taxable in-
come is computed on Form 1120-RIC in the same manner as the taxable income of an
ordinary corporation (] 221) with the following adjustments:

: of
, business devalupm '

rived from div'idandgi'.

Referencesare to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax E)cp'lanaﬁﬁn_'t.'.

1
91 26,400; RIC: 3,000, RIC: £ 4 26,420; RIC: 3,060:
3,050; § 19,201, § 45.430,05 519201 § 4543008

112301

% 9] 26,420, 9] 26,424; RIC:
3.200; §19,201, §45,430.05
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« gross income is the fund’s ordinary income (net capital gains are not
included);

« a deduction is allowed for any ordinary dividends paid (however, no deduc-
tion is allowed for dividends of capital gains or tax-exempt interest);

s no deduction is allowed for dividends received;

« no deduction is allowed for net operating losses (NOLs);

» taxable income of a short tax year is not annualized;

o if the fund so elects, taxable income is computed by disregarding the short-
term discount obligation rules of Code Sec. 454(b); and

s a deduction is allowed for the tax imposed on the fund if it fails to meet the
asset lest or gross income test () 2301).
For purposes of the dividends-paid deduction,

gtual fund in October, November or December i
l!ﬁ'n December 31 of that year even if they are actu

|
i

dividends declared and payable by a
n a calendar year are treated as paid
ally paid in January of the following
i a mutual fund may declare and pay
wgpillover dividends” after the close of a tax year that are considered made out of a
‘mutual fund's earnings and profits for that year. Spillover dividends are also included in
{he calculatize: ol mutual fund taxable income for that year and are considered in
eterminirg whether the mutual fund met its distribution requirements for the year.
nillover dividends in tax years beginning after December 22, 2010, must be declared no
fater than the fifteenth day of the ninth month following the close of the tax year to
ik tne dividend relates, or the extended due date for the mutual fund’s return for the
t=- year, whichever comes later. The dividend must be paid no later than the date of the
frst dividend payment of the same type of dividend (e.g., capital gains or ordinary) after
{he declaration, but no later than 12 months after the close of the tax year to which the
dividend relates (Code Sec. 855(a)).!

On the other hand, a mutual fund, other than a publicly traded mutual fund,

erally may not claim a deduction for dividend distributions if it singles out one class
of sharehaolders, or one or more members of a class of shareholders, for special dividend
treaiment, unless such treatment was originally intended when the dividend rights were
created (Code Sec. 562(c); Rev. Rul. 89-81).5 However, the IRS has issued guidance
describing the conditions under which distributions to mutual fund shareholders may
vary and nevertheless be deductible, including the treatment of distributions to share-
holders that differ as a result of the allocation and payment of fees and expenses (Rev.
Proc. 99.40).%

Excise Taxes. A nondeductible excise tax is generally imposed on a mutual fund that
does not satisfy minimum distribution requirements (Code Sec. 4982).7 The tax is four
percent of the excess of any “required distribution” for the calendar year over the
amount actually distributed for the calendar year. For this purpose, the required
distribution is the sum of 98 percent of the fund’s ordinary income for the year, plus 98.2
percent of its net capital gain income for the one-year period ending October 31 of the
calendar year. (For calendar years before 2011, both amounts were 98 percent.) Special
rules apply in how a mutual fund treats post-October 31 capital gains and foreign
currency losses, For excise tax purposes, amendments made in 2010 to the capital loss
carryover rules (4 2305) apply beginning with any net capital loss recognized in the
?0(1 that del;cermhma a mutual fund’s required distribution for calendar year 2011 (Rev.

2012-29).

2305, Capital Gains and Losses of Mutual Funds. A mutual fund (regulated
investment company) may avoid corporate level tax on its net capital gains by distribut-

References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations.

B4 24,642.10; RIC: 3,212;
§19,201, §45,430.05

calendar year (Code Sec. 852(b)(7)). In addition,

b 4| 26,433,28; RIC: 3,204.10;
§26,905.15

7 4] 34,640 RIC: 3.21%
§19,201, §45.430,05

4] 26,420, ¥) 26,480; RIC:
3,450; §19,205.05

B4 23,470, 9] 26,433.50; RIC:
3,201.10; § 26,905.15
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2307. Tax-Exempt Interest of Mutual F unds.
company) may pay tax-exempt interest earned on st
in the form of exempt-interest dividends, but only if the bonds reprosent at least 50
percent of the value of the fund's assets at the close of each quarter of its tax year (Code
Sec. 852(b) (5))." Form 1099INT is used to inform shareholdes of Jividends idenﬂﬁgﬁ‘;
as lax-exempt interest dividends (1 2309 and 1 2311).
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References are to Standard Federal Tax Reports; Tax Research Consultant; and Practical Tax Explanations, months or less, then any loss on the sale of that il
: ¥ ant; and Practical Tax Expland 5
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