
must report such income or gain by filin g income
tax returns for 1997 and 1998 by the due date
(including extensions) for filin g her 1999 U.S.
income tax return. If income tax returns for 1997
and 1998 have already been filed, L must amend
those returns to comply with section 7701(b)(10).
Any income or gain derived after the intervening
period is not taxable under section 877(d)(4).

The rules of section VII I (interaction
with tax treaties) of this notice do not
apply to an individual who is subject to
tax in the manner provided by section
877(b) solely by reason of section
7701(b)(10). Accordingly, such an indi-
vidual may claim benefits under a U.S.
income tax treaty for transactions that
occur during the intervening period if
such individual is otherwise eligible for
benefits as a foreign resident under the
terms of such treaty.
Effective date.New section 877 will

apply to an individual subject to tax
thereunder¬ by¬ reason¬ of¬ section
7701(b)(10) if the individual’s initial
residency period ended after August 20,
1996.

REQUEST FOR COMMENTS

Treasury and the Service invite public
comments on the guidance provided in
this notice. Comments should be submit-
ted by June 8, 1997, to:
Internal Revenue Service
P.O. Box 7604
Ben Franklin Station
Attn: CC:CORP:T:R, (Notice 97–19)
Room 5228
Washington, D.C. 20044;

or, alternatively, via the internet at:
http://www.irs.ustreas.gov/prod/tax_regs/
comments.html
The comments you submit wil l be

available for public inspection and copy-
ing.

DRAFTING INFORMATION

The principal authors of this notice
are Trina L. Dang and Michael Kirsch
of the Office of Associate Chief Counsel
(International). For further information
regarding this notice, contact Ms. Dang
or Mr. Kirsch at (202) 622–3860 (not a
toll-free call).

PAPERWORK REDUCTION ACT

The collections of information con-
tained in this notice have been reviewed
and approved by the Office of Manage-
ment and Budget in accordance with the
Paperwork Reduction Act (44 U.S.C.
3507) under control number 1545–1531.

Waiver of Certain Limitations on
Obtaining Automatic Consent To
Change an Accounting Period and
Elect To Be an SCorporation
Effective January 1, 1997

Notice 97–20

SUMMARY: The Internal Revenue Ser-
vice waives certain limitations on a
corporation’s ability to automatically
change its annual accounting period in
order to elect to be an S corporation

under § 1362(a) of the Internal Revenue
Code effective for the taxable year be-
ginning January 1, 1997.

BACKGROUND: Pursuant to § 1378,
an S corporation generally must have a
calendar year as its tax year. However, a
corporation may not automatically
change its annual accounting period to a
calendar year if it attempts to elect to be
an S corporation effective for the tax-
able year immediately following the
short period required to effect the
change. See § 1.442–1(c)(2)(v) of the
Income Tax Regulations; Rev. Proc. 92–
13, 1992–1 C.B. 665, section 4.01(5). In
addition, a corporation is precluded un-
der § 1.442–1(c)(2)(i) from automati-
cally changing its annual accounting
period if the corporation has changed it
within the last ten calendar years, and
under Rev. Proc. 92–13, section 4.01(2),
if the corporation has changed it within
the last six calendar years.

The Small Business Job Protection
Act of 1996 (SBJPA), Pub. L. No.
104–188, 110 Stat. 1755, significantly
amended Subchapter S of the Code,
expanding eligibility to elect to be an S
corporation. These amendments gener-
ally are effective for taxable years be-
ginning after December 31, 1996, and
are intended to allow more corporations
to elect to be S corporations as of
January 1, 1997.

WAIVER OF LIMI TATIONS: Consis-
tent with this intent, the Service waives
the limitations of §§ 1.442–1(c)(2)(i)
and (c)(2)(v), and of sections 4.01(2)
and 4.01(5) of Rev. Proc. 92–13, on a
corporation’s ability to automatically
change its annual accounting period to a
calendar year effective for the short
period ending December 31, 1996, pro-
vided that the corporation:
(1) is otherwise eligible to change its

annual accounting period under either
§ 1.442–1(c) or Rev. Proc. 92–13;
(2) timely and otherwise validly

elects to be an S corporation effective
for the taxable year beginning on Janu-
ary 1, 1997; and
(3) follows the special filin g proce-

dures set forth below.

FILING PROCEDURES: A corporation
that relies upon this notice to change its
annual accounting period under either
§ 1.442–1(c) or Rev. Proc. 92–13 must:
(1) properly complete a Form 2553,

Election by a Small Business Corpora-
tion;
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(2) properly complete a Form 1128,
Application to Adopt, Change or Retain
a Tax Year, and attach it to the Form
2553;
(3) write ‘‘FILED UNDER NOTICE

97–20’’ at the top of both the Form
2553 and the Form 1128; and
(4) timely fil e the Form 2553 (with

the attached Form 1128) with the appro-
priate Internal Revenue Service Center
(Attention: ENTITY CONTROL) in ac-
cordance with the instructions for Form
2553. A corporation that qualifies to
automatically change its annual account-
ing period under § 1.442–1(c) as a
result of this notice should not fil e the
statement required by § 1.442–1(c)(1).

DRAFTING INFORMATION: The prin-
cipal author of this notice is Susie K.
Bird of the Office of Assistant Chief
Counsel (Income Tax and Accounting).
For further information, contact Ms.
Sandra Cheston at (202) 622–4840 (not
a toll-free call).

PAPERWORK REDUCTION ACT: The
collections of information contained in
this notice have been reviewed and
approved by the Office of Management
and Budget in accordance with the Pa-
perwork Reduction Act (44 U.S.C.
3507) under control number 1545–1532.
An agency may not conduct or spon-

sor, and a person is not required to
respond to, a collection of information
unless the collection of information dis-
plays avalid OMB control number.
The collections of information in this

notice are in the FILING PROCE-
DURES section of this notice. This
information is required by the Service to
implement the provisions of the Small
Business Job Protection Act of 1996
expanding eligibility to elect to be an S
corporation. The collections of informa-
tion are mandatory for a taxpayer that
chooses to change its annual accounting
period to a calendar year effective for
the short period ending December 31,
1996, and elect to be an S corporation
effective for the taxable year beginning
January 1, 1997. The likely respondents
are corporations.
The estimated total annual reporting

burden is 500 hours.
The estimated annual burden per re-

spondent wil l vary from 1 minute to 2
minutes, depending on individual cir-
cumstances, with an estimated average
of 1.5 minutes. The estimated number of
respondents is 20,000. The estimated
frequency of responses is once.
Books or records relating to a collec-

tion of information must be retained as

long as their contents may become ma-
terial in the administration of any inter-
nal revenue law. Generally tax returns
and tax return information are confiden-
tial, as required by 26 U.S.C. 6103.

or years in which the § 481(a) adjust-
ment is to be taken into account. Section
1.446–1(e)(3)(ii).
.05 In computing taxable income,

§ 481(a) requires a bank to take into
account those adjustments necessary to
prevent amounts from being duplicated
or omitted when the bank’s taxable
income is computed under a method of
accounting different from the method
used to compute taxable income for the
preceding tax year.

SECTION 3. SCOPE

This revenue procedure applies to any
bank as defined in § 581 (except any
large bank as defined in § 585(c)(2))
that seeks to change its method of
accounting for bad debts from the § 585
reserve method to the § 166 specific
charge-off method, effective for its first
tax year beginning after December 31,
1996 (1997 tax year), in order to elect S
corporation status for its 1997 tax year.

SECTION 4. AUTOMATIC
PROCEDURE

.01 A bank, to which this revenue
procedure applies, that elects under
§ 1362 to become an S corporation by
filin g a Form 2553 (Election by a Small
Business Corporation) effective for its
1997 tax year wil l be deemed to have
elected to change its method of account-
ing for bad debts from the § 585 re-
serve method to the § 166 specific
charge-off method effective for its 1997
tax year (year of change) and to have
agreed to all the terms and conditions of
this revenue procedure.
.02 The bank must fil e a Form 2553

within the first 2 months and 15 days of
the first day of its 1997 tax year for the
S corporation election to be effective for
its 1997 tax year.
.03 In accordance with § 1.446–

1(e)(3)(ii), the requirement to fil e an
application on Form 3115 within the
180-day period provided in § 1.446–
1(e)(3)(i) is waived for any application
for change in method of accounting
filed pursuant to this revenue procedure.
In addition, under § 1.446–1(e)(2)(i),
the consent of the Commissioner is
hereby granted to any bank within the
scope of this revenue procedure to
change its method of accounting for bad
debts, in accordance with this revenue
procedure, from the § 585 reserve
method to the § 166 specific charge-off
method for the bank’s 1997 tax year.
.04 A bank that uses this revenue

procedure to change its method of ac-
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