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Reg. Section 1.338-10(a)(3) 
Filing of returns 
(a)Returns including tax liability from deemed asset sale. 

(1)In general. Except as provided in paragraphs (a)(2) and (3) of this section, any deemed 
sale tax consequences are reported on the final return of old target filed for old target's 
taxable year that ends at the close of the acquisition date. Paragraphs (a)(2), (3) and (4) of 
this section do not apply to elections under section 338(h)(10). If old target is the 
common parent of an affiliated group, the final return may be a consolidated return (any 
such consolidated return must also include any deemed sale tax consequences of any 
members of the consolidated group that are acquired by the purchasing corporation on the 
same acquisition date as old target). 

(2)Old target's final taxable year otherwise included in consolidated return of selling 
group. 

(i) General rule. If the selling group files a consolidated return for the period that 
includes the acquisition date, old target is disaffiliated from that group 
immediately before the deemed asset sale and must file a deemed sale return 
separate from the group, which includes only the deemed sale tax consequences 
and the carryover items specified in paragraph (a)(2)(iii) of this section. The 
deemed asset sale occurs at the close of the acquisition date and is the last 
transaction of old target and the only transaction reported on the separate return. 
Except as provided in §1.338-1(d) (regarding certain transactions on the 
acquisition date), any transactions of old target occurring on the acquisition date 
other than the deemed asset sale are included in the selling group's consolidated 
return. A deemed sale return includes a combined deemed sale return as defined 
in paragraph (a)(4) of this section. 

(ii) Separate taxable year. The deemed asset sale included in the deemed sale 
return under this paragraph (a)(2) occurs in a separate taxable year, except that old 
target's taxable year of the sale and the consolidated year of the selling group that 
includes the acquisition date are treated as the same year for purposes of 
determining the number of years in a carryover or carryback period. 

(iii) Carryover and carryback of tax attributes. Target's attributes may be carried 
over to, and carried back from, the deemed sale return under the rules applicable 
to a corporation that ceases to be a member of a consolidated group. 
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(iv) Old target is a component member of purchasing corporation's controlled 
group. For purposes of its deemed sale return, target is a component member of 
the controlled group of corporations including the purchasing corporation unless 
target is treated as an excluded member under section 1563(b)(2). 

 
(3)Old target is an S corporation. If target is an S corporation for the period that ends on 
the day before the acquisition date and a section 338 election (but not a section 
338(h)(10) election) is filed for target, old target files a return as a C corporation 
reflecting its activities on the acquisition date, including target's deemed sale. See section 
1362(d)(2). For purposes of this return, target is a component member of the controlled 
group of corporations including the purchasing corporation unless target is treated as an 
excluded member under section 1563(b)(2). 
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