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The IRS Mission

Provide America’s taxpayers top quality service by help-
ing them understand and meet their tax responsibilities

Introduction

The Internal Revenue Bulletin is the authoritative instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly and may be obtained
from the Superintendent of Documents on a subscription
basis. Bulletin contents are consolidated semiannually into
Cumulative Bulletins, which are sold on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of in-
ternal management are not published; however, statements
of internal practices and procedures that affect the rights
and duties of taxpayers are published.

Revenue rulings represent the conclusions of the Service on
the application of the law to the pivotal facts stated in the
revenue ruling. In those based on positions taken in rulings
to taxpayers or technical advice to Service field offices,
identifying details and information of a confidential nature
are deleted to prevent unwarranted invasions of privacy and
to comply with statutory requirements.

Rulings and procedures reported in the Bulletin do not have
the force and effect of Treasury Department Regulations,
but they may be used as precedents. Unpublished rulings
will not be relied on, used, or cited as precedents by Service
personnel in the disposition of other cases. In applying pub-
lished rulings and procedures, the effect of subsequent leg-
islation, regulations, court decisions, rulings, and proce-

and by applying the tax law with integrity and fairness to
all.

dures must be considered, and Service personnel and oth-
ers concerned are cautioned against reaching the same con-
clusions in other cases unless the facts and circumstances
are substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part ll.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions, and Subpart B, Legislation and Related
Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and Sub-
parts. Also included in this part are Bank Secrecy Act Admin-
istrative Rulings. Bank Secrecy Act Administrative Rulings
are issued by the Department of the Treasury’s Office of the
Assistant Secretary (Enforcement).

Part IV.—ltems of General Interest.
This part includes notices of proposed rulemakings, disbar-
ment and suspension lists, and announcements.

The first Bulletin for each month includes a cumulative index
for the matters published during the preceding months.
These monthly indexes are cumulated on a semiannual basis,
and are published in the first Bulletin of the succeeding semi-
annual period, respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.

2001-16 I.R.B.
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Part |. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 925.—Transfer Pricing Federal Register(52 FR 6467). Written  Section 1.925(a)-1T(c)(8)(i) of the

Rules comments concerning the proposed regtiemporary regulations also contains a
lations were received and a public hearingansition rule that requires grouping re-

26 CFR 1.925(a)-1: Transfer pricing rules for FSCs.was held. determinations for any taxable year be-
1D. 8944 On March 3, 1998, the IRS and Treadinning before January 1, 1998, to be
.D. 89 sury amended the above temporary regmade no later than the due date of the

lations by publishing temporary regulaFSC’s timely filed (including extensions)
DEPARTMENT OF THE TREASURY tions (T.D. 8764, 1998-1 C.B. 844) in thdJ.S. income tax return for the FSC’s first

Internal Revenue Service Federal Register(63 FR 10305) that taxable year beginning after December
26 CFR Part 1 (among other things) modified the time31, 1997 (transition rule).

for filing the election to group transac- Conforming changes are reflected in
Grouping Rules for Foreign tions for purposes of applying the admin881.925(a)-1T(e)(4) and 1.925(b)-

istrative pricing (including marginal cost-1T(b)(3)(i) of the temporary regulations.
ing) rules to determine FSC transfer Commentators requested that the rule
prices. A notice of proposed rulemakingimiting grouping elections to timely filed
AGENCY: Internal Revenue Service(REG-102144-98, 1998-1 C.B. 860)eturns be removed to allow taxpayers to
(IRS), Treasury. cross-referencing the temporary regulamaximize FSC benefits and correct
) _ tions and notice of public hearing wasyrouping errors. Other commentators re-
ACTION: Final regulations and removaly,plished on the same day in federal quested that the time limit for grouping
of temporary regulations. Register (63 FR 10351). Written com- elections be replaced by a case-by-case
SUMMARY: This document contains ments concerning the proposed regulanalysis that would disallow only those
final regulations and amendments téions were received and, on June 24rouping redeterminations that are abu-
temporary regulations that providel998, a public hearing was held. sive. Commentators also suggested alter-
guidance to taxpayers that have made anAfter consideration of all the com-native time limits that would allow tax-
election to be treated as a foreign salesents, certain proposed regulations relapayers to file amended returns to reflect
corporation (FSC). These regulation$ng to grouping of transactions for FSCgrouping redeterminations within a speci-
permit the grouping of transactions foitransfer pricing are adopted as revised Hyed time limit (for example, one year

Sales Corporation Transfer
Pricing

purposes of applying the administrativéhis Treasury decision. from the extended due date of the original
pricing (including marginal costing) rules return). In response to these comments,
to determine FSC transfer prices anéxplanation of Provisions the Treasury and the IRS have revised the
provide a time for filing for the election time limits for filing grouping elections
to group transactions. Section 927(d)(2)(B) of the Internalunder 81.925(a)-1T(c)(8)(i). Accord-

_ . Revenue Code provides generally thdngly, these regulations permit grouping
DATES: Effective date These pgog a0y their related suppliers may, teedeterminations no later than one year

regulations are effective March 2, 2001. 4,0 o 40y provided in regulations, elect tafter the due date of the FSC's timely
_ Applicability. For dates of applicabil- o, the FSC transfer pricing provisiondiled (including extensions) U.S. income
ity, see 81.925(a)-1(c)(8)()- under section 925 on the basis of grougéx return for taxable years beginning
FOR FURTHER INFORMATION of transactions based on product lines @&fter December 31, 1999. For any taxable
CONTACT: Christopher J. Bello (202) recognized industry or trade usage, rathgear beginning before January 1, 2000, a

874-1490 (not a toll-free number). than on a transaction-by-transaction basigrouping redetermination may be made
Sections 1.925(a)-1T(c)(8)(i) andno later than the due date of the FSC’s

SUPPLEMENTARY INFORMATION: 1.925(b)-1T(b)(3)(i) of the temporarytimely filed (including extensions) U.S.
regulations permit taxpayers, at their anhcome tax return for the FSC’s first tax-
nual choice, to group transactions in apable year beginning on or after
On March 3, 1987, the IRS and Treaplying the administrative pricing (includ-January 1, 2000.

sury published temporary regulationsng marginal costing) rules to determine Commentators also suggested that the
(T.D. 8126, 1987-1 C.B. 184) in tired- FSC transfer prices. Such grouping eledransition rule be extended by two or
eral Register (52 FR 6428) to provide tions must be evidenced on a Schedule rRore years to enable taxpayers to assem-
(among other things) rules for groupingdf the FSC'’s timely filed (including ex- ble data and determine the most advanta-
transactions for purposes of applying théensions) U.S. income tax return for thgeous groupings for taxable years begin-
FSC transfer pricing rules. A notice oftaxable year. No untimely or amended rening before January 1, 1998. In response,
proposed rulemaking (INTL-153-86,turns are allowed to make a groupinghe IRS on May 17, 1999, published No-
1987-1 C.B. 799) cross-referencing thelection, change a grouping basis, dice 99-24 (1999-1 C.B. 1069). Notice
temporary regulations and inviting com-change from a grouping basis to a transa®9-24 notified taxpayers that the IRS and
ments and requests for a public hearingjon-by-transaction basis (collectivelyTreasury intended to extend by one year
was published on the same day in thgrouping redeterminations”). the transition rule for such years. These
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regulations provide a further extension oAdoption of Amendments to the Internal Revenue Service of an examina-

the transition rule time limit. Regulations tion, provided that both the FSC and the

These regulations also provide an addi- ) . related supplier agree to extend their re-
tional time period for certain taxpayers to Accordingly, 26 CFR part 1 is amendedyqtive statutes of limitations for assess-
make grouping redeterminations notwith@S follows: ment by one year. In addition, any group-
standing the time limits for filing group- pART 1—INCOME TAXES ing redeterminations made under this
ing redeterminations otherwise specified paragraph must meet the requirements

in these regulations. In particular, a Paragraph 1. The authority citation founder §1.925(a)-1T(e)(4) with respect to
grouping redetermination may be made gdart 1 is amended by adding an entry inedeterminations other than grouping.
any time during the one-year period comaumerical order for section 1.925(a)-1 tdhe language “or grouping of transac-
mencing upon notification of the relatedead as follows: tions” is removed from the fourth sen-

supplier by the Internal Revenue Service Authority: 26 U.S.C. 7805 * * * tence of §1.925(a)-1T(e)(4), applicable to
of an examination, provided that both the Section 1.925(a)-1 also issued unddaxable years beginning after December
FSC and the related supplier agree to e26 U.S.C. 925(b)(1) and (2) and31l, 1997. See also §1.925(b)-1T(b)(3)(i).

tend their respective statutes of limita927(d)(2)(B). * * * (c)(8)(ii) through (f) [Reserved] For
tions for assessment by one year. The Par. 2. Section 1.925(a)-1 is added tturther guidance, see §1.925(a)-
IRS and Treasury anticipate the IRS ancead as follows: 1T(c)(8)(ii) through (f).
taxpayers to plan and conduct examina- . (g) Effective date The provisions of
tions in a manner consistent with the fore31-925(a)-1 Transfer pricing rules for  his" section apply on or after March 2,
going provision so as to facilitate efficientSCS- 2001.
and fair administration of the FSC group- (a) through (c)(7) [Reserved] For fur- Par. 3. Section 1.925(a)-1T is amended
ing rules for transfer pricing. ther guidance, see §1.925(a)-1T(a¥S follows:

Finally, these regulations provide tha{hrough ©)(7). 1. Paragraph (c)(8)(i) is revised.

the requirements under §1.925(a)- (c)(8) Grouping transactions(i) The 2. The last sentence of paragraph (e)(4)

1T(e)(4) with respect to redeterminationgieterminations under this section are to & 'emoved.
other than grouping also apply to groupyade on a transaction-by-transaction The revision reads as follows:

ing redeterminations. basis. However, at the annual choicgy go5(a)-1T Temporary regulations;
made by the related supplier if the adming. . cfer pricing rules for FSCs. ’
istrative pricing methods are used, some

It has been determined that this Treaor all of these determinations may be *****
sury decision is not a significant regulamade on the basis of groups consisting of (c) * * *
tory action as defined in Executive Ordeproducts or product lines. The electionto (8) * * * (i) * * * [Reserved] For fur-
12866. Therefore, a regulatory assesgroup transactions shall be evidenced aher guidance, see §1.925(a)-1(c)(8)(i).
ment is not required. It has also been d&chedule P of the FSC’s U.S. income tax
termined that section 553(b) of the Ad+eturn for the taxable year. No untimely31-925(b)-1T [Amended]
ministrative Procedure Act (5 U.S.C.or amended returns filed later than one p,;, 4 section 1.925(b)-1T is
chapter 5) does not apply to these regulgear after the due date of the FSC’s timely . anded by removing the last sentence of
tions, and because the regulation does nfiied (including extensions) U.S. incomeparagraph (0)(3)(i).
impose a collection of information ontax return will be allowed to elect to

Special Analyses

small entities, the Regulatory Flexibilitygroup, to change a grouping basis, or to Robert E. Wenzel,
Act (5 U.S.C. chapter 6) does not applychange from a grouping basis to a transac- Deputy Commissioner
Pursuant to section 7805(f) of the Internaiion-by-transaction basis (collectively of Internal Revenue.

Revenue Code, the temporary regulatiorfgrouping redeterminations”). The rule
and notice of proposed rule-making preef the previous sentence is applicable 6P
ceding these regulations were submittethxable years beginning after December
to the Chief Counsel for Advocacy of the31, 1999. For any taxable year beginning
Small Business Administration for com-before January 1, 2000, a grouping rede-
ment on their impact on small business. termination may be made no later than the

) ) due date of the FSC'’s timely filed (includ-(Filed by the Office of the Federal Register on
Drafting Information ing extensions) U.S. income tax return foMarch 2, 2001, 8:45 a.m., and published in the issue

The principal author of these regula—the FSC’s first taxable year be_ginning .o'Ll?;,;,hze?)':(EderaI Reqster for March 6, 2001, 86 FR
tions is Christopher J. Bello of the OfficeOr &fter January 1, 2000. Notwithstanding
of the Associate Chief Counsel (Internalh€ time limits for filing grouping redeter-
tional). Other personnel from the IRS andninations otherwise specified in the pre-
Treasury Department also participated i}iOUS three sentences, a grouping redeter-
the development of these regulations. Mination may be made at any time during
X ok ok ok ok the one-year period commencing upon

notification of the related supplier by the
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proved February 28, 2001.

Pamela F. Olson,
Acting Assistant Secretary
of the Treasury.



Part IV. ltems of General Interest

Notice of Proposed Rulemaking ulations Unit at (202) 622-7180 (not toll- Estimated total reporting burden:

and Notice of Public Hearing free numbers). 10,000 hours.
] ] Estimated average burden per respon-
Mid-Contract Change in SUPPLEMENTARY INFORMATION:  dent: 2 hours.
Taxpayer _ Estimated number of respondents:
Paperwork Reduction Act 5000.

REG-105946-00 Estimated | f f
The collections of information con- stimated annual frequency ot re-

AGENCY: Internal Revenue Servicetained in this notice of proposed rulemakSPONSes: On occasion.

(IRS), Treasury. ing have been submitted to the Office of AN @gency may not conduct or sponsor,
Management and Budget for review in ac2nd & person is not required to respond to,
cordance with the Paperwork Reductio@ collection of information unless the col-
Act of 1995 (44 U.S.C. 3507(d)). Com-€ction of information displays a valid
SUMMARY: This document contains ments on the collections of informationcontrol number.

proposed regulations concerning a midshould be sent to th®ffice of Manage- Books or records relating to a collec-
contract change in taxpayer of a contra¢hent and Budget Attn: Desk Officer for tion of information must be retained as
that has been accounted for under a longae Department of the Treasury, Office ofong as their contents may become mater-
term contract method of accounting. Anformation and Regulatory Affairs, ial in the administration of any internal
taxpayer that is a party to such a contragt/ashington, DC 20503, with copies tdgevenue law. Generally, tax returns and
will be affected by these proposed regulahe Internal Revenue Service Attn: IRS  tax return information are confidential, as

ACTION: Notice of proposed rulemak-
ing and notice of public hearing.

tions. This document also provides noticReports Clearance Officer,required by 26 U.S.C. 6103.

of a public hearing on the proposed reguN:CAR:MP:FP:S:0, Washington, DC

lations. 20224. Comments on the collections opackground

DATES: Written comments must be re]nformatmn should be received by April Section 460 of the Internal Revenue

ceived by May 17, 2001. Outlines of orafLG’ 2001. Commer?ts are specifically ®Code was enacted by section 804 of the
%uested concerning:

comments to be presented at the publi . _ Tax Reform Act of 1986, Public Law
hearing scheduled for June 13, 2001, at 10 Whether the proposed collections ofingg_514 (100 Stat. 2085, 2358-2361).
a.m. must be received by May 30, 2001, formation are necessary for the propegeciion 460 was amended by section

performance of the functions of the Inter- 5503 of the Omnibus Budaet Reconcili-
ADDRESSES: Send submissions tmal Revenue Service, including whethegiion act of 1987. Public Lgaw 100-203

CC:M&SP:RU (REG-105946-00), roomthe information will have practical utility; (101 Stat. 1330, 1330-394): by sections
5226, Internal Revenue Service, POB The accuracy of the estimated burdeRoos(c) and 50'41 of the Téchnical and
7604, Ben Franklin Station, Washingtonassociated with the proposed collectiongjiscellaneous Revenue Act of 1988. Pub-
DC 20044. Submissions may be hand def information (see below); lic Law 100-647 (102 Stat. 3342,
i'g’erehd Mond?y;hm“gh Fréda5y be“"’ete” How the quality, utility, and clarity of 3438-3439 and 3673-3676): by sections

e hours of o a.m. an P.M. 1Othe information to be collected may be en7621 and 7811(e) of the Omnibus Budget
CC:M&SP-RU - (REG-105946-00), hanced; Reconciliation Act of 1989, Public Law
Courier’s Desk, Internal Revenue Ser- o,y the purden of complying with the101-239 (103 Stat. 2106, 2375-2377 and
vice, '1111 Constitution Avenue, NW, proposed collections of information may2408-2409); by section 11812 of the Om-
Washington, DC. Alternatively, taxpayers,e minimized, including through the ap-nibus Budget Reconciliation Act of 1990,
may submit comments electronically Vi, ication of automated collection tech-Public Law 101-508 (104 Stat. 1388,
the Internet by selecting the “Tax RegSyiq 65 or other forms of information tech1388-534 to 1388-536); by sections
option on the IRS Home Page, or by subjgjqqy- ang 1702(h)(15) and 1704(t)(28) of the Small
mitting c.omments.dlrectly. o the IRS In- Estimates of capital or start-up cost8usiness Job Protection Act of 1996, Pub-
ternet site aﬁttp.//www.ws.goy/prod/ and costs of operation, maintenance, ari¢ Law 104-188 (110 Stat. 1755, 1874,
.tax_re?gs/regsllst.'html The public hear- purchase of services to provide informal888); and by section 1211 of the Tax-
'Igg will b% h.ledl.d mlrffén 67t.1t8’t.|nu:naltion. payer Relief Act of 1997, Public Law
er?l\J/:,nll\JlsN, \llj\;aslﬂ?nlgton, 82:5 HUHON AV e collection of information in this 105—3‘} (111 Stat. ?88, 998-1000).

proposed regulation is in §1.460-6(g) Section 460(h) directs the Secretary to

FOR FURTHER INFORMATION CON- (3)(ii)(C). The information collected in prescribe regulations to the extent neces-
TACT: Concerning the proposed regulag1.460—6(g)(3)(ii)(C) is required to pro-sary or appropriate to carry out the pur-
tions, John Aramburu or Leo F. Nolan llvide certain recipients of long-term con{pose of section 460, including regulations
at (202) 622-4960; concerning submistracts with the information needed tao prevent a taxpayer from avoiding sec-
sions of comments, the hearing, and/or tmake look-back calculations. This collection 460 by using related parties, pass-
be placed on the building access list to ation of information is mandatory. Thethrough entities, intermediaries, options,
tend the hearing, Guy Traynor of the Redikely respondents are for-profit entities. and other similar arrangements.

2001-16 L.R.B. 1069 April 16, 2001



Explanation of Provisions the amount earned determined under In 1990, the IRS issued proposed regu-
some variant of the PCM. These casdations (REG-20930-86) (55 FR 23755)
generally relied on section 446(b), sectiothat addressed the treatment of a mid-con-
Generally, manufacturing and construc482 and/or the assignment of income dodract change in taxpayer of a contract ac-
tion contracts not completed within therine to allocate income to the transferorcounted for using PCM for purposes of
taxable year they are entered into ar8ee e.g.Jud Plumbing and Heating, Inc.applying the look-back method. Gener-
long-term contracts. A manufacturingv. Commissionerl53 F.2d 681 (5th Cir. ally, these proposed regulations provided
contract, however, is not a long-term con1946); Standard Paving Co. v. Commisthat the successor to the contract “stepped
tract unless it requires the manufacture afioner, 190 F.2d 330 (10th Cir.gert. de- into the shoes” of the predecessor with re-
a unique item or an item normally requirnied 342 U.S. 860 (1951Central Cuba spect to the PCM. Thus, the successor
ing more than 12 months to completeSugar Co. v. Commissionet98 F.2d 214 was to continue to use the same PCM
Section 460 generally requires that longi2nd Cir.), cert. denied 344 U.S. 874 used by the predecessor both for purposes
term contracts be accounted for under th@952); Dillard-Waltermire, Inc. v. Camp- of reporting income under the contract
percentage-of-completion method (PCMbpell, 255 F.2d 433 (5th Cir. 1958); andand recomputing income under the look-
and that taxpayers make a look-back conMidland-Ross Corp. v. United States85 back method. No look-back calculation
putation of interest to compensate th&.2d 110 (6th Cir. 1973). In addition,was to be made until the successor com-
government (or the taxpayer) for any un81.451-5(f) of the regulations has beepleted the contract, and the successor was
derestimation (overestimation) of incomeeited as support for taxing a transferoliable for look-back interest attributable to
from the contract. However, home conwho has deferred advance paymentsoth pre- and post-transaction years. On
struction contracts and certain contractsnder its long-term contract method of acthe other hand, except in the case of tax-
of smaller construction contractors are excounting. SedRotolo v. Commissiongr able dispositions to unrelated parties, the
empt from these requirements. MoreoveB8 T.C. 1500 (1987). successor could not recover look-back in-
residential builders are entitled to use the Under section 381(c)(4), in the case dferest owed by the government that was
70/30 percentage-of-completion/capitala section 381 transaction, an acquiringttributable to pre-transaction years.
ized cost method (PCCM), and certaiworporation generally must use thélhese proposed regulations were with-
shipbuilders are entitled to use the 40/6thethod of accounting used by the trangdrawn. One criticism of the regulations
PCCM. Along-term contract or a portionferor.  Further, regulations undemwas that step-in-the-shoes treatment was
of a long-term contract that is exempg1.381(c)(4)-1 require the acquiring corinappropriate in the case of taxable dispo-
from the PCM may be accounted foiporation to take into account the transsitions.
under any permissible method, includindgeror’s items of income or deduction -
the completed contract method (CCM) owhich, because of its method of accoung roposed Provisions
the exempt percentage-of-completionng, were not required or permitted to be Consistent with the existing guidance
method (EPCM). These long-term conincluded or deducted by the transferor idescribed above and in response to com-
tract methods of accounting (i.e., the&eomputing taxable income prior to thements received on the 1990 proposed reg-
PCM, PCCM, CCM and EPCM) are de-date of the transfer. Consistent with seailations, these proposed regulations di-
scribed in proposed §1.460-4. These proion 381, the IRS has held that section 38lide the rules regarding a mid-contract
posed regulations address the Federal igenerally requires a transferee to accounhange in taxpayer of a long-term con-
come tax treatment of a change itfior a long-term contract transferred purtract accounted for under a long-term con-
taxpayer prior to completion of a long-suant to a section 381 transaction usingact method into two categories — con-
term contract accounted for under a longhe CCM used by the transferor and, thustructive completion transactions and
term contract method of accounting. to report the entire gain or loss from thetep-in-the-shoes transactions. For this
Existing Guidance on Transfers of Long- contract. Accor(_jin_gly, the decisions inpurpose, the_ step-in-the_-shoes rules apply
term Contracts the Standard Pa_vmcyne of cases are gen-to the foIIowmg_ transactlons — _
erally not applicable to transactions to (1) Transactions described in section
In the case of transactions not governedhich section 381 applies. Rev. Rul. 381 (i.e., liquidations under section
by section 381, such as those occurring0—83 (1970-1 C.B. 85). In addition, sec- 332 and reorganizations described
prior to its effective date, numerous case$on 351 generally has been interpreted to  in section 368(a)(1)(A), (C), (D),
have required a taxpayer to take into inprevent recognition of gain or loss by a (F), or (G));
come items that under its method of adransferor from a section 351 transfer of (2) Transactions described in section
counting would be deferred past the dateartially completed long-term contracts 351;
of the transaction. These cases have inecounted for by the transferor using the (3) Transactions described in section
volved both taxable and nontaxable tran&2CM. See GCM 39258 (July 13, 1984) 368(a)(1)(D) with respect to which
actions, e.g., liquidations and reorganizaapplying Rev. Rul. 80-198 (1980-2 C.B. the requirements of section 355 (or
tions. For example, in the case of 413) (no gain or loss is recognized to a so much of section 356 as relates to
disposition of a long-term contract ac-cash basis transferor with respect to unre-  section 355) are met (divisive “D”
counted for under the CCM, the transferoalized accounts receivable and unrecog-  reorganization);
was required to recognize income earnetized accounts payable transferred in a (4) Transfers (e.g. sales) of S corpora-
on the contract prior to its transfer, withsection 351 transaction). tion stock;

Overview
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(5) Conversion to or from an S corpo-however, it is common for the amount reTreasury Department are concerned that

ration; ceived with respect to a long-term constep-in-the-shoes treatment for these part-
(6) Members joining or leaving a con-tract to differ from the amount recognizedhership transactions could more readily
solidated group; and because the receipt of progress paymerftgilitate the shifting of income to tax in-

(7) Any other transaction designated irdoes not affect the recognition of incomedifferent parties than in other situations
the Internal Revenue Bulletin byTo address this situation, the proposednd thus are concerned about monitoring
the Internal Revenue Service. Seeegulations provide that, in the case of auch activities solely through an anti-

26 CFR 601.601(d)(2)(ii). section 351 transaction or a divisive “D"abuse rule. In addition, other issues, such
The constructive completion rulesreorganization, the old taxpayer must adas the treatment of long-term contracts
apply to all other transactions. just its basis in the stock of the new taxunder section 704(c), 751, and 752, sig-

A constructive completion transactionpayer by the difference between thaificantly complicate, and could thwart,
results in the taxpayer originally reportinggmount the old taxpayer has recognizeithe application of the step-in-the-shoes
income under the long-term contract (oldvith respect to the contract and theule with respect to mid-contract changes
taxpayer) recognizing income from theamount the old taxpayer has received onvolving partnership transactions. The
contract based on a contract price thakasonably expects to receive under tH®&S and Treasury Department request
takes into account any amounts realizecbntract. The IRS and Treasury Deparcomments on the appropriate treatment
from the transaction or paid by the oldnent specifically request comments witlior mid-contract changes in taxpayer re-
taxpayer to the taxpayer subsequently reespect to this rule. sulting from these partnership transac-
porting income under the long-term con- The proposed regulations also providéons.
tract (new taxpayer) that are allocable toules for applying the look-back method ,
the contract. Similarly, the new taxpayein the case of a mid-contract change if0P0sed Effective Date
in a constructive completion tra_nsaction i$axpaye_r. For constructive complt_ation These regulations are proposed to be
treated as though it entered into a newansactions, the Iook—back_method IS @pgpplicable for transactions on or after the
cqntract as of the Qate of_ the_: transactioplied by the _old taxpayer with respect tQy4¢e they are published in the Federal
with the contract_prlce taking into accounpre-transactlon_ years upon the transaﬁ’egister as final regulations.
the purchase price and any amount paitbn date and, if applicable, by the new
by the old taxpayer that is allocable to théaxpayer with respect to post-transactioSpecial Analyses
contract. years upon contract completion. For , ) .

In the case of a step-in-the-shoes transtep-in-the-shoes transactions, the look- !t has been determined that this notice
action, the old taxpayer’s obligation to achack method is applied only by the neW Proposed rulemaking is not a signifi-
count for the contract terminates on theaxpayer upon contract completion. Th&ant regulatory action as defined in Ex-
date of the transaction and is assumed Imew taxpayer must account for pre- anficutive Order 12866. Therefore, a regu-
the new taxpayer. The new taxpayer mugbost-transaction years, with special rulei@tory assessment is not requwgd. It also
assume the old taxpayer's methods of agoverning the calculation of look-back@S been determined that section 553(b)
counting for the contract, with both theinterest in the case of pre-transactiofi’ the Administrative Procedure Act (5
contract price and allocable contract costgears. The proposed regulations also r&-S-C- chapter 5) does not apply to these
based on amounts taken into account lyuire the old taxpayer in such cases ggulations. Pursuant to section 7805(f)
both parties. However, in the case of provide certain information to the new?! the Interal Revenue Code, this notice
tax avoidance transaction, the IRS majaxpayer in order to enable the new tax2f Proposed rulemaking will be submit-
allocate income with respect to a transpayer to make the necessary look-badgd 0 the Chief Counsel for Advocacy of
ferred long-term contract between the oldalculations. the Small Business Administration for
and new taxpayers. Section §1.451-5(f) The proposed regulations reserve of®mMment on its impact on small busi-
will not be applied to a mid-contractwhether a mid-contract change in tax"€SS: o ,
change in taxpayer of a contract acpayer that results from a partnership 't iS hereby certified that the collection
counted for under a long-term contractransaction, including a transaction de®f information in these regulations will
method. scribed in section 721, a transaction dd10t have a significant economic impact on

In the case of a step-in-the-shoes transeribed in section 731, and a transfer (e.gf, SUbstantial number of small entities.
action in which the transferor's basis irsale) of a partnership interest, should bENiS certification is based on the fact that
the stock of the transferee is determinetieated as a constructive completion, or &€ relevant information is already main-
by reference to its basis of the propertgtep-in-the-shoes, transaction. Althougifin€d by taxpayers. Therefore, a Regula-
transferred, the basis in the stock of ththese transactions are similar to othdP"Y Flexibility Analysis under the Regu-
transferee attributable to the transfer of atep-in-the-shoes transactions, such &&ory Flexibility Act (5 U.S.C. chapter 6)
long-term contract will not be appropriatenonrecognition transactions (e.g., sectiorl§ N°t required.
unless the amount previously received bg51 and 332).and transactions where th€;mments and Public Hearing
the transferor under the long-term conparty responsible for performing the con-
tract equates to the amount previousliract has not changed (e.g., sales of S cor-Before these proposed regulations are
recognized as gross receipts by the trangeration stock and members joining oadopted as final regulations, considera-
feror. Under both the PCM and the CCMleaving consolidated groups), the IRS antlon will be given to any electronic or
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written comments (a signed original andPART 1—INCOME TAXES (3) Step-in-the-shoes transactions.

eight (8) copies) that are submitted L (i) General rules.

timely to the IRS. The IRS and Trea- Faragraph 1. The authority citation for i Apojication of look-back method to

sury Department specifically requesPart 1 continues to read in part as follows: ~" 0 42nsaction period.

comments on the clarity of the proposed Authority: 26 U.S.C. 7805 ** * _(A) Method.

rule and how it could be made easier to Par- 2. In 81.381(C)(4)-1, a sentence is gy | arest accrual period.

understand. All comments will beadded at the end of paragraph (a)(2) to (C) Information old taxpayer must pro-

available for public inspection andréad as follows: _ vide.

cozyin%l_ R - jlégflff)(“)‘l Method of accounting. i appiication of look-back method
ublic hearing has been schedule : i

for JFl)Jne 13, 200?, at 10 a.m. in room (%) ***See 81.460-4(k) for rules re-, , , *to postransaction years.

6718, Internal Revenue Building, 1117ating to transfers of contracts accounted Par. 4. Section 1.460—4 is amended by:

Constitution Avenue, NW, Washin ton,for using a long-term contract method of )
DC. Due to building security pr%Ce_accounting in a transaction to which Secﬁaiégg;ﬂl?zg) a sentence at the end of
dures, visitors must enter at the 10t#{on 381 applies. 2. Revising paragraph (K).

*x Kk x Kk *
Street entrance, located between Consti- The revision and addition read as fol-

tution and Pennsylvania Avenue, NW, In Par. 3. Section 1.460-0is amended by: =
it o 1. Revising the entry for paragraph (k OWS:

addition, all visitors must present photo *- g y lor paragrap

identification to enter the building. Be-Of §1'460,_4' . 81.460-4 Methods of accounting for

cause of access restrictions, visitors will 2+ Adding entries for paragraphs (k)(1)ong-term contracts.

not be admitted beyond the immediat&"ough (k)(6) of 81.460-4. , ,
entrance area more than 15 minutes be-3- Revising the entry for paragraph (g) (a) *** Finally, paragraph (k) of this
fore the hearing starts. For informatiorPf 81.460-6. section provides rules relating to a mid-
about having your name placed on the 4. Adding entries for paragraphs (gkontract change i_n taxpayer of a contract
building access list to attend the hearing},hro”gh (9)(3) of §1.460-6. accounted for using a long-term contract
see the “FOR FURTHER INFORMA- The revisions and additions read as folmethod of accounting.

TION CONTACT” section of this pre- 1OWS: HrEEE
amble. §1.460-0 Outline of regulations under (k) Mia-contract change in taxpayer
el 1) In general The rules in this paragraph
ap{alk;/et(;utlr?: hogafigg(.:Fgerigi;sﬁ\?vigaz/\(/?s)ﬁec'ﬂon 460. Ekg apgly if prior to the complgtiongofpa
to present oral comments at the hearirg* * * * long-term contract accounted for using a
must submit written comments and an _ long-term contract method by a taxpayer
outline of the topics to be discussed andl-460-4 Methods of accounting for  (old taxpayer), there is a transaction that
the time to be devoted to each topioNg-term contracts. makes another taxpayer (new taxpayer) re-
Moy 30, 2001, A periad of 10 minten.. - SEmo contractFor purposes of this para
May 30, 2001. A period of 10 minutes .y mid-contract chanae in taxpaver - -
will be allotted to each person for mak-El)) In general, g PYET- graph (k) and §1.460-6(g), an old taxpayer

also includes any old taxpayer(s) (e.g., pre-
sdecessors) of the old taxpayer. In addition,
a change in status from taxable to tax ex-
empt or from domestic to foreign, avide

; i versa,will be considered a change in tax-

3) Step-in-the-shoes transactions. payer. Finally, a contract will be treated as
(i) Scope. the same contract if the terms of the con-
Drafting Information (if) Old taxpayer. tract are not substantially changed in con-

o (i) New taxpayer. nection with the transaction, whether or not
The principal author of these proposedA) Method of accounting. the customer agrees to release the old tax-
regulations is John Aramburu, Office of(B) Contract price. payer from any or all of its obligations

Associate Chief Counsel (Income TaxXC) Contract costs. under the contract. The rules governing
and Accounting). However, other per{4) Anti-abuse rule. constructive completion transactions are
sonnel from thg IRS a_nd Tr_easury De(5) Examples. provided in paragraph (k)(2) of this section,
partment participated in their develop{6) Effective date. while the rules governing step-in-the-shoes

* ok ok Kk K . A .
ment. transactions are provided in paragraph

* % % * %

ing comments. An agenda showing thf’Z) Constructive completion transaction
scheduling of the speakers will be P'efi) Scope.

pared after the deadline for receivinqii) Old taxpayer.
outlines has passed. Copies of th
agenda will be available free of charge
the hearing.

i) New taxpayer.

§1.460—6 Look-back method. (K)(3) of this section. For application of the
Proposed Amendments to the look-back method to mid-contract changes
Regulations *okox kK in taxpayers for contracts accounted for
(9) Mid-contract change in taxpayer. using the PCM, see §1.460-6(Q).
Accordingly, 26 CFR part 1 is pro-(1) In general. (2) Constructive completion transac-
posed to be amended as follows: (2) Constructive completion transactionstions— (i) Scope The constructive com-
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pletion rules in this paragraph (k)(2)the CCM is all amounts the new taxpayepayer using the CCM is not required to
apply to transactions that result in as entitled by law or contract to receiverecognize any revenue and may not
change in the taxpayer responsible foronsistent with paragraph (d)(3) of thisleduct allocable contract costs incurred
reporting income from a contract andsection, adjusted for any consideratiomwith respect to the contract.

that are not described in paragrapbaid (or received) as a result of the trans- (B) Basis adjustmentin the case of
(k)(3)(i) of this section (constructive action that is allocable to the contract, .- nsactions described in paragraph
completion transactions). Constructivel'hus, the new taxpayer’s allocable Con(k)(3)(i)(B) or (C) of this section, the old
completion transactions generally intract costs do not include any considerq;,jlxpayer must adjust its basis in’ the stock
clude, for example, taxable sales unddion paid, or costs incurred, as a result f the new taxpayer by reducing such
section 1001 and deemed asset sald® transaction that are allocable to thﬁasis to the extent the amount the old tax-
under section 338. contract. In the case of a transaction su

) . ayer has received or reasonably expects
s Ject to sections 338 or 1060, the amou

(i) Old taxpayer The old taxpayer i ; ) i X b receive under the contract exceeds the
treated as completing the contract on thf consideration paid that is allocable tQ, .\, nt recognized by the old taxpayer
date of the transaction. The total contradf€ contract is determined by using thgy, respect to the contract or by increas-
price (or, gross contract price in the casiesidual method under 881.338-6T angl, o,ch basis to the extent the amount the
of a long-term contract accounted forl-338—7T. . ] old taxpayer has recognized with respect
under the CCM) for the old taxpayer is_(3) Step-in-the-shoes transactiors 4 the contract exceeds the amount the old
the sum of any amounts realized from th€) Scope The step-in-the-shoes rules ingypayer has received or reasonably ex-
transaction that are allocable to the corfis Paragraph (k)(3) apply to the follow-pecis to receive under the contract. How-
tract and any amounts the old taxpayePd fransactions that result in a change igyer, the old taxpayer may not reduce its
has received or reasonably expects to ri1€ taxpayer responsible for reporting inpasis in the stock of the new taxpayer
ceive under the contract after the transa€°Me from a contract (step-in-the-shoege|ow zero. If the old and new taxpayer
tion. Total contract price (gross contraciransactions) — do not join in the filing of a consolidated
price) is reduced by any amount paid by (A) Transactions described in sectioffederal income tax return, the old tax-
the old taxpayer to the new taxpayer, and81 (i.e., liquidations under section 33%ayer must recognize income to the extent
by any transaction costs, that are allocabfld reorganizations described in sectiofhe basis in the stock of the new taxpayer

to the contract. Thus, the old taxpayer'd68(@)(1)(A), (C), (D). (F), or (G)); otherwise would be reduced below zero.
allocable contract costs do not include (B) Transactions described in sectionf the old and new taxpayer join in the fil-
any consideration paid, or costs incurred351; ing of a consolidated Federal income tax

as a result of the transaction that are allo- (C) Transactions described in sectiometurn, the old taxpayer must create an (or
cable to the contract. In the case of 368(a)(1)(D) with respect to which the reincrease an existing) excess loss account
transaction subject to sections 338 oguirements of section 355 (or so much ab the extent the basis in the stock of the
1060, the amount realized from the transsection 356 as relates to section 355) arew taxpayer otherwise would be reduced

action allocable to the contract is determet; below zero. See 8§81.1502-19 and

mined by using the residual method under (D) Transfers (e.g., sales) of S corporat.1502—-32(a)(3)(ii).

881.338-6T and 1.338-7T. tion stock; . (III) New taxpayer— (A) Method of ac-
(i) New taxpayer The new taxpayer (E) Conversion to or from an S corpocounting Beginning on the date of the

is treated as entering into a new contraégtion; transaction, the new taxpayer must ac-

on the date of the transaction. The new (F) Members joining or leaving a con-count for the long-term contract by using

taxpayer must evaluate whether the ne@plidated group; and the same method of accounting used by

contract should be classified as a long- (G) Any other transaction designated inhe old taxpayer prior to the transaction
term contract within the meaning ofthe Internal Revenue Bulletin by the Inconsistent with §1.381(c)(4)-1(b)(4). The
§1.460-1(b) and account for the contradernal Revenue Service. Se&ame method of accounting must be used
under a permissible method of accoun®601.601(d)(2)(ii) of this chapter. for such contract regardless of whether the
ing. For a new taxpayer who accounts for (ii) Old taxpayer (A) In general The old taxpayer’s method is the new tax-
a contract using the PCM, the total connew taxpayer will “step into the shoes” ofpayer’s principal method of accounting
tract price is any amount the new taxpayehe old taxpayer with respect to the condnder §1.381(c)(4)-1(b)(3) or whether the
reasonably expects to receive under theact. Thus, consistent with §1.381(chew taxpayer is otherwise eligible to use
contract consistent with paragraph (b)(4§4)-1(a)(1)(ii), the old taxpayer’s obliga-the old taxpayer’'s method. Thus, if the
of this section. Total contract price is retion to account for the contract terminatesld taxpayer uses the PCM to account for
duced in the amount of any considerationn the date of the transaction and is ashe contract, the new taxpayer steps into
paid as a result of the transaction, and gumed by the new taxpayer, as set forth the shoes of the old taxpayer with respect
any transaction costs, that are allocable faragraph (k)(3)(iii) of this section. As ato its completion factor and percentage of
the contract and is increased in theesult, an old taxpayer using the PCM isompletion methods (such as the 10-per-
amount of any consideration received asr&quired to recognize income from theent method), even if the new taxpayer has
result of the transaction that is allocable toontract based on the cumulative allocarot elected such methods for similarly
the contract. Similarly, the gross contradble contract costs incurred as of the datgassified contracts. Similarly, if the old
price for a contract accounted for usin@f the transaction. Similarly, an old taxtaxpayer uses the CCM, the new taxpayer
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steps into the shoes of the old taxpay&ronstruction contracts accounted for (i) New taxpayer Y is treated as entering into a
with respect to the CCM, even if the nevusing the PCM prior to the transaction un2ew contractin Year 2. Under the CCM, Y reports no

taxpayer is not otherwise eligible to usdess stated otherwise and the contracts af@>S "6CeIPIs or costs in Year 2. Y reports its gross
contract price of $200,000 (the amount remaining to

the CCM. However, the new taxpayer isiot transferred in tax avoidance casegg paid under the terms of the contract less the consid-
not necessarily bound by the old taxThe examples are as follows: eration paid allocable to the contract ($1,000,000 -
payer’s method for similarly classified Example 1. Constructive completion — PGl $650,000 - $150,000)) and its total allocable contract
contracts entered into by the new taxpay@acts In Year_ 1§B])-(Oeorgeorgointoda r(]:ontra_ct. Tge to}af:t:)sts of (jB]£25,000 (tlh(i alltzcable c:)ntr::c(t$c5o§tz (t)%at Y
. ntract price is $1, s and the estimated total ahcurred to complete the contrac , +
subsequent to the tran;achon_ and mu%%:able contract costs are $800,000. In Year 1, X ir$75,000)) in Year 3, the completion year, for a profit of
appl_y general tax prmmples, 'nCIUd'r_]gcurs costs of $200,000. In Year 2, X incurs additiona$75,000.
section 381, to determine the appropriatésts of $400,000 before selling the contract as part of Example 3. Step-in-the-shoes — P@i)IFacts
method to account for these subsequettie sale of its business in Year 2 to Y, an unrelatethe facts are the same asEixample 1except that X
contracts. To the extent that general taharty. Atthe time of se(lj:e, );has recezive(it;ﬁsGSO,OO_cOj i_tlansfers thg con;ract tol_\f(_ in exchange for stock ode
. rogress payments under the contract. The consideia-a transaction that qualifies as a statutory merger de-
prlnc_lpl_es allow the_ taxpayer to aC_CounEon allocable to the contract under section 1060 iscribed in section 368(a)(1)(A) and does not result in
for S'm'larly classified contracts using a$150,000. Pursuant to the sale, the new taxpayergéain or loss to X under section 361(a).
method other than the old taxpayer’smmediately assumes X's contract obligations and (ji) Old taxpayer For Year 1, X reports receipts of
method, the taxpayer is not required to obights. Y is required to account for the contract using250,000 (the completion factor multiplied by total
tain the consent of the Commissioner té#e PCM. InYear 2, Y incurs additional allocable concontract price ($200,000/$800,000 x $1,000,000))
begin using such other method tract costs of $50,000. Y correctly estimates at thend costs of $200,000, for a profit of $50,000. Be-
) ’ end of Year 2 that it will have to incur an additionalcause the mid-contract change in taxpayer results from
(B) Contract price The total contract $75,000 of allocable contract costs in Year 3 to coma transaction described in paragraph (K)3)(i) of this
price for the new taxpayer is the sum oflete the contract. section, X is not treated as completing the contract in
any amounts the old taxpayer or new tax- (ii) Old taxpayer For Ye_ar 1, X reports_re_ceipts Year 2. ‘ In Year 2, X reports receipts of $500,000 _(the
payer have received or reasonably expe%ft $250,000 (the cpmpletlon factor multiplied bycomplethn factor multiplied by the total contract price
to receive under the contract Consistet tal contract price ($200,000/$800,000 xand minus the Year 1 gross receipts
. . ; ,000,000)) and costs of $200,000, for a profit of($600,000/$800,000 x $1,000,000) - $250,000]) and
with paragraph (b)(4) of this section.gs0,000. X is treated as completing the contract igosts of $400,000, for a profit of $100,000.
Similarly, the gross contract price in therear 2 because it sold the contract. For purposes of (iii) New taxpayer Because the mid-contract
case of a long-term contract accounted fapplying the PCM in Year 2, the total contract priceehange in taxpayer results from a step-in-the-shoes
; is $800,000 (the sum of the amounts received undaansaction, Y must account for the contract using the
under the CCM includes all amounts th?e contract and the amount realized in the saka thods of ti d by X prior to th
old taxpayer or new taxpaygr are er,]title 650,000 + $150,000)) and the total allocable confarr?sazziin.o 'Is'o(t)alagcfr?t?:lcltn ?)r?csee is t)r:e sﬂrrlr? I'ofo an;
by law or by contract to receive consistentact costs are $600,000 (the sum of the costs immounts that X and Y have received or reasonably ex-
with paragraph (d)(3) of this section. curred in Year 1 and Year 2 ($200,000 + $400,000)pect to receive under the contract, and total allocable
(C) Contract costs Total allocable Thus, in Yea_r 2, X _reports rec_eipts of $550,000 (totatontract costs are the allocable contract costs of X and
tract ts for th ¢ contract price minus receipts already reported. Thus, the estimated total allocable contract costs at
contract costs for the new aXpayer_ ar&800,000 - $250,000)) and costs incurred in year the end of Year 2 are $725,000 (the cumulative alloca-
the allocable contract COSt§ as d.efm_eé* $400,000, for a profit of $150,000. ble contract costs of X and the estimated total alloca-
under paragraph (b)(5) of this section in- (i) New taxpayer Y is treated as entering into able contract costs of Y ($200,000 + $400,000 +
curred by either the old taxpayer prior taew contract in Year 2. The total contract price i$50,000 + $75,000)). In Year 2, Y reports receipts of
or the new taxpayer after the transactioﬁ_zoo,oaotéthe ar?ou?: remtr;ining to'(liae pfaid unqder Itlrglt4l6,55t2 (t?e _comp_letion fa;ut)r multritpll;attjJ bt)r/1 theIOI
erms of the contract less the consideration paid alltetal contract price minus receipts reported by the o
Thus, any payments between the old e 0 the contract ($1,000,000 - $650,000 taxpayer ([($650,000/$725,000) x $1,000,000] -
payer and the new taxpayer with respeglisy goo)). The estimated total allocable contra&750,000) and costs of $50,000, or a profit of $96,552.
to the contract are not treated as part @bsts at the end of Year 2 are $125,000 (the allocalffer Year 3, Y reports receipts of $103,448 (the total
contract price or an allocable contractontract costs that Y reasonably expects to incur @ontract price minus prior year receipts ($1,000,000 -
complete the contract ($50,000 + $75,000)). In Yed$896,552)) and costs of $75,000, for a profit of
cost. 2,Y t ipts of $80,000 (th letion factd28,448
. . ) , Y reports receipts o , e completion fac ,448.
(4) Anti-abuse ”_Jle NotWthstandlng multiplied by the total contract price Example 4. Step-in-the-shoes — CQlyIFacts
this paragraph (k), in tax avoidance caseg$s0,000/$125,000) x $200,000] and costs of $50,000he facts are the same asEixample 3except that X
the Commissioner may allocate to the ol¢he costs incurred after the purchase), for a profit giroperly accounts for the contract under the CCM.
(or new) taxpayer the income from ab30,000. For Year 3, Y reports receipts of $120,000 (ii) Old taxpayer X reports no income or costs
total contract price minus receipts already reportefiom the contract in Years 1, 2 or 3.
long-term contract properly allocable tq '
($200,000 - $80,000)) and costs of $75,000, for a (iiiy New taxpayer Because the mid-contract
the old (OI’_ ne_W) taxpayer. F_O_r examplepmﬁt of $45,000. change in taxpayer results from a step-in-the-shoes
the_ Commlss_loner may scrutinize a trans- Example 2. Constructive completion — CQ)  transaction, Y must account for the contract using the
action in which a long-term contract ac+acts The facts are the same a€kample Lexcept same methods of accounting used by X prior to the
counted for using the CCM, or using theéhat X and Y properly account for the contract undetransaction. Thus, in Year 3, the completion year, Y
PCM where the old taxpayer has receivetae CCM. reports receipts of $1,000,000 and total contract costs
. . (i i of $725,000, for a profit of $275,000.
advance payments in excess of its contrj () Old taxpayer X does not report any income or pre o
. : costs from the contract in Year 1. In Year 2, the con- Example 5. Step-in-the-shoes — Basis adjustment
butl_on o the contract, is transferred to §act is deemed complete for X, and X reports its grosEhe facts are the same asEixample 1except that X
tax indifferent party. contract price of $800,000 (the sum of the amounts réransfers the contract (including the uncompleted
(5) Examples The following examples ::heivedI u?gaesr ()tf(\)(ao (;:in;rfg(t) gr(;((i))t)he idarqot:ntt :e?:izedbioperw Witht'a bazsis_ of $0r)1 and ?lzsiloolf)trc\)f c?shktofa
. . e sale , , and its total allocableew corporation, Z, in exchange for all of the stock o
illustrate the rules of this paragraph_ (k)tontract costs of $600,000 (the sum of the costs i in a section 351 transaction. Thus, under section
For purposes of these examples, it is 88irred in Year 1 and Year 2 ($200,000 + $400,000)) i858(a), X's basis in Z is $125,000. X must increase its
sumed that the contracts are long-termnat year. basis in Z by $100,000 pursuant to paragraph
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(K)(3)(ii)(B) of this section because the amount X recpre-transaction years upon the date of the (C) Information old taxpayer must pro-
ngn'g%‘éow'th respect to the Cogg%%té $750,00¢ransaction and, if the new taxpayer usesde In order to help the new taxpayer to
$B 50,000 receipts in Year 1 + $500,000 receipts if,e b o the PCCM to account for theapply the look-back method with respect to
ear 2), exceeds the amount X received under the con- . .
tract, the $650,000 in progress payments, byONtract, by the new taxpayer with respegire-transaction taxable years, any old tax-
$100,000. to post-transaction years upon completiopayer that reported income from a long-
Example 6. Step-in-the-shoes — Basis adjustmedf the contract. The contract price and allderm contract under the PCM or PCCM for
The facts are the same af'm”;p': gg’s%%pt thz‘ X hcable contract costs to be taken into accoueither regular or alternative minimum tax
;%Cseévggog’Z’fﬁfgﬂgg:‘;’:scgn:act (i’nclud(irr?; tf];tuﬂﬂ/ the old taxpayer or the new taxpayer ipurposes is required to provide the infor-
completed property with a basis of $600,000) an@PPlying the look-back method are demation described in this paragraph to the
$125,000 of cash to a new corporation, Z, in exchangicribed in 81.460-4(k)(2). new taxpayer by the due date (not including
for all of the stock of Z in a section 351 transaction. (3) Step-in-the-shoes transactions (i) ~ extensions) of the old taxpayer’s income
Thusé U”:erse?t'Pn_ 3?:5_5("")1 Xs basl!z in i Is 3;725'|90@3eneral rules In the case of a transactiortax return for the taxable year ending with,
Xand Z do notjoin in filing a consolidated Federa odescribed in §1.460-4(K)(3)(i) (step-in-theor the first taxable year ending after, a step-
come tax return. X must reduce its basis in the stoc . . . . .
of Z by $725,000 to zero pursuant to paragrapRN0€S trz_insactlon), 'Fhe look-back meth(_)d ia-the-shoes t_ransact|on _des<_:r|bed in
(K)(3)(ii)(B) of this section because the amount X renot applied at the time of the transactior§1.460-4(k)(3)(i). The required informa-
ceived under the contract, $800,000 in progress paput is instead applied for the first time whertion is as follows - -
ments, excseds the amourg fecognéz(j‘?‘j_ by X with réhe contract is completed by the new tax- (1) The portion of the contract reported
fg’ci(;tnitzoetinfofn‘;”;%% god bLnC:‘use'g'(c,’snt’)a);sn;#f ayer. Upon completion of the contractby the old taxpayer under PCM for regular
stock of Z otherwise would have been reduced bebu,%le look-back method is applied by the newand alternative minimum tax purposes (i.e.,
zero by $75,000 (800,000 unrecognized progress paiaxpayer with respect to both pre-transaavhether the old taxpayer used PCM, the
ments - 725,000 basis). tion years and post-transaction years, tak0/60 PCCM method, or the 70/30 PCCM
(6) Effective date This paragraph (K) is ing into account all amounts reasonablynethod);
applicable for transactions on or after thexpected to be received by either the old or (2) The submethod used to apply PCM

date they are published in tifederal new taxpayer and all allocable contracte.g., the simplified cost-to-cost method or

Registeras final regulations. costs incurred during both periods as dehe 10-percent method);
Par. 5. In §1.460-6, paragraph (g) iscribed in §1.460—4(k)(3). The new tax- (3) The amount of total contract price re-
revised to read as follows: payer is liable for filing the Form 8697 andported by year;

for interest computed on hypothetical un- (4) The numerator and the denominator

derpayments of tax, and is entitled to resf the completion factor by year;

* ok ok kK ceive interest with respect to hypothetical (5) The due date (not including exten-
(g) Mid-contract change in taxpayer Overpayments of tax, for both pre- andaions) of the old taxpayer’s income tax re-

(1) In general. The rules in this paragraphPost-transaction years. Pursuant to sectioarns for each taxable year in which income

(g) apply if, as described in §1.460-4(k)6901, the old taxpayer will be secondarilyvas required to be reported;

prior to the completion of a long-term conliable for any interest required to be paid (6) Whether the old taxpayer was a corpo-

tract accounted for using the PCM or th&ith respect to pre-transaction years reate or a noncorporate taxpayer by year; and

PCCM by a taxpayer (old taxpayer), therluced by any interest on pre-transaction (7) Any other information required by

is a transaction that makes another taxpay@yerpayments. the Commissioner by administrative pro-

(new taxpayer) responsible for reporting in- (i) Application of look-back method tonouncement.
come from the same contract. The rulgdre-transaction perioe— (A) Method The (iif) Application of look-back method to

governing constructive completion transac?eW taxpayer must apply the look-baclpost-transaction yearsWith respect to
tions are provided in paragraph (g)(2) ofethod to each pre-transaction year that st-transaction taxable years, the new tax-
this section, while the rules governing step? redetermination year using the simplifieghayer must use the same look-back method
in-the-shoes transactions are provided ifarginal impact method described in parat uses for other contracts (i.e., the simpli-
paragraph (g)(3) of this section. For purdraph (d) of this section (regardless ofied marginal impact method or the actual
poses of this paragraph, pre-transactioffhether or not the old taxpayer would havenethod) to determine the amount of any
years are all taxable years of the old ta@ctually used that method and without reaypothetical overpayment or underpay-
payer in which the old taxpayer reportedard to the tax liability ceiling). ment of tax and the time period for comput-
(or should have reported) gross receipts (B) Interest accrual period With re- ing interest on these amounts.

from the contract, and post-transactiofP€ct to any hypothetical underpayment gr* * * *
years are all taxable years of the new taverpayment of tax for a pre-transaction
payer in which the new taxpayer reportef€ar, interest accrues from the due date of

(or should have reported) gross receipiée old taxpayer’s tax return (not including

from the contract. extensions) for the taxable year of the un-

(2) Constructive completion transac-derpayment or overpayment until the d_uﬁ:iled by the Office of the Federal Register on
tions In the case of a transaction describedpte of the new taxpayer’s return (not iNgepruary 15, 2001, 8:45 a.m., and published in
in §1.460—4(K)(2)(i) (constructive comple-cluding extensions) for the completion yeathe issue of the Federal Register for February 16,
tion transaction), the look-back method &' the year of a post-completion adjust2001, 66 FR 10643)
applied by the old taxpayer with respect tent, whichever is applicable.

§1.460-6 Look-back method.

David A. Mader,
Acting Deputy Commissioner
of Internal Revenue.
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Notice of Proposed Rulemaking FOR FURTHER INFORMATION CON- earned by the trust assets. The dividend

and Notice of Public Hearing TACT: Concerning the proposed regulareturn on equities as a percentage of their
tions, Bradford Poston at (202) 622—3060alue traditionally has been substantially
Definition of Income for Trust (not a toll-free number); concerning subless than the interest return on bonds.

Purposes missions of comments, the hearing, To ensure that the income beneficiary
and/or to be placed on the building access not penalized if a trustee adopts a total
REG-106513-00 list to attend the hearing, Guy R. Traynofeturn investment strategy, many states
. 202-622-8452 (not a toll-free number). ideri i -

AGENCY: Internal Revenue Service ( ) hgye made, or are c_o.nS|der|n'g making, re

(IRS), Treasury. visions to the definitions of income and
’ SUPPLEMENTARY INFORMATION: principal. Some state statutes permit the
ACTION: Notice of proposed rulemak- trustee to make an equitable adjustment

ing and notice of public hearing. between income and principal if neces-

SUMMARY: This document contains sary to ensure that both the income bene-
proposed regulations revising the defini- Section 643(b) provides a definition officiary and the remainder beneficiary are

tion of income under section 643(b) ofhe term income for purposes of subparféeated impartially, based on what is fair
the Internal Revenue Code to take inté through D of part | of subchapter J of2Nd reasonable to all of the beneficiaries.
account changes in the definition of trusthe Internal Revenue Code (Code) . Théhus, a receipt of capital gains that previ-
accounting income under state lawstermincome when not modified by any ously would have been allocated to prin-
The proposed regu'ations aISO C|arif)pther term, means the amount of incom%lpal may be allocated by the trustee t0.|n-
the situations in which capital gains ar@f the trust or estate determined under tH&®M€ If necessary to treat both parties
included in distributable net incometerms of the governing instrument and agtmpartially. Conversely, a receipt of divi-
under section 643(a)(3). Conforming}’”cable local law. Section 1_643(b)_1dends or interest that prewously would
amendments are made to regulations afurther provides that trust provisions thaflave been allocated to income may be al-
fecting ordinary trusts, pooled incomedepart fundamentally from the conceptiPcated by the trustee to principal if nec-
funds. charitable remainder trusts, trust@f local law in determining what consti-€SSary to treat both parties impartially.
that qualify for the gift and estate taxtutes income will not be recognized. Other states are proposing legislation
marital deduction, and trusts that are ex- These statutory and regulatory provithat would allow the trustee to pay a uni-
empt from generation-skipping transfesions date back to a time when, undéfust amount to the mcom_e_beneﬂgary in
taxes. This document also provides ncstate statutes, dividends and interest wefdtisfaction of that beneficiary’s right to
tice of a public hearing on these proconsidered income and were allocated f€ income from the trust. This unitrust
posed regulations. the income beneficiary while capital gain@mount will be a fixed percentage, some-

. , were allocated to the principal of the trustimes required to be within a range set by
DATES: Written and electronic COM-changes in the types of available invesstate statute, of the fair market value of

ments must be received by May 18, zoo}nents and in investment phi]osophie&]e trust assets determined annually.

Outlines of topics to be discussed at theyye caused states to revise, or to con-Questions have arisen concerning how
public hearing scheduled for June 8, 200diyer revising, these traditional conceptthese state statutory changes affect the de
must be received by May 18, 2001. of income and principal. finition of income provided in section
ADDRESSES: Send submissions to: The prudent investor standard for man643(b) and the other Code provisions that
CC:M&SP:RU (REG-106513-00),aging trust assets has been enacted tgly on the section 643(b) definition of in-
room 5226, Internal Revenue Servicemany states and encourages fiduciaries @@me. This definition of income affects
POB 7604, Ben Franklin Station, Washadopt an investment strategy designed teusts including, but not limited to, ordi-
ington, DC 20044. Submissions may b&aximize the total return on trust assetfiary trusts, charitable remainder trusts,
hand delivered Monday through FridayJnder this investment strategy, trust agpooled income funds, and qualified sub-
between the hours of 8 a.m. and 5 p.nsets should be invested for total positivehapter S trusts.

to: CC:M&SP:RU (REG-106513-00),return, that is, ordinary income plus ap- In addition, trusts that qualify for the
Courier’'s Desk, Internal Revenue Serpreciation, in order to maximize the valugyift or estate tax marital deduction must
vice, 1111 Constitution Avenue, NW, of the trust. Thus, under certain economigay to the spouse all the income from the
Washington, DC. Alternatively, taxpay-Circumstances, equities, rather thaproperty. All the income is considered
ers may submit comments electronicallyponds, would constitute a greater portiopaid to the spouse if the effect of the trust
via the Internet by selecting the “Taxof the trust assets than they would undés to give the spouse substantially that de-
Regs” option on the IRS Home Page, olraditional investment standards. gree of beneficial enjoyment of the trust
by submitting comments directly to the One of the concerns with shifting trustoroperty that the principles of trust law
IRS Internet site athttp://www.irs. investments toward equities and awagccord to a person who is unqualifiedly
ustreas.gov/tax_regs/regslist.htmiThe from bonds is the potential adverse imdesignated as the life beneficiary of a
public hearing will be held in the IRSpact on the income beneficiary. Based omust. Section 25.2523(e)-1(f) of the Gift
Auditorium, Internal Revenue Building, the traditional concepts of income andax Regulations and §20.2056(b)-5(f) of
1111 Constitution Avenue, NW, Wash- principal, the income beneficiary is enti-the Estate Tax Regulations. Questions
ington, DC. tled only to the dividends and intereshave arisen whether the spouse is entitled
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to all the income from the property in a The proposed changes to the regulafy for the charitable deduction. Any net
state that permits equitable adjustments ¢ipns will permit trustees to implement aong-term capital gain not required to be
unitrust payments. total return investment strategy and to foldistributed during the current year would
Similarly, questions have arisen as t¢oW the applicable state statutes designdie added to principal. However, the
whether an otherwise exempt trust whickp treat the income and remainder benefamount of the gain would not be perma-
uses equitable adjustments or unitrugtiaries impartially. At the same time, thenently set aside for charitable purposes
payments will be subject to the generdlimitations imposed by the proposed regubecause this amount may be used in the
tion-skipping transfer tax provisions oflations ensure that the Code provisions rédture to make the unitrust payment to the

chapter 13 of the Code. lying on the definition of income underincome beneficiaries. A similar situation
section 643(b) are not undermined by aarises if the trustee is permitted under

Explanation of provisions unlimited ability of the trustee to allocatestate law to make equitable adjustments
between income and principal. with respect to unrealized appreciation in

Definition of Income the value of the trust assets. A portion of
Pooled Income Funds any subsequently realized capital gain

The proposed regulations will amend the a 2
- ; : . y already have been treated as distrib-
definition of income under 81.643(b)-1 to A special rule Is proposed to be addealed to the income beneficiaries in accor-

take into account certain state statutorip the regulations covering pooled incomg, "\ i o equitable adjustment distri-
changes to the concepts of income arfgnds to address the problems arising ..~
principal. Under the proposed regulationgfom the potential application of the new The. ronosed requlations will amend
trust provisions that depart fundamentallgtate statutes to these funds. A pooled i 16 42(% )—g(c) o ao? dress these issues for
from traditional concepts of income andcome fund as defined in section 642(c)(5) " » 'R0 o TS RS 8
principal (that is, allocating ordinary in-is a split-interest trust created and mai 5 ital o lifies for the ch .tg
come to income and capital gains to princtained by certain types of charitable org%elrm dcilp' a ga!]f‘ q“";' 'esh orthe c af” ﬁ'
pal) will generally continue to be disre-hizations. Noncharitable beneficiaries re- N e'uct'lon If, under the te'rms of the
garded, as they are under the curreseive the income from the commingle overning instrument and'appllcable state
regulations. However, amounts allocatettind during their lives and the charitabl aw, income may be a unitrust amount or
between income and principal pursuant terganization receives the remainder intef1&Y include an eqwtable adju.str'nen't with
applicable state law will be respected iests. The income that is to be paid to tHSPECt t0 unrealized appreciation in the
state law provides for a reasonable apporoncharitable beneficiaries is income a\éalue of the trust assets.
tionment between the income and remairglefined in section 643(b). §1.642(c)-5())charitable Remainder Unitrusts
der beneficiaries of the total return of the A pooled income fund is a trust subject
trust for the year, taking into account ordito taxation under section 641. It is enti- A charitable remainder unitrust is a
nary income, capital gains, and, in some sitled to a distribution deduction under secsplit-interest trust that provides for a spec-
uations, unrealized appreciation. For exion 661 for income distributed to theified distribution to one or more nonchari-
ample, a state law that provides for theoncharitable beneficiaries. In additiontable beneficiaries for life or a term of
income beneficiary to receive each year i receives a charitable deduction undeyears, with an irrevocable remainder in-
unitrust amount of between 3% and 5% afection 642(c)(3) for any amount of neterest held for the benefit of a charitable
the annual fair market value of the trust adeng-term capital gain which pursuant tmrganization. Under section 664(d)(2),
sets is a reasonable apportionment of thbe terms of the governing instrument ishe amount distributed to the noncharita-
total return of the trust. Similarly, a statgpermanently set aside for charitable pumsle beneficiaries is a fixed percentage (not
law that permits the trustee to make equposes. A pooled income fund is taxed ofess than 5% and not more than 50%) of
table adjustments between income anahy net short-term capital gain that is nathe annual fair market value of the trust
principal to fulfill the trustee’s duty of im- required to be distributed to the incomassets. Alternatively, under section
partiality between the income and remainbeneficiaries pursuant to the terms of the64(d)(3), the unitrust amount may be the
der beneficiaries is a reasonable apportiogoverning instrument and applicable localesser of this fixed percentage amount or
ment of the total return of the trust. law. trust income (with or without a make-up
In addition, an allocation of capital Under traditional principles of incomeamount). For this purpose, trust income
gains to income will be respected unde&nd principal, ordinary income would bemeans income as defined under section
certain circumstances. Such an allocatiopaid to the income beneficiaries. Any ne643(b) and the applicable regulations.
will be respected if directed by the termdong-term capital gain would be allocated1.664—3(a)(1)(i)(b).
of the governing instrument and applicato principal to be held for the ultimate Under proposed state statutes, trust in-
ble local law. Similarly, if a trustee, pur-benefit of the charitable remaindermamome could be a fixed percentage of the
suant to a discretionary power granted tand therefore would qualify for the chari-annual fair market value of the trust as-
the trustee by local law or by the governtable deduction under section 642(c)(3). sets, and the fixed percentage may be less
ing instrument (if not inconsistent with If a pooled income fund were to pay thehan 5%. A netincome charitable remain-
local law), allocates capital gains to inincome beneficiaries a unitrust amount imler unitrust using such a state statutory
come, the allocation will be respectedsatisfaction of their right to income, asdefinition of income would in substance
provided the power is exercised in a regrovided by proposed state statutes, longpe a fixed percentage unitrust with a per-
sonable and consistent manner. term capital gains would no longer qualeentage less than the 5% required by sec-
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tion 664(d)(2). Therefore, the proposeéccordance with a power granted to theonsistently allocated to income by the
regulations will amend 81.664-3(a)fiduciary by the governing instrument orfiduciary pursuant to a discretionary
(1)(i)(b) to provide that income under thdocal law): allocated to income; allocatecpower. In any other situation, capital
terms of the governing instrument and apgo corpus but treated by the fiduciary omgains will be excluded from distributable
plicable local law may not be determinedhe trust’s books, records, and tax returnset income and will be taxed to the trust.
by reference to a fixed percentage of thas part of a distribution to a beneficiary; = = | o
annual fair market value of the trust proper allocated to corpus but utilized by thePistributions in Kind

erty. If the applicable state law definediduciary in determining the amount 1,4 proposed regulations will clarify
income as a unitrust amount, the goverrwhich is distributed or required to be disyq consequences of certain distributions
ing instrument of a net income charitabléributed to a beneficiary. As is the casgy property in kind for purposes of the
remainder unitrust must provide its owrunder the current regulations, capitaljistripution deductions under sections
definition of trust income. In ad_dltlon, gains that are paid, permanently set_ §S|<j_§51 and 661. Thus, if property is distrib-
the proposed regulations will provide thaor to be used for the purposes specified if}oq 1o a beneficiary in satisfaction of the
capital gains attributable to appreciatiorsection 642(c) are included in the diStribbeneficiary’s right to income, the trust
in the value of assets after the date comtable net income. Capital losses are nef| pe treated as having sold the property
tributed to the trust or purchased by theed at the trust level against any capitgly; its fair market value on the date of dis-
trust may be allocated to income undegains, except for a capital gain that is Utigipytion.

the terms of the governing instrument antized in determining the amount that is

applicable local law. Such an allocationdistributed or required to be distributed tdrusts Qualifying for Gift and Estate Tax
however, may not be discretionary witha particular beneficiary. Marital Deduction

the trustee. The section 664 regulations Under the proposed regulations, capital ) .

already prohibit the allocation of pre-congains will be included in distributable net C€rtain transfers of property in trust for

tribution gains to income. income under certain circumstances thdf€ Penefit of the spouse qualify for the

_ , o are directed by the terms of the governingiarital deduction for gift and estate tax
Capital Gains and Distributable Net instrument and applicable local lawPU'POSes. These transfers include a life

Income Thus, any capital gain that is included iestate with a general power of appoint-

Section 643(a)(3) provides that gain{he section 643(b) definition of income jgnent described in sections 2523(e) and

from the sale or exchange of capital assefdc!uded in distributable net income.2056(b)(z) anqbqléql|f|ed tgrmn;lggterestd
are excluded from distributable net in-SiMilarly, any capital gain that is used t@roperty describe |fn iectlons. °23(1) anf
come to the extent that these gains are &€t€rmine the amount or the timing of %h056(b)(7)_- One Cihttlt?hreqwrements tob
located to corpus and they are not eith&listribution to a beneficiary is included in e;le gr]?w?fons 'S” ‘:]‘ ne spou?e mu; e
aid, credited, or required to be distripdistributable netincome. entitied for lie to afl the income from the
paid, ' q trust property. The rules for determining

L ; Capital gains are also included in dis
uted, to a beneficiary during the year, or ~aPTd’ whether the spouse is entitled to all the in-

paid, permanently set aside, or to be usdfpbutable net income if the fiduciary, pur-

for a charitable purpose. The circumSua@nt to a discretionary power granted pome from either a life estate with a gen-

stances in which capital gains are considoc@l [aw or by the governing instrumenﬁ.raé [iowgr olf;);elp.p(tnlntmte:t trtust o atqfuazlr;
ered paid or credited to a beneficiary durif NOt inconsistent with local law), treats' 'e§28”2ng‘5% s |n5efresf :‘rjls Eret ste _Ic_)r

ing the year, and therefore included i capital gains as distributed to a benef? 329.2056(0) 5(1) oF 1he Estare Tex
distributable net income, are not entirelyfiary. provided the power is exercised in gegulations an ' (&)=1(0) of the

clear. In addition, the revisions to staté€asonable and consistent manner. Thi3ift Tax Regulations. These rules pro-
law definitions of income have precipi—If

a trustee exercises a discretionaryide that if an interest is transferred in
tated additional questions in this area?@Wer by consistently treating any distrib3fust. the spouse s entitied for e to all
The question arises, for example, whethétlion in excess of ordinary income adhe income from the entire interest or a
realized capital gair;s are included in th@8ing made from realized capital gainssPecific portion of the entire interest if the

: - - ny capital gain so distributed is include'fect of the trust is to give the spouse
unitrust amount distributed to the incomé’ Zistrﬁ)uta%e net income. substantially that degree of beneficial en-

beneficiary under local law, if the unitrust” , -
amount e);(ceeds the trust's ordinary in- 1N€ Provisions of sections 643(b) and‘oymen’t of the trust property during the
come. 643(a)(3) are further intertwined whersPOUSE's life which the principles of the

The proposed regulations will amendOnsideration is given to the new stat@W of trusts accord a person who is un-
§1.643(a)_3(a) to clarify the circum-Statutory provisions defining income. if,dualifiedly designated as the life benefi-

in whi : : : under the terms of the governing instru¢iary of a trust.
stances in which capital gains are includi* 9 ¢ The proposed regulations will provide

ble in distributable net income for theMent or applicable local law, realized cap- g e -
year. In general, capital gains are ini—tal gains are treated as income to the e;pat a spouse’s interest satisfies the income

cluded in distributable net income to thd€nt the unitrust amount or the equitapigtandard set forth in 8520.2056(b)-
extent they are, pursuant to the terms @djustment amount exceeds ordinary (7 and 25.2523(e)-A(7) f the spouse is en-
the governing instrument or local law, o€OMe. capital gains so treated are irfitled to income as defined under a state

o iatr ; statute that provides for a reasonable appor-
ursuant to a reasonable and consistefi!ded in distributable net income. A” : -
P similar result is achieved for capital gaindionment between the income and remain-

exercise of discretion by the fiduciary (in der beneficiaries of the total return of the
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trust and that meets the requirements aefint regulatory action as defined in Exegpassed. Copies of the agenda will be
81.643(b)-1(a). As the examples undartive Order 12866. Therefore, a regulaavailable free of charge at the hearing.
81.643(b)-1(a) make clear, reasonable afpry assessment is not required. It also . .

portionment can be accomplished throughlaas been determined that section 553(Brafting Information

unitrust definition of income or by giving of the Administrative Procedure Act (5 \/5rious personnel from offices of the
the trustee the power to make equitable atl.S.C. chapter 5) does not apply to thesgy,s 5nd the Treasury Department partici-
justments between income and principal. Iregulations, and, because these regu'ﬁéted in the development of these pro-

addition, a conforming amendment is madions do not impose a collection of 'nfor'posed regulations.

to §20.2056A-5(c)(2) providing rules re-mation on small entities, the Regulatory * x % % %
garding distributions of income from a quallexibility Act (5 U.S.C. chapter 6) does
ified domestic trust. not apply. Therefore, a Regulatory FlexiProposed Amendments to the

) ~ bility Analysis is not required. PursuantRegulations
Trusts Exempt From Generation-Skippingo section 7805(f) of the Code, this notice .
Transfer Tax of proposed rulemaking will be submitted Accordingly, 26 CFR parts 1, 20, 25,
to the Chief Counsel for Advocacy of theAd 26 are proposed to be amended as fol-

In general, under the effective date; 1 g isiness Administration for com-IOWS:
rules accompanying the generation-skip-

ping transfer (GST) tax statutory provi—mem on its impact on small business. PART 1—INCOME TAXES

sions, a trust that was irrevocable on Segomments and Public Hearing .
. ) Paragraph 1. The authority citation for
tember 25, 1985, is not subject to the GST art 1 continues to read in part as follows:

tax provisions, unless a GST transfer is Before these proposed regulations ard Lo . x

made out of corpus added to the trust aftadopted as final regulations, consideration é::hgnt?/r.‘ gf 5128 (.8;3882ragraph ©) is

that date. Section 1433(b)(2)(A) of thewill be given to any written comments mendea by adding a s7entence after the

Tax Reform Act of 1986 (TRA), Public (preferably a signed original and eight (8 irst sentence to read as follows:

Law 99-514 (100 Stat. 2085, 2731)¢opies) and comments sent via the Intern&t '

1986-3 (Vol. 1) C.B. 1, 634. The regulathat are submitted timely to the IRS. The&1.642(c)-2 Unlimited deduction for

tions provide guidance on when certaifiRS and Treasury request comments on thgnounts permanently set aside for a

changes made to the terms of an exemglarity of the proposed regulations and howharitable purpose.

trust will not be treated as causing théhey may be made easier to understand. All

trust to lose its exempt or grandfatheredomments will be available for public in-*****

status. One safe-harbor in §26.2601spection and copying. A public hearing has (€) * * * No amount of net long-term

1(b)(4)(i)(D) is for modifications that will been scheduled for June 8, 2001, in the IR®pital gain shall be considered perma-

not shift a beneficial interest in the trust tdAuditorium, Internal Revenue Servicenently set aside for charitable purposes if

a lower generation beneficiary or increas#111 Constitution Avenue, NW, Washing-it is possible, under the terms of the

the amount of a GST transfer. ton, DC. Owing to building security proce-fund’s governing instrument or applicable
Under the proposed regulations, the adlures, visitors must enter at thé"Street chal Ia\_/v, that the income peneficiarie;’

ministration of a pre-September 25, 1985:ntrance, located between Constitution arftght to income may, at any time, be satis-

trust in conformance with a state law thaPennsylvania Avenues, NW. Because dfed by the payment of either an amount

defines income as a unitrust amount, Giccess restrictions, visitors will not be adequal to a fixed percentage of the annual

permits equitable adjustments between iritted beyond the immediate entrance ardair market value of the trust property or

come and principal to ensure impartialitymore than 15 minutes before the hearingny .amoum based on unrealized apprecia-

and that meets the requirements oftarts. For information about having yoution in the value of the trust property. * *

§1.643(b)-1(a) will not be treated as #ame placed on the building access list to

modification that shifts a beneficial inter-attend the hearing, see the “FOR FUR-*"** _ o

est to a lower generation beneficiary, ofHER INFORMATION CONTACT" sec-  Par. 3. Section 1.643(a)-3 is revised to

increases the amount of a generatioriion of this preamble. read as follows:
skipping transfer. The rules of 26 CFR 601.601(a)(3)§1.643((,j1)_3 Capital gains and losses.
. apply to the hearing. Persons who wish to
Proposed Effective Date present oral comments at the hearing must(a) In general Except as provided in

. submit written or electronic commentsg1.643(a)-6 and in paragraph (b) of this
0 Irr&it;eggéagggeiriof;g)p(gzleed;gafspﬁ:gmd an outline Qf the topics to be dissection, gains from the sale or exchange
begin on or after the date that final regul cff‘ﬁs;ed and the time to be devoted to eaeh capital assets are ordinarily excluded
tions are published in theederal Regis- atC_)DIC (preferably a signed original androm distributable net income and are not
ter eight (8) copies) by May 18, 2001. A peordinarily considered as paid, credited, or
) riod of 10 minutes will be allotted to eachrequired to be distributed to any benefi-
person making comments. ciary.
An agenda showing the scheduling of (b) Capital gains included in distrib-
It has been determined that this noticthe speakers will be prepared after thetable net incomeGains from the sale or
of proposed rulemaking is not a signifi-deadline for receiving outlines hasexchange of capital assets are included in
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distributable net income to the extent theyractice of treating discretionary distributions aseneficiary’s right to income. State law provides
are, pursuant to the terms of the goVerrz_einTg patlitzj fir_st frtc|>’]m any neTt cafital ggl'ns realizt(;%hattfthis un(ijirust amount f:allfbe contsidheretdt paid
. . . rust durin e year. Trustee evidences thifirst from ordinary income, then from net short-term
ing instrument and applicable local law.” ng the y \ences thisrst rom ordinary ort=ter

. treatment by including the $10,000 capital gain ircapital gain, then from net long-term capital gain,
or pur_suant t(_) a re_asonable ai]d C_Ons's_tqmtributable net income on Trust's federal incomend finally from return of principal. Trust's govern-
exercise of discretion by the fiduciary (intax return so that it is taxed 0 This treatment of ing instrument provides thak is to receive each
accordance with a power granted to thie capital gains is a reasonable exercise of Trusteg'sar income as defined under State law. Trustee
fiduciary by local law or by the govemingdiscretion. In future years Trustee must treat all dighakes the unitrust election under State law. At the

. . . . . cretionary distributions as being made first from anypeginning of the taxable year, Trust assets are valued
instrument, if not inconsistent with local y 9 peg 9 Y

realized capital gains. at $500,000. During the year, Trust receives $5,000
law)— ) Example 3 The facts are the same a&xample of dividend income and realizes $80,000 of net long-
(1) Allocated to income; 1, except that pursuant to the terms of the governirigrm gain from the sale of capital assets. Trustee

(2) Allocated to corpus but treated bynstrument (in a provision not inconsistent with apdistributes toA $20,000 (4% of $500,000) in satis-
the fiduciary on the trust's books, reCordso'licable local Iavi/), capital gains realized by Trus_ifagtiqn of A’s right to income. l\iet long-term cfapital
gre allocated to income. Because the capital gaiggin in the amount of $15,000 is allocated to income
o ) are allocated to income pursuant to the terms of thmursuant to the State law ordering rule and is in-
a beneficiary; or N governing instrument, the $10,000 capital gain is ineluded in distributable net income for the taxable

(3) Allocated to corpus but utilized bycluded in Trust's distributable net income for theyear.
the fiduciary in determining the amountaxable year. Example 10 The facts are the same agixam-
which is distributed or required to be dis_l Examtplﬁ 4t $he Iactz ar‘edthetﬁatm(;aT asEb:iampIe d‘plela e‘xc?pt thatt r;]either St:;te _IaW n:)r ]:I'rutst:’s gt?v—
tributed to a beneficiary. , except that Trustee decides that discretionary distning instrument has an ordering rule for the char-

. ’ . . tributions will be made only to the extent Trust hascter of the unitrust amount, but leaves such a
_ (C) C_ha”table con'_[rlbutlons 'nClL_‘ded realized capital gains during the year and thus thgecision to the discretion of Trustee. Trustee intends
in distributable net income If capital discretionary distribution té is $10,000, rather to follow a regular practice of treating principal as
gains are paid, permanently set aside, ran $12,000. Because Trustee will consistently uséstributed to the beneficiary to the extent that the
to be used for the purposes specified ﬁEe amounttoffatrr]]y rsglize? capita:jg?inbt(:‘det?rr?ri]n$nitrtjst arrigunt extt:ﬁedts Trtust’stotr)dinarty‘inlco(;T_]e.
section 642(c), so that a charitable dedu 1e amount of the discretionary distribution to therustee evidences this treatment by not including
. . . . eneficiary, the $10,000 capital gain is included irany capital gains in distributable net income on
tion is allowed _Under that SeCt'On N T€rysts distributable net income for the taxable yearTrust's Federal income tax return so that the entire
spect of the gains, they must be included Example 5 Trust's assets consist of Blackacre$80,000 capital gain is taxed to Trust. This treat-
in the computation of distributable net in-and other property. Under the terms of Trust's gownent of the capital gains is a reasonable exercise of
come. erning instrument, Trustee is directed to hold BlackTrustee’s discretion. In future years Trustee must
(d) Capital losses Losses from the saledcre for ten years and then sell it and distribute aﬂon_sistently _follow_this treatment with respect to all
. . the sales proceeds fo Because Trustee uses therealized capital gains.
or exchange of capital asset_s shall first _boﬁnount of the sales proceeds that includes any real- Example 11. The facts are the same as in Exam-
netted at the trust level against any gainged capital gain to determine the amount required fole 9 except that neither State law nor Trust's gov-
from the sale or exchange of capital assets; distributed toA, any capital gain realized from erning instrument has an ordering rule for the char-
except for a capital gain that is utinzedr;ebslale ct)f Blackafcreﬂif itnclugled in Trust's distribzct(_er_ ofttht(-:1 ugitrustt_ am?#nt, tbut I?avies gutchda
under paragraph (b)(3) of this section in gditable net income for the taxa eyear.’ ~ decision to the discretion of Trustee. Trustee intends
o) . L Example 6 Under the terms of Trust’s governingto follow a regular practice of treating net capital
terml_nlng the amF)un_t that is d|5t”bUt_ed Ofhstrument, all income is to be paidAcduring the gains as distributed to the beneficiary to the extent
required to be distributed to a particularrust's term. Wher reaches 35, Trust is to termi- the unitrust amount exceeds Trust's ordinary in-
beneficiary. See §1_642(h)_1 with respeciate and all the principal is to be distributedAto come. Trustee evidences this treatment by including
to capital loss carryovers in the year of finaf!! cfapital gaing ree_llizgd in the year ‘of termination$15,000 of the capital gain in distributable net in_—
are included in distributable net income. Seeome on Trust's Federal income tax return. This
. 81.641(b)-3 for the determination of the year ofreatment of the capital gains is a reasonable exer-
(e) Examples The following examples fin,| termination and the taxability of capital gainscise of Trustee’s discretion. In future years Trustee

and tax returns as part of a distribution t

termination of an estate or trust.

illustrate the rules of this section: realized after the terminating event and before finahust consistently treat realized capital gain, if any,
Example 1 Under the terms of Trust's governingdistribution. as distributed to the beneficiary to the extent that the
instrument, all income is to be paid Aofor life. Example 7.The facts are the sameBsample 6  unitrust amount exceeds ordinary income.

Trustee is given discretionary powers to invade prinexcept Trustee is directed to distribute only one-half Par. 4. Section 1.643(b)-1 is revised to

cipal forA’'s benefit and to deem discretionary distri-of the principal toA whenA reaches 35. Trust assetsyagd as follows:

butions to be made from capital gains realized duonsist entirely of stock in corporation M. If Trustee

ing the year. During Trust's first taxable year, Trustells one-half of the stock and distributes the sale§].643(b)—1 Definition of income.

has $5,000 of dividend income and $10,000 of capproceeds t@, all the capital gain attributable to that

tal gain from the sale of securities. Pursuant to theale is included in distributable net income. If For purposes of subparts A through D,

terms of the governing instrument and applicabl&rustee sells all the stock and distributes one-half @art 1, subchapter J, chapter 1 of the Inter-

local law, Trustee allocates the $10,000 capital gaithe sales proceeds £ one-half of the capital gain nal Revenue Cod@come when not pre-

to principal. During the year, Trustee distributes tattributable to that sale is included in distributable " b

A $5,000, representing’s right to trust income. In net income. ceded by the word_s tf’ixable’ distrib-

addition, Trustee distributes #9$12,000, pursuant  Example 8 The facts are the sameample 6 Utable net,” “undistributed net,” or

to the discretionary power to distribute principal.except Trustee is directed to pBy$10,000 before “gross,” means the amount of income of

Trustee does not exercise the discretionary power tfistributing the remainder of Trust assetsAtoNo  gn estate or trust for the taxable year de-

deem the discretionary distributions of principal agortion of the capital gains is allocableBdecause termined under the terms of the governing

being paid from capital gains realized during thehe distribution toB is a gift of a specific sum of . .

year. Therefore, the capital gains realized during th@oney within the meaning of section 663(a)(1). mStrumen_t _and applicable local law.

year are not included in distributable net income and Example 9 State law provides that a trustee mayl TUSt provisions that depart fundamen-

the $10,000 of capital gain is taxed to the trust. ~ make an election to pay an income beneficiary atally from traditional principles of income
Example 2 The facts are the same askxample amount equal to four percent of the annual fair maind principal, that is, allocating ordinary

1, except that Trustee intends to follow a regulaket value of the trust assets in full satisfaction of tha}hcome to income and capital gains to
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principal, will generally not be recog-kind was distributed as part of a distribution Authority: 26 U.S.C. 7805 * * *

nized. However, amounts allocated besf all such income. Par. 9. Section 20.2056(b)-5 is
tween income and principal pursuant to Par. 6. In §1.661(a)-2, paragraph (f) iamended by adding a new sentence to the
applicable local law will be respected ifrevised to read as follows: end of paragraph (f)(1) to read as fol-
local law provides for a reasonable appor- lows:

tionment between the income and remairg1-661(a)—2 Deduction for distributions

der beneficiaries of the total return of thd0 beneficiaries. §20.2056(b)-5 Marital deduction; life

trust for the year, including ordinary in- , , , , estate with power of appointment in

come, capital gains, and appreciation. Surviving spouse.

For example, a state law that provides for (f) Gain or loss is realized py'th.e trust .
the income beneficiary to receive each' estate (or the other beneficiaries) by

year a unitrust amount of between 3% ang 259N of a d.istri.butlion of propgrty in . (.f) L * In addition, the sur-
5% of the annual fair market value of th |nq if the d|str_|but|on isin sa}tlsfactlon ofwvm_g' spouse’s |n.terest shall meet the
trust assets is a reasonable apportionmea}]#'ght to receive a dlstrlbut!qn of a speeqndltloq set' forth in para.graph. @)(1) pf
of the total return of the trust. Similarly, citic dollar amour_1t, pf specific prppertythls section, |f the spouse is entitled to in-
state law that permits the trustee to mak ther t.han that dlstrlbgted, or of incomeome as defined by a state stat_ute that
equitable adjustments between incomas dgflned under §ectlop §43(b) a_nd therovides for a reasonable app.ortlonment
and principal to fulfill the trustee’s duty Ofap_pllcable regulgtlons, if income is reb.e.twleen the income and remainder bene-
impartiality between the income and regyl_red to pe dlstrlbuteq curre.ntly. In adficiaries of the total return qf the trust and
mainder beneficiaries is generally a re dition, gain or loss is realized if thethat meets the requirements of

sonable apportionment of the total retumustee or exegutor rrakes thde electlotp f&fﬁ(b)_l of the this chapter.
of the trust. These adjustments are per(_ecognlze gain or 1oss under sectio ) )
43(e). Par. 10. Section 20.2056(b)-7 is

mitted when the trustee invests and man- P 7 1.664-3 i
ages the trust assets under the state’s prus 2" - N §1.664-3, paragraplamended by adding a new sentence to the

dent investor standard, the trust describ#g)(l)(i)(b)@) is revised to read as fol-end of paragraph (d)(1) to read as follows:
. Jows:
the amount that shall or must be distrib- §20.2056(b)~7 Election with respect to

uted to a beneficiary by referring to thegy gg4-3 Charitable remainder unitrust. life estate for surviving spouse.
trust’s income, and the trustee after apply-

ing the state statutory rules regarding allo- (a) * * * * ok ok ok

cation of income and principal is unable (1) *** (d)*** (1) ***Apower under applic-

to administer the trust impartially. In ad- (j) * * * able state law that permits the trustee to ad-
dition, an allocation of capital gains to in-  (p) * * just between income and principal to fulffill

come will be respected if the allocation is (3) For purposes of this paragraptihe trustee’s duty of impartiality between
made either pursuant to the terms of thg)(1)(i)(), trust income generally meanshe income and remainder beneficiaries that
governing instrument and local law, Ofncome as defined under section 643(yeets the requirements of §1.643(b)-1 of
pursuant to a reasonable and consistegfq the applicable regulations. Howevethis chapter will not be considered a power
exercise of a discretionary power grantegst income may not be determined byo appoint trust property to a person other
to the fiduciary by local law or by the reference to a fixed percentage of the aithan the surviving spouse.

governing instrument, if not inconsistentyya| fair market value of the trust prop* * * * *

with local law. erty. If applicable state law provides that Par. 11. Section 20.2056(b)-10 is
Par. 5. In 81.651(a)-2, paragraph (d) ijicome is a unitrust amount, the trust'smended by adding a new sentence at the
added to read as follows: governing instrument must contain iteend of the section to read as follows:
) own definition of trust income. In addi-
§1.651(a)-2 Income required to be tion, capital gain attributable to apprecia820-2056(b)-10 Effective dates.

distributed currently. tion in the value of a trust asset after the . . « |\ Jqdition. the rule in the last

ok ok ok ok date it was contributed to the trust or purz, .o §20.2056(b)—5(f)(1) and the
chased by the trust may be allocated to i%le in  the .Iast sentence of

(d) If a trust distributes property in kindCome ursuant to apolicable local law an
as part of its requirement to distribute cur: P PP 20.2056(b)-7(d)(1) regarding the
pouse’s right to income if the state

the terms of the governing instrument bu
tatute provides for the reasonable appor-

rently all the income as defined under sec- . .
not pursuant to a discretionary poweg
tionment between the income and remain-

tion 643(b) and the applicable regulations
the trust shall be treated as having sold t [anted the trustee.

property for its fair market value on the T der beneficiaries of the total return of the
date of distribution. If no amount in excespaRT 20— ESTATE TAX: ESTATES OF trust are applicable with respect to trusts
of the amount of income as defined undghECEDENTS DYING AFTER for taxable years that begin on or after the
section 643(b) and the applicable regulaaycusT 16, 1954 date that final regulations are published in
tions is distributed by the trust during the the Federal Register

year, the trust will qualify for treatment Par. 8. The authority citation for part Par. 12. Section 20.2056A-5 is
under section 651 even though property iB0 continues to read in part as follows: amended by adding a new sentence in
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paragraph (c)(2) after the third sentence (f) * * * (1) * * * In addition, the adjust between principal and income to
to read as follows: spouse’s interest shall meet the conditiofulfill the trustee’s duty of impartiality be-

. ) set forth in paragraph (a)(1) of this sectween income and principal beneficiaries,

§20.2056A~5 Imposition of section tion, if the spouse is entitled to income awill not be considered to shift a beneficial
2056A estate tax. defined by a state statute that provides fanterest in the trust, if the state statute pro-
Kok ok ok % a reasonable apportionment between thedes for a reasonable apportionment be-
() *** income and remainder beneficiaries of thewveen the income and remainder benefi-

. % * L total return of the trust and that meets theiaries of the total return of the trust and
2) However, distributions made requirements of 81.643(b)-1(a) of thigneets the requirements of 8§1.643(b)-1 of

to the surviving spouse as the income

beneficiary in conformance with applica—fgip:ir‘ th'?E(;thtfr'

ble state law that defines the term income _ _ . . .
Par. 16. Section 25.2523(h)-2 is Example 11. Conversion of income interest to

as a Unltrust amount, or.pe-rmlts themended by adding a new sentence to tggitrust interest under state statutdn 1980,
trustee to adjust between principal and ir? rantor, a resident of State X, established an irrevo-

come to fulfill the trustee’s duty of impar-end of the section to read as follows: cable trust for the benefit of Grantor’s chill, and
tiality between income and principal ben§25_2523(h)_2 Effective dates. A’s issue. The trust provides that trust income is

eficiaries, will be considered distributions payable toA for life and uponA's death the remain-
der is to pass t&’s issue, per stirpes. In 2002, State

of trust income, if the state statute pro- * * * In addition, the rule in the fourth y amends its income and principal statute to define
vides for a reasonable apportionment b&entence of §25.2523(e)—-1(f)(1) regardincome” as a unitrust amount of 4% of the fair mar-
tween the income and remainder benefing the spouse’s right to income if theket value of the trust assets valued annually. For a
ciaries of the total return of the trust andtate statute provides for reasonable ap‘ﬁt established prior to 2002, the statute provides
meets the requirements of §1.643(b)-1 gfortionment between the income and ret:ftththe new definition of income will apply only if

. . . e beneficiaries who have an interest in the trust
this chapter* * * mainder beneficiaries of the total return ofnsent to the change within two years after the ef-
*ok kK ok the trust is applicable with respect tGective date of the statute. The statute provides spe-

Par. 13. Section 20.2056A—-13 is retrusts and estates for taxable years theific procedures to establish the consent of the bene-
vised to read as follows: begin on or after the date the final reguldiciaries. A andAs issue consent to the change in

oMt e lehot 1 haarl R oS3 e 0 e s
: : ter. state statute. The administration of the trust, in ac-

cordance with the state statute defining income to be
a 4% unitrust amount, will not be considered to shift

Except as provided in this section, the;pART 26_GENERATION-SKIPPING

provisions of §8§20.2056A~1 throughTRANSFER TAX REGULATIONS any beneficial interest in the trust. Therefore, the
20.2056A-12 are applicable with respeqyNDER THE TAX REFORM ACT OF  trust will not be subject to the provisions of chapter
to estates of decedents dying after Augugiygg 13 of the Internal Revenue Code.

22, 1995. The rule in the fourth sentence Example 12. Equitable adjustments under state

of §20.2056A-5(c) regarding unitrusts Par. 17. The authority citation for parfitatute The facts are the same a&kample 1lex-

nd distributions of income to the surviv-26 continues to read in part as follows:  Core ' 11 2002, State  amends 118 income and
a stributions of income 1o the su co ues to rea part as follows. principal statute to permit the trustee to make equi-

ing spouse in conformance with applica- Authority: 26 U.S.C. 7805 * * * table adjustments between income and principal
ble state law that provides for the reason- Par. 18. Section 26.2601-1 is amendethen the trustee invests and manages the trust assets
able apportionment between the incomas follows: under the state’s prudent investor standard, the trust

and remainder beneficiaries of the total 1. Paragraph (b)(4)(|)(D20 is describes the amount that shall or must be distrib-

. . . . uted to a beneficiary by referring to the trust's in-
return of the trust is applicable with re-amended by adding a new sentence to th6e, and the trustee after applying the state statu-

spect to trusts for taxable years that begignd of the paragraph. tory rules regarding allocation of income and
on or after the date that final regulations 2. Paragraph (b)(4)(i)(E) is amendedrincipal is unable to administer the trust impar-
are pub“shed in theederal Register_ by addingExampIeS 1hnd12. tially. The provision permitting the trustees to make

these equitable adjustments is effective in 2002 for
Otrusts created at any time. The trustee invests and

3. Paragraph (b)(4)(ii) is revised t

PART 25—GIFT TAX; GIFTS MADE
read as follows.

manages the trust assets under the state’s prudent in-
AFTER DECEMBER 31, 1954 The additions and revisions read as fokcestorgstandard, and pursuant to authorizat?on in the
Par. 14. The authority citation for part|0WSi stat_e statute, the _tru_stee aIIocates_ receipts between
25 continies to read n part a follows: . e e e bieeaion o e e, T
Authority: 26 U.S.C. 7805 * * * §26.2601-1 Effective dates. administratign of the trust in accordance with the
Par. 15. Section 25,2523(9)_1 19 * % * % state statute will not be considered to shift any bene-
amended by adding a new sentence 1o () «» + ot be subject 0 the provisions of chapter 13 of the
the end of paragraph (f)(1) to read as (4) e R e P
follows: (i) *** (i) Effective dates The rules in this
§25.2523(e)-1 Marital deduction; life (D) *** N o paragraph (b)(4) are applicable on and
estate with power of appointment in 2) * * * |In addition, adm!nlstrathn of after _December 20, 2000. However, the
donee spouse. a trust in conformance with applicablerule in the last sentence of paragraph
state law that defines the term income as(&)(4)(i)(D)(2) of this section regarding
*okok ok x unitrust amount, or permits the trustee tthe administration of a trust in confor-
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mance with applicable state law providinds226, Internal Revenue Service, POHxplanation of Provisions
for a reasonable apportionment betweer604, Ben Franklin Station, Washington, . .
the income and remainder beneficiaries dC 20044. Submissions may be hand de- 1 "€S€ proposed regulations provide
the total return of the trust is applicabldivered between the hours of 8 a.m. and guidance with respect to the previously
with respect to trusts for taxable years thatm. to: CC:M&SP:RU (REG-107101-"€served paragraph. They provide rules
begin on or after the date that final regula@0), Courier’s Desk, Internal Revenud®" the character of such payments for
tions are published in tHeederal Regis- Service, 1111 Constitution Avenue, Nw{réaty purposes and the extent to which
ter. Washington, DC. Alternatively, taxpayers>Uch payments are eligible for a reduced
p—_— may submit comments electronically vigate of U.S. tax under a US income tax
the Internet by selecting the “Tax Regsireaty. The use of domestic reverse hy-

Robert E. Wepzel, option on the IRS Home Page, or by syprid entitieg may give rise to inappropri-
Deputy Commissioner mitting comments directly to the IRS In-ate and unintended results under income

of Internal Revenue ternet site ahttp://www.irs.gov/tax_regs tax treaties, such as double non-taxation

; ; ; ; or double taxation, unless the income tax
(Filed by the Office of the Federal Register on Feb/-regSI_ISt'html' The PUb“C hearing will be éreaties are interpreted to resolve the con-
ruary 14, 2001, 8:45 a.m., and published in the isst@eld in the auditorium, Internal Revenu

of the Federal Register for February 15, 2001, 6Building, 1111Constitution Avenue, NW, fliC.’[ of laws. These regulations PVOViqe
F.R. 10396) Washington, DC. guidance regarding how to apply U.S. in-

come tax treaties under these circum-
FOR FURTHER INFORMATION stances.

Notice of Proposed Rulemaking ~CONTACT: Concerning the regula- - section 1.894-1T(d)(3) provided guid-

and Notice of Public Hearing tions, Elizabeth U. Karzon or Karenance on the appropriate treatment of items
Rennie-Quarrie at (202) 622-3880; congf income paid to a domestic reverse hy-

Treaty Guidance Regarding cerning submissions and the hearingrid entity. That section provided that
Payments With Respect to Guy R. Traynor at (202) 622-7180 (nof§1.894-1T(d)(1) may not be applied to
Domestic Reverse Hybrid toll-free numbers). reduce the amount of Federal income tax
Entities SUPPLEMENTARY INFORMATION: ~ 0N U.S. source income received by a do-
mestic reverse hybrid entity through ap-

REG-107101-00 Background plication of an income tax treaty. Thus,

) neither the domestic reverse hybrid entity
AGENCY: Internal Revenue Service OnJune 30, 1997, the IRS and Treasuy, jts interest holders could claim a re-

(IRS), Treasury. issued temporary regulations (T.D. 8722

1997-2 C.B. 81) in theederal Register ogpact to a payment to a domestic reverse
(62 FR 35673, as corrected at 62 FRypyig entity, notwithstanding that the in-

_ 46876, 46877) under section 894 of the Iy et holder might otherwise derive the
SUMMARY: This document contains ternal Revenue Code relating to eligibility;,.ome as a resident of a treaty jurisdic-

proposed regulations under section 894 &r benefits under income tax treaties fofjn, under §1.894-1T(d)(1). The ratio-
the Internal Revenue Code relating to thpayments to certain entities. These regie for the rule was the U.S. tax treaty
eligibility for treaty benefits of items of lations addressed, among other mattersyincinle that the United States retains
income paid by domestic entities that arthe eligibility for treaty benefits of U.S. taxing jurisdiction over items of U.S.
not fiscally transparent under U.S. law busource payments made to domestic ey rce income paid to its residents. The
are fiscally transparent under the laws oferse hybrid entities, concluding thag;, 5| regulations published in ttederal
the jurisdiction of the person claimingtreaty benefits were not available for S“C?eegisteron July 3, 2000, retain the rule
treaty benefits (a domestic reverse hybrigayments. A notice of proposed rulemakg, o+ o domestic reverse hybrid entity re-
entity).  The proposed regulations affedng (REG-104893-97, 1997-2 C.B. 646),ins subject to the taxing jurisdiction of
the determination of tax treaty benefitsross-referencing the temporary regulagne United States on U.S. source pay-
with respect to U.S. source income of fortions was also published in the same issYgents but reserve with respect to the
eign persons. This document also prodf the Federal Register(62 FR 35755). (reatment of payments made by domestic
vides notice of a public hearing on thes®n July 3, 2000, the IRS and Treasury iszyerse hybrid entities.

proposed regulations. sued final regulations (T.D. 8889, commentators on the previously issued

DATES: Written or electronic com. 200030 I-R-B. 124), reaffirming the positemporary and proposed regulations noted

ments must be received by Ma ogtion taken in the temporary regulationgpar it was unclear how items of income

2001. Requests to speak (with outline\l’éfvIth respect to payments made to domegiq by a domestic reverse hybrid entity

. ¢ reverse hybrid entities. The final reguz, i:c i
of or_al comr_nents to be discussed) at tr\‘:31tions, however, did not address the que;sg |tzrlir1(;[3|;erst Phoelde;esrr;:)l:lljcliebceo;[]r;?rt]ig.
public hearing scheduled for June 26y " &\ 0o o payments made by gl 894—17T(d)(1)g etired the ftem of
2001, at 10 a.m., must be submitted bMomestic reverse hybrid entities to theirncorﬁe to be “receivegb " a person resi-
June 5, 2001. interest holders are eligible for treaty bengeant in a treaty jurisdicti)c/)n a%d for that
ADDRESSES: Send submissions toefits. Section 1.894-1(d)(2)(ii) was rejtem of income to be “subject to tax” in

CC:M&SP:RU (REG-107101-00), roomserved for further guidance on that issue.iha hands of the person deriving the item

uction under an income tax treaty with

ACTION: Notice of proposed rulemak-
ing and notice of public hearing.
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of income. Commentators expressed cowonsidered to have derived the item of inactions, not to reward the manipulation of
cern that an item of income paid by a docome, even if, for example, the item of ininconsistencies in the laws of the treaty
mestic reverse hybrid entity could become were characterized differently opartners. The legislative history of sec-
viewed as neither “received by” the intertreated as received at an earlier date und@n 894(c) supports this analysis. Con-
est holder nor “subject to tax” because ththe laws of the interest holder’s jurisdic-gress specifically expressed its concern
interest holder’s jurisdiction treats the dotion than the item of income paid by theabout the potential tax avoidance opportu-
mestic reverse hybrid entity as fiscallyjdomestic reverse hybrid entity. nities available for foreign persons that
transparent. The interest holder’s juris- The IRS and Treasury have learnednvest in the United States through hybrid
diction views the interest holder as “rehowever, that domestic reverse hybrid erentities that are designed to avoid both
ceiving” the items of income paid to thetities are being established by related patd.S. and foreign income taxes. See H.R.
domestic reverse hybrid entity and afies to manipulate differences in U.S. an€onf. Rep. No 220, 105th Cong, 1st Sess.
being “subject to tax” on those items oforeign entity classification rules to re-573 (1997); Joint Committee on Taxation,
income on an immediate basis. The inteduce inappropriately the amount of tax05th Cong., 1st Sess., General Explana-
est holder’s jurisdiction does not recogimposed on items of income paid from théion of Tax Legislation Enacted in 1997
nize the items of income paid by the doUnited States to related foreign interegfJCS—23-97), at 249 (December 17,
mestic reverse hybrid entity to the interedtolders. In a typical scenario, a foreigri997). The approach contained in
holder. Based on this analysis, commennvestor, resident in a treaty jurisdiction81.894-1(d)(2), as revised, is also consis-
tators questioned whether the items of irestablishes a domestic reverse hybrignt with the general tax treaty principle
come paid by the domestic reverse hybridolding company with a combination ofthat contracting states may adopt provi-
entity to an interest holder in that entitydebt and equity contributions. The dosions in their domestic laws to counter
would be subject to a 30-percent taxnestic reverse hybrid entity holds thestructures and transactions intended to
under the Code. The IRS and Treasurstock of a wholly-owned U.S. operatingtake advantage of the differences in the
believe similar questions may also ariseompany. The operating company paystax laws of the contracting states. See
under the recently issued final reguladividend to the domestic reverse hybriCommentaries to Article 1 of The 1998
tions. entity, but the domestic reverse hybrid el ©ECD Model Tax Convention on Income
Accordingly, these proposed regulatity primarily pays interest to its foreignand Capital; S. Rep. No. 445, 100th Cong.
tions provide rules on the treatment obwner within the earning stripping limits2d Sess. 322-23 (1988)
payments made by domestic reverse hyf section 163(j). The foreign jurisdiction The IRS and Treasury are further con-
brid entities. Paragraph (d)(2)(ii) of thisviews the foreign owner as receiving divi-cerned by the ability of foreign acquiring
section provides a general rule that adends, but the United States views the dentities to obtain tax advantaged financ-
item of income paid by a domestic reversmestic reverse hybrid entity as receivingng through domestic reverse hybrid enti-
hybrid entity to an interest holder shall beéhe dividends and making deductible inties by exploiting differences between
characterized under U.S. tax law. Thiserest payments. In circumstances whead.S. and foreign law. Such financing un-
means that U.S. tax principles are first aghe income tax treaty between the Unitethirly disadvantages similarly situated
plied to characterize the item of incomestates and the applicable foreign jurisdick).S. domestic acquiring entities. Con-
paid by the domestic reverse hybrid entityion applies a zero withholding rate on ingress has expressed concern about the use
to the interest holder for purposes of aperest and a 5-percent rate on related parmy analogous hybridized structures that
plying an applicable income tax treatydividends, the domestic reverse hybridvere effected to provide foreign acquiring
provision. Once the item of income is s@ntity treats its payment to the foreigrentities with tax advantaged acquisition
characterized, it is necessary to determir@vner as an interest payment and the fofinancing not available to similarly situ-
if the interest holder derives the item okign owner avoids the withholding tax orated domestic companies. See Joint
income. In determining whether the inthe dividends that its jurisdiction treats itCommittee on Taxation, 100th Congress,
terest holder derives the item of incomeas receiving. In addition, the domestic reist Sess., General Explanation of the Tax
paragraph (d)(2)(ii)(A) of this sectionverse hybrid entity receives the benefit oReform Act of 1986 (JCS-10-87), at
provides a special rule for determiningan interest deduction in the United State5064, 1065 (May 4, 1987).
whether the interest holder is fiscallywhile the foreign interest holder receives For these reasons, the proposed regula-
transparent with respect to the item of ineither a tax credit or exclusion on the divtions provide a special rule in paragraph
come. Under that rule, whether the interidend amount in its jurisdiction. (d)(2)(ii)(B) of the regulations, such that
est holder is fiscally transparent with re- The IRS and Treasury believe that it isf: (1) a domestic entity makes a payment
spect to the item of income for purposemappropriate for related parties to use dde a related domestic reverse hybrid en-
of §1.894-1(d)(3)(ii) is made based ommestic reverse hybrid entities for the purtity that is considered to be a dividend ei-
the treatment that would have resultedose of converting higher taxed U.Sther under the laws of the United States
had the item of income been paid by arource items of income to lower taxed, oor under the laws of the jurisdiction of a
entity that was not fiscally transparentintaxed, U.S. source items of income. Teelated foreign interest holder in the do-
under the laws of the interest holder’s judo so defeats the expectation of thenestic reverse hybrid entity, and the re-
risdiction with respect to any item of in-United States and its treaty partners théated foreign interest holder is treated as
come. Accordingly, if the interest holdertreaties should be used to reduce or elimileriving its proportionate share of the
is not fiscally transparent, then it will benate double taxation for legitimate transpayment to the domestic reverse hybrid
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entity under the laws of the related forthat treats accommodation parties as reollection of information requirement,
eign interest holder’s jurisdiction; and (2)lated foreign interest holders. The forethe Regulatory Flexibility Act (5 U.S.C.
the domestic reverse hybrid entity makegoing rules also apply to recharacterizehapter 6) does not apply. Therefore, a
a payment to the related foreign interegtayments when more than one domestRegulatory Flexibility Analysis is not re-
holder of a type that is deductible foreverse hybrid entity or other fiscallyquired. Pursuant to section 7805(f) of the
U.S. tax purposes and for which a redudransparent entity is involved. Code, this notice of proposed rulemaking
tion in the U.S. withholding tax rate The proposed regulations further prowill be submitted to the Chief Counsel
would be allowed under the general rulevide that a taxpayer may not affirma<for Advocacy of the Small Business Ad-
but for this exception, then to the extentively use the rules of paragraph (d)(2) ofministration for comment on its impact
the amount of the payment by the domeshis section if a principal purpose foron small business.

tic reverse hybrid entity to the related forusing such rules is the avoidance of ané
eign interest holder does not exceed thex imposed by the Code. Thus, with re*
total amount of the interest holder’s prospect to such a taxpayer, the Commis- gatore these proposed regulations are
portionate share of any payments by theioner may depart from the rules of thi%dopted as final regulations, considera-
domestic entity to the domestic reverssection and recharacterize (for all pursiqn will be given to any written com-
hybrid entity treated as dividends undeposes of the Code) the arrangement in agjants (preferably a signed original and
either jurisdiction’s laws, the payment bycordance with its form or its economiceight (8) copies) that are submitted
the domestic reverse hybrid entity shalkubstance. The regulations further P'%mely to the IRS. The IRS and Treasury
be treated as a dividend for all purposesde that, if a taxpayer enters into alhepartment specifically request com-

of the Code and the applicable incomarrangement the effect of which is to Cir,ants on the clarity of the proposed regu-

tax treaty. cumvent the principles of this paragrapiytions and how they can be made easier
For purposes of determining thed)(2), the Commissioner may recharact-0 understand. All comments will be

amount of the payment from the domesterize (for all purposes of the Code) the,iiable for public inspection and copy-
tic reverse hybrid entity to the related forarrangement in accordance with the priqhg_
eign interest holder to be recharacterizeciples of this paragraph (d)(2). A public hearing has been scheduled
as a dividend, the portion of the pay- Comments are requested on potentigl, j,ne 26, 2001, at 10 a.m. in the audi-
ments treated as derived by the relatedles with respect to transaction when th?orium, Internal Revenue Building, 1111

foreign interest holder shall be reducedomestic reverse hybrid entity is sold tqqnstitution Avenue, NW, Washington,

by the amount of any prior actual divi-unrelated parties who later receive distrin:e  Because of access restriction, visi-
dend payments, under U.S. law, made Ryutions.

the domestic reverse hybrid entity to the t | ilding lobb h
o roposed Effective Dates ernal Revenue Building lobby more than
related foreign interest holder and by thETOP 15 minutes before the hearing starts.

amount of any payments from the domes- 156 proposed regulations apply to The rules of 26 CFR 601.601(a)(3)
tic reverse hybrid entity to the related fore s of income paid by a domestic reapply to the hearing.

eign interest holder previously recharaCyerse hybrid entity on or after the date Persons that wish to present oral com-
terized under this special rule. The tay,ese regulations are published as finahents at the hearing must submit written
withheld from the payment from the doeqyjations in théederal Registerwith comments by May 28, 2001, and submit
mestic reverse hybrid entity to the relatefygpact 10 amounts received by the dan outline of the topics to be discussed
foreign interest holder shall be deteryeqgtic reverse hybrid entity on or afteand the time to be devoted to each topic
mined based on the appropriate rate ¢fie gate these regulations are publishégreferably a signed original and eight (8)
withholding that would be applicable 104 fina) regulations in theederal Regis- copies) by June 5, 2001.

dividends paid by the domestic reversg,. - Ng inference is intended as to the A period of 10 minutes will be allotted
hybrid entity to the related foreign inter~eatment of transactions entered intto each person for making comments.

est holder under the U.S. treaty with thejor o the date of applicability of the An agenda showing the scheduling of

related foreign interest holder’s jurisdicn ) regulations. the speakers will be prepared after the
tion had that jurisdiction viewed the do- deadline for receiving outlines has

mestic reverse hybrid entity as not fisSpecial Analysis passed. Copies of the agenda will be
cally transparent. Because any payment : ;
Y P y pay It has been determined that this notic@Vailable free of charge at the hearing.

subject to the provisions of this special

rule is treated as a dividend for all pur®f Proposed rulemaking is not a signifi-pratting Information

poses of the Code and the applicabl%am regulatory action as defined in Exec-
treaty, the domestic reverse hybrid enti:i/tive Order 12866. Therefore, a regula- The principal author of these regula-

will not be able to claim a deduction o€y assessment is not required. It hagons is Shawn R. Pringle of the Office of
the payment to the related foreign intered!so been determined that section 553(he Associate Chief Counsel (Interna-
holder. of the Administrative Procedure Act (5tional). However, other personnel from

The regulations provide an 80% ownY-S.C. phapter 5) does not apply to thegbe IRS and. Treasury Department partici-
ership test to determine if the parties arEgegulatlons and, because these regulpated in their development.

related to one another and a special rufiPns do not impose on small entities a remrT

omments and Public Hearing

tors will not be admitted beyond the In-
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Proposed Amendments to the of the payment under the principles otally transparent entities involved.
Regulations paragraph (d)(1) of this section; and (3) Definition of related Related shall
. ) (i) The domestic reverse hybrid entitymean any entity satisfying the ownership
Accordingly, 26 CFR part 1 is pro-makes a payment of a type that is deequirements of section 267(b) or
posed to be amended as follows: ductible for U.S. tax purposes to the re707(b)(1), except that 80 percent shall be
PART 1—INCOME TAXES lated fore_ign_interest holder and fo_r Whichsubstitute_d _for 50 percent. For purposes
a reduction in the U.S. withholding taxof determining whether a person is related
Paragraph 1. The authority for part Yate would be allowed under paragraplto another person, the constructive owner-
continues to read in part as follows: (d)(2)(ii)(A) of this section but for this ship rules of section 318 shall apply, and
Authority: 26 U.S.C. 7805 * * * paragraph (d)(2)(ii)(B), then the attribution rules of section 267(c) also
Section 1.894-1(d)(2) also issued (iii) To the extent the amount of theshall apply to the extent they attribute
under 26 U.S.C. 894 and 7701(l).*** payment described in paragraplownership to persons to whom section
Par. 2. In 81.894-1, paragrapHhd)(2)(ii)(B)(1)(ii) of this section does not318 does not attribute ownership. If a
(d)(2)(ii) is revised and paragraphsxceed the sum of the portion of the payperson enters into a transaction (or series
(d)(2)(iii) and (d)(2)(iv) are added to readnent described in  paragraphof transactions) with the domestic reverse

as follows: (d)(2)(ii)(B)(2)(i) of this section treated ashybrid entity, its related interest holders,
derived by the related foreign interesor its related entities, and the effect of the
81.894-1 Income affected by treaty. g ider and the portion of any other priotransaction (or series of transaction) is to
I ——— payments described in paragraph (d)(Zvoid the principles of this paragraph
(d) *** (i)(B)(1)(i) of this section treated as de{d)(2)(ii)(B), then that person shall be
(2) ** * rived by the related foreign interestreated as related to the domestic reverse

(i) Payments by domestic reverse m}jolder, the amount of the payment dehybrid entity for purposes of this section.
brid entities—(A) General rule Except scribed in (d)(2)(ii)(B)1)(ii) of this sec- (C) Commissioner’s discretion The
as otherwise provided in paragrapﬁion will be treated for all purposes o_f theCommi_ssioner may, as th_e Commissioner
(d)(2)(ii)(B) of this section, an item of in- _Internal Revenue Code ar_1d_ the appllcab_tdaetermlnes to be appropriate, recharacter-
come paid by a domestic reverse hybrilfficome tax treaty as a dividend, and thize for all purposes of the Internal Rev-
entity to an interest holder in such entit);ax to be withheld from the payment deenue Code all or part of any transaction

shall have the character of such item ofcribed in paragraph (d)(2)(ii)(B)(ii) of ~(or series of transactions) between related
income under U.S. law and shall be corthis section shall be determined based quarties if the effect of the transaction (or

sidered to be derived by the interesine appropriate rate of withholding thaseries of transactions) is to avoid the prin-

holder, provided the interest holder is no\fvould be applicable to dividends paicciples of this paragraph (d)(2).

fiscally transparent in its jurisdiction asirom the domestic reverse hybrid entity to (iii) Examples The rules of this para-

defined in paragraph (d)(3)(iii) of this the related foreign interest holder undegraph (d)(2) are illustrated by the follow-

section, with respect to the item of inihe U.S. treaty with the related foreign ining examples:

come. In determining whether the interterest holder’s jurisdiction had that juris- Example 1. Treatment of payment by unrelated

TS . diction viewed the domestic reverse h entity to domestic reverse hybrid entityi) Facts
est holder is fiscally transparent with re- )&Entity Ais a domestic reverse hybrid entity, as de-
i

spect to the item of income under thi?ric_I entity as not fiscally transpa_re_nt; ANGined in paragraph (d)(2)(i) of this section, with re-
paragraph (d)(2)(ii)(A), the determination (iv) For purposes of determining thespect to the U.S. source dividends it receives from
under paragraph (d)(3)(ii) of this sectiorgmount to be recharacterized under para; a domestic corporation to which Ais not related,

shall be made based on the treatment thi@Ph (d)(2)(i)(B)Q)(iii) of this section, Wwithin the meaning of paragraph (d)(2)(ii)(B) (of

X . the portion of the pavments described s section. As 85-percent shareholder FC is a cor-
would have resulted had the item of in"€ P pay poration organized under the laws of Country X,

come been paid by an entity that is not figraragraph (d)(2)(ii)(BJ(i) of this sec- iy hag an income tax treaty in effect with the

cally transparent under the laws of the intion treated as derived by the related fOfgnited States. Under Country X law, FC is not fis-

terest holder’s jurisdiction with respect toeign interest holder shall be reduced byally transparent with respect to the dividend, as de-
any item of income. the amount of any prior actual dividendined in paragraph (d)(3)(ii) of this section. In year
. ayments made by the domestic reverde A receives a $100 of c_hwdend income f_rom B.

(B) Payment made to related foreigrP@Y" . S nder Country X law, FC is treated as deriving $85
interest holder—(1) General rule If— hybrid entity to the related foreign mterestlf the $100 dividend payment received by A. The
(i) A domestic entity makes a paymenp()'der and by the amount of any PaYapplicable rate of tax on dividends under the U.S.-
to a related domestic reverse hybrid entitQ‘emS from the domestic reverse hybridountry X income tax treaty is 5 percent with re-

that is treated as a dividend under eith&ntity to the related foreign interest holdespect to a 10-percent or more corporate shareholder.

- reviously rechacterized under paragraph (i) Analysis Under paragraph (d)(2)(i) of this
the laws of the United States or the law8 y parag psection, the U.S.-Country X income tax treaty does

of the jurisdiction of a related foreign in-((31)(2)(“)_(8)(1)(iii ) (_)f this SeCti_on'_ not apply to the dividend income received by A be-
terest holder in the domestic reverse hy- (2) Tiered entities The principles of cause the income is paid by B, a domestic corpora-

brid entity, and under the laws of the ju_this paragraph (d)(2)(ii)(B) shall alsotion, to A, another domestic corporation. A remains

risdiction of the related foreign intereslapply to payments referred to in this pardl.l"y taxable under the U.S. tax laws as a domestic

- A - raph (d)(2)(ii)(B) made amon re|ated:orporation with regard to that item of income. Fur-
holder in the domestic reverse hybrid erd"@P (@))(i(B) 9 ther, pursuant to paragraph (d)(2)(i) of this section,

tity, the related foreign interest holder isentm_es when there IS more than one _d(?fotwithstanding the fact that under the laws of Coun-
treated as deriving its proportionate shar@estic reverse hybrid entity or other fisty x Ais treated as fiscally transparent with respect
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to the dividend income, FC may not claim a reduced Robert E. Wenzel, ignations in the Cumulative List of Orga-
:jatedo_f taxation on 'tz ih?ie of the U.S. source divi- Deputy Commissioner of nizations (Publication 78), or on the pre-

e'éxrrﬁgfgzreiz‘;fmem of payment by domestic re- Internal Revenue. sumption arising from the filing of notices
verse hybrid entity to related foreign interest hoIderF.I d by the Off f the Eederal Redi F b‘?”qer SeCtlon_5Q8(b) of the Code. .ThIS
involving unrelated party () Facts The facts are (File 26y tZSO? ;SC'ZSO the ederabl. ehglztt?r tc;]n ““Mlisting doesnotindicate that the organiza-
the same as iixample 1 Both the United States [0 2 =25 50 80 810 PUOISTEC 1 0 ee'gsFﬁons have lost their status as organiza-
and Country X characterize the payment by B in yedf, g Y20 255 55 Mions described in section 501(c)(3), eligi-
1 as a dividend. In addition, in year 2, A makes a ble to receive deductible contributions.

payment of $25 to FC that is characterized under . .. .
U.S. tax laws as an interest payment to FC on a loan Former Public CharitiesThe followmg

from FC to A. Under the U.S.-Country X income ta{{J,§,— Korean Agreement organ!zatipns (which have be_en treated as
treaty, the rate of tax on interest is zero. Under organizations that are not private founda-
Country X laws, had the interest been paid by an elA\nnouncement 2001-34 tions described in section 509(a) of the
tity that is not fiscally transparent under Country X’s Code) are now classified as private foun-

laws with respect to any item of income, FC would Op June 23. 1999. the Internal Revenugations:

not be fiscally transparent as defined in paragrapéervice and the Korean Ministry of Fi-

d)(2)(ii) of this section with respect to the interest. . icati
( )((ii))(A)naIysis The analysis is ?he same agiam- Nance and Economy entered into a mutuécceptance Communications Network,

ple 1with respect to the $100 payment from B to Adgreement pursuant to Article 27 of the Edgewood, NM .
With respect to the $25 payment from A to FC, parat).S. — Republic of Korea Income TaxAdams-Johnson Community Outreach,
graph (d)(2)(ii)(B) of this section will not apply be- Convention regarding gains from the dis- InC., FayetteVIlle, NC
cause, although FC is related to A, Ais not related tposition of shares of certain Korean red‘l\dOPt A Horse Program, Inc.,
e

the payor of the dividend income it received. Und . Palermo. ME
paragraph (d)(2)(ii)(A) of this section, the $25 interesPTOPEIY corporations by U.S. persons. Aftersehool Publishing C |
income paid from Ato FC in year 2 will be character- Under the Individual Income Tax Act erschool Fublishing Lompany, Inc.,

ized under U.S. law as interest . Accordingly, in yeaBnd Corporate Income Tax Act of Korea, Detroit, Ml o o
2, FC may obtain the reduced rate of withholding afthe income from the disposition of share4\gape Youth Homeless Ministry Circuit,
plicable to interest under the U.S.-Country X incomgys 4 corporation are treated as derived Decatur, GA

tax treaty, assuming all other requirements for clai - lleahany Foundation. Covinagton. VA
ing treaty benefits are met, "from the transfer of real property if threeAlleghany . gton,

Example 3. Treatment of payment by domestic r@—onditions are met. The three conditionllman, Inc., Fresno, CA
verse hybrid entity to related foreign interest holderthat must exist are: (1) that the value oflmobarak Cultural Center,
(i) Facts The facts are the same a€iample 2ex-  the real property held by the corporation Hot Springs, AR
gept the ’$100 dividend incom(_e received by Ainyear fh the country equals or exceeds 50 peAmerican Elite Runners, Inc.,
e s O O the vl f allthe property held Alamogordo, NM
ample 1with respect to the $100 dividend paymentby the corporation; (2) that the shareAmerican FI‘IGI’]QS_Of the Institute of
from S to A. However, the $25 interest payment if1older (and related parties) hold at least Advocacy Training, Inc.,
year 2 by Ato FC will be treated as a dividend for alb0 percent of the shares of the corpora- New York, NY
purposes of the Internal Revenue Code and the U.§jon; and (3) that the shareholder transfemerican Opera Company, Inc.,
Country X income tax treaty because $25 does ngly |aast 50 percent of the corporation. Centerville, UT
emX;de:gyFSC o ;Tg;esffst;i e$ ;goi Sdr']‘gfﬁgg aﬁ’; e S'?_{o_rea treats the income attributable to thamerican Sign Language Resource
parent with respect to the payment as determiné@@in on such transfers of a Korean corpo- Corp., Marietta, GA
under paragraph (d)(2)(ii)(A) of this section, FC willration as Korean source, for both nonresiAnimal Aid Association, Inc.,
be entitled to obtain the reduced rate applicable ident aliens and foreign corporations. Springfield, VA
dividends under the U.S.-Country X income tax The U.S. and Korea have agreed thanimal League of Nevada,
treaty with respect to the $25 payment. Because.tv*éeains derived from the disposition of Las Vegas, NV
$25 payment in year 2 is recharacterized as a div* . .
dend for all purposes of the Internal Revenue cogzhares of such a Korean corporatioAnother Level, Montclair, CA
and the U.S.-Country X income tax treaty, A wouldwould be sourced in thsitus country of Arizona Equal Justice Foundation,
not be entitled to an interest deduction with respe¢he real property in order to prevent dou- Phoenix, AZ
to that payment and FC would not be entitled t)|e taxation for purposes of Article 6(9)Army Retirement Residence Foundation

claim the reduced rate of withholding applicable toand Article 27(2)(9)(0) of the Convention. Potomac, Fort Belvoir, VA

interest. .
(iv) Effective date This paragraph ASK';'SX'\S/”'I\Z'”'TSS'GS’ Inc.,
d)(2) applies to items of income paid b : : !
(d)2) app b ¥Foundations Status of Certain Association for the Historic Restoration

a domestic reverse hybrid entity on °p PR . .
. rganizations
after the date these regulations are pub- g ?grizgse@\/(auon of Lives,
| 1

lished as final regulations in tieederal Announcement 2001-35 _ .
Atlantic Health Services, Inc.,

Register with respect to amounts re- 4 to||owing organizations have Lynwood, CA

ceived by the domestic reverse hybrid efjjaq to establish or have been unable ®itica Hous’ing Development Fund
tity on or after the date these regulationg,aintain their status as public charities or Company, Inc., Buffalo, NY

are publlshe_d as final regulations in thgg operating foundations. Accordinglyaec Amis With i:’riends ;nc
Federal Register grantors and contributors may not, after 5jando FL B

* k k k% . . .
this date, rely on previous rulings or deSBabycare Inc., Colorado Springs, CO
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Baltimore Senior Care, Inc.,
Baltimore, MD

Barkley Art Center, Inc.,
Annandale, MN

BECU Foundation, Tukwila, WA

Bolshoi Ballet and Opera Foundation,
Inc., New York, NY

Bright Path, Inc., West Newbury, MA

Calls for Help Foundation, Fullerton, CA  Care, Inc., Lodi, NJ

Caloptima Health Partnership, Edutech Fideiicomiso Educativo P T,

Detriot Three Dimensional Community

Donna P. Jackson Ministries, Inc.,
Tulsa, OK

Carolina Dental Trust Fund,
Atlanta, GA

Orange, CA Bayamon, PR
Cameron Cunningham Foundation, Electronic Alexandria Community
Oakwood, IL Forum, Alexandria, VA

Elishama Imbi Timbwa Memorial Merit
Scholarship Award, Inc.,
New York, NY

Emerald Eyes Children’s Foundation,
Sherman Oaks, CA

Encore Chamber Music Society, Ltd.,
Jersey City, NJ

FAHD Foundation, Monroe, Ml

Families United of lowa, Ames, IA

Far and Away Missions, Inc.,
Florence, KY

Farm Relief Fund, Inc., of Wisconsin,

Carmel Health Network, Mobile, AL

Carol and Arnold Wolowitz Foundation,
Inc., Hauppauge, NY

Casa de Milagro, Inc., McKinney, TX

Central Oregon District Hospital
Foundation, Inc., Redmond, OR

Changing Perspectives, Inc.,
Mount Kisco, NY

Charles E. Peterson Institute for
Preservation of French Heritage,
Ste Genevieve, MO

Cherith Ministries, Inc., Fayetteville, GA

Children’s Enrichment Program, Marshfield, WI
Los Angeles, CA Father Paul Wolf Foundation,
Christ House, Inc., Chi, Winsted, MN

Temple Hills, MD
Citizens for Humane Animal Treatment,

First African Housing Development
Corporation at Darby Township,

Inc., Ellicott, NY Sharon Hill, PA
Cleveland Forum for the Arts, Inc., Fishers of Men Ministries, Fairfield, OH
Cleveland, OH Food Closet of the Isaiah 58,

Cochise Center for the Blind and Visually Modesto, CA
Impaired, Hereford, AZ Fort Hill Housing Development Fund
Cohasset Conservation Trust, Inc., Company, Inc., Rochester, NY
Cohasset, MA
Community Revitalization Foundation,
Inc., Baltimore, MD Foundation for O.C. Private School
Community Threads, Columbus, OH Opportunities, Inc., Anaheim, CA
Concerned Coaches & Athletes Against Four H International Ministries, Corp.,
Drugs, Sedona, AZ Hayden, ID
Connecticut Professional Society on the Friends of Hill-Stead, Inc.,
Abuse of Children, Inc., New Haven, CT Farmington, CT
Contemporary Dance Company of Boca Friends of Son Shine Ministries
Raton, Inc., Boca Raton, FL Foundation, Corpus Christi, TX
Copper Communities Housing Gerald Hanus Share the Spirit
Corporation, Kearney, AZ Scholarship, Omaha, NE
Creative Resources Network, Inc., Gift of Green, Branson, MO
Bonner Springs, KS Gods Temple, St. Louis, MO
Dance Et Vous, Mesquite, TX Grace Harbour Ministries, Inc.,
David J. Patterson Institute for the Bois Darc, MO
Advancement of Ethics, Inc.,

and Education, Little Rock, AR

Missoula, MT Baltimore, MD

Deacon & Brothers Foundation, Grand Valley Beautification Council,
Bryan, TX Grand Junction, CO

Delavan Historic Foundation, Inc., Great American Flag Association, Inc.,
Delavan, WI Largo, FL
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Development Corporation, Detroit, Ml

Gulf Marine Institute of Technology,
Gulf Breeze, FL

Hands Extended Ministries, Inc.,
Maple Grove, MN

Dr. Grover C. Hunter University of North Happy Voice, Inc., Medford, OR

Hasbrouck Family Association, Inc.,
New Paltz, NY

Educational Association for Family Child Hawaii Society for Prevention of Cruelty

to Children & Animals, Pahoa, HI

Henry E. Hardin Education Fund, Inc.,
South Plainfield, NJ

Hidden Ponds Foundation, Inc.,
Larchmont, NY

Hire a Teen for a Brighter Tomorrow,
Park Forest, IL

Homeland of the Heart School,
Olivia, MN

Institute for Health Care Research, Inc.,
Hialeah, FL

Institute for Health Improvement in
Southeast Michigan, Southfield, Ml

International Foundation for the
Conservation of Natural Resources,
Vienna, VA

Irish and American Repertory Theatre,
Inc., Columbus, OH

Jeff Colby Charitable Foundation,
Long Beach, IN

Keren Tefert Yaacov, Monsey, NY

Kids With Special Needs Day Care
Center, Buffalo, NY

King of Glory Ministries, Inc.,
Avondale, AZ

L.A.M.B., Inc., Baltimore, MD

Lancaster Love, Inc., Lititz, PA

Legacy Ministries, Inc., California, MO

Foundation for Musculoskeletal Researclhiaison of Arkansas, Inc., Nashville, TN

Liechty-Windows Family Organization,
Provo, UT

Life Care Management Services, Inc.,
St. Petersburg, FL

Light Years, LTD., Bayfield, CO

Lindstrom Foundation for Archaeological
Research & Development,
San Leandro, CA

Lov A Second Chance Foundation,
Bois Darc, MO

Luci Di Speranza A New Jersey Non-Profit
Corporation, West Long Branch, NJ

MARIA Multi-Behavioral Autism
Rehabilitation & Intervention Assn.,
Eugene, OR

Grace HOPE Development Corporation, McMastersville Village Volunteer Fire

Department, Ann Arbor, Ml
Medical Research Scholarship
Foundation, St. Louis, MO
Memphis Rock-N-Soul, Inc.,

Memphis, TN
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Men Against Breast Cancer, Inc., Richland Affordable Housing
Hollywood, FL Corporation, Sidney, MT
Menemsha Pond Preservation Trust, IncRoanoke Chowan Foundation, Inc.,
Boston, MA Ahoskie, NC
Mentor and Associated Services, Rogue Wave Foundation, Boulder, CO
Robbinsdale, MN Ronald McDonald House Charities of
Ministry of Love, Sterling Heights, Ml South Dakota, Inc., Sioux Falls, SD
Mount Zion Non-Profit Housing Rowlett Animal Adoption Center,
Corporation, Detroit, Ml Fort Worth, TX
Native Fish Society, Inc., Portland, OR Rural School and Community Trust,
Ndigbo Development Foundation, Inc., Washington, DC
New Orleans, LA Safety & Firearms Education, Inc.,
Neighborhood Rehabilitation Center, Westbury, NY
Inc., Arlington, TX Saint Martin’s Place, Hazelton, PA
Net Ministries, Inc., Carrollton, TX Seek & Save Ministries, Inc.,
Newcorp, Inc., New Orleans, LA Thurmont, MD
New Pisgah Haven Homes, Ltd.,

Chicago, IL Shiloh Development for Community
Noble African American Boys, Inc., Home Care, Inc., Fayetteville, NC
Atlanta, GA Solutions An Education and Mediation

North American Community Health
Foundation, Inc., Jackson, MS
North Las Vegas Chamber of Commerce Council, Harrisburg, PA
Foundation, N. Las Vegas, NV Southwest Academy for Conservation
Northeast Commonworks, Inc., and Ecology, Forest Falls, CA
Newbury, MA Spectrum Delta, Inc., Tinley Park, IL
Northside Plaza, Inc., Houston, TX Spirit of Truth Ministry, Columbus, OH

Project, Laguna Niguel, CA

Northwest Endurance Center, Bend, OR Sport Education and Values Foundation

Nutrition Art Music and Technology
Therapy, Inc., Washington, DC

Oh-Za-H-Dah-Zay-Lee, Inc., Lapwali, ID

Omabha Volunteers for Handicapped St. Francis County Family Resources,
Children, Omaha, NE Inc., Forrest City, AZ

Omega Point Foundation, Portland, OR Steps, Inc., Winchester, IN

Omega Psi Phi Development Corp.,

Salt Lake City, UT

Inc., Gainesville, FL

Decatur, GA Inc., Syracuse, NY
Oregonians for Environmental Rights, Tewksbury Ice Arena Authority, Inc.,
Sisters, OR Tewskbury, MA

Out Reach Ministries Community Street Thorntown Businessmen’s Educational

Ministries, Ft. Lauderdale Lakes, FL
Oz Nidberu Trust, Brooklyn, NY
Phoenix Development, Inc.,

Memphis, TN
Pikes Peak Minority Business

Foundation, Colorado Springs, CO
Pioneering Partners Foundation, Inc.,

Noblesville, IN
PLAY, Grass Valley, CA
Positive People, Inc., Chicago, IL
Pride Foundation, Inc., Banks, AL
Pride of the Carolina’s, Incorporated,

Manchester, NH
Raksha, Inc., Atlanta, GA

Foundation, Inc., Lebanon, IN
Tjo Fowroe-Haven Homes,
Escondido, CA

Toledo Homes, Inc., Toledo, OH
Townsmen Jazz Orchestra,
Bedford Hts., OH

Inc., New Orleans, LA

Tri-Counties Special Services, Inc.,
Hopkinsville, KY

Trulove Charities for the Promotion of
Family Literacy, Champaign, IL

Union Street Foundation, Decatur, IL

South Central Pennsylvania Sickle Cell

Springhill Community Childcare Center

Syracuse Rescue Mission Foundation,

To Life Foundation, Woodcliff Lakes, NJ

Treme Community Education Program,

US Friends of English National Opera,
Inc., Minneapolis, MN

Vallecito Schools Foundation, Avery, CA

Viarts, Providence, RI

Victory Lakes Village, Waukegan, IL

Voice of Youth, Seattle, WA

Washington Metropolitan Area Affiliate
of the American Geriatrics Society,
Takoma Park, MD

Wilson-Fleetwood Development
Foundation, Alton, IL

Womanhood, Inc., Detroit, Ml

Women in Need of Growth Services, Inc.,
Naples, FL

World Against Racism Foundation,
Washington, DC

Shade for the Children, Black Hawk, SD World Dance Day Foundation,

Monterey Park, CA
Worldpeace Communities, St. Paul, MN

If an organization listed above submits
information that warrants the renewal of
its classification as a public charity or as a
private operating foundation, the Internal
Revenue Service will issue a ruling or de-
termination letter with the revised classi-
fication as to foundation status. Grantors
and contributors may thereafter rely upon

*such ruling or determination letter as pro-

vided in section 1.509(a)-7 of the Income

' Tax Regulations. It is not the practice of

the Service to announce such revised clas-
sification of foundation status in the Inter-
nal Revenue Bulletin.

Deletions From Cumulative List
of Organizations Contributions
to Which are Deductible Under
Section 170 of the Code

Announcement 2001-36

The name of an organization that no
longer qualifies as an organization de-
scribed in section 170(c)(2) of the Internal
Revenue Code of 1986 is listed below.

Generally, the Service will not disallow
deductions for contributions made to a
listed organization on or before the date
of announcement in the Internal Revenue
Bulletin that an organization no longer
qgualifies. However, the Service is not
precluded from disallowing a deduction

Ralph and Billie Howard Foundation for United Communal Services Foundation, for any contributions made after an orga-

Scholarship and Technology, Tyler, TX Los Angeles, CA
Red Arce Farm, Inc., Stow, MA United Debt Counseling, Inc.,
Reflections A True Gospel Ministry, Wilmington, DE

Stockton, CA Uplift Foundation, New York, NY
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nization ceases to qualify under section
170(c)(2) if the organization has not
timely filed a suit for declaratory judg-

ment under section 7428 and if the con-
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tributor (1) had knowledge of the revocaDATES: The effective date of the Interimceptions in 5 U.S.C. 553(b)(3)(B) and
tion of the ruling or determination letter,Final Rules amending 26 CFR Part 54, 2953(d)(3), in that seeking public com-
(2) was aware that such revocation waSFR Part 2590, and 45 CFR Part 146nent is impracticable, unnecessary, and
imminent, or (3) was in part responsiblgublished in thé&-ederal Registeron Jan- contrary to the public interest. The 60-
for or was aware of the activities or omisuary 8, 2001, at 66 FR 1378, is delayed fatay delay in effective date is necessary to
sions of the organization that brough60 days, from March 9, 2001, until May 8give Department officials the opportunity

about this revocation. 2001. The conforming amendments itior further review and consideration of
If on the other hand a suit for declarathis document are effective May 8, 2001. new regulations, consistent with the As-
tory judgment has been timely filed, con- sistant to the President’s memorandum of

FOR FURTHER INFORMATION CON- January 20, 2001. Given the imminence

tributions from individuals and organiza- ACT: Russ Weinheimer, Internal Rev-

tions described in section 170(c)(2) tha of the effective date, seeking prior public

. . : enue Service, Department of the Treasur .
are otherwise allowable will continue to i omment on this delay would have been
. . at (202) 622-6080; Amy J. Turner, Pen- .
be deductible. Protection under section. : - . impractical, unnecessary, and contrary to
. . sion and Welfare Benefits Administration D .
7428(c) would begin on April 16, 2001, the public interest in the orderly promul-
"Department of Labor, at (202) 219-7006; . ) .
and would end on the date the court firs . gation and implementation of regula-
. TR or Ruth A. Bradford, Health Care Financ- .
determines that the organization is not de- L . tions. Because the delay is only for 60
. . : ing Administration, Department of Health .

scribed in section 170(c)(2) as more Pal 4 Human Services. at (410) 786-1565 days, a 30-day comment period before
ticularly set forth in section 7428 (c)(1). ’ ‘the delay could be effective would ex-

For individual contributors, the maximumSUPPLEMENTARY INFORMATION: haust a substantial amount of time that
deduction protected is $1,000, with a hus- Consistent with the memorandum of™UP health plans, health insurance is-
band and wife treated as one ContribUtOEfanuar 20. 2001. from the Assistant 5 €S’ and State insurance commis-
This benefit is not extended to any indi-the Preysideht and,Chief of Staff entitlegioner’s offices could otherwise use to re-
vidual, in whole or in part, for the acts or,,Re ulatory Review Plan.” ublilshed inview their plan documents, insurance
omissions of the organization that Wer?helgederalyRegisteron Jar;uzfl)ry 24 2001 policies, and State laws for purposes of

(66 FR 7702), this action delays for 6dhe orderly implementation of the interim

the basis for revocation.
regulations. In addition, it would create

Friends of High Point Drug Action days the effective date and, for consis- . .
. . . . o confusion among State agencies, employ-
Council, Inc., High Point, NC tency, certain applicability dates for the s . .
. y . ; ers, plan administrators, issuers, and third
. . rules entitled “Interim Final Rules for tv administrat t0 the effective
Interim Final Rules for Nondiscrimination in Health Coverage ing:{eyo?cg'tg'ii rar(?vrississs Oim 2 d?n e‘t;h';’ir
Nondiscrimination in Health the Group Market,” published in tiied- =~ "o © © dpenforcem'empeﬁortgs
Coverage in the Group Market;  eral Registeron January 8, 2001 (66 FR P
Technical Amendment 1378). These rules implement statutoryjst of Subjects
provisions prohibiting discrimination
Announcement 2001-37 based on a health factor by group healt6 CFR Part 54

: nce coverage in connection with a grou ; ;
Department of the Treasury; Pension anﬁ g 9r%Bnce, Pensions, Reporting and record-

) - . ealth plan. The rules implement changg8.aning requirements
Welfare Benefits Administration, Depart-maole to the Internal Revenue Code of ping req .

ment of Labor; Health Care Financing gg5 the Employee Retirement Incom@9 CFR Part 2590
Administration, Department of HealthSecurity Act of 1974 and the Public _
and Human Services. Health Service Act, enacted as part of the Employee benefit plans, Employee Re-

ACTION: Interim final rules; delay of ef- Health Insurance Portability and Account. ement Income Security Act, Health

. care, Health insurance, Reporting and
fective date and conforming amendmentsability Act of 1996 (HIPAA), and most of : . P 9

. . . recordkeeping requirements.

SUMMARY: Consistent with th the guidance contained in these rules re-

q fj OnSISZ?)n ZVgl(Jl ; € mtehmi: mains applicable for plan years beginnings CFR Part 146

rgnt u;ntothan;aryd 7t q Chrorfn fgt on or after July 1, 2001. This document ,

sistan (‘)‘ e President an ie (”) a0 makes conforming amendments to Health care, Heallth insurance, Report-
lgnrgltlgq I?lzgugatorlyRRewew Plin, pUb'reerct the delay in effective date. ing and reco'rdkeepmg requwements, and
ished in theFederal Registeron January . the extent that 5 U.S.C. 553 applie§tate regulation of health insurance.

24, 2001 (66 FR 7702), this action delay§ - - P :
. 0 this action, it is exempt from noticecynformina Amendments to the
for .60 d?ys the eﬁectlve date for the rglegnd comment because it constitutes a rujg, Iat'ongs
entitled “Interim Final Rules for Nondls-Of procedure under 5 U.S.C gulat
glmlnal\;lor:( I?,,Hezll.thhcdoye{sgedln ﬁheSSB(b)(S)(A). Alternatively, the Depart- Internal Revenue Service
Rroqa ar 33 » Pu ISS ;00'? GGeFRe’ri37 ents’ implementation of this rule with-
cgisteron January o, ( ut opportunity for public comment, ef-26 CFR Chapter |

Ejzt?ﬁrr?esarilélszg?nlajesl.?6Efor5r§i2rp.ar-:;ir? ective immediately upon publication Accordingly, the publication on January
ments to reflect the delay in effec?ive dat oday (March 9, 2001) in thEBederal g8 2001, of the temporary and final rules,
Y Register, is based on the good cause ex6 CFR Part 54, is amended as follows:

April 16, 2001 1090 2001-16 I.R.B.



PART 54 — PENSION EXCISE TAXES ERISA (29 U.S.C. 1027, 1059, 1135amended by HIPAA (Public Law
1171-1173, 1181-1183, and 1191-1194)04-191, 110 Stat. 1936), MHPA and

Paragraph 1. The authority citation fo, g s mended by HIPAA (Public LawNMHPA (Public Law 104-204, 110 Stat.
part 54 continues to read in part as foljg4_197 110 Stat. 1936), MHPA an®2935), and WHCRA (Public Law

lows: s NMHPA (Public Law 104-204, 110 Stat.105-277, 112 Stat. 2681-436), and sec-
Authority: 26 U.S.C. 7805 2935), and WHCRA (Public Law tion 102(c)(4) of HIPAA.
§54.9802—1 [Amended] 105-277, 112 Stat. 2681-436), sectlog 146.121 [Amended]

101(g)(4) of HIPAA, and Secretary of
Par. 2. Section 54.9802-1 is amendddabor’s Order No. 1-87, 52 FR 13139, Par. 2. Section 146.121 is amended by:
by removing the date “March 9, 2001” inApril 21, 1987. 1. Removing the date “March 9, 2001”
each place it appears in paragraph (i)( and adding in its place “May 8, 2001” in
and adding in its place “May 8, 2001". ]§ 2590.702 [Amended] the heading to paragraph (i)(1).

i i 2. Removing the date “March 9, 2001”
§54.9802-1T [Amended] Par. 2. Section 2590.702 is amended g

by: and adding in its place “May 8, 2001” in
Par. 3. Section 54.9802—1T is amended 1. Removing the date “March 9, 2001’paragraph (I)(l)
by: and adding in its place “May 8, 2001” in 3. Removing the date “March 9, 2001"
1. Removing the date “March 9, 2001'the heading to paragraph (i)(1). and adding in its place "May 8, 2001" in
and adding .in its place “May 8, 2001"in 5 Removing the date “March 9, 2001ypa£r1ag|;ae|c;]r110(\|/)i(n3)(:RéAg;?ér‘?ﬂ:(r:(t:?‘ré tz)gbln
paragraph (i)(1). and adding in its place “May 8, 2001” injnd adding i J u N01" i
' and adding in its place “May 8, 2001” in

2. Removing the date “March 9, 2001, i . . .
VIS g .~ paragraph (i)(1).
and adding in its place “May 8, 2001" in" 3 "Removing the date “March 9, 2001,paragraph ()E)(i)(CExample Zi).
paragraph ()(3)(i)(A) introductory text. ang adding in its place “May 8, 2001" inDated February 20, 2001,
3. Removing the date "March 9,53ragraph (i)(3)(ii)(A) introductory text.

2001” and adding in its place “May 8, 4. Removing the date “March 9, 2001” Michael McMullan,
2001” in paragraph (i)(3)(ii)(CExample gng adding in its place “May 8, 2001” in Acting Deputy Administrator,
2 (ii). paragraph (i)(3)(ii)(CExample Zii). Health Care Financing Administration.

Robert E. Wenzel, sjgned at Washington, DC, this 16th dayApproved March 5, 2001.
Deputy Commissioner of February 2001.

of Internal Revenue. Tommy G. Thompson,
i Secretary
Approved March 2, 2001. Alan D. Lebowitz, .
Acting Assistant Secretary, Pension and Health and Human Services.
Pa_mela F. Olsen, Welfare Benefits Adm|n|strat|on,(Filed by the Office of the Federal Register on
Deputy Assistant Secretary U.S. Department of Labor. yarch 8. 2001, 8:45 a.m., and published in the issue

of the Treasury. . . . . of the Federal Register for March 9, 2001, 66 F.R.
Health Care Financing Administration 14476

Pension and Welfare Benefits

Administration 45 CFR Subtitle A

29 CFR Chapter XXV For the reasons set forth above, the
publication on January 8, 2001, of the

For the reasons set forth above, the interim final rule, 45 CFR Part 146, is

publication on January 8, 2001, of the amended as follows:
interim final rule, 29 CFR Part 2590, is

amended as follows: PART 146 — RULES AND
REGULATIONS FOR HEALTH

PART 2590 — RULES AND INSURANCE PORTABILITY AND

REGULATIONS FOR HEALTH RENEWABILITY FOR GROUP

INSURANCE PORTABILITY AND HEALTH PLANS

RENEWABILITY FOR GROUP . L

HEALTH PLANS Paragraph 1. The authority citation for

Part 146 continues to read as follows:
Paragraph 1. The authority citation for Authority: Secs. 2701 through 2763,
Part 2590 continues to read as follows: 2791 and 2792 of the Public Health Ser-
Authority: Secs. 107, 209, 505,vice Act, 42 U.S.C. 300gg through
701-703, 711-713, and 731-734 0800gg-63, 300gg—91, 300gg-92 as

2001-16 L.R.B. 1091 April 16, 2001



Definition of Terms

Revenue rulings and revenue procedureslies to both A and B, the prior ruling isnew ruling does more than restate the
(hereinafter referred to as “rulings”) modified because it corrects a publishedubstance of a prior ruling, a combination
that have an effect on previous rulinggosition. (Compare witlamplifiedand of terms is used. For examplmodified
use the following defined terms to deelarified, above). and supersedediescribes a situation
scribe the effect: Obsoleteddescribes a previously pub-where the substance of a previously pub-
Amplified describes a situation wherelished ruling that is not considered detertished ruling is being changed in part and
no change is being made in a prior pubminative with respect to future transacis continued without change in part and it
lished position, but the prior position istions. This term is most commonly useds desired to restate the valid portion of
being extended to apply to a variation ofn a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth therein. Thustulings that are obsoleted because atiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulations. A rulingthe previously published ruling is first
applied to A, and the new ruling holdsmay also be obsoleted because the suimodified and then, as modified, is super-
that the same principle also applies to Bstance has been included in regulatiorseded.
the earlier ruling is amplified. (Comparesubsequently adopted. Supplementeds used in situations in
with modified below). Revokediescribes situations where thevhich a list, such as a list of the names of
Clarified is used in those instancesposition in the previously published rul-countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languaggebeing stated in the new ruling. names in subsequent rulings. After the
has caused, or may cause, some confu-Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in éhe new ruling does nothing more tharseveral times, a new ruling may be pub-
prior ruling is being changed. restate the substance and situation oflished that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undezl prior rulings in the series.
published ruling and points out an esserthe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancend regulations. The term is also usedill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singlaction such as the issuance of new or
being changed. Thus, if a prior rulingruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied to A but notthat were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it apfiod of time in separate rulings. If theService study.

H H E.O—Executive Order. PHC—Personal Holding Company.
Abbreviations g Company

ER—Employer. PO—Possession of the U.S.

The following abbreviations in current use and fOf-ERISA—Emponee Retirement Income SecurityPR—Partner.
merly used will appear in material published in theAct

Bulletin. PRS—Partnership.

. EX—Executor. PTE—Prohibited Transaction Exemption.
A—InleldufaI. F—Fiduciary. Pub. L—Public Law.
Acq.—A(?qulescence. FC—Foreign Country. REIT—Real Estate Investment Trust.
B—Ind|V|du.a.|. FICA—Federal Insurance Contributions Act. Rev. Proc—Revenue Procedure.
oo oot ) S o . ok e i
B.T.A—Board of Tax Appeals. F.R—Federal Register. . S—Subsidiary.

- o ' S.P.R—Statements of Procedural Rules.
C—Individual. FUTA—Federal Unemployment Tax Act.

C.B—Cumulative Bulletin. FX—Foreign Corporation. Stat—Statutes at Large.
CFR—Code of Federal Regulations. __Chi , T—Target Corporation.

9 G.C.M—Chief Counsel's Memorandum.
Cl—City. GE—_Grantee. T.C—Tax Court. B
COOR—Cooperative. GP—General Partner. T.D—Treasury Decision.
Ct.D—Court Decision. GR_Grantor. TFE—Transferee.
Cy—County. IC—Insurance Company. TFR—Transferor.
D—Decedent. |.R.B—Internal Revenue Bulletin. T..R—Technical Information Release.
DC—Dummy Corporation. LE—Lessee. TP—Taxpayer.
DE—Donee. LP—Limited Partner. TR—Trust.
Del. Order—Delegation Order. LR—Lessor. TT—Trustee.
DISG—Domestic International Sales Corporation. M—Minor. U.S.C—United States Code.
DR—Donor. Nonacg—Nonacquiescence. X—Corporation.
E—Estate. O—Organization. Y—Corporation.
EE—Employee. P—Parent Corporation. Z—Corporation.

April 16, 2001 i 2001-16 IL.R.B.



Numerical Finding Listl

Bulletins 2001-1 through 2001-15

Announcements:

2001-1, 2001-2 I.R.BR277
2001-2, 2001-2 I.R.R277
2001-3, 2001-2 I.R.R278
20014, 2001-2 I.R.E286
2001-5, 2001-2 I.R.E286
2001-6, 2001-3 I.R.E357
2001-7, 2001-3 I.R.B857
2001-8, 2001-3 I.R.B357
2001-9, 2001-3 I.R.B857
2001-10, 20014 |.R.Bi31
2001-11, 20014 1.R.Bt32
2001-12, 2001-6 I.R.E626
2001-13, 2001-96 I.R.B52
2001-14, 2001-7 |.R.B48
2001-15, 2001-8 I.LR.B15
2001-16, 2001-8 I.R.B.15
2001-17, 2001-8 I.LR.B16
2001-18, 2001-10 I.R.B91
2001-19, 2001-10 I.R.B91
2001-20, 2001-8 I.R.B.16
2001-21, 2001-9 L.LR.B52
2001-22, 2001-11 |.R.B95
2001-23, 2001-10 I.R.B91
2001-24, 2001-10 I.R.B93
2001-25, 2001-11 I.R.B95
2001-26, 2001-11 |.R.B96
2001-27, 200111 I.R.B97
2001-28, 2001-13 I.R.B75
2001-29, 2001-14 .R.B014
2001-30, 200115 I.R.BLO65

Notices:

2001-1, 2001-2 I.LR.E261
2001-2, 2001-2 I.R.E265
2001-3, 2001-2 I.R.B267
2001-4, 2001-2 I.R.ER267
2001-5, 2001-3 I.R.B327
2001-6, 2001-3 I.R.B327
2001-7, 20014 I.R.B374
2001-8, 20014 I.R.EB374
2001-9, 20014 I.R.B375
2001-10, 2001-5 I.R.Bt59
2001-11, 2001-5 I.R.Bl64
2001-12, 2001-3 |.R.E828
2001-13, 2001-6 I.R.EB14
2001-14, 2001-6 I.R.Eh16
2001-15, 2001-7 I.R.Ex89
2001-16, 2001-9 I.R.B.30
2001-17, 2001-9 I.R.E.30
2001-18, 2001-9 I.R.B.31
2001-19, 2001-10 I.R.B84
2001-20, 2001-11 |.R.®18
2001-21, 2001-11 I.R.®B18
2001-22, 2001-12 |.R.B11
2001-23, 2001-12 |.R.B11
2001-24, 2001-12 |.R.B12
2001-25, 2001-13 |.R.BAL
2001-26, 2001-13 I.R.B42
2001-27, 2001-13 |.R.BA2
2001-28, 2001-13 I.R.B44
2001-29, 2001-14 |.R.B89
2001-30, 2001-14 |.R.B89

1 A cumulative list of all revenue rulings, revenue

Proposed Regulations:

LR-230-76, 2001-13 |.R.®45
REG-209461-79, 2001-8 |.R.B12
REG-246256-96, 2001-8 |.R.B13
REG-251701-96, 2001-4 |.R.B96
REG-101520-97, 2001-15 I.R.BO57
REG-106030-98, 2001-11 |.R.80
REG-106446-98, 2001-13 |.R.845
REG-106542-98, 2001-5 |.R.B73
REG-121928-98, 2001-6 |.R.B20
REG-109481-99, 2001-13 |.R.851
REG-111835-99, 2001-11 |.R.834
REG-114998-99, 2001-14 |.R.892
REG-115560-99, 2001-14 |.R.893
REG-101739-00, 2001-14 |.R.896
REG-103320-00, 2001-8 |.R.B14
REG-104683-00, 2001-4 |.R.BO7
REG-104876-00, 2001-14 |.R.898
REG-105801-00, 2001-13 |.R.865
REG-106702-00, 20014 |.R.B24
REG-106791-00, 2001-6 |.R.B21
REG-106892-00, 2001-15 I.R.BO60
REG-107047-00, 2001-14 1.R.B002
REG-107175-00, 2001-13 |.R.&71
REG-107176-00, 2001-4 |.R.B28
REG-107186-00, 2001-13 |.R.873
REG-107566-00, 2001-3 |.R.B46
REG-110374-00, 2001-12 |.R.815
REG-110659-00, 2001-12 |.R.817
REG-114082-00, 2001-7 I.R.B29
REG-114083-00, 2001-7 I.R.B30
REG-114084-00, 2001-7 I.R.B33
REG-116468-00, 2001-6 I.R.B22
REG-119352-00, 2001-6 I.R.B25
REG-121109-00, 2001-15 |.R.B064
REG-125237-00, 2001-12 |.R.®19
REG-126100-00, 2001-11 |.R.862
REG-129608-00, 2001-14 I.R.B011
REG-130477-00, 2001-11 |.R.865
REG-130481-00, 2001-11 |.R.865

Railroad Retirement Quarterly Rates:

2001-2, I.R.B258
2001-15, I.R.B1054

Revenue Procedures:

2001-1, 2001-1 I.LR.BL
2001-2, 2001-1 I.LR.BI9
2001-3, 2001-1 I.LR.BL111
2001-4, 2001-1 I.LR.BL21
2001-5, 2001-1 I.R.BL64
2001-6, 2001-1 I.R.BL94
2001-7, 2001-1 I.R.B236
2001-8, 2001-1 I.LR.E239
2001-9, 2001-3 I.R.EB328
2001-10, 2001-2 I.LR.R72
2001-11, 2001-2 .R.R75
2001-12, 2001-3 I.R.B835
2001-13, 2001-3 I.LR.B37
2001-14, 2001-3 I.R.E843
2001-15, 2001-5 I.R.Bt65
2001-16, 20014 |.R.B876
2001-17, 20017 I.R.E289
2001-18, 2001-8 I.R.E.08
2001-19, 2001-9 I.LR.E32
2001-20, 2001-9 I.R.B.38
2001-21, 2001-9 L.LR.E42

procedures, Treasury decisions, etc., published in
Internal Revenue Bulletins 2000-27 through
2000-52 is in Internal Revenue Bulletin 2001-1,

dated January 2, 2001.

2001-16 L.R.B.

Revenue Procedures—Continued:

2001-22, 2001-9 |.R.B45

2001-23, 2001-10 I.R.B84
2001-24, 2001-10 I.R.B88
2001-25, 2001-12 I.R.B®13

Revenue Rulings:

2001-1, 2001-9 I.R.B726
2001-2, 2001-2 I.R.B255
2001-3, 2001-3 I.R.E319
20014, 2001-3 I.R.B295
2001-5, 2001-5 I.LR.Bi51
2001-6, 2001-6 I.R.B191
2001-7, 2001-7 I.R.BB41
2001-8, 2001-9 I.R.BI26
2001-9, 2001-8 I.R.B52
2001-10, 2001-10 I.R.B55
2001-11, 2001-10 I.R.B'80
2001-12, 2001-11 I.R.B11
2001-13, 2001-12 |.R.B98
2001-14, 2001-12 I.R.B98
2001-15, 2001-13 I.R.B22
2001-16, 2001-13 I.R.B36
2001-17, 2001-15 I.R.BL052

Treasury Decisions:

8910, 2001-2 I.R.B258
8911, 2001-3 I.R.B321
8912, 2001-5 I.R.B452
8913, 2001-3 I.R.B300
8914, 2001-8 I.R.BG53
8915, 2001-4 I.R.B359
8916, 20014 I.R.B360
8917, 2001-7 I.R.B538
8918, 20014 I.R.B372
8919, 2001-6 I.R.B505
8920, 2001-8 I.R.B554
8921, 2001-7 I.R.B532
8922, 2001-6 I.R.B508
8923, 2001-6 I.R.B485
8924, 2001-6 I.R.B489
8925, 2001-6 I.R.B496
8926, 2001-6 I.R.B492
8927, 2001-11 1.R.BBO7
8928, 2001-8 I.R.B685
8929, 2001-10 I.R.B/56
8930, 2001-5 I.R.B433
8931, 2001-7 I.R.B542
8932, 2001-11 I.R.B313
8933, 2001-11 I.R.Br94
8934, 2001-12 |.R.B204
8935, 2001-8 I.R.Br02
8937, 2001-11 1.R.BB06
8938, 2001-13 I.R.B29
8939, 2001-12 |.R.B399
8940, 2001-15 I.R.BL016
8941, 2001-14 |.R.B77
8942, 2001-13 I.R.B29
8943, 2001-15 |.R.BLO54

April 16, 2001



Finding List of Current Actions on
Previously Published Items!

Bulletins 2001-1 through 2001-15

Announcement:

98-99
Modified by
Ann. 2001-9, 2001-3 I.R.B57

99-79
Superseded by
Ann. 2001-3, 2001-2 |.R.R278

2000-78
Obsoleted by
T.D. 8933, 2001-11 |.R.B.94

2000-97
Corrected by
Ann. 2001-7, 2001-3 I.R.B57

Cumulative Bulletin:

1998-2
Corrected by
Ann. 2001-5, 2001-2 |.R.286

Notices:

94-3
Modified by
T.D. 8933, 2001-11 |.R.B94

98-39
Modified by
Notice 2001-9, 2001-4 |.R.B75

98-40
Modified by
Notice 2001-9, 20014 |.R.B75

99-53
Modified and superseded by
Notice 2001-7, 20014 |.R.B74

2000-21
Superseded by
Notice 2001-1, 2001-2 I.R.R61

2000-22
Modified and superseded by
Notice 2001-8, 2001-4 |.R.B74

2000-26
Modified by
Notice 2001-22, 2001-12 |.R.B11

2000-43
Extended by
Notice 2001-13, 2001-6 |.R.B14

Proposed Regulations:
EE-130-86

Partially withdrawn by
REG-209461-79, 2001-8 I.R.B12

REG-106030-98

Corrected by

Ann. 2001-30, 2001-15 |.R.B065
REG-106542-98

Corrected by
Ann. 2001-24, 2001-13 |.R.B93

1 A cumulative list of current actions on previously

Proposed Regulations—Continued:

REG-116733-98
Withdrawn by
Ann. 2001-11, 20014 |.R.B32

REG-116048-99
Withdrawn by
Ann. 2001-27, 2001-11 |.R.B97

REG-106702-00
Corrected by
Ann. 2001-28, 2001-13 I.R.B75

Revenue Procedures:

83-87
Superseded by
Rev. Proc. 2001-15, 2001-5 |.R465

90-18
Amplified and superseded by
Rev. Proc. 2001-18, 2001-8 |.RR8

92-19
Superseded by
Rev. Proc. 2001-15, 2001-5 I.R4&5

96-15
Modified by
Ann. 2001-22, 2001-11 I.R.B95

96-17
Modified by
Rev. Proc. 2001-9, 2001-3 |.R.B8

99-18
Modified and superseded by
Rev. Proc. 2001-21, 2001-9 |.R:Bt2

99-47
Superseded by
Rev. Proc. 2001-16, 2001-4 |.R®.6

99-49

Modified and amplified by

Notice 2001-23, 2001-12 I.R.B11
Rev. Proc. 2001-10, 2001-2 I.R&.2
Rev. Proc. 2001-23, 2001-10 |.RB4
Rev. Proc. 2001-24, 2001-10 |.RR8
Rev. Proc. 2001-25, 2001-12 |.R®.3
Rev. Rul. 2001-8, 2001-9 |.R.B62

2000-1
Superseded by
Rev. Proc. 2001-1, 2001-1 I.R.B.

2000-2
Superseded by
Rev. Proc. 2001-2, 2001-1 .LRB®

2000-3
Superseded by
Rev. Proc. 2001-3, 2001-1 I.R.BL1

2000-4
Superseded by
Rev. Proc. 20014, 2001-1 .LRR1

2000-5

Superseded by

Rev. Proc. 2001-5, 2001-1 |.R. B34
2000-6

Superseded by
Rev. Proc. 2001-6, 2001-1 |.R. B4

published items in Internal Revenue Bulletins
2000-27 through 2000-52 is in Internal Revenue

Bulletin 2001-1, dated January 2, 2001.

April 16, 2001

Revenue Procedures—Continued:

2000-7
Superseded by
Rev. Proc. 2001-7, 2001-1 |.R.B36

2000-8
Superseded by
Rev. Proc. 2001-8, 2001-1 |.R.B39

2000-16
Modified and superseded by
Rev. Proc. 2001-17, 2001-7 |.RH89

2000-22
Modified and superseded by
Rev. Proc. 2001-10, 2001-2 .R&72

2001-3
Corrected by
Ann. 2001-25, 2001-11 I.R.B95

2001-13
Clarified by
Notice 2001-12, 2001-3 |.R.B28

Revenue Rulings:

64-328
Modified by
Notice 2001-10, 2001-5 I.R.B59

66-110
Modified by
Notice 2001-10, 2001-5 I.R.B59

85-30
Clarified by
Rev. Rul. 2001-8, 2001-9 |.R.B62

88-95

Clarified by
Rev. Rul. 2001-8, 2001-9 |.R.B62

92-19

Supplemented in part by

Rev. Rul. 2001-11, 2001-10 I.R.B30
2000-56

Corrected by

Ann. 2001-19, 2001-10 I.R.B91
2001-4

Modified by
Notice 2001-23, 2001-12 |.R.B11

Treasury Decisions:

7530

Removed by

T.D. 8938, 2001-13 |.R.E229
8757

Revised by

T.D. 8941, 2001-14 |.R.BR77
8889

Corrected by

Ann. 2001-14, 2001-2 |.R.286
8913

Corrected by
Ann. 2001-26, 2001-11 |.R.B96

2001-16

I.R.B.



ravers Umted States Government

o [NFORMATION

PUBLICATIONS % PERIODICALS % ELECTRONIC PRODUCTS

Order processing code

New Deposit Account?

%& Check here [_]

* 3333 Publications Subscriptions
Price | Total -
Qty| Stock Number Title Each | Price Qtyl List ID Title Eggﬁ -FE?iE:aé
021-066—-00005-2 |Subject Bibliography listing IRB Internal Revenue Bulletin $170
Cum. Bulletins available thru 1998-2 FREE |FREE Optional — Add *50 to open Deposit Account.
048-004-02333—4Cum. Bulletin 1994-2 (July-De) 62 Also check box in Lpper right,
048-004-02335-1 |Cum. Bulletin 1995-1 (Jan-June) 63 Total for Subscriptions
048--004-02338-5 |Cum. Bulletin 1995-2 (July-Dec) 58
048-004-02366—1Cum. Bulletin 1996-1 (Jan-June) 77 Total for Publications and Subscriptions
048-004-02376-8 |Cum. Bulletin 1996-2 (July-Dec) 57
048-004-02384—9|Cum. Bulletin 1996-3 (1996 Tax Legislation)| 84
048-004-02385—7 |Cum. Bulletin 1997-1 (Jan-June) 75
048-004-02397-1 {Cum. Bulletin 1997-2 (July-Dec) 68
048-004-02424—1 |Cum. Bulletin 1997-3 62
048-004-02425~0 |Cum. Bulletin 1997-4 Vol. 1 74
048-004-02430-6 |Cum. Bulletin 1997-4 Vol. 2 76 Check method of payment:
048-004-02405-5 |Cum. Bulletin 1998-1 (Jan-June) 86 Q Check payable to Superintendent of Documents
048-004-02422-5 {Cum. Bulletin 1998-2 (July-Dec) 70 _
Q Deposit Account (T T T T T I-1]
Q VISA 0O MasterCard Q Discover/NOVUS

Total for Publications

Standing Order Service *

To automatically receive future editions of Internal Revenue
Cumulative Bulletins without having to initiate a new
purchase order, sign below for Standing Order Service.

Standing
Qty. Order Title
ZIRSC Internal Revenue Cumulative Bulletins

Authorization

| hereby authorize the Superintendent of Documents to charge
my account for Standing Order Service:

{enter account information at right)
D VISA D MasterCard D Discover/NOVUS

D Superintendent of Documents Deposit Account

Authorizing signature (Standing orders not valid unless signed.)

Please print or type your name.

Daytime phone number ( )

SuDocs Deposit Account

A Deposit Account will enable you to use Standing Order Service to receive
subsequent volumes quickly and automatically. For an initial deposit of $50
you can establish your Superintendent of Documents Deposit Account.

D YES' Open a Deposit Account for me so | can order future
publications quickly and easily. I'm enclosing the *50 initial deposit.

I EEEEEEEEE e .

[ T T T Jtexpiration date) Thank you for your order!
Authorizing signature 7/00
Company or personal name (Please type or print)

Additional address/attention line

Street address

City, State, Zip code

Daytime phone with area code

E-mail address

Purchase order number {optional)

* Standing Order Service

Just sign the authorization above to charge selected items to your existing
Deposit Account, VISA, or MasterCard Discover/NOVUS account. Or open a
Deposit Account with an initial deposit of $50 or more. Your account will be
charged only as each volume is issued and mailed. Sufficient money must be
kept in your account to insure that items are shipped. Service begins with the
next issue released of each item you select.

You will receive written acknowledgement for each item you choose to
receive by Standing Order Service.

If you wish to cancel your Standing Order Service, please notify the
Superintendent of Documents in writing (telephone cancellations are accepted
but must be followed up with a written cancellation within 10 days).

Important: Please include this completed order form with your payment.



INTERNAL REVENUE BULLETIN

The Introduction at the beginning of this issue describes the purpose and content of this publication. The weekly Intaxeal Reve
Bulletin is sold on a yearly subscription basis by the Superintendent of Documents. Current subscribers are notified by the
Superintendent of Documents when their subscriptions must be renewed.

CUMULATIVE BULLETINS

The contents of this weekly Bulletin are consolidated semiannually into a permanent, indexed, Cumulative Bulletin. These are
sold on a single copy basis am@ notincluded as part of the subscription to the Internal Revenue Bulletin. Subscribers to the week-
ly Bulletin are notified when copies of the Cumulative Bulletin are available. Certain issues of Cumulative Bulletinsfgsargut o
and are not available. Persons desiring available Cumulative Bulletins, which are listed on the reverse, may purchaseiteem from
Superintendent of Documents.

ACCESS THE INTERNAL REVENUE BULLETIN ON THE INTERNET

You may view the Internal Revenue Bulletin on the Internet at ywa/gov Select Tax Info for Business at the bottom of the
page. Then select Internal Revenue Bulletins.

INTERNAL REVENUE BULLETINS ON CD-ROM

Internal Revenue Bulletins are available annually as part of Publication 1796 (Tax Products CD—ROM). The CD—ROM can be
purchased from National Technical Information Service (NTIS) on the Internet airsgar/cdordergdiscount for online orders)
or by calling 1-877-233-6767. The first release is available in mid-December and the final release is available in late January

HOW TO ORDER

Check the publications and/or subscription(s) desired on the reverse, complete the order blank, enclose the proper remittance
detach entire page, and mail to the Superintendent of Documents, P.O. Box 371954, Pittsburgh, PA 15250-7954. Please allow twc
to six weeks, plus mailing time, for delivery.

WE WELCOME COMMENTS ABOUT THE
INTERNAL REVENUE BULLETIN

If you have comments concerning the format or production of the Internal Revenue Bulletin or suggestions for improving it, we
would be pleased to hear from you. You can e-mail us your suggestions or comments through the IRS Internet Home Page
(www.irs.gov) or write to the IRS Bulletin Unit, W:CAR:MP:FP, Washington, DC 20224.

Internal Revenue Service
Washington, DC 20224

Official Business
Penalty for Private Use, $300




