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(4) Joint return on Form 1040C. A de-
parting alien may not file a joint re-
turn on Form 1040C unless: 

(i) Such alien and his spouse may 
reasonably be expected to be eligible to 
file a joint return at the normal close 
of their taxable periods for which the 
return is made; and 

(ii) If the taxable period of such alien 
is terminated, the taxable periods of 
both spouses are so terminated as to 
end at the same time. 

(5) Annual return. Notwithstanding 
that Form 1040C has been filed for ei-
ther the entire taxable year of depar-
ture or for a terminated period, the re-
turn required under section 6012 and 
§ 1.6012–1 for such taxable year shall be 
filed. Any income tax paid on income 
shown on the return on Form 1040C 
shall be applied against the tax deter-
mined to be due on the income required 
to be shown on the subsequent return 
under section 6012 and § 1.6012–1. 

[T.D. 6537, 26 FR 547, Jan. 20, 1961, as amend-
ed by T.D. 6620, 27 FR 11803, Nov. 30, 1962; 
T.D. 7575, 43 FR 58817, Dec. 18, 1978; T.D. 7670, 
45 FR 6931, Jan. 31, 1980; T.D. 8332, 56 FR 3034, 
Jan. 28, 1991; T.D. 8526, 59 FR 10067, Mar. 3, 
1994] 

§ 1.6851–3 Furnishing of bond to in-
sure payment; cross reference. 

See section 6863 and § 301.6863–1 of 
this chapter (regulations on procedure 
and administration) for rules relating 
to the furnishing of bond to stay col-
lection. 

[T.D. 7575, 43 FR 58817, Dec. 18, 1978] 

THE TAX COURT 

DECLARATORY JUDGMENTS RELATING TO 
QUALIFICATION OF CERTAIN RETIRE-
MENT PLANS 

§ 1.7476–1 Interested parties. 
(a) In general—(1) Notice requirement. 

Before the Internal Revenue Service 
can issue an advance determination as 
to the qualified status of certain retire-
ment plans, the applicant must provide 
the Internal Revenue Service with sat-
isfactory evidence that such applicant 
has notified the persons who qualify as 
interested parties, under regulations 
prescribed under section 7476(b)(1) of 
the Code, of the application for such 
determination. See section 3001(a) of 

the Employee Retirement Income Se-
curity Act of 1974 (88 Stat. 995). For the 
rules for giving notice to interested 
parties, see § 1.7476–2 and paragraph (o) 
of § 601.201 of this chapter (Statement 
of Procedural Rules). 

(2) Declaratory judgments. Section 7476 
provides a procedure for obtaining a de-
claratory judgment by the Tax Court 
with respect to the initial or con-
tinuing qualification under subchapter 
D of chapter 1 of the Code of a retire-
ment plan defined in section 7476(d), in 
the case of an actual controversy in-
volving: 

(i) A determination by the Internal 
Revenue Service with respect to the 
initial qualification or continuing 
qualification under such subchapter of 
such a plan, or 

(ii) A failure by the Internal Revenue 
Service to make a determination with 
respect to: 

(A) Such initial qualification of such 
a plan, or 

(B) Such continuing qualification of 
such a plan, if the controversy arises 
from a plan amendment or plan termi-
nation. 

Under section 7476(d) the term ‘‘retire-
ment plan’’ means a pension 
profitsharing, or stock bonus plan de-
scribed in section 401(a), or a trust 
which is part of such a plan, an annuity 
plan described in section 403(a), or a 
bond purchase plan described in section 
405(a). This procedure is available only 
to the employer, the plan adminis-
trator as defined in section 414(g), an 
employee who qualifies as an inter-
ested party as defined in this section, 
or the Pension Benefit Guaranty Cor-
poration, where such person has an ac-
tual controversy involving a deter-
mination described in paragraph 
(a)(2)(ii) of this section. In the case of 
an application for such a determina-
tion, this procedure is available only if 
such determination or failure to make 
such determination is with respect to 
an application described in paragraph 
(b)(7) of this section. In addition, in the 
case of such an application, if a peti-
tioner was the applicant for the deter-
mination, the Tax Court may hold, 
under section 7476(b)(2), the filing of a 
pleading for a declaratory judgment to 
be premature unless the petitioner es-
tablishes to the satisfaction of the Tax 
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Court that such petitioner has caused 
the interested parties to be notified in 
accordance with this section and 
§ 1.7476.2 

(b) Interested parties—(1) In general. If 
paragraphs (b) (2), (3), (4), and (5) of 
this section do not apply, then, except 
as otherwise provided in paragraphs 
(b)(6) (i), (ii), and (iii) of this section, 
the following persons shall be inter-
ested parties with respect to an appli-
cation for an advance determination as 
to the qualified status of a retirement 
plan: 

(i) All present employees of the em-
ployer who are eligible to participate 
in the plan (as defined in paragraph 
(d)(2) of this section), and 

(ii) All other present employees of 
the employer whose principal place of 
employment (as defined in paragraph 
(d)(3) of this section) is the same as the 
principal place of employment of any 
employee described in paragraph 
(b)(1)(i) of this section. 

(2) Certain plans covering a principal 
owner. Notwithstanding paragraph 
(b)(1) of this section, where: 

(i) A principal owner (within the 
meaning of paragraph (d)(2) of 
§ 1.414(c)–3) of the employer or of a com-
mon parent of the employer (where the 
employer is a member of a parent-sub-
sidiary group of trades or businesses 
under common control under section 
414 (b) or (c)) is eligible to participate 
in the plan, and 

(ii) The number of employees em-
ployed by such employer (including all 
employees who by reason of section 414 
(b) or (c) are treated as employees of 
such employer) is 100 or less then ex-
cept as otherwise provided in para-
graphs (b)(6) (i), (ii), and (iv) of this 
section, all present employees of the 
employer shall be interested parties 
with respect to an application for an 
advance determinations as to the 
qualified status of the retirement plan. 

(3) Certain plan amendments. In the 
case of an application for an advance 
determination as to whether a plan 
amendment affects the continuing 
qualification of a plan, if: 

(i) There is outstanding a favorable 
determination letter for a plan year to 
which section 410 applies, and 

(ii) The amendment does not alter 
the participation provisions of the 

plan, then paragraphs (b) (1) and (2) of 
this section shall not apply, and all 
present employees of the employer who 
are eligible to participate in the plan 
(as defined in paragraph (d)(2) of this 
section), shall be interested parties. 
For the purpose of this paragraph 
(b)(3), if qualification of the plan is de-
pendent upon benefits under the plan 
integrating with those benefits pro-
vided under the Social Security Act or 
a similar program, and if such integra-
tion results in excluding any employee 
or could possibly result in any partici-
pant’s benefit being reduced to zero 
and the amendment alters contribu-
tions to or the amount of benefits pay-
able under the plan, then the amend-
ment shall be considered to alter the 
participation provisions of the plan. 

(4) Collectively bargained plans. In the 
case of an application with respect to a 
plan described in section 413(a) (relat-
ing to collectively bargained plans), 
paragraphs (b) (1), (2) and (3) of this 
section shall not apply and all present 
employees covered by a collective-bar-
gaining agreement pursuant to which 
the plan is maintained shall be inter-
ested parties. 

(5) Plan terminations. In the case of an 
application for an advance determina-
tion with respect to whether a plan ter-
mination affects the continuing quali-
fication of a retirement plan, para-
graphs (b) (1), (2), (3) and (4) of this sec-
tion shall not apply, and all present 
employees with accrued benefits under 
the plan, all former employees with 
vested benefits under the plan, and all 
beneficiaries of decreased former em-
ployees currently receiving benefits 
under the plan, shall be interested par-
ties. 

(6) Exceptions. (i) In the case of an ap-
plication to which paragraph (b) (1) or 
(2) of this section applies, an employee 
who is not eligible to participate in the 
plan shall not be an interested party if 
such employee is excluded from consid-
eration for purposes of section 410(b)(1) 
by reason of section 410(b)(2) (B) or (C). 

(ii) In the case of an application to 
which paragraph (b) (1) or (2) of this 
section applies, an application to which 
paragraph (b) (1) or (2) of this section 
applies, an employee who is not eligi-
ble to participate in the plan shall not 
be an interested party if such plan 
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meets the eligibility standards of sec-
tion 410(b)(1)(A). 

(iii) In the case of an application to 
which paragraph (b)(1) of this section 
applies, an employee who is not eligi-
ble to participate in the plan shall not 
be an interested party with respect to 
such plan if such employee is eligible 
to participate in any other plan of the 
employer with respect to which a fa-
vorable determination letter is out-
standing (whether or not issued pursu-
ant to an application to which this sec-
tion applies), or in such a plan of an-
other employer whose employees, by 
reason of section 414 (b) or (c), are 
treated as employees of the employer 
making the application. 

(iv) In the case of an application to 
which paragraph (b)(2) of this section 
applies, an employee who is not eligi-
ble to participate in the plan shall not 
be an interested party with respect to 
such plan if such employee is eligible 
to participate in a plan described in 
section 413(a) (relating to collectively 
bargained plans) maintained by the 
employer with respect to which a fa-
vorable determination letter is out-
standing (whether or not issued pursu-
ant to an application to which this sec-
tion applies), or in such a plan of an-
other employer whose employees by 
reason of section 414 (b) or (c), are 
treated as employees of the employer 
making the application. 

(7) Applicability. Paragraph (b) of this 
section shall only apply in the case of 
an application made to the internal 
Revenue Service requesting an advance 
determination that a retirement plan 
as defined in section 7476(d) and para-
graph (a) of this section meets the re-
quirements for qualification for a plan 
year or years to which section 410 ap-
plies to such plan. See paragraphs (c) 
(4) and (5) of this section for special 
rules in respect of years to which sec-
tion 410 applies. 

(c) Special rules. For purposes of para-
graph (b) of this section and § 1.7476–2: 

(1) Time of determination. The status 
of an individual as an interested party 
and as a present employee or former 
employee shall be determined as of a 
date determined by the applicant, 
which date shall not be earlier than 
five business days before the first date 
on which the notice of the application 

is given to interested parties pursuant 
to § 1.7476–2 nor later than the date on 
which such notice is given. 

(2) Controlled groups, etc. An indi-
vidual shall be considered to be an em-
ployee of an employer if such employee 
is treated as that employer’s employee 
under section 414 (b) or (c). 

(3) Self-employed individuals. A self- 
employed individual shall be consid-
ered an employee. 

(4) Years to which section 410 relates. 
For purposes of paragraph (b)(7) of this 
section, section 410 shall be considered 
to apply to a plan year if an election 
has been made under section 1017(d) of 
the Employee Retirement Income Se-
curity Act of 1974 to have section 410 
apply to such plan year, whether or not 
the election is conditioned upon the 
issuance by the Commissioner of a fa-
vorable determination letter. 

(5) Government, church plans, etc. In 
the case of an organization described in 
section 410(c)(1), section 410 will be 
considered to apply to a plan year of 
such organization for any plan year to 
which section 410(c)(2) applies to such 
plan. 

(d) Definitions. For the purposes of 
paragraph (b) of this section and 
§ 1.7476–2: 

(1) Employer. The term ‘‘employer’’ 
includes all employers who maintain 
the plan with respect to which an ad-
vance determination applies. A sole 
proprietor shall be considered such per-
son’s own employer and a partnership 
is considered to be the employer of 
each of the partners. 

(2) Eligible to participate. For purposes 
of this section, an employee is eligible 
to participate in a plan if such em-
ployee: 

(i) Is a participant in the plan, 
(ii) Would be a participant in the 

plan if such employee met the min-
imum age and service requirements of 
the plan or 

(iii) Would be a participant in the 
plan upon making mandatory employee 
contributions. 

In applying this paragraph (d)(2), plan 
provisions (with respect to which the 
determination regarding qualification 
is to be based) not in effect on the first 
date on which notice is given to inter-
ested parties shall be treated as though 
they were in effect on such date. 
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(3) Place of employment. A place of em-
ployment includes all worksites within 
a plant, installation, store, office, or 
similar facility. Any employee who has 
no principal place of employment shall 
be treated as though such employee’s 
principal place of employment is that 
place to which such employee regularly 
reports to the employer. 

(e) Effective date. The provisions of 
this section apply to applications re-
ferred to in paragraph (a) of this sec-
tion made on or after June 21, 1976. 

[T.D. 7421, 41 FR 20876, May 21, 1976; 41 FR 
22561, June 4, 1976, as amended by T.D. 8179, 
53 FR 6613, Mar. 2, 1988; T.D. 9006, 67 FR 47456, 
July 19, 2002] 

§ 1.7476–2 Notice to interested parties. 
(a) In general. Any person applying to 

a district director for a determination 
described in paragraph (b)(7) of § 1.7476– 
1 shall cause notice of the application 
to be given to persons who qualify as 
interested parties under § 1.7476–1 with 
respect to the application, whether or 
not such application is received by the 
Internal Revenue Service before the 
date on which section 410 applies to the 
plan. 

(b) Nature of notice. The notice re-
quired by this section shall— 

(1) Contain the information and be 
given within the time period prescribed 
in § 601.201(o)(3) of this chapter; and 

(2) Be given in a manner prescribed in 
paragraph (c) of this section. 

(c) Method of giving notice. (1) In the 
case of a present employee, former em-
ployee, or beneficiary who is an inter-
ested party, the notice may be provided 
by any method reasonably calculated 
to ensure that each interested party is 
notified of the application for a deter-
mination. If an interested party who is 
a present employee is in a unit of em-
ployees covered by a collective-bar-
gaining agreement between employee 
representatives and one or more em-
ployers, notice shall also be given to 
the collective-bargaining representa-
tive of such interested party by any 
method that satisfies this paragraph. 
Whether the notice is provided in a 
manner that satisfies the requirements 
of this paragraph is determined on the 
basis of all the relevant facts and cir-
cumstances. Because the facts and cir-
cumstances differ depending on the in-

terested party, it may be necessary to 
use more than one method of delivery 
in order to ensure timely and adequate 
notice to all interested parties. 

(2) If the notice to interested parties 
is delivered using an electronic me-
dium under a system that satisfies the 
requirements of § 1.402(f)-1 Q&A–5, the 
notice is deemed to be provided in a 
manner that satisfies the requirements 
of paragraph (c)(1). 

(d) Examples. The principles of this 
section are illustrated by the following 
examples: 

Example 1. (i) Employer A is amending Plan 
C and applying for a determination letter. 
Plan C is not maintained pursuant to one or 
more collective bargaining agreements and 
is not being terminated. As part of the deter-
mination letter application process, Em-
ployer A provides the notice required under 
this section to interested parties. For 
present employees, Employer A provides the 
notice by posting the notice at those loca-
tions within the principal places of employ-
ment of the interested parties which are cus-
tomarily used for employer notices to em-
ployees with regard to employment and em-
ployee benefit matters. 

(ii) In this Example 1, Employer A satisfies 
the notice to interested parties requirement 
described in this section. 

Example 2. (i) Employer B is amending Plan 
D and applying for a determination letter. 
As part of the determination letter applica-
tion process, Employer B provides the notice 
required under this section to interested par-
ties. 

(ii) Employer B has multiple worksites. 
Employer B’s employees located at work-
sites 1 through 4 have reasonable access to 
computers at their workplace. However, Em-
ployer B’s employees located at worksite 5 
do not have access to computers. 

(iii) For present employees with reasonable 
access to computers (worksites 1 through 4), 
Employer B provides the notice by posting 
the notice on Employer B’s web site (Inter-
net or intranet). Employees at worksites 1 
through 4 customarily receive employer no-
tification with regard to employment and 
employee benefit matters from the Employer 
B’s web site. For present employees without 
access to computers (worksite 5), Employer 
B provides the notice by posting the notice 
at worksite 5 in a location that is custom-
arily used for employer notices to employees 
with regard to employment and employee 
benefit matters. 

(iv) Employer B also sends the notice by e- 
mail to each collective-bargaining represent-
ative of interested parties who are present 
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employees of Employer B covered by a col-
lective-bargaining agreement between em-
ployee representatives and Employer B, 
using the e-mail address previously provided 
to Employer B by such collective-bargaining 
representative. 

(v) In this Example 2, Employer B satisfies 
the notice to interested parties requirement 
described in this section. 

Example 3. (i) Employer C is terminating 
Plan E and applying for a determination let-
ter as to whether the plan termination af-
fects the continuing qualification of Plan E. 
As part of the determination letter applica-
tion process, Employer C provides the notice 
required under this section to interested par-
ties. 

(ii) All of Employer C’s employees have 
reasonable access to computers. Each em-
ployee has an e-mail address where he or she 
can receive messages from Employer C. Em-
ployees of Employer C customarily receive 
employer notices regarding employment and 
employee benefit matters by e-mail. 

(iii) For present employees, Employer C 
provides the notice by sending the notice by 
e-mail. 

(iv) Employer C also sends the notice by e- 
mail to each collective-bargaining represent-
ative of interested parties who are present 
employees of Employer C covered by a col-
lective-bargaining agreement between em-
ployee representatives and Employer C, 
using the e-mail address previously provided 
to Employer C by such collective-bargaining 
representative. 

(v) In addition, Employer C sends the no-
tice by e-mail to each interested party who 
is a former employee or beneficiary, using 
the e-mail address previously provided to 
Employer C by such interested party. For 
any former employee or beneficiary who did 
not provide an e-mail address, Employer C 
sends the notice by regular mail to the last 
known address of such former employee or 
beneficiary. 

(vi) In this Example 3, Employer C satisfies 
the notice to interested parties requirement 
described in this section. 

(e) Effective date. (1) The provisions of 
this section shall apply to applications 
referred to in § 1.7476–1(a) made on or 
after January 1, 2003. 

(2) For applications made on or after 
June 21, 1976 and before January 1, 2003, 
§ 1.7476–2 (as it appeared in the April 1, 
2002 edition of 26 CFR part 1) applies. 

[T.D. 7421, 41 FR 20876, May 21, 1976, as 
amended at T.D. 9006, 67 FR 47456, July 19, 
2002] 

§ 1.7476–3 Notice of determination. 
(a) In general. Under section 7476(b)(5) 

if a district director sends to the em-

ployer, the plan administrator, an in-
terested party with respect to the plan, 
or the Pension Benefit Guaranty Cor-
poration (or in the case of certain indi-
viduals who qualify as interested par-
ties under paragraph (b) of § 1.7476–1, to 
the person described under paragraph 
(c) of this section as the representative 
of such individuals) by certified or reg-
istered mail a notice of determination 
with respect to the qualification of a 
retirement plan described in section 
7476(d), no proceeding for a declaratory 
judgment by the United States Tax 
Court with respect to the qualification 
of such plan may be initiated by such 
person unless the pleading initiating 
such proceeding is filed by such person 
with such Court before the ninety-first 
day after the day after such notice is 
mailed. 

(b) Address for notice of determina-
tion—(1) Applicant. In the case of the 
applicant for a determination, a notice 
of determination referred to in section 
7476(b)(5) shall be sufficient if mailed to 
such person at the address set forth on 
the application for the determination. 

(2) Interested party. In the case of an 
interested party or parties who, pursu-
ant to section 3001(b) of the Employee 
Retirement Income Security Act of 
1974 (88 Stat. 995), submitted a com-
ment to a district director with respect 
to the qualification of the plan, a no-
tice of determination referred to in 
section 7476(b)(5) shall be sufficient if 
mailed to the address designated in the 
comment as the address to which cor-
respondence should be sent. 

(c) Representative of interested parties. 
(1) In the case of an interested party 
who, in accordance with section 3001(b) 
of the Employee Retirement Income 
Security Act of 1974 (88 Stat. 995), re-
quests the Secretary of Labor to sub-
mit a comment to a district director on 
matters respecting the qualification of 
the plan, where pursuant to such re-
quest such Secretary does in fact sub-
mit such a comment, the Adminis-
trator of Pension and Welfare Benefit 
Programs, Department of Labor, shall 
be the representative of such interested 
party for purposes of receiving the no-
tice referred to in section 7476(b)(5) 
with respect to those matters on which 
the Secretary of Labor commented. 
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(2) In the event a single comment 
with respect to the qualification of the 
plan is submitted to a district director 
by two or more interested parties, the 
representative designated in the com-
ment for receipt of correspondence 
shall be the representative of all the 
interested parties submitting the com-
ment for purposes of receiving the no-
tice referred to in section 7476(b)(5) on 
behalf of all of them. Such designated 
representative must be either one of 
the interested parties who submitted 
the comment or a person described in 
paragraph (e)(6) (i), (ii) or (iii) of 
§ 601.201 of this chapter (Statement of 
Procedural Rules). If one person is not 
designated in the comment as the rep-
resentative for receipt of correspond-
ence, a notice of determination mailed 
to any interested party who submitted 
the comment shall be notice to all the 
interested parties who submitted the 
comment for purposes of section 
7476(b)(5). 

[T.D. 7421, 41 FR 20877, May 21, 1976] 

§ 1.7519–0T Table of contents (tem-
porary). 

This section lists the captions that 
appear in the temporary regulations 
under section 7519. 

§ 1.7519–1T Required payments for enti-
ties electing not to have required year 
(temporary). 

(a) In general. 
(1) Applicability. 
(2) Returns and required payments. 
(3) Required payment. 
(4) Examples. 
(b) Definitions and special rules. 
(1) Applicable percentage. 
(i) In general. 
(ii) Exception for certain applicable elec-

tion years beginning after 1987. 
(iii) Example. 
(2) Adjusted highest section 1 rate. 
(i) General rule. 
(ii) Period for determining highest section 

rate. 
Base year. 
(4) Special rules for certain applicable elec-

tion years. 
(i) First applicable election year of new en-

tities. 
(ii) Applicable election years ending prior 

to the required taxable year. 
(5) Net base year income. 
(i) In general. 
(ii) Partnership net income. 
(A) In general. 

(B) Treatment of deductions and losses. 
(C) Partner limitations disregarded. 
(iii) S corporation net income. 
(A) In general. 
(B) Treatment of deductions and losses. 
(C) Shareholder limitations disregarded. 
(iv) Applicable payments. 
(A) In general. 
(B) Exceptions. 
(C) Special rule for corporation electing S 

status. 
(D) Special rules for certain payments. 
(1) Certain indirect payments. 
(2) Payments by a downstream controlled 

partnership. 
(i) In general. 
(ii) Definition of a downstream controlled 

partnership. 
(3) Examples. 
(v) Special rule for base year of less than 

twelve months. 
(A) In general. 
(B) Annualized short base year income. 
(vi) Examples. 
(c) Refunds of required payments. 
(d) Examples. 

§ 1.7519–2T Required payments—proce-
dures and administration (temporary). 

(a) Payment and return required. 
(1) In general. 
(2) Return required. 
(i) In general. 
(ii) Procedure if amount for applicable 

election year (and all preceding years) is not 
greater than $500. 

(3) Time and place for filing return. 
(i) Applicable election years beginning in 

1987. 
(A) Taxpayers that would otherwise file 

Form 720 for the second quarter of 1988. 
(B) Other taxpayers. 
(ii) Applicable election years beginning 

after 1987. 
(A) Return made on Form 720. 
(B) Return made on form other than Form 

720. 
(iii) Special rule for back-up section 444 

election. 
(4) Time and place for making required 

payment. 
(i) Applicable election years beginning in 

1987. 
(ii) Applicable election years beginning 

after 1987. 
(iii) Special rule for back-up section 444 

election. 
(5) Penalties for failure to pay. 
(6) Refund of required payment. 
(i) In general. 
(ii) Procedures for claiming refund. 
(iii) Interest on refund. 
(b) Assessment and collection of payment. 
(c) Termination due to willful failure. 
(d) Negligence and fraud penalties made 

applicable. 
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§ 1.7519.3T Effective date (temporary). 

§ 1.7519–1T Required payments for en-
tities electing not to have required 
year (temporary). 

(a) In general—(1) Applicability. This 
section applies to any taxable year 
that a partnership or S corporation has 
an election under section 444 in effect 
(an ‘‘applicable election year’’). 

(2) Returns and required payments. For 
each applicable election year, a part-
nership or S corporation must— 

(i) File a return as provided in 
§ 1.7519—2T (a)(2), and 

(ii) Make a required payment (as de-
fined in paragraph (a)(3) of this sec-
tion) as provided in § 1.7519–2T. 

However, if the required payment for 
an applicable election year is not more 
than $500 and the partnership or S cor-
poration has not been required to make 
a required payment for a prior year, 
the partnership or S corporation 
should not make a required payment 
for such applicable election year. 

(3) Required payment. The term ‘‘re-
quired payment’’ means, with respect 
to any applicable election year, an 
amount equal to the excess of— 

(i) The product of the applicable per-
centage of the adjusted highest section 
1 rate, multiplied by the net base year 
income (as defined in paragraph (b)(5) 
of this section) of the entity over 

(ii) The cumulative amount of re-
quired payments actually made for all 
preceding applicable election years (re-
duced by the cumulative amount of 
such payments refundable under sec-
tion 7519(c) for all such preceding 
years). 

Furthermore, the amount of the re-
quired payment is determined without 
regard to the required payment of any 
other partnership or S corporation. See 
example (3) in paragraph (d) of this sec-
tion. 

(4) Examples. The provisions of para-
graph (a) of this section may be illus-
trated by the following examples. 

Example (1). A, a partnership, makes a sec-
tion 444 election to retain its taxable year 
ending September 30. For A’s first applicable 
election year, A’s required payment, as de-
fined in paragraph (a)(3) of this section, is 
$400. Thus, A does not have to make a re-
quired payment for that year. However, A is 

required to file the return prescribed by 
§ 1.7519–2T(a)(2). 

Example (2). The facts are the same as in 
example (1), and, in addition to those facts, 
for A’s second applicable election year, the 
amount determined under paragraph (a)(3)(i) 
of this section is $800. Because A did not ac-
tually make a required payment for A’s first 
applicable election year, A’s required pay-
ment is $800 for its second applicable elec-
tion year. Since the required payment is 
greater than $500, A must make a required 
payment for its second applicable election 
year. Furthermore, A must file the return 
prescribed by § 1.7519–2T(a)(2). 

Example (3). The facts are the same as in 
example (2), and, in addition to those facts, 
for A’s third applicable election year, the 
amount determined under paragraph (a)(3)(i) 
of this section is $1,200. Thus, A’s required 
payment is $400 ($1,200 determined under 
paragraph (a)(3)(i) of this section less $800 de-
termined under paragraph (a)(3)(ii) of this 
section). Although A’s required payment for 
its third applicable election year is not more 
than $500, A must make its required payment 
for such year because the required payment 
for a preceding applicable election year ex-
ceeded $500. A must also file the return pre-
scribed by § 1.7519–2T(a)(2) for its third appli-
cable election year. 

(b) Definitions and special rules—(1) 
Applicable percentage—(i) In general. Ex-
cept as provided in paragraph (b)(1)(ii) 
of this section, the term ‘‘applicable 
percentage’’ means the percentage de-
termined in accordance with the fol-
lowing table: 

If the applicable election year of the partner-
ship or S corporation begins during— 

The applica-
ble percent-

age is— 

1987 ................................................................. .25 
1988 ................................................................. .50 
1989 ................................................................. .75 
1990 or thereafter ............................................ 100 

(ii) Exception for certain applicable 
election years beginning after 1987. [Re-
served] 

(iii) Example. The provisions of para-
graph (b)(1) of this section may be il-
lustrated by the following example. 

Example. B is a corporation that has his-
torically used a June 30 taxable year. For its 
taxable year beginning July 1, 1987, B elects 
to be an S corporation and elects under 
§ 1.444–1T(b)(3) to retain its June 30 taxable 
year. Had B changed to a calendar year, its 
required year under section 1378, B’s share-
holders would not have been entitled to the 
4-year spread under section 806(e)(2)(C) of the 
Tax Reform Act of 1986 because B was not an 
S corporation for its taxable year beginning 
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in 1986. Nevertheless, for purposes of deter-
mining the required payment for B’s applica-
ble election year beginning July 1, 1987, the 
applicable percentage is 25 percent. 

(2) Adjusted highest section 1 rate—(i) 
General rule. For any applicable elec-
tion year, the term ‘‘adjusted highest 
section 1 rate’’ means the highest rate 
of tax under section 1 applicable to the 
period defined in paragraph (b)(2)(ii) of 
this section, plus 1 percentage point. 
Notwithstanding the preceding sen-
tence, the adjusted highest section 1 
rate is 36 percent for applicable elec-
tion years beginning in 1987. For pur-
poses of this section, the highest rate 
of tax is determined without regard to 
the effect of section 1(g), relating to 
the phaseout of the 15-percent rate and 
personal exemptions. 

(ii) Period for determining highest sec-
tion 1 rate. For purposes of paragraph 
(b)(2)(i) of this section, the period for 
determining the highest rate of tax 
under section 1 is the 12 month period 
that— 

(A) Ends with the required taxable 
year for the applicable election year, 
and 

(B) Includes the end of the base year. 

For example, assume that a partner-
ship’s applicable election year begins 
on October 1, 1988 and that the required 
taxable year for such applicable elec-
tion year is December 31. Based upon 
these facts, the period for determining 
the highest section 1 rate is the 12- 
month period ending December 31, 1988. 

(3) Base year. The term ‘‘base year’’ 
means, with respect to any applicable 
election year, the taxable year of the 
partnership or S corporation preceding 
such applicable election year. 

(4) Special rules for certain applicable 
election years—(i) First applicable elec-
tion year of new entities. If an applicable 
election year is a partnership’s or S 
corporation’s first year in existence 
(i.e., the partnership or S corporation 
is newly formed and therefore does not 
have a base year), the required pay-
ment for such applicable election year 
is zero. 

(ii) Applicable election years ending 
prior to the required taxable year. If a 
partnership or S corporation makes a 
section 444 election and the resulting 
applicable election year (the ‘‘first ap-
plicable election year’’) of the partner-

ship or S corporation ends prior to the 
last day of the required year, the re-
quired payment for the first applicable 
election year is zero. See example (5) in 
paragraph (b)(5)(vi) of this section. 

(5) Net base year income—(i) In general. 
Except as provided in paragraph 
(b)(5)(v) of this section (relating to 
short base years), the net base year in-
come of a partnership or S corporation 
is the sum of— 

(A) The deferral ratio multiplied by 
the partnership’s or S corporation’s net 
income for the base year, plus 

(B) The excess (if any) of— 
(1) The deferral ratio multiplied by 

the aggregate amount of applicable 
payments made by the partnership or S 
corporation during the base year, over 

(2) The aggregate amount of such ap-
plicable payments made during the de-
ferral period of the base year. 

The term ‘‘deferral ratio’’ means the 
ratio which the number of months in 
the deferral period (as defined in § 1.444– 
1T (b)(4)) of the applicable election 
year bears to 12 months. 

(ii) Partnership net income. For pur-
poses of paragraph (b)(5)(i) of this sec-
tion— 

(A) In general. The net income of the 
partnership is the amount (not below 
zero) determined by taking into ac-
count the aggregate amount of the 
partnership’s items described in sec-
tion 702(a), except for— 

(1) Credits, 
(2) Tax-exempt income, and 
(3) Guaranteed payments under sec-

tion 707(c). 
(B) Treatment of deductions and losses. 

For purposes of determining the aggre-
gate amount of partnership items, de-
ductions and losses are treated as nega-
tive income. Thus, for example, if 
under section 702(a) a partnership has 
$1,000 of ordinary taxable income, $500 
of specially allocated deductions, and 
$300 of capital loss, the net income of 
the partnership is $200 ($1,000–$500– 
$300). 

(C) Partner limitations disregarded. 
Any limitation on the amount of a 
partnership item described in section 
702(a) which may be taken into account 
for purposes of computing the taxable 
income of a partner shall be dis-
regarded in computing the net income 
of the partnership. 
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(iii) S corporation net income. For pur-
poses of paragraph (b)(5)(i) of this sec-
tion— 

(A) In general. The net income of an 
S corporation is the amount (not below 
zero) determined by taking into ac-
count the aggregate amount of the S 
corporation’s items described in sec-
tion 1366(a) (other than credits and tax- 
exempt income). If the S corporation 
was a C corporation for the base year, 
the taxable income of the C corpora-
tion shall be treated as the net income 
of the S corporation for such year. 

(B) Treatment of deductions and losses. 
For purposes of determining the aggre-
gate amount of S corporation items, 
deductions and losses are treated as 
negative income. Thus, for example, if 
under section 1366(a) an S corporation 
has $2,000 of ordinary taxable income, 
$1,000 of deductions described in section 
1366(a)(1)(A) of the Code, and $500 of 
capital loss, the net income of the S 
corporation is $500 ($2,000–$1,000–$500). 

(C) Shareholder limitations disregarded. 
Any limitation on any amount de-
scribed in section 1366(a) which may be 
taken into account for purposes of 
computing the taxable income of a 
shareholder shall be disregarded in 
computing the net income of the S cor-
poration. 

(iv) Applicable payments—(A) In gen-
eral. The term applicable payment 
means any amount deductible in the 
base year that is includable at any 
time, directly or indirectly, in the 
gross income of a taxpayer that during 
the base year is a partner or share-
holder. 

(B) Exceptions. The term applicable 
payment does not include any guaran-
teed payments under section 707(c). 

(C) Special rule for corporation electing 
S status. If an S corporation was a C 
corporation for the base year, the cor-
poration shall be treated as if it were 
an S corporation for the base year for 
purposes of determining the amount of 
applicable payments under this sec-
tion. Thus, amounts deductible by the 
C corporation in the base year that are 
includable at any time in the gross in-
come of a taxpayer that is a share-
holder during the base year are treated 
as if from an S corporation, and there-
fore within the meaning of the term 
‘‘applicable payments.’’ 

(D) Special rules for certain payments— 
(1) Certain indirect payments. For pur-
poses of paragraph (b)(5)(iv)(A) of this 
section, an amount is indirectly includ-
able in the gross income of a partner or 
shareholder of a partnership or S cor-
poration that has a section 444 election 
in effect (an electing partnership or S 
corporation) if the amount is includ-
able in the gross income of— 

(i) The spouse (other than a spouse 
who is legally separated from the part-
ner or shareholder under a decree of di-
vorce or separate maintenance) or 
child (under age 14) of such partner or 
shareholder, or 

(ii) A corporation more than 50 per-
cent (measured by fair market value) 
of which is owned in the aggregate by 
partners or shareholders (and individ-
uals related under paragraph 
(b)(5)(iv)(D)(1)(i) of this section to any 
such partners or shareholders), of the 
electing partnership or S corporation, 
or 

(iii) A partnership more than 50 per-
cent of the profits and capital of which 
is owned in the aggregate by partners 
or shareholders (and individuals re-
lated under paragraph (b)(5)(iv)(D)(1)(i) 
of this section to any such partners or 
shareholders) of the electing partner-
ship or S corporation, or 

(iv) A trust more than 50 percent of 
the beneficial ownership of which is 
owned in the aggregate by partners or 
shareholders (and individuals related 
under paragraph (b)(5)(iv)(D)(1)(i) of 
this section to any such partners or 
shareholders), of the electing partner-
ship or S corporation. 

For purposes of this paragraph 
(b)(5)(iv)(D)(1), ownership by any per-
son described in this paragraph 
(b)(5)(iv)(D)(1) shall be treated as own-
ership by the partners or shareholders 
of the electing partnership or S cor-
poration. This paragraph (b)(5)(iv)(D)(1) 
does not apply to amounts deductible 
by a partnership or S corporation that 
has made a section 444 election (the 
‘‘deducting partnership’’) and included 
in the gross income of a partnership or 
S corporation defined in paragraphs 
(b)(5)(iv)(D)(1) (ii) or (iii) of this section 
(the ‘‘including partnership’’), if the in-
cluding partnership has the same tax-
able year as the deducting partnership 
and the including partnership has a 
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section 444 election in effect. Further-
more, notwithstanding the general ef-
fective date provided in § 1.7519–3T, this 
paragraph (b)(5)(iv)(D)(1) is effective 
for amounts deductible on or after 
June 1, 1988. 

(2) Payments by a downstream con-
trolled partnership—(i) In general. If a 
partnership or S corporation has made 
a section 444 election, any amounts de-
ducted by a downstream controlled 
partnership will be considered deducted 
by the partnership or S corporation 
that has made the section 444 election 
for purposes of determining the appli-
cable payments of the partnership or S 
corporation that has made the section 
444 election. 

(ii) Definition of a downstream con-
trolled partnership. If a partnership or S 
corporation that has made a section 444 
election owns more than 50 percent of a 
partnership’s profits and capital, such 
owned partnership is considered a 
downstream controlled partnership for 
purposes of paragraph (b)(5)(iv)(D)(2)(i) 
of this section. Furthermore, if more 
than 50 percent of a partnership’s prof-
its and capital are owned by a down-
stream controlled partnership, such 
owned partnership is considered a 
downstream controlled partnership for 
purposes of paragraph (b)(5)(iv)(D)(2)(i) 
of this section. 

(3) Examples. The provisions of this 
paragraph (b)(5)(iv)(D) may be illus-
trated by the following examples. 

Example (1). I1 and I2, calendar year indi-
viduals, own 100 percent of the profits and 
capital of C1, a partnership. In addition to 
owning C1, I1 and I2 also own 100 percent of 
the profits and capital of C2, a calendar year 
partnership. For its taxable years beginning 
February 1, 1987, 1988, and 1989, C1 has a sec-
tion 444 election in effect to use a January 31 
taxable year. During its base years beginning 
February 1, 1986, 1987, and 1988, C1 deducted 
$10,000, $11,000, and $12,000, respectively that 
was included in C2’s gross income. Further-
more, of the $12,000 deducted by C1 for its 
taxable year beginning February 1, 1988, 
$7,000 was deducted during the period June 1, 
1988 to January 31, 1989. Pursuant to para-
graph (b)(5)(iv)(D)(1) of this section, the 
$7,000 deducted by C1 on or after June 1, 1988, 
and included in C2’s gross income is consid-
ered an applicable payment for C1’s base 
year beginning February 1, 1988. Amounts de-
ducted by C1 prior to June 1, 1988, are not 
subject to paragraph (b)(5)(iv)(D)(1) of this 
section. 

Example (2). The facts are the same as in 
example (1), except that I1 and I2 own only 51 
percent of C2’s profits and capital. Since the 
two partners in C1 (i.e., I1 and I2) own more 
than 50 percent of C2’s profits and capital, C2 
is considered controlled by the partners of C1 
pursuant to paragraph (b)(5)(iv)(D)(1)(iii) of 
this section. Thus, the conclusions in exam-
ple (1) are unchanged. Furthermore, if the 
$7,000 deducted by C1 was included in the in-
come of a partnership more than 50 percent 
of the profits and capital of which is owned 
by C2, such $7,000 would be considered an ap-
plicable payment for its base year beginning 
February 1, 1988. 

Example (3). The facts are the same as in 
example (1), except that for its taxable years 
beginning February 1, 1987, 1988, and 1989, C2 
has a section 444 election in effect to use a 
January 31 taxable year. Since both C1 and 
C2 have the same taxable year and both have 
section 444 elections in effect, paragraph 
(b)(5)(iv)(D)(1) of this section does not apply 
to the $7,000 deducted by C1 for its base year 
beginning February 1, 1988. 

Example (4). I3 and I4, calendar year indi-
viduals, own 100 percent of the profits and 
capital of C3, a partnership. C3 has made a 
section 444 election to retain a year ending 
June 30 for its taxable year beginning July 1, 
1987. Furthermore, C3 owns more than 50 per-
cent of the profits and capital of C4, a part-
nership that historically used a June 30 tax-
able year. Pursuant to § 1.706–3T(b), C4 re-
tains its year ending June 30 for its taxable 
year beginning July 1, 1987. For its taxable 
year beginning July 1, 1986, C4 deducted 
$20,000 that was included in I3’s gross in-
come. Pursuant to paragraph (b)(5)(iv)(D)(2) 
of this section, the $20,000 deducted by C4 is 
considered an applicable payment by C3 for 
its base year beginning July 1, 1986. 

Example (5). The facts are the same as in 
example (4), except that the $20,000 deducted 
by C4 is included in the gross income of a 
calendar year partnership 100 percent owned 
by I3 and I4. Pursuant to paragraphs 
(b)(5)(v)(D) (1) and (2) of this section, the 
$20,000 deducted by C4 is considered an appli-
cable payment by C3 for its base year begin-
ning July 1, 1986. 

Example (6). The facts are the same as in 
example (4), except that instead of directly 
owning a portion of C4, C3 owns more than 50 
percent of the profits and capital of C5. Fur-
thermore, C5 owns more than 50 percent of 
the profits and capital of C4. Pursuant to 
paragraph (b)(5)(iv)(D)(2)(ii) of this section, 
both C5 and C4 are considered downstream 
controlled partnerships of C3. Thus, pursuant 
to paragraph (b)(5)(iv)(D)(2)(i) of this section, 
the $20,000 deducted by C4 is considered an 
applicable payment by C3 for its base year 
beginning July 1, 1986. 

(v) Special rule for base year of less 
than twelve months—(A) In general. If a 
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base year is a taxable year of less than 
twelve months (a ‘‘short base year’’), 
net base year income for such year is 
an amount equal to the excess, if any, 
of— 

(1) The deferral ratio multiplied by 
the annualized short base year income, 
over 

(2) Applicable payments made during 
the deferral period of the applicable 
election year following the base year. 

(B) Annualized short base year income. 
The annualized short base year income 
is determined by— 

(1) Increasing the net income for the 
short base year by applicable payments 
deductible in the short base year, and 

(2) Multiplying the short base year 
income as increased in paragraph 
(b)(5)(v)(B)(1) of this section by twelve, 
and dividing the result by the number 
of months in the short base year. 

(vi) Examples. The provisions of para-
graph (b)(5) of this section may be il-
lustrated by the following examples. 

Example (1). D, a partnership, is owned 10 
percent by a C corporation with a September 
30 taxable year and 90 percent by calendar 
year individuals. D has historically used a 
September 30 taxable year. For its taxable 
year beginning October 1, 1987, D makes a 
section 444 election to retain its September 
30 taxable year. For the base year from Octo-
ber 1, 1986 to September 30, 1987, D has net 
income of $200,000 and no applicable pay-
ments. D’s deferral ratio is 3⁄12 (the ratio of 
the number of months in the deferral period 
to 12 months). Based upon these facts, D has 
net base year income of $50,000 ($200,000 × 3⁄12). 

Example (2). The facts are the same as in 
example (1) except that D’s net income for 
the base year is $140,000, after applicable pay-
ments of $60,000. Of the applicable payments 
$15,000 were deductible during the deferral 
period of the base year. Based upon these 
facts, D has net base year income of $35,000, 
determined as follows: 

Net income multiplied by 
deferral ratio ............... $140,000 

× 3⁄12 

$35,000 
Plus the excess, if any, 

of applicable pay-
ments multiplied by 
deferral ratio ............... $60,000 

× 3⁄12 

$15,000 
Over aggregate amount 

of applicable pay-
ments deductible dur-
ing deferral period of 
base year ................... $15,000 0 

Net base year income $35,000 

Example (3). The facts are the same as in 
example (2) except that of the $60,000 applica-
ble payments only $10,000 are deductible dur-
ing the deferral period of the base year. 
Based on these facts, D has net base year in-
come of $40,000, determined as follows: 

Net income multiplied by 
deferral ratio ............... $140,000 

x 3/12 

$35,000 
Plus the excess, if any, 

of applicable pay-
ments multiplied by 
deferral ratio ............... $60,000 

x 3/12 

$15,000 ..............
Over aggregate amount 

of applicable pay-
ments deductible dur-
ing deferral period of 
base year ................... $10,000 

$5,000 

Net base year income $40,000 

Example (4). E is a C corporation that has 
historically used a January 31 taxable year. 
For its taxable year beginning February 1, 
1987, E makes an election to be an S corpora-
tion and also makes a section 444 election to 
retain its January 31 taxable year. E’s tax-
able income for the taxable year beginning 
February 1, 1986 to January 31, 1987 is 
$120,000. Pursuant to paragraph (b)(5)(iii)(A) 
of this section, the base year for X’s first ap-
plicable election year is the taxable year be-
ginning February 1, 1986 and ending January 
31, 1987. Thus, E’s net income for the base 
year is $120,000. During the base year, E pays 
its sole shareholder, A, a salary of $5,000 a 
month plus a $30,000 bonus on January 15, 
1987. Thus, under paragraph (b)(5)(iv)(C) of 
this section, E’s applicable payments for the 
base year are $90,000, of which $55,000 are ap-
plicable payments deductible during the de-
ferral period of the base year (February 1 to 
December 31, 1986). Based upon these facts, 
E’s net base year income is $137,500, deter-
mined as follows: 

Net income 
multiplied by 
deferral ratio $120,000 

x 11/12 

$110,000 
Plus the ex-

cess, if any, 
of applicable 
payments 
multiplied by 
the deferral 
ratio ............ $90,000 

x11/12 
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$82,500 
Over aggre-

gate amount 
of applicable 
payments 
deductible 
during defer-
ral period of 
base year ... $55,000 $27,500 

Net base 
year in-
come ....... $137,500 

Example (5). E, a corporation that has his-
torically used a taxable year ending July 31, 
makes an election to be an S corporation for 
its taxable year beginning August 1, 1987. For 
that year, E also makes a section 444 elec-
tion to use a taxable year ending September 
30. Thus, E has two applicable election years 
beginning in 1987, the first beginning August 
1, 1987 and ending September 30, 1987, and the 
second beginning October 1, 1987 and ending 
September 30, 1988. E’s required year under 
section 1378 is the calendar year. Because E’s 
first applicable election year ends prior to 
the last day of E’s required year (i.e., Decem-
ber 31, 1987), the required payment for E’s 
first applicable election year is zero. How-
ever, E is required to file a return for such 
year as provided in § 1.7519–2T. 

Example (6). The facts are the same as in 
example (5). E’s second applicable election 
year is the year from October 1, 1987 to Sep-
tember 30, 1988, and the base year for the sec-
ond applicable election year is a period of 
less than 12 months (i.e., August 1, 1987 to 
September 30, 1987). Thus, E must compute 
its net base year income using the special 
rule for short base years provided in para-
graph (b)(5)(v) of this section. Assume E’s 
net income for the short base year is $50,000, 
and E’s applicable payments for the short 
base year are $15,000. Pursuant to paragraph 
(b)(5)(v)(B) of this section, E’s annualized 
short base year net income is $390,000 ($65,000 
× 12/2). Furthermore, assume E’s applicable 
payments for the deferral period of its sec-
ond applicable election year are $20,000. 
Based on these facts, the net base year in-
come for the applicable election year begin-
ning October 1, 1987 is $77,500, computed as 
follows: 

Annualized short base year in-
come multiplied by deferral 
ratio ........................................ $390,000 

x 3/12 

$97,500 
Less: 

Applicable payments for de-
ferral period .................... $20,000 

Net base year income $77,500 

(c) Refunds of required payments. A 
partnership of S corporation is entitled 
to make a claim for refund, in accord-
ance with the procedures provided in 
§ 1.7519–2T(a)(6), if— 

(1) The amount specified in para-
graph (a)(3)(i) of this section is less 
than the amount specified in paragraph 
(a)(3)(ii) of this section; or 

(2) The partnership or S corporation 
terminates its section 444 election, 
within the meaning of § 1.444–1T(a)(5). 

(d) Example. The provisions of this 
section may be illustrated by the fol-
lowing examples. 

Example (1). G, a partnership, is owned 10 
percent by a C corporation with a June 30 
taxable year, and 90 percent by calendar year 
individuals. G has historically used a June 30 
taxable year. For its taxable year beginning 
July 1, 1987, G makes a section 444 election 
to retain its June 30 taxable year. For the 
base year from July 1, 1986 to June 30, 1987, 
G has net income of $300,000 and no applica-
ble payments. G’s deferral ratio is 6/12 (the 
ratio of the number of months in the deferral 
period to 12 months). Based on these facts, 
G’s net base year income is $150,000 
($300,000×6/12). Thus, G’s required payment 
for its first applicable election year is $13,500 
($150,000 of net base year income multiplied 
by 9 percent (the product of the applicable 
percentage for 1987, 25 percent, and the high-
est section 1 rate for 1987, 36 percent)). 

Example (2). The facts are the same as in 
example (1). In addition, G continues its sec-
tion 444 election for the taxable year begin-
ning July 1, 1988, and G’s net base year in-
come for the year beginning July 1, 1987 is 
$150,000. The required payment for G’s second 
applicable election year is $8,250 ($150,000 of 
net base year income multiplied by 14.5 per-
cent (the product of the applicable percent-
age for 1988 applicable election years, 50 per-
cent, and the adjusted highest section 1 rate 
for 1988, 29 percent) less G’s $13,500 required 
payment for the first applicable election 
year). 

Example (3). H, a partnership with a taxable 
year ending September 30, desires to make a 
section 444 election for its taxable year be-
ginning October 1, 1987. H is 15 percent owned 
by I, a partnership with a taxable year end-
ing September 30, and 85 percent owned by 
calendar year individuals. Assume H and I 
are qualified to make section 444 elections as 
a result of the ‘‘same taxable year excep-
tion’’ provided in § 1.444–2T(e). If H and I 
make section 444 elections, they must each 
make a required payment (assuming the 
amount computed under paragraph (a)(3) of 
this section is greater than $500). Pursuant 
to paragraph (a)(3) of this section, the re-
quired payments of H and I are calculated 
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independent of each other. Thus, in deter-
mining the amount of its required payment, 
I may not exclude its income attributable to 
H, even though H must also make a required 
payment on the same income. 

Example (4). The facts are the same as in 
example (1) except that H is 90 percent owned 
by I and 10 percent owned by calendar year 
individuals. Pursuant to § 1.706–3T, if I makes 
a section 444 election to retain its taxable 
year ending September 30, H’s required year 
will be September 30, because H’s majority 
interest partner will have a September 30 
taxable year. Thus, H is not required to 
make a section 444 election and a required 
payment in order to use a September 30 tax-
able year. I, however, must make a required 
payment. 

[T.D. 8205, 53 FR 19706, May 27, 1988] 

§ 1.7519–2T Required payments—pro-
cedures and administration (tem-
porary). 

(a) Payment and return required—(1) In 
general. With respect to any taxable 
year for which a partnership or S cor-
poration has a section 444 election in 
effect (an ‘‘applicable election year’’), 
the partnership or S corporation shall 
file a return as provided in paragraphs 
(a) (2) and (3) of this section and make 
a payment, if required, as provided in 
paragraph (a)(4) of this section. 

(2) Return required—(i) In general. A 
return showing the required payment 
shall be made, even if the required pay-
ment for the applicable election year is 
zero. For an applicable election year 
beginning in 1987, the return shall be 
made on Form 720, ‘‘Quarterly Federal 
Excise Tax Return.’’ For an applicable 
election year beginning after 1987, the 
return shall also be made on Form 720 
unless another form is prescribed by 
the Commissioner. 

(ii) Procedure if amount for applicable 
election year (and all proceeding years) is 
not greater than $500. If a partnership or 
S corporation is not required to make 
a payment under section 7519 for an ap-
plicable election year, the partnership 
or S corporation should type or legibly 
print ‘‘zero’’ on the appropriate line of 
the prescribed form. 

(3) Time and place for filing return—(i) 
Applicable election years beginning in 
1987. For an applicable election year 
beginning in 1987, the Form 720 must be 
filed with the Service Center indicated 
by the instructions for the Form 720. 

The date for filing such form is as fol-
lows— 

(A) Taxpayers that would otherwise file 
Form 720 for the second quarter of 1988. 
Taxpayers that are required, without 
regard to this section, to file Form 720 
for the second quarter of 1988 (e.g., tax-
payers reporting liability for manufac-
turers excise tax) must file Form 720 by 
the normal due date of such form for 
the second quarter of 1988. Thus, such 
taxpayers must generally file Form 720 
on or before July 31, 1988. However, if 
such taxpayers must also report tax 
imposed by section 4251 (relating to 
communications services tax), sections 
4261 and 4271 (relating to air transpor-
tation tax), or section 4986 (relating to 
windfall profits tax) for the second 
quarter of 1988, they must file Form 720 
on or before August 31, 1988. 

(B) Other taxpayers. Taxpayers that 
are not described in paragraph 
(a)(3)(i)(A) of this section (i.e., tax-
payers that but for this section would 
not be required to file Form 720 for the 
second quarter of 1988) must file Form 
720 on or before July 31, 1988. 

(ii) Applicable election years beginning 
after 1987—(A) Return made on Form 720. 
[Reserved] 

(B) Return made on form other than 
Form 720. For an applicable election 
year beginning after 1987, the return 
showing the required payment is to be 
filed with the Service Center indicated 
by the instructions for the form pre-
scribed for payment. The return must 
be filed on or before the date prescribed 
by the instructions to the form. 

(iii) Special rule for back-up section 444 
election. See § 1.444–3T(b)(4)(iii) for a 
special rule that may extend the due 
date for filing a return required by 
paragraph (a)(2) of this section. 

(4) Time and place for making required 
payment—(i) Applicable election years be-
ginning in 1987. For an applicable elec-
tion year beginning in 1987, the re-
quired payment is due and payable 
without assessment and notice on or 
before the date the taxpayer’s Form 720 
for the second quarter is due (as speci-
fied in paragraph (a)(3) of this section). 
The required payment must be paid by 
check or money order, and such check 
or money order must indicate the part-
nership’s or S corporation’s taxpayer 
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identification number and must in-
clude the statement: ‘‘IRS NO. 11 PAY-
MENT.’’ The check or money order 
must be sent, together with Form 720, 
to the Service Center indicated by the 
instructions for the Form 720. 

(ii) Applicable election years beginning 
after 1987. For an applicable election 
year beginning after 1987, the required 
payment is due and payable without 
assessment or notice, on or before May 
15 of the calendar year following the 
calendar year in which the applicable 
election year begins. 

(iii) Special rule for back-up section 444 
election. See § 1.444–3T(b)(4)(iii) for a 
special rule that may extend the due 
date for making a required payment. 

(5) Penalties for failure to pay. In the 
case of any failure by a partnership or 
S corporation to pay the required pay-
ment on or before the date prescribed 
in paragraph (a)(4) of this section, 
there shall be assessed on such partner-
ship or S corporation a penalty of 10 
percent of the underpayment. For pur-
poses of this section, the term ‘‘under-
payment’’ means the excess of the 
amount of the payment required under 
this section over the amount (if any) of 
such payment paid on or before the 
date prescribed in paragraph (a)(4) of 
this section. 

(6) Refund of required payment—(i) In 
general. If a partnership or S corpora-
tion is entitled to make a claim for re-
fund pursuant to § 1.7519–1T(c), such 
partnership or S corporation should 
file a claim for refund, as provided in 
paragraph (a)(6)(ii) of this section. 
However, in no event shall a refund be 
made prior to April 15 of the second 
calendar year that follows the calendar 
year in which an applicable election 
year begins. For example, assume a 
partnership made a section 444 election 
to retain its taxable year for its tax-
able year beginning October 1, 1987, and 
as a result made a required payment 
for such year. Further assume that the 
partnership terminates its election for 
its taxable year beginning October 1, 
1988. Based on these facts, the partner-
ship will be entitled to a refund, but no 
earlier than April 15, 1989. 

(ii) Procedures for claiming refund. 
[Reserved] 

(iii) Interest on refund. No interest 
shall be allowed with respect to any re-

fund of a required payment under 
§ 1.7519–1T(C). 

(b) Assessment and collection of pay-
ment. A required payment shall be as-
sessed and collected in the same man-
ner as if it were a tax imposed by sub-
title C. Furthermore, no deduction 
shall be allowable to a partnership or S 
corporation (or their owners) with re-
spect to the required payment. 

(c) Termination due to willful failure. 
See § 1.444–1T(a)(5)(i)(C), which provides 
that willful failure to comply with the 
requirements of this section will result 
in the termination of the section 444 
election. 

(d) Negligence and fraud penalties made 
applicable. For purposes of section 6653, 
relating to additions to tax for neg-
ligence and fraud, any payment re-
quired by this section shall be treated 
as a tax. 

[T.D. 8205, 53 FR 19709, May 27, 1988] 

§ 1.7519–3T Effective date (temporary). 
The provisions of §§ 1.7519–1T through 

§ 1.7519–3T are effective for taxable 
years beginning after December 31, 
1986. 

[T.D. 8205, 53 FR 19710, May 27, 1988] 

GENERAL ACTUARIAL VALUATIONS 

§ 1.7520–1 Valuation of annuities, 
unitrust interests, interests for life 
or terms of years, and remainder or 
reversionary interests. 

(a) General actuarial valuations. (1) 
Except as otherwise provided in this 
section and in § 1.7520–3 (relating to ex-
ceptions to the use of prescribed tables 
under certain circumstances), in the 
case of certain transactions after April 
30, 1989, subject to income tax, the fair 
market value of annuities, interests for 
life or for a term of years (including 
unitrust interests), remainders, and re-
versions is their present value deter-
mined under this section. See § 20.2031– 
7(d) (and, for certain prior periods, 
§ 20.2031–7A) of this chapter, Estate Tax 
Regulations, for the computation of 
the value of annuities, unitrust inter-
ests, life estates, terms for years, re-
mainders, and reversions, other than 
interests described in paragraphs (a)(2) 
and (a)(3) of this section. 

(2) For a transfer to a pooled income 
fund after April 30, 1999, see § 1.642(c)– 
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