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($40,000 x 40% = $16,000) and $3,000 ($15,000 x
20% = $3,000). Under paragraphs (c)(3) and
(£)(3)(iv)(C) of this section, ABC may not con-
sider its first annualization period to be a
short taxable year for purposes of deter-
mining the depreciation allowance for such
annualization period.

(iii) Safe Harbor—90 percent of preceding
year’s depreciation. In accordance with the
safe harbor in paragraph ()3)(Iv)(B)(2) of
this section, ABC may take a depreciation
expense of $2,250 ($10,000 prior year’s depre-
ciation x 90% = $9,000 x 312 = $2,250) into ac-
count in computing ABC’s January 1, 2008,
through March 31, 2008, taxable income.
Under paragraphs (c)(3) and (£f)(3)(iv)(C) of
this section, ABC may not consider its first
annualization period to be a short taxable
year for purposes of determining the depre-
ciation allowance for such annualization pe-
riod.

(g) Items that substantially affect tax-
able income but cannot be determined ac-
curately by the installment due date—(1)
In general. In determining the applica-
bility of the annualization exceptions
described in paragraphs (a) and (b) of
this section and §1.6655-3, reasonable
estimates may be made from existing
data for items that substantially affect
income if the amount of such items
cannot be determined accurately by
the installment due date. This para-
graph (g) applies only to the inflation
index for taxpayers using the dollar-
value LIFO (last-in, first-out) inven-
tory method, adjustments required
under section 263A, the computation of
a taxpayer’s section 199 deduction,
intercompany adjustments for tax-
payers that file consolidated returns,
the liquidation of a LIFO layer at the
installment date that the taxpayer rea-
sonably believes will be replaced at the
end of the year, deferred gain on a
qualifying conversion or exchange of
property under sections 1031 and 1033
that the taxpayer reasonably believes
will be replaced with qualifying re-
placement property, and any other
item designated by the Secretary by
publication in the Internal Revenue
Bulletin (see §601.601(d)(2)(ii)(b) of this
chapter).

(2) Example. The following example il-
lustrates the rules of this paragraph
(8):

Example. Section 199 deduction. Corporation
ABC, a calendar year taxpayer, uses an ac-
crual method of accounting and the
annualized income installment method

§1.6655-2T1

under section 6655(e)(2)(A)(i) to calculate all
of its required installment payments for its
2008 taxable year. ABC engages in production
activities that generate qualified production
activities income (QPAI), as defined in
§1.199-1(c), and projects taxable income of
$50,000 for its first annualization period from
January 1, 2008, through March 31, 2008, with-
out taking into account the section 199 de-
duction. During its first annualization period
from January 1, 2008, through March 31, 2008,
ABC incurs W-2 wages allocable to domestic
production gross receipts pursuant to section
199(b)(2) of $10,000. Pursuant to paragraph
(g)(1) of this section, ABC is permitted to
take into account its estimated section 199
deduction before annualizing taxable income
based on the lesser of its estimated QPAI or
taxable income and W-2 wages for its first
installment period for 2008. For the first in-
stallment period in 2008, ABC is permitted to
recognize a deduction under section 199 of
$3,000 ($50,000 x .06 = $3,000) subject to the
wage limitation of $5,000 (50 percent of $10,000
of W-2 wages incurred during the first in-
stallment period). Accordingly, ABC’s
annualized income for the first installment
for 2008 is $188,000 (($50,000-$3,000) x 125 =
$188,000). The tax on $188,000 is $56,570 and
ABC’s first required installment for 2008 is
$14,143 ($56,570 x .25 = $14,143).

(h) Effective/applicability date. This
section applies to taxable years begin-
ning after September 6, 2007.

[T.D. 9347, 72 FR 44349, Aug. 7, 2007; 72 FR
53684, Sept. 20, 2007; 72 FR 54350, Sept. 25,
2007]

§1.6655-2T Safe harbor for certain in-
stallments of tax due before July 1,
1987 (temporary).

(a) Applicability—(1) Safe harbor. The
safe harbor provided by paragraph (b)
of this section applies only to install-
ment payments of corporate estimated
tax required to be made before July 1,
1987, for taxable years beginning in
19817.

(2) Subsequent payment. The require-
ment that a corporation using the safe
harbor provided by this section make a
timely subsequent installment pay-
ment in accordance with paragraph (c)
of this section applies with respect to
the corporation’s first installment pay-
ment (‘“‘the subsequent installment
payment’’) of estimated tax required to
be made after the last payment com-
puted under the safe harbor rule.

(3) Section inapplicable to new corpora-
tion. This section shall not apply in the
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case of any corporation whose first tax-
able year began after December 31,
1986.

(b) Safe harbor for use of annualication
exception—(1) In general. A corporation
computing an installment payment of
estimated tax using the annualization
exception provided in section 6655(d)(3)
will not be subject to an addition to
tax under section 6655 with respect to
an installment payment of estimated
tax that satisfies the requirements of
this paragraph (b), except as provided
in paragraph (c) of this section. For
purposes of this paragraph (b)—

(i) A corporation shall assume that
its annualized taxable income for the
current year equals or exceeds 120 per-
cent of the taxable income shown on
its return for the preceding taxable
year, and

(ii) The term ‘‘tax’’ as used in section
6655(d)(3) shall be defined by reference
to section 6655(f) without regard to sec-
tion 6655(f)(1) (B) and (C) (that is, with-
out regard to the alternative minimum
tax imposed by section 55 or the envi-
ronmental tax imposed by section 59A).

(2) Special rules for determining taxable
income for preceding year. For purposes
of paragraph (b)(1)(i) of this section,
the taxable income shown on the re-
turn of the corporation for its pre-
ceding taxable year shall be—

(i) Adjusted to eliminate any net op-
erating loss deduction taken into ac-
count in that preceding year, and

(ii) Annualized, if that preceding year
was of less than 12 months.

(3) Credits taken into account—(@{i) In
general. In computing the amount of an
installment payment under paragraph
(b)(1) of this section, the corporation
may take into account any credits
against tax that are permitted to be
taken into account under section
6655(d)(3) for the current taxable year.

(i1) Foreign tax credit. For purposes of
paragraph (b)(3)(i) of this section, the
amount of foreign tax credit that is
permitted to be taken into account for
the current taxable year is equal to the
foreign tax credit allowed for the pre-
ceding taxable year multiplied by the
fraction specified in the following sen-
tence. The numerator of the fraction is
the highest tax rate applicable for the
taxable year under section 11, as ad-
justed under section 15, and the denom-
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inator is 46 percent. This alternative
computation of the foreign tax credit is
applicable only for purposes of com-
puting a safe harbor installment pay-
ment under paragraph (b) of this sec-
tion and cannot be applied for other es-
timated tax purposes.

(4) Net operating loss carryover. A cor-
poration that has a net operating loss
carryover as of the first day of the tax-
able year for which the estimated tax
is being paid may use that carryover to
reduce the annualized taxable income
referred to in paragraph (b)(1)(i) of this
section. For example, if a corporation
with a net operating loss carryover of
$3,000 had taxable income of $10,000 in
1986, it may use the carryover to re-
duce its annualized taxable income to
$9,000, (($10,000 x 120%) — 3,000).

(c) Corporation must bring aggregate
payments to required level through timely
subsequent installment—(1) In general. A
corporation using the safe harbor pro-
vided by paragraph (b) of this section
shall make a timely subsequent in-
stallment payment of estimated tax in
an amount sufficient to satisfy the re-
quirements of either paragraph (c)(3) or
paragraph (c)(4) of this section.

(2) Applicable percentage. For purposes
of this paragraph (c), the applicable
percentage is—

(i) 45 percent (50 percent x 90 per-
cent), if the subsequent installment
payment is the second installment pay-
ment for the taxable year, or

(ii) 67.5 percent (75 percent x 90 per-
cent), if the subsequent installment
payment is the third installment pay-
ment for the taxable year.

(3) Annualization exception. The subse-
quent installment payment of a cor-
poration satisfies the requirements of
this paragraph (c)(3) if the amount of
the payment is sufficient to satisfy the
requirements of section 6655(d)(3) with
respect to all applicable taxes specified
in section 6655(f). Thus, the corporation
must determine its annualized taxable
income under section 6655(d)(3)(A) (ii)
or (iii), whichever is applicable, and
compute the resulting tax. The result-
ing tax shall include the alternative
minimum tax under section 55 and the
environmental tax under section 59A
and may take credits into account to
the extent permitted under section
6655(d)(3). The sum of this subsequent
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installment payment and the earlier
installment payment or payments of
the corporation must equal or exceed
the applicable percentage of the tax so
computed. In determining whether the
corporation has satisfied the require-
ments of section 6655(d)(3)(A) (ii) or
(iii) with respect to the subsequent in-
stallment, the safe harbor provided in
paragraph (b)(1) of this section shall
not apply.

(4) Installment payments equal to appli-
cable percentage of taxr shown on return.
The subsequent installment payment
of a corporation satisfies the require-
ment of this paragraph (c)(4) if the sum
of that payment and the earlier install-
ment payment or payments of the cor-
poration equals or exceeds the applica-
ble percentage of the tax shown on the
return of the corporation for the tax-
able year to which the installment pay-
ments relate. The tax shown on the re-
turn includes all taxes specified in sec-
tion 6655(f).

(5) Consequence of corporation’s failure
to satisfy requirements for subsequent in-
stallment—({1) In general. If a corpora-
tion fails to satisfy the requirements
set out in this paragraph (c), the cor-
poration shall lose the benefit of the
safe harbor provided by paragraph
(b)(1) of this section.

(ii) Limit on penalty. The aggregate
underpayment penalty with respect to
any installment payment or payments
for which a corporation loses the ben-
efit of the safe harbor under paragraph
(c)(5)(1) of this section shall be limited
to the ‘‘shortfall penalty amount.”” The
shortfall penalty amount is the penalty
that would be imposed under section
6655(a) if there were an underpayment
of the subsequent installment payment
equal to the excess of—

(A) The amount required to be paid,
as determined under this paragraph (c),
on or before the due date of the subse-
quent installment payment, over

(B) The amount actually paid on or
before such date with respect to the
subsequent installment payment.

For purposes of this determination, the
period of the underpayment shall run
from the due date of the subsequent in-
stallment payment until the earlier of
the dates specified in section 6655(c) (1)
or (2).

§1.6655-2T1

(iii) Example. The provisions of this
paragraph (c¢)(6) may be illustrated by
the following example:

Example. Corporation M, which uses the
calendar year as its taxable year, relies on
the safe harbor provided by paragraph (b) of
this section for its first two installment pay-
ments of estimated tax for 1987. M is re-
quired by this paragraph (c) to make a time-
ly subsequent installment payment of
$1,000,000 by September 15, 1987, but M’s ac-
tual installment payment by that date is
only $990,000. Because of this shortfall, M
loses the benefit of the safe harbor and is
subject to underpayment penalties with re-
spect to the first two installments. The ag-
gregate penalties with respect to those two
installments, however, cannot exceed the
amount of the underpayment penalty to
which M would be subject if there were an
underpayment of $10,000 with respect to the
September 15, 1987, installment payment.
Such penalties are independent of any pen-
alty that may apply with respect to M’s
third installment payment under the normal
rules of section 6655.

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

Example. (i) Corporation X (which is not a
life insurance company) uses as its taxable
year a fiscal year ending on January 31 and
is required to pay an installment of esti-
mated income tax by May 15, 1987, for its
taxable year beginning on February 1, 1987.
On its return for the taxable year ending
January 31, 1987, which was a year of 12
months, X reported taxable income of
$10,000,000 ($9,000,000 of which was ordinary
income and $1,000,000 of which was net cap-
ital gain) and did not claim any net oper-
ating loss deduction. As of February 1, 1987,
X has no net operating loss carryforwards
and no credit carryforwards. X has no credits
against tax that are permitted to be taken
into account under section 6655(d)(3) for 1987.
If X uses the safe harbor provided in para-
graph (b)(1) of this section, X must make by
May 15, 1987, an installment payment of esti-
mated tax of at least $1,037,836, computed as
follows:

(1) Taxable income shown on
return for taxable year end-
ing on January 31, 1987 .........

(2) Annualized taxable income
for taxable year ending Jan-
uary 31, 1988, determined
pursuant to paragraph (b)(1)
of this section (Item
(DXI20%) weveveeeeeeriireeeiireenna,

$10,000,000

$12,000,000
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(Note: 120%xordinary income of
$9,000,000=$10,800,000;
120%zxnet capital gain of

$1,000,000=$1,200,000)

(3) Tax on annualized taxable
income (Item 2) using rates
under section 11 and 1201,
taking into account section
15, applicable to the taxable

year ending January 31, 1988 $4,612,603
(4) Amount described in sec-

tion 66565(d)(3)(A)({1) (Item

(3)%22.5%) ceeeeiieeiiieeeiieeea, $1,037,836

(ii) To preclude imposition of an addition
to tax under section 6655 with respect to its
May 15, 1987, installment payment, X must
make by July 15, 1987, a second installment
payment of estimated tax sufficient to bring
its aggregate payments to the minimum
level required under paragraph (c) of this
section.

(iii) X may satisfy the requirements of
paragraph (c)(3) of this section by making a
second installment payment sufficient to
bring X within the exception provided in sec-
tion 6655(d)(3). Thus, if X determines under
that section that the aggregate of X’s in-
stallment payments of estimated tax by July
15, 1987, must equal at least $3,000,000, X may
obtain the benefit of the safe harbor provided
in paragraph (b)(1) of this section with re-
spect to the May 15, 1987, installment pay-
ment by making a timely second installment
payment of $1,962,164 ($3,000,000—$1,037,836).

(iv) Even if X fails to satisfy the require-
ments of paragraph (c)(3) of this section, X
may obtain the benefit of the safe harbor for
the May 15, 1987, installment payment if X’s
second installment payment, when aggre-
gated with the first payment, equals at least
45 percent of the tax (including the alter-
native minimum tax under section 55 and the
environmental tax under section 59A) shown
on X’s return for X’s taxable year beginning
on February 1, 1987. Thus, if the tax shown
on that return is $6,000,000, X’s second in-
stallment payment under paragraph (c)(4) of
this section must be at least $1,662,164, com-
puted as follows:

45 percent of $6,000,000 ..

. $2,700,000
less first payment .............

1,037,836

Minimum second installment $1,662,164
[T.D. 8132, 52 FR 10051, Mar. 30, 1987]

§1.6655-3 Adjusted
ment method.

seasonal install-

(a) In general. In the case of any re-
quired installment, the amount of the
adjusted seasonal installment is the ex-
cess (if any) of—
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(1) 100 percent of the amount deter-
mined under paragraph (c) of this sec-
tion; over

(2) The aggregate amount of all prior
required installments for the taxable
year.

(b) Limitation on application of section.
This section applies only if the base pe-
riod percentage (as defined in section
6655(e)(3)(D)(1) and paragraph (d)(1) of
this section) for any six consecutive
months of the taxable year equals or
exceeds seventy percent.

(c) Determination of amount. The
amount determined under this para-
graph (c¢) for any installment will be
determined in the following manner—

(1) Take the taxable income for all
months during the taxable year pre-
ceding the filing month;

(2) Divide such amount by the base
period percentage for all months dur-
ing the taxable year preceding the fil-
ing month;

(3) Determine the tax on the amount
determined under paragraph (c)(2) of
this section; and

(4) Multiply the tax computed under
paragraph (c¢)(3) of this section by the
base period percentage for the filing
month and all months during the tax-
able year preceding the filing month.

(d) Special rules—(1) Base period per-
centage. The base period percentage for
any period of months is the average
percent that the taxable income for the
corresponding months in each of the
three preceding taxable years bears to
the taxable income for the three pre-
ceding taxable years. If there is no tax-
able income for the corresponding
months, taxable income for this pur-
pose is zero.

(2) Filing month. The term filing
month means the month in which the
installment is required to be paid.

(3) Application of the rules related to
the annualized income installment method
to the adjusted seasonal installment meth-
od. The rules governing the computa-
tion of taxable income (and resulting
tax) for purposes of determining any
required installment payment of esti-
mated tax under the annualized income
installment method under §1.6655-2
apply to the computation of taxable in-
come (and resulting tax) for purposes
of determining any required install-
ment payment of estimated tax under

472



		Superintendent of Documents
	2014-08-28T13:19:40-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




