




LIBFIAav 
ROOM SO30 

APR 1V t989 

TREASURY DEPARTMENT 





b3si 
In This Issue 

Statement of principles of Internal Revenue Tax 
Administration ii 

introduction iii 

Oefinition of Terms and Abbreviations iv 

Numerical Finding List v 

«nding List of Current Action on Previously Published 
Ruliilgs vi 

Tax Court 

Part I. — Rulings and Decisions Under the Internal 
Revenue Code of 1986-3 

Part II. — Treaties and Tax Legislation 
Table of Contents 365 

Subpart A. — Tax Conventions 366 
Subpart B. — Legislation and Related 

Committee Reports 373 
Part III. — Administrative, Procedural and Miscellaneous 

Table of Contents 395 
Notice of Proposed Rulemaking 777 
Disbarments and Suspensions List 810 
Index 814 

APR 1V 1K' 

TRFASURY DEPARTIIIIENT 

p'or sale by the Superintendent of Documents, U. S. Government Printing Office, Washington, D. C. 20402 

1987 — 1 C. B. i 



Statement of Principles 
of Internal Revenue 
Tax Administration 

The function of the Internal Revenue Service is to 
administer the Internal Revenue Code. Tax policy 
for raising revenue is determined by Congress. 

With this in mind, it is the duty of the Service to 
carry out that policy by correctly applying the laws 
enacted by Congress; to determine the reasonable 
meaning of various Code provisions in light of the 
Congressional purpose in enacting them; and to 
perform this work in a fair and impartial manner, 
with neither a government nor a taxpayer point of 
view. 

At the heart of administration is interpretation of 
the Code. It is the responsibility of each person in 

the Service, charged with the duty of interpreting 
the law, to try to find the true meaning of the stat- 
utory provision and not to adopt a strained con- 
struction in the belief that he or she is "protecting 
the revenue. " The revenue is properly protected 
only when we ascertain and apply the true mean- 
ing of the statute. 

The Service also has the responsibility of applying 
and administering the law in a reasonable, practi- 
cal manner. Issues should only be raised by exam- 

ining officers when they have merit, never arbitra- 
rily or for trading purposes. At the same time, the 
examining officer should never hesitate to raise a 

meritorious issue. It is also important that care be 

exercised not to raise an issue or to ask a court to 
adopt a position inconsistent with an established 
Service position. 

Administration should be both reasonable and vig- 

orous. It should be conducted with as little delay 
as possible and with great courtesy and consider- 
ateness. It should never try to overreach, and 
should be reasonable within the bounds of law 

and sound administration. It should, however, be 
vigorous in requiring compliance with law and it 

should be relentless in its attack on unreal tax de- 
vices and fraud. 

These principles of taz administration were previously published 

in Ihe Internal Revenue Bulletin as Revenue Procedure 

64-22, 1964-1 (Part Il C. B. 699. They are restated here to 

emphasize their importance to all employees of the Internal 

Revenue Service. 

Ii 1987 — 1 C B. 



Introduction 

The Internal Revenue Bulletin is the authoritative in- 

strument of the Commissioner of Internal Revenue for 

announcing official rulings and procedures of the inter- 

nal Revenue Service and for publishing Treasury Deci- 

sions, Executive Orders, Tax Conventions, legislation, 

court decisions, and other items of general interest. 

It is the policy of the Service to publish in the Bulletin 

all substantive rulings necessary to promote a uniform 

application of the tax laws, including all rulings that 
supersede, revoke, modify, or amend any of those pre- 

viously published in the Bulletin. All published rulings 

apply retroactively unless otherwise indicated. Proce- 
dures relating solely to matters of internal management 
are not published; however, statements of internal 
practices and procedures that affect the rights and du- 

ties of taxpayers are published. 

Revenue rulings represent the conclusions of the Serv- 

ice on the application of the law to the entire state of 

facts involved. In those that are based on positions 
taken in rulings to taxpayers or technical advice to 
Service field offices, identifying details and confiden- 

tial information are deleted to comply with statutory 

requirements. 

Rulings and procedures reported in the Bulletin do not 

have the force and effect of Treasury Department Reg- 

ulations, but they may be used as precedents. Unpub- 

lished rulings will not be relied on, used, or cited as 
precedents by Service personnel in the disposition of 

other cases. In applying published rulings and proce- 

dures, the effect of subsequent legislation, regula- 

tions, court decisions, rulings and procedures must be 

considered, and Service personnel and others con- 

cerned are cautioned against reaching the same con- 

clusions in other cases unless the facts and circum- 

stances are substantially the same. 

Cumulative Bulletin 1987-1 is a consolidation of all 

items of permanent nature published in the weekly 

Bulletins 1987-1 through 1987-26 for the period of 

January 1 through June 30, 1987. 
The Internal Revenue Cumulative Bulletin is prepared 

in three parts as follows: 

Part I. — 1986 Code. 

This part includes rulings and decisions based on pro- 

visions of the Internal Revenue Code of 1986. Arrange- 

ment is sequential according to Code and regulations 

sections. The code section is shown at the top of each 

page. 

Part II. — Treaties and Tax Legislation. 

This part is divided into two subparts as follows: 
Subpart A, Tax Conventions, and Subpart B, Legisla- 

tion and Related Committee Reports. 

Part ill. -Administrative, Procedural, and Miscellaneous. 

To the extent practicable, pertinent cross references to 

these subjects are contained in the other Parts and 

Subparts. Included in this Part is a list of persons 
disbarred or suspended from practice before the Inter- 

nal Revenue Service. 

Notice of Proposed Rulemaking 

The preambles and text of proposed regulations that 

were published in the Federal Register during this six- 

month period are printed in this section. 

The Bulletin Index-Digest System, a research and ref- 

erence service supplementing the Bulletin, may be ob- 

tained from the Superintendent of Documents on a 

subscription basis, It consists of four Services: Service 

No. 1, Income Tax; Service No. 2, Estate and Gift 

Taxes; Service No. 3, Employment Taxes; Services No. 

4, Excise Taxes. Each Service consists of a basic 
volume and a cumulative supplement that provide (1) 
finding lists of items published in the Bulletin, (2) di- 

gests of revenue rulings, revenue procedures, and 
other published items, and (3) topical indexes of Pub- 

lic Laws, Treasury Decisions, and Tax Conventions. 
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Definition of Terms 
Revenue rulings and revenue proce- 
dures (hereinafter referred to as "rul- 

, ings "I that have an effect on previous 
rulings use the following defined 
terms to describe the effect: 

Amplified describes a situation 
where no change is being made in a 
prior published position, but the 
prior position is being extended to a p- 
ply to a variation of the fact situation 
set forth therein. Thus, if an earlier 
ruling held that a principle applied to 
A, and the new ruling holds that the 
same principle also applies to B, the 
earlier ruling is amplified. (Compare 
v ith modified, below), 

Clarified is used in those instances 
where the language in a prior ruling is 
being made clear because the lan- 
guage has caused, or may cause, some 
confusion. II is not used vs here a posi- 
tion in a prior ruling is being 
changed. 

Distinguished describes a situation 
v here a ruling mentions a previousl& 
published ruling and points out an es- 
sential difference between them. 

Modified is used where the sub- 
stance of a previously published posi- 
tion is being changed. Thus, if a prior 
ruling held that a principle applied to 
A but not to B, and the new ruling 

holds that it applies to both A and B, 
the prior ruling is modified because it 

corrects a published position. (Com- 
pare v ith amphfied and clarified, 
above). 

Obsoleted describes a previously 
published ruling that is not consid- 
ered determinative with respect to fu- 
ture transactions. This term is most 
common)& used in a ruling that lisls 
previously published rulings that are 
obsoleted because of changes in law 
or regulations. A ruling may also be 
obsoleted because the substance has 
been included in regulations subse- 
quentl) adopted. 

Revoked describes situations where 
the position in the previously pub- 
lished ruling is not correct and the 
correct position is being stated in the 
new ruling. 

Superseded describes a situation 
where the nev ruling does nothing 
more than restate the substance and 
situation of a previously published 
ruling (or rulings). Thus, the term is 
used to republish under the 1986 
Code and regulations the same posi- 
tion published under the l939 Code 
and regulations. The term is also used 
v hen it is desired to republish in a sin- 
gle ruling a series of situations, 
names, etc. , that were previously 
published over a period of time in 

separate rulings. If ihe new ruling 
does more than restate the substance 
of a prior ruling, a combination of 
terms is used. For example, modified 
and superseded describes a situation 
where the substance of a previously 
published ruling is being changed in 

part and is continued without change 
in part and it is desired to restate the 
valid portion of the previously pub- 
lished ruling in a nev ruling that is 
self comained. In this case the pre- 
viously published ruling is I'irst modi- 
fied and then, as modified, is super- 
seded. 

Supplemented is used in situations 
in which a list, such as a list of the 
names of countries, is published in a 
ruling and that list is expanded by 
adding further names in subsequent 
rulings. After the original ruling has 
been supplemented several times, a 
new ruling may be published that in- 
cludes the list in the original ruling 
and the additions, and supersedes all 
prior ruiings in the series. 

Suspended is used in rare situations 
to shout that the previous published 
rulings will not be applied pending 
some future action such as the issu- 
ance of ness or amended regulations, 
the outcome of cases in litigation, or 
the outcome of a Service study. 

Abbreviations 
The fottou ing abbrernarrons rn current usr and 

for meri i used vali appear in marenal pubhshed 
rn rhe Bullerin. 
A — Indi t idual. 
Acq. — Acquiescence. 
B — Indii idual. 
BE — Beneficiari . 
BK — Bank. 
B. T. A. — Board of Tax Appeals. 
C — I ndii idual. 
C. B. — Cumulative Bulleiin. 
CFR — Code ol Federal Regulations. 
CI — C I I y . 
COOP — Cooperative. 
Cr. D. — Coun Decision. 
C I' — Count & 

D — Decedent 
DC — Dummy Corporation, 
DE — Donee. 
Del. Order — Delegation Order. 
D/SC — Domesiic Iniernational Sales Corpora- 

tion. 
DR — Donor. 
E — Estate. 
EE — Emplovee. 
E. O. — Execuiiie Order. 

ER — Employer. 
ERISA — Employe«Retirement income Securi- 

t& Act. 
EX — Executor. 
F — Fiduciary. 
FC — Foreign Country. 
FICA — Federal insurance Contributions Act. 
F/SC — Foreign lmernational Sales Company 
FPH — Foreign Personal Holding Company. 
F. R. — Federal Register. 
FUTA — Federal Unemploymem Tax Act. 
FX — Foreign Corporation. 
G. C. M. — Chief Counsel's Memorandum. 
GE — Gramee. 
GP — General Partner. 
GR — Grantor, 
IC — Insurance Company. 
I. R. B. — Internal Revenue Bulletin. 
LE — Lessee. 
LP — Limited Partner. 
LR — Lessor, 
M — Mmor. 
tv'onacq. — Nonacquiescence. 
0 — Organization. 
P — Parent Corporation. 
PHC-Personal Holdmg Company. 

PO — Possession of the U. S. 
PR — Partner. 
PRS — Partnership. 
PTE — Prohibited Transaction Exemption. 
Pub. L. — Public Lau. 
REIT — Real Esiate lnvestmem Trust. 
Rey Proc. — Revenue Procedure. 
Rex, Rul. — Revenue Rulmg. 
S-Subsidiary. 
S. P. R. — Statemenis nf Procedural Rules. 
Star. — Statutes ai Large. 
T — Target Corporation. 
T. C. — Tax Court. 
T. D. — Treasury Decision. 
TFE-Transferee. 
TFR — Transferor, 
T. I. R. — Technical Information Release. 
TP — Taxpayer. 
TR — Trust. 
TT — Trustee. 
V. S. C. — United States Code. 
L — Corporation. 
Y — Corporation. 
Z — Corporation. 
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Cumulative List of Announcements Relating to Decisions of the Tax Court 
Published in the Internal Revenue Bulletin from January 1, 1987 thru June 30, 
1987 

It is the policy of the Internal 
Revenue Service to announce in the 
Internal Revenue Bulletin at the earli- 
est practicable date the determination 
of the Commissioner to acquiesce or 
not acquiesce in a decision of the 
Tax Court which disallows a defi- 
ciency in tax determined by the Com- 
missioner to be due. 

Notice that the Commissioner has 
acquiesced or nonacquiesced in a 
decision of the Tax Court relates 
only to the issue or issues decided 
adversely to the Government. 

Actions of acquiescences in adverse 
decisions shall be relied on by Reve- 
nue officers and others concerned as 

conclusions of the Service only to the 
application of the law to the facts in 
the particular case. Caution should 
be exercised in extending the applica- 
tion of the decision to a similar case 
unless the facts and circumstances are 
substantially the same, and consider- 
ation should be given to the effect of 
new legislation, regulations, and rul- 
ings as well as subsequent court 
decisions and actions thereon. 

Acquiescence in a decision means 
acceptance by the Service of the 
conclusion reached, and does not 
necessarily mean acceptance and ap- 
proval of any or all of the reasons 
assigned by the court for its 
conclusions. 

No announcements are made in the 
Bulletin with respect to memorandum 
opinions of the Tax Court. 

The announcements published in 
the weekly Internal Revenue Bulletins 
are consolidated semiannually and 
annually. The semiannual consolida- 
tion appears in the first Bulletin for 
July and in the Cumulative Bulletin 
for the first half of the year and the 
annual consolidation appears in the 
first Bulletin for the following Janu- 
ary and in the Cumulative Bulletin 
for the last half of the year. 

The Commissioner ACQUIESCES 
in the following decisions: 

Taxpayer Docket No. 
~Re ort 

Volume Page 

Bedell, Jr. , Harry M. '. 
Bedell, Sr. , Est. of Harry M. , Trust, Helen 

Bedell Stamer & Harry M. Bedell, Jr. , 
Trustees' 

Boeshore, Est. of Minnie L. , Lincoln Natinal Bank & Trust 
Co. of Fort Wayne & Melvin V. Ehrman, executors 

Dyer, Madeline G. ' . 
Giannini Packing Corp. ' 
Hudson, Shirley Duncan' 
Insilco Corp. 6 . 
Main Properties, Inc. '. 
"Miss Elizabeth" D. Leckie Scholarship i'und, The' . . . . . . 
South End Italian Independent Club, Inc. 9. . . . . . . , . . . . . . . 
Southern Loan & Investment Co. ' . 

21381-84) 
) 
) 
) 

21382-84) 

6777-80 
3226-75 
6398-77 
38356 
2331-77 
815 
5028-84X 
35770-84 
834 

86 

78 
71 
83 
20 
73 

4 
87 
87 
4 

I 207 

523 
560 
526 
926 
589 
364 

364 

The Commissioner does NOT ACQUIESCE in the following decisions: 

Taxpayer Docket No. 
~Re ort 

Volume Page 

Giannini Packing Corp. ' 

Hudson, Shirley Duncan" 
Main Properties, Inc. ' 

6398-77 
38356 
815) 

83 
20 

4 

526 
926 
364 

Southern Loan & Investment Co. ' 

Texas Gas Distributing Co. ' 
834) 
112785 57 

'Acquiescence in result relating to whether the beneficiaries of the Harry M. Bedell, Sr. , Trust were associates in a 
joint business enterprise, so that the trust was property classified as an association taxable as a corporation. 
Acquiescence "in result" means acceptance of the Court but disagreement with some or all the reasons assigned for 
the decision. 

Acquiescence in result relating to whether section 20. 2055-2(e)(2)(vi)(e) of the regulations, to the extent that it 

disallows an estate tax deduction for the present value of a charitable unitrust interest which is preceded in time by a 
noncharitable unitrust interest, is valid. 

3Acquiescence in result published in 1979-2 C. B. I, relating to whether petitioner who was excused from work because 
of an injury suffered in the line of duty and who received payments while absent from work may exclude such 
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Payments from gross income under section 104(a)(1) of the Code as payments received under a statute in the nature of 
a workmen's compensation act, is withdrawn and acquiescence is substituted therefore. 
4 Acquiescence in result as to room 4 relating to whether the structural elements of two refigerated rooms at a 
«uit-Packing plan qualify for the investment credit because they were "used as an integral part of. . . production" 
within the meaning of section 48(a)(1)(B)(i) of the Code. 
5 Acquiescence in result relating to whether the value of quarters furnished petitioner, an employee of the United 
States Educational Foundation in China, was excludable from her gross income. See Rev. Rul. 87 — 29, page 183, this 
Bulletin. 
6 Nonacquiescence published in 1982-! C. B. 1, relating to whether for the year 1971 subsidiary members of the 
affiliated group, of which petitioner is the parent, are prevented by the conformity requirement of section 472(e)(2) of 
the Code from using the last-in, first-out (LIFO) method to reflect their inventories for income tax purposes because 
the annual consolidated report of the group reflected the inventories of those subsidiaries for that year on a 
moving-average method, is withdrawn and acquiescence in result is substituted therefore. See Rev. Rul. 87-49, 
page 156, this Bulletin. 
Acquiescence in the issue relatmg to whether a corporation was insolvent. 

8 Acquiescence in result relating to whether petitioner, a charitiable trust exempt from tax under section 501(c)(3) of 
the Code, is entitled to be classified as an "operating foundation" within the meaning of section 4942(j)(3). 
Acquiescence in result relating to whether a social club described in section 501(c)(7) of the Code may fully deduct, 

as ordinary and necessary business expenses under section 162, amounts from the club's proceeds from beano games 
which it distributes for charitable, religious, or educational purposes pursuant to the requirements of the state law 
under which it was licensed to conduct the beano games, or are the amounts distributed treated as a charitable 
contribution subject to the limits imposed by section 512(b)(10). 
' Nonacquiescence as to room 3 relating to whether the structural elements of two refrigerated rooms at a 
fruit-packing plant qualify for the investment credit because they were "used as an integral part of. . . production" 
w'thin the meaning of section 48(a)(1)(B)(i) of the Code. 

Nnnacquiescence rel ting tc;;hethcr a cash cost-of-living allowance received by petitioner was excludable from her 
gross income under the provisions of section 116(j) of the 1939 Code. See Rev. Rul. 87 — 29, page 183, this Bulletin. 
' Nonacquiescence in the issue relating to whether a corporation which was insolvent before and after exchanging 
property for its own bonds recognized gain from the transaction. 
' Nonacquiescence in the issues relating to (1) whether a corporation which was insolvent before exchanging property 
in consideration of cancellation of its note recognized gain from the transaction only to the extent that the transaction 
freed assets from the claims of creditors, and (2) whether a bookkeeping entry transferring credit balances from 
reserve accounts to surplus produced no taxable income, due to insolvency. 
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Part I. Rulings and Decisions Under the Internal Revenue Code of 1954 

Subpart A. — Income Taxes 
Chapter f. — Normal Taxes and Surtaxes 
Subchapter A. — Determination of Tax Liability 

Part IV. — Credits Against Tax 
Subpart A. — Nontefundable Personal Credits 

Section 25. — Interest on Certain Home 

Mortgages 
26 CFR 1. 25-(Tt Credit for interest paid on certain 

home mortgages. 

Listing of information pertaining to "average area 

purchase prices" for use by issuets of mortgage rev- 

enue bonds and mortgage credit certificates. See Rev. 
Proc. 87-20, page 713. 

26 CFR 1. 25 — 1 T: Credit for interest pat'd vn cectat'n 

home mortgages. 

Listing of the average annual aggregate principal 

amount of mottgages executed during 1983, 1984, and 

1985 for use by issuets of mottgage revenue bonds 

and mortgage credit certificates. Sec Rev. Proc. 87— 

31, page 774. 

Subpart C. — Refundable Credits 

Section 32. -Earned Income 

In determining the amount of an overpayment shown 

on a joint return that can bc applied against the sep- 

arate liability of one spouse, any eatncd income credit 

should be anocated as patt of the spouse's contribu- 

tion to the overpayment. Sec Rev. Rul. 87-52, page 

347. 

Part Vl. — Alternative Minimum Tax 

Section 56. — Adjustments in Computing 

Alternative Minimum Taxable Income 

(Also Section 172. 3 

Alternative minimum tax; election to 
relinquish entire carryback period for a 
net operating loss. An election under sec- 
tion 172(b)(3)(C) of the Code to relin- 

quish the entire carryback period for 
regular tax purposes is necessary and suf- 

ficient to relinquish the carryback period 
for purposes of the alternative minimum 

tax net operating loss. 

Rev. Rul. 87-44 

ISSUE 

Whether an election under section 
172(b)(3)(C) of the Internal Revenue Code 
to relinquish the entire carryback period 
for a net operating loss for regular tax 
purposes is necessary and sufficient to re- 

linquish the carryback period for pur- 

poses of the alternative minimum tax net 

operating loss. 

LAW AND ANALYSIS 

Section 172(b)(3)(C) provides that a 

taxpayer entitled to carry a net operating 
loss back to a prior taxable year may elect 
to relinquish the entire carryback period 
for any taxable year ending after 1975. 

Section 55 of the Code, as amended by 
the Tax Reform Act of 1986 (the Act), 
section 701(a), 1986-3 (Vol. 1) C. B. 237, 
imposes a tax equal to the excess, if any, 
of the tentative minimum tax for a taxable 
year over the regular tax for that year. 
The tentative minimum tax for a taxable 
year is based, in part, on alternative min- 

imum taxable income. Alternative mini- 

mum taxable income means the taxpayer's 
taxable income adjusted pursuant to sec- 
tions 56, 57 and 58. 

Section 56(a)(4), as amended by the 
Act, provides that alternative minimum 
taxable income is to be reduced by the 
alternative tax net operating loss deduc- 
tion in lieu of the net operating loss de- 
duction allowed by section 172. Section 
56(d) defines the alternative tax net op- 
erating loss deduction as the net operating 
loss deduction for the taxable year under 
section 172(c) determined with the ad- 
justments provided in sections 56 and 58 
(denial of certain losses) and reduced by 
the items of tax preference determined 
under section 57. 

For taxable years beginning after 1982 
and before 1987, fbrmer section 55 of the 
Code imposed a similar alternative min- 

imum tax on taxpayers other than cor- 
porations. For purposes of computing that 
alternative minimum tax, former section 
55(b)(1)(A) allowed an alternative tax net 
operating loss deduction in determining 
alternative minimum taxable income. 
Former section 55(d)(2) define the al- 
ternative tax net operating loss deduction 
for years beginning after December 31, 
1982, as the net operating loss deduction 
for the taxable year under section 172, 
reduced by the items of tax preference 
which were taken into account in com- 
puting the net operating loss in the loss 

year, and computed by taking into ac- 
count only alternative tax itemized de- 
ductions that were allowed in computing 
the net operating loss under section 172. 

Under both section 56(d) and former 
section 55(d)(2), the alternative tax net 
operating loss deduction for a taxable year 
is determined by making specified ad- 
justments to the taxpayer's net operating 
loss deduction for the year under section 
172. Accordingly, an election under sec- 
tion 172(b)(3)(C) to relinquish the car- 
ryback period is effective for purposes of 
both the regular tax net operating loss 
deduction and the alternative tax net op- 
erating loss deduction. This point is clar- 
ified in the Conference Report for the Act. 

See 2 H. R. Rep. No. 99 — 841, 99th Cong. , 
2d Sess. II — 262 (1986). Conversely, nei- 

ther section 56(d) as amended by the Act 
nor former section 55(d)(2) contains a 
provision allowing a taxpayer to relin- 

quish the net operating loss carryback pe- 
riod solely for alternative minimum tax 
purposes. Thus, the only way for a tax- 

payer to relinquish the carryback period 
in computing the alternative tax net op- 
erating loss deduction is by making the 
election unde, section 172(b)(3)(C) for 
regular tax purposes. 

HOLDING 

An election for any taxable year under 
section 172(b)(3)(C) of the Code to relin- 
quish the net operating loss carryback pe- 
riod applies for purposes of both the regular 
tax and the alternative minimum tax. 
Moreover, an election under section 
172(b)(3)(C) to relinquish the net oper- 
ating loss deduction carryback period for 
regular tax purposes must be made in or- 
der to relinquish the carryback period for 
purposes of the alternative tax net oper- 
ating loss deduction. 

26 CFR 1. 56 — 1 Tt Adjustment for the bookincome for 
corporations I remporaryl. 

(Also Section 6655; 1. 6655 — 7T. J 

T. D. 8138 

TITLE 26 — INTERNAL REVENUE. — 
CHAPTER 1 — SUBCHAPTER A — PART 

1 — INCOME TAX; TAXABLE YEARS 
BEGINNING AFTER DECEMBER 31, 
1953; PART 602 — OMB CONTROL 
NUMBERS UNDER THE PAPERWORK 
REDUCTION ACT 

Corporate Alternative Minimum Tax Book 
Income Adjustment 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Temporary regulations. 

SUMMARY: This document provides 
rules for computing the alternative min- 
imum tax adjustment for the book income 
of corporations. This document also con- 
tains rules relating to the installment pay- 
ment of estimated tax by corporations, 
taking into account the alternative mini- 
mum tax and the environmental tax. 
Changes to the applicable law were made 
by the Tax Reform Act of 1986 and the 
Superfund Amendments and Reauthori- 
zation Act of 1986. These regulations af- 
fect corporate taxpayers and provide them 
with guidance necessary to determine their 
alternative minimum tax liability and their 
estim;ited tax liability. 
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Section 56 
In addition, the text of the temporary 

regulations set forth in this document also 
serves as the text to the proposed regu- 
lations * ~ " [page 805 of this Bulletin]. 

EFFECTIVE DATE: Taxable years be- 
ginning after December 31, 1986. 

FOR FURTHER INFORMATION 
CONTACT: Margaret M. O' Connor of 
the Legislation and Regulations Division, 
Office of Chief Counsel, Internal Reve- 
nue Service, 1111 Constitution Avenue, 
N. W. Washington, D. C. 20224, Atten- 
tion: CC:LR:T (LR — 11 — 87) (202) 566— 
3287, not a toll free call. 

SUPPLEMENTARY INFORMATION 
BACKGROUND 

This document contains temporary reg- 
ulations relating to the book income ad- 
justment to the corporate alternative 
minimum tax under section 56(c)(1) and 
section 56(f) of the Internal Revenue Code 
of 1986 (Code), as amended by section 
701 of the Tax Reform Act of 1986 (Pub. 
L. 99 — 514, 100 Stat. 2320). The document 
also contains temporary regulations re- 
lating to the payment of estimated tax by 
corporations under sections 6154(c) and 
6655 of the Code as amended by section 
701 of the Tax Reform Act of 1986 (Pub. 
L. 99 — 514, 100 Stat. 2341) and by section 
516 of the Superfund Amendments and 
Reauthorization Act of 1986 (Pub. L. 99— 
499, 100 Stat. 1770). The temporary reg- 
ulations provided by this document re- 
main in effect until superseded by final 

regulations on these subjects. 
These temporary regulations are not 

intended to address comprehensively the 
issues raised by sections 56, 6154 and 6655 
of the Code. Taxpayers may rely for guid- 

ance on these regulations in resolving is- 

sues arising under these sections. No 
inference, however, should be drawn re- 

garding issues not expressly addressed in 

the regulations. 

EXPLANATION OF 
PROVISIONS 

CORPORATE ALTERNATIVE 
MINIMUM TAX 

For taxable years beginning after De- 

cember 31, 1986, section 55 of the Code 

imposes an alternative minimum tax on 

corporate taxpayers equal to the excess 

of the tentative minimum tax for the tax- 

able year over the regular tax for the tax- 

able year. The tentative minimum tax is 

defined in section 55(b)(1) as 20 percent 

of so much of the alternative minimum 

taxable income as exceeds the exemption 

amount (as determined under section 
55(d)), reduced by the alternative mini- 
mum tax foreign tax credit for the taxable 
year. Alternative minimum taxable in- 
come is the taxable income of the tax- 
payer for the taxable year determined with 
the adjustments provided in section 56 and 
section 58, and increased by the amount 
of the items of tax preference described 
in section 57. For purposes of computing 
the alternative minimum tax, the term 
"regular tax" means the regular tax lia- 
bility for the taxable year (as defined in 
section 26(b)) reduced by the foreign tax 
credit allowable under section 27(a). The 
term does not include any tax imposed by 
section 402(e) and does not include any 
increase in tax under section 47 or section 
42(j) 

BOOK INCOME ADJUSTMENT 

In General 

The computation of corporate alter- 
native minimum taxable income for tax- 
able years beginning in 1987, 1988, and 
1989 includes, under section 56(c)(1) of 
the Code, an adjustment for the net book 
income of corporations (the "book in- 
come adjustment"). Section 56(f)(1) pro- 
vides that the book income adjustment is 
computed by increasing alternative min- 
imum taxable income by 50 percent of the 
amount (if any) by which the adjusted net 
book income of a corporation exceeds al- 
ternative minimum taxable income for the 
taxable year (determined without regard 
to the book income adjustment and the 
alternative minimum tax net operating 
loss). 

Net Book income 

Section 1. 56 — 1T(b) of the regulations 
provides rules for determining net book 
income. Generally, net book income is 
the net income or loss shown on the tax- 
payer's applicable financial statement. Net 
book income must take into account all 
items of revenue, expense, gain and loss 
for the taxable year, and includes any ex- 
traordinary items, income or loss from 
discontinued operations, and cumulative 
adjustments resulting from accounting 
method changes. If the taxpayer is an af- 
filiated group of corporations filing a con- 
solidated Federal income tax return (a 
"consolidated group"), consolidated net 

book income is the net income or loss 
shown on the applicable financial state- 
ment of the common parent. If consoli- 
dated net book income includes net book 
income that is not attributable to mem- 

bers of the consolidated group, ii1. 56- 

1T(d)(6)(i)(C) requires an adjustment to 

consolidated net book income for pur- 

poses of calculating consolidated adjusted 

net book income. An adjustment will also 

be required under )1. 56 — 1T(d)(6)(i)(B) 
when consolidated net book income does 

not included the net book income attrib- 

utable to all members of the consolidated 

gl'oup. 

A taxpayer that does not have an ap- 

plicable financial statement must use cur- 

rent earnings and profits for the taxable 

year instead of net book income in order 
to compute the book income adjustment. 
Additionally, in certain cases a taxpayer 
may elect to use current earnings and prof- 
its if its applicable financial statement is 

unaudited. If such an election is made, it 

may only be revoked with the consent 
of the District Director. Section 1. 56— 

1T(b)(5) provides rules for computing 
current earnings and profits. 

Applicable Financial Statement 

Section 1. 56 — 1T(c) provides rules re- 
lating to the determination of the appli- 
cable financial statement to be used by a 
taxpayer in order to determine net book 
income. In general, a taxpayer's appli- 
cable financial statement is its financial 
statement that has the highest priority, 
according to the following order: (1) a 
financial statement required to be filed 
with the Securities and Exchange Com- 
mission; (2) a certified audited financial 
statement used for credit purposes, for 
disclosure to shareholders, or for other 
substantial non-tax purposes; (3) a finan- 
cial statement (but not a tax return) that 
is required to be provided to the Federal 
government or agency thereof, a state 
government or agency thereof, or a po- 
litical subdivision of a state or an agency 
thereof; or (4) any other financial state- 
ment used as a statement for credit pur- 
poses, for reporting to shareholders, or 
for any other substantial non-tax purpose 
(an unaudtted statement). 

Section 1. 56 — 1T(c)(1)(ii) provides that 
a statement will be a certified audited 
statement if it is certified by an indepen- 
dent Certified Public Accountant to be 
fairly presented. A statement subject to 
a qualified opinion is also considered a 
certified audited statement. However, a 
statement subject to an adverse opinion 
is considered certified only if the accoun- 
tant discloses the amount of the disagree- 
ment with the statement. 

In order to be an applicable financial 
statement, 51. 56-1T(c)(4) of the regula- 
tions requires that a financial statement 
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must be actually used for a substantial 
non-tax purpose. Thus, a statement used 
solely for purposes of computing the book 
income adjustment is not an applicable 
financial statement even if it is a certified 
audited statement. 

If a taxpayer has more than one state- 
ment and the statements are of equal 
priority, F11. 56 — 1T(c)(3)(iii)(A) provides 
that the applicable financial statement is 
the statement that results in the greatest 
amount of adjusted net book income. 
However, under ail. 56-1T(c)(3)(iii)(B)(1) 
if a taxpayer has more than one statement 
that is required to be filed with the Se- 
curities and Exchange Commission, a 
statement that is a certified audited finan- 

cial statement takes priority over a state- 
ment that is unaudited. In addition, under 
t11. 56 — 1T(c)(3)(iii)(B)(2) an unaudited 
statement that is accompanied by an ac- 
countant's review report has priority over 
other unaudited statements. 

Section 1. 56 — 1T(c)(5)(i) provides rules 
for determining the applicable financial 

statement of related corporations. Under 
t11. 56 — 1T(c)(5)(i)(A), the applicable fi- 

nancial statement of a consolidated group 
is generally the highest priority statement 
of the parent corporation of such group. 
If the parent has two or more financial 
statements of equal priority reporting on 
the same corporations, the rules of ti1. 56— 

1T(c)(3)(iii) apply and the applicable fi- 

nancial statement is the statement that re- 
sults in the greatest amount of adjusted 
net book income. 

If the parent has two or more financial 
statements of equal priority, but the state- 
ments do not report on the same corpo- 
rations, ti1. 56 — 1T(c)(5)(i)(B)(I) and (2) 
provide special priority rules. The special 
priority rules provide that the applicable 
financial statement is the statement of the 

parent reflecting the greatest amount of 
gross receipts attributable to members of 
the consolidated group. If after applying 
this rule, the parent still has financial 

statements of equal priority, the appli- 
cable financial statement is that statement 
reflecting the greatest amount of gross re- 

ceipts. If after applying the rules of li1. 56— 

1T(c)(5)(i)(B)(I) and (2) the parent still 

has financial statements of equal priority, 

the rules of ri1. 56 — 1T(c)(3)(iii) apply and 

the applicable financial statement is the 

statement resulting in the greatest amount 

of adjusted net book income. 

In addition, 51. 56-1T(c)(5)(i)(C) pro- 

vides rules for determining the applicable 
financial statement of a related corpora- 

tion that is not part of the consolidated 

group. Under this provision, the appli- 
cable financial statement is the statement 
of highest priority that is separately pre- 
pared by such corporation. For example, 
assume corporation B is 100 percent owned 

by corporation A, but A and B do not file 

a consolidated Federal income tax return. 
However, in addition to preparing its own 

financial statement, B is included in the 
consolidated financial statement of A and 
B. Given these facts, 51. 56 — 1T(c)(5)(i)(C) 
provides that B's separate financial state- 
ment is its applicable financial statement. 

If a taxpayer's corporate structure is 

rearranged, or its financial reporting is 

modified and the principal purpose of such 

action is to reduce adjusted net book in- 

come, F11. 56-1T(c)(5)(1)(D) provides that 

the District Director may, based on all 

the facts and circumstances, determine the 
taxpayer's applicable financial statement. 

Computation of Adjusted Net Book 
Income When Tarable Year and 
Financial Accounting Year Differ 

If a taxpayer's applicable financial 
statement is prepared on a year that is 
different from the year used for purposes 
of preparing its Federal income tax, ill. 56— 

1T(b)(4)(i) requires that adjusted net book 
income be computed based upon the tax- 
payer's taxable year. Thus, adjusted net 
book income is computed by including a 

pro rata portion of the adjusted net book 
income for each financial accounting year 
that includes any part of the taxpayer's 
taxable year. Under this rule, a taxpayer 
may be required to make a reasonable 
estimate of adjusted net book income for 
the portion of the taxable year that occurs 
after the close of the accounting year that 
ends within the taxpayer's taxable year. 
If actual adjusted net book income for the 
portion of the taxable year that occurs 
after the close of the accounting year ex- 
ceeds the estimate and results in addi- 

tional tax liability, the taxpayer must file 

an amended Federal income tax return 
reflecting such liability. See S. Rep. No. 
99 — 313, 99th Cong. , 2nd Sess. 533 (1986) 
[1986-3 C. B. Vol. 3]. However, &1. 56— 

1T(b)(4)(iii) permits a taxpayer to elect 
to compute net book income based upon 

the net book income reported on an ap- 

plicable financial statement prepared for 
the financial accounting year that ends 

within the taxpayer's taxable year. This 
election is available only if a taxpayer's 

accounting year ends five or more months 

after the end of its taxable year. 

Section 56 

Adjustments to Wet Book Income 

The regulations under li1. 56 — 1T(d)(3) 
require an adjustment to net book income 

in order to exclude items of income and 

expense that relate to either Federal in- 

come taxes or foreign taxes that are eli- 

gible for the foreign tax credit under section 

27(a) of the Code. In addition, items that 

are stated net of Federal income or for- 

eign tax on the taxpayer's applicable fi- 

nancial statement must be grossed up to 
disregard that tax expense or benefit. 

The regulations under li1. 56-1T(d)(4) 
provide rules requiring adjustments to net 
book income in order to prevent the omis- 

sion or duplication of items of net book 
income. Adjustments may be required for 
depreciation in excess of basis, duplica- 
tions of earnings and profits, and restate- 
ments of prior years' applicable financial 

statements. In addition, the regulations 
provide that the Commissioner may ap- 
prove or require other adjustments to a 
taxpayer's net book income in order to 
prevent omission or duplication of items. 

Section 1. 56-1T(d)(5) requires the tax- 

payer to adjust net book income in order 
to include amounts reflected in certain 
disclosures (e. g. , footnotes, equity ad- 

justments, and the accountant's opinion). 
Generally, if the taxpayer prepares its ap- 
plicable financial statement using either 
generally accepted accounting principles 

(GAAP), or its historic practice of ac- 

counting, no adjustment for disclosure to 
its financial statement will be required. 
However, to the extent there is disclosure 
that deviates from GAAP and the tax- 
payer's historic practice, an adjustment to 
net book income may be required. 

Under $ti1. 56 — 1T(c)(5)(iii) and (d) 
(4)(iv), net book income may be adjusted 
to include any amounts disclosed in sup- 

plements or amendments to the applica- 
ble financial statement prepared 
subsequent to the completion of the ap- 
plicable financial statement but before the 
taxpayer's Federal income tax return for 
the taxable year would be due if the time 
for filing were extended under section 6081 
of the Code (the "extended filing date"). 
In addition, if as a result of an error, the 
net book income for a taxable year is re- 
stated before the extended filing date for 
that taxable year, the restated net book 
income, and not the original net book in- 

come, must be used to compute the book 
income adjustment. If the net book in- 

come for a taxable year is restated after 
the extended filing date for that taxable 
year, net book income in the taxable year 
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Section 56 
that the prior year's net book income is 
restated must be adjusted to refiect the 
cumulative effect of the statement on net 
book income for taxable years beginning 
after December 31, 1986. 

The regulations include rules under 
ti1. 56 — 1T(d)(5)(iv) that may require an 
adjustment to net book income when a 
taxpayer includes that cumulative effect 
of an accounting method change in net 
book income. Such a change is treated in 
the same manner as a restatement pre- 
pared after the extended filing date. Thus, 
in the year that the accounting method 
change is made, the taxpayer must adjust 
net book income to exclude that portion 
of the cumulative effect that is attribut- 
able to taxable years beginning before 
January 1, 1987. 

Section 1. 56 — 1T(d)(6)(i) requires ad- 
justments to the applicable financial state- 
ment of a consolidated group. Under 
51. 56-1T(d)(6)(i)(A), the net book in- 
come disclosed on the consolidaed group's 
applicable financial statement must be ad- 
justed to include net book income attrib- 
utable to members of the group that are 
not included in the applicable financial 
statement. In making this adjustment, ap- 
propriate consolidating elimination en- 
tries must also be make. In addition, 51. 56- 
1T(d)(6)(i)(B)(2) requires that net book 
income of a consolidated group must be 
adjusted to include income or loss afio- 
cated to minority interests in members of 
the consolidated group. Additionally, 
li1. 56 — 1T(d)(6)(i)(C) provides that the net 
book income shown on the consolidated 
group's applicable financial statement must 

be adjusted to exclude any income or loss 
of a corporation that is included in the 
applicable financial statement but is not 
included in the consolidated group. Con- 
solidating elimination entries attributable 

to the excluded member must also be re- 
versed. Section 1. 56 — 1T(d)(6)(ii) requires 
related corporations that are not mem- 

bers of the same consolidated group to 
allocate items relating to intercompany 
transcations under the principles of sec- 

tion 482 of the Code. 

PAYMENT OF ESTIMATED TAXES 

ln General 

In making its installment payment of 
estimated tax a corporate taxpayer must 

take into account the alternative mini- 

mum tax imposed under section 55 of the 

Code. Certain corporate taxpayers must 

also pay estimated tax with respect to the 
environmental tax imposed by section 59A. 
The environmental tax is based upon a 
percentage of modified alternative mini- 
mum taxable income. In order to estimate 
these taxes, the taxpayer must estimate 
alternative minimum taxable income for 
the applicable installment. Thus, the tax- 
payer must also estimate the book income 
adjustment. 

Estimating The Book Income 
Adjustment 

The regulations contain rules for esti- 
mating the book income adjustment if the 
annualization exception under section 
6655(d)(3) is used in order to determine 
the taxpayer's quarterly installment pay- 
ment. Section 1. 6655 — 7T(b) generally 
provides that the rules applicable for cal- 
culating the annual book income adjust- 
ment are also generally applicable to 
calculating the book income adjustment 
for the period being annualized under the 
rules of section 6655(d)(3) (the annuali- 
zation period), The regulations also con- 
tain special rules relating to the applicable 
financial statement to be used in estimat- 
ing the book income adjustment for an 
annualization period. Generally, under 
li1. 6655 — 7T(d), the estimated tax pay- 
ment must be based upon the applicable 
financial statement (within the meaning 
of section 56(f) and the regulations there- 
under) prepared for the annualization pe- 
riod on or before the due date of the 
installment payment. However, if a tax- 
payer reasonably expects to have a linan- 

cial statement for the annualization period 
of higher priority no later than 30 days 
after the installment payment is due, the 
taxpayer must make a reasonable esti- 
mate of the adjusted net book income that 
will result from such statement, and such 
estimate shall be used as the taxpayer's 
adjusted net book income for that an- 

nualization period. 
If the taxpayer does not reasonably ex- 

pect to have an applicable financial state- 
ment within 30 days after the installment 

payment is due, the regulations require 
the taxpayer to deem net book income 
for the annualization period equal to the 

current earnings and profits for such pe- 

riod. In addition, a taxpayer may elect to 
use current earnings and profits for an 

annualization period if the taxpayer only 

has an unaudited statement for the period 
and has elected to use current earnings 

and profits to compute its book income 

adjustment when filing its Federal income 

tax return for the taxable year. The reg- 

ulations provide special rules for the 1987 
taxable year. 

Thus, in order to compute its net book 

income for purposes of the annualization 

exception under section 6655(d)(3), a large 

corporation (as defined in section 
6655(i)(2)) that does not prepare and use 

a quarterly financial statement must es- 

timate earnings and profits on a quarterly 

basis, even though it may not use earnings 

and profits when filing its annual Federal 

income tax return. The Service invites 

comments on the frequency of this prob- 
lem and suggestions regarding its solu- 

tion. 

SPECIAL ANALYSES 

No general notice of proposed rule- 

making is required by 5 U. S. C. 553(b) for 
temporary regulations. Accordingly, the 
Regulatory Flexibility Act does not apply 
and no Regulatory Flexibility Analysis is 

required for this rule. The Commissioner 
of Internal Revenue has determined that 
this temporary rule is not a major rule as 
defined in Executive Order 12291 and that 
a regulatory impact analysis therefore is 

not required. 

PAPERWORK REDUCTION ACT 
The collection of information require- 

ments contained in this regulation have 
been submitted to the Office of Manage- 
ment and Budget (OMB) in accordance 
with the requirements of the Paperwork 
Reduction Act of 1980. These require- 
ments have been approved by OMB. 

DRAFTING INFORMATION 
The principal author of these tempo- 

rary regulations is Margaret M. O' Connor 
of the Legislation and Regulations Divi- 
sion of the Office of Chief Counsel, In- 
ternal Revenue Service. However, 
personnel from other offices of the Inter- 
nal Revenue Service and the Treasury 
Department participated in developing the 
regulation, both on matters of substance 
and style. 

Adoption of amendments to the 
regulati on 

Accordingly 26 CFR Parts 1 and 602 
are amended as follows: 

Paragraph 1. The authority for Part 1 
is amended by adding the following ci- 
tation: 

Authority: 26U. S. C. 7805 * * * Section 
1. 56 — 1T is also issued under 26 U. S. C. 
56(f)(2)(H) 

Par. 2. Internal references to ll51. 56 — 1 
thru 1. 56 — 5 are revised as follows: 

1. In ill. 56-1(b)(2)(ii), "t11. 56 — 5" is 
revised to read "t11. 56A — 5". 
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2. In f11. 56 — 3(b), second sentence, 
"ill. 56-2" is revised to read "t11. 56A — 2". 

3. In ill. 56 — 3(b), fourth sentence of the 
Example, "t11. 56 — 2" is revised to read 
"f11. 56A — 2". 

4. In t11. 56 — 5(b), second sentence of 
the flush material that follows f11. 56- 
5(b)(2), "t11. 56 — 1" is revised to read 
"t11. 56A — 1". 

5. In t11, 56 — 5(e)(5), second sentence, 
"ill. 56 — 1" is revised to read "51. 56A — 1". 

6. In f11. 56-5(h), Example (4), last 
sentence "ill. 56 — 5(e)(4)" is revised to read 
"f11. 56A-5(e)(4)". 

7. In t11. 57-4(b), first sentence, "t11. 56- 
1(a)" is revised to read "li1. 56A — 1(a)". 

8. In ll1. 57-4(b)(2), first sentence of 
the flush material that follows fi1. 57— 

4(b)(2)(ii), "f11. 56-2(a)(2)" is revised to 
read "li1. 56A-2(a)(2)". 

9. In t11. 57-4(e), Example (5), in the 
second sentence of the text that follows 
the first set of figures, "t11. 56 — 2" is revised 
to read "t11. 56A-2". 

10. In 51. 57 — 5(b), first sentence, 
"fl1. 56-2(b)" is revised to read "f11. 56A— 
2(b)". 

11. In f11. 58-7(c)(1)(iii), first sentence 
of subparagraph (a) under Example (4), 
"ill. 56 — 2" is revised to read "$1. 56A-2". 

12. In fi1. 58-7(c)(1)(iii), subparagraph 
(b) under Example (4), "f11. 56 — 2" is re- 
vised to read "t11. 56A-2". 

13. In f11. 58 — 7(c)(2), second sentence 
of subparagraph (b) under Example (3), 
"t11. 56-2" is revised to read "fi1. 56A — 2". 

14. In ill. 58-7(c)(4), "t11. 56-5(f)" is 
revised to read "t11. 56A-5(f)". 

Par. 3. Sections 1. 56 — 1 thru 1. 56 — 5 are 
redesignated H1. 56A — 1 thru 1. 56A — 5, 
respectively. 

Par. 4. A new ill. 56-0T is added im- 

mediately before t11. 56A-I to read as fol- 
lows: 

t11. 56-0T Table of contents to ail. 56-1T, 
adjustment for book income of corpora- 
tions (temporary). 

(a) Computation of the book income 

adjustment. 
(1) In general. 

(2) Taxpayers subject to the book in- 

come adjustment. 

(3) Consolidated returns. 

(4) Examples. 

(b) Adjusted net book income. 

(1) In general. 

(2) Net book income. 

(i) In general. 

(ii) Measures of net book income. 

(iii) Tax-free transactions and tax-free 

income. 

(iv) Treatment of dividends and other 
amounts. 

(3) Additional rules for consolidated 
groups. 

(i) Consolidated adjusted net book in- 

come. 
(ii) Consolidated net book income. 
(iii) Consolidated pre-adjustment al- 

ternative minimum taxable income. 

(iv) Cross references. 
(4) Computation of adjusted net book 

income when taxable year and financial 

accounting year differ. 

(i) In general. 

(ii) Estimating adjusted net book in- 

come. 
(iii) Election to compute adjusted net 

book income based on the financial state- 
ment for the year ending within the tax- 

able year. 

(A) In general. 

(B) Manner of making election. 

(iv) Quarterly statement filed with the 
Securities and Exchange Commission 
(SEC). 

(5) Computation of net book income 
using current earnings and profits. 

(i) In general. 
(ii) Current earnings and profits of a 

consolidated group. 
(6) Examples. 
(c) Applicable financial statement. 
(1) In general. 
(i) Statement required to be filed with 

the Securities and Exchange Commission. 
(ii) Certified audited financial state- 

ment, 
(iii) Financial statement provided to a 

government regulator. 
(iv) Other financial statements. 
(2) Election to treat net book income 

as equal to current earnings and profits 
for the taxable year. 

(i) In general. 
(ii) Manner and time of making elec- 

tion. 
(3) Priority among statements. 
(i) In general. 
(ii) Special priority rules for use of cer- 

tified audited financial statements and other 
financial statements. 

(iii) Statements of equal priority. 
(A) In general. 

(B) Exceptions to the general rule in 

paragraph (c)(3)(iii)(A). 
(4) Use of financial statement for a 

substantial non-tax purpose. 
(5) Special rules. 
(i) Applicable financial statement of 

related corporations. 
(A) Applicable financial statement of 

a consolidated group. 
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(B) Special rule for statements of equal 

priority. 
(C) Special rule for related corpora- 

tions. 
(D) Anti-abuse rule. 

(ii) Applicable financial statement of a 

foreign corporation with a United States 
trade or business. 

(iii) Supplement or amendment to an 

applicable financial statement. 

(A) Excluding a restatement of net 
book income. 

(B) Restatement of net book income. 

(6) Examples. 
(d) Adjustments to net book income. 
(1) In general. 

(2) Definitions. 

(i) Historic practice. 
(ii) Accounting literature. 

(3) Adjustments for certain taxes. 
(i) In general. 
(ii) Exception for certain foreign taxes. 
(iii) Certain valuation adjustments. 
(iv) Examples. 

(4) Adjustments to prevent omission 
or duplication. 

(i) In general. 
(ii) Special rule for depreciating an as- 

set below its cost. 
(iii) Consolidated group using current 

earnings and profits. 
(iv) Restatement of a prior year's ap- 

plicable financial statement. 
(A) In general. 
(B) Reconciliation of owner's equity 

in applicable financial statements. 

(C) Use of different priority applicable 
financial statements in consecutive taxa- 
ble years. 

(D) First successor year defined. 

(E) Exceptions. 
(v) Examples. 

(5) Adjustments resulting from disclo- 
sure. 

(i) Adjustment for footnote disclosure 
or other supplementary information. 

(A) In general. 

(B) Disclosures not specifically au- 
thorized in the accounting literature. 

(ii) Equity adjustments. 

(A) In general. 
(B) Definition of equity adjustments. 
(iii) Amount disclosed in an accoun- 

tant's opinion. 
(iv) Accounting method changes that 

result in cumulative adjustments to the 
current year's applicable financial state- 
ment. 

(A) In general. 

(B) Exception. 
(v) Examples. 
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(6) Adjustments applicable to related 
corporations. 

(i) Consolidated returns. 

(A) In general. 
(B) Corporations included in the con- 

solidated Federal income tax return but 
excluded from the applicable financial 
statement. 

(C) Corporations included in the ap- 
plicable financial statement but excluded 
from the consolidated tax return. 

(ii) Adjustment under principles of 
section 482. 

(iii) Adjustment for dividends re- 
ceived from section 936 corporations. 

(A) In general. 
(B) Treatment as foreign taxes. 
(C) Treatment of taxes imposed on 

section 936 corporations. 
(iv) Adjustment to net book income 

on sale of certain investments. 

(v) Examples. 
(e) Special rules. 

(1) Cooperatives. 
(2) Alaska Native Corporations. 

(3) Insurance companies. 

(4) Estimating the net book income 
adjustment for purposes of estimated tax 
liability. 

Par. 5. A new l)1. 56 — 1T is added after 
tl1. 56 — OT to read as follows: 

(11. 56-1T Adjustment for the book in- 

come of corporations (temporary). 

(a) Computation of the book income 
adjustment — (1) In general. For taxable 
years beginning in 1987, 1988, and 1989, 
the alternative minimum taxable income 

of any taxpayer is increased by the book 
income adjustment described in this par- 

agraph (a)(1). The book income adjust- 

ment is 50 percent of the excess, if any, 
of- 

(i) The adjusted net book income 

(as defined in paragraph (b) of this sec- 

tion) of the taxpayer, over 

(ii) The pre-adjustment alternative 

minimum taxable income for the tax- 

able year. 
For purposes of this section, pre-adjust- 

ment alternative minimum taxable in- 

come is alternative minimum taxable 

income, determined without regard to the 

book income adjustment or the alterna- 

tive tax net operating loss determined un- 

der section 56(a)(4). See paragraph (a)(4) 
of this section for examples relating to the 

computation of the book income adjust- 

ment. 

(2) Taxpayers subject lo the book in- 

come adjustment. The book income ad- 

justment is applicable to any corporate 

taxpayer that is not an S corporation, reg- 

ulated investment company (RIC), real 
estate investment trust (REIT), or real 
estate mortgage investment company 
(REMIC). 

(3) Consolidated returns, In the case of 
a taxpayer that is a consolidated group, 
the book income adjustment equals 50 
percent cf the amount, if any, by which 
its consolidated adjusted net book income 
(as defined in paragraph (b)(3)(i) of this 
section) exceeds its consolidated pre-ad- 
justment alternative minimum taxable in- 
come (as defined in paragraph (b)(3)(iii) 
of this section). See paragraph (a)(4), Ex- 
ample (4) of this section. For purposes of 
this section, with respect to any taxable 
year the term "consolidated group" means 
an affiliated group of corporations that 
files a consolidated Federal income tax 
return under the rules of section 1501 for 
such year. See paragraph (d)(6) of this 
section for rules relating to adjustments 
attributable to related corporations. 

(4) Examples. The provisions of this 

paragraph may be illustrated by the fol- 

lowing examples. 

Example (l). Corporation A has adjusted net book 
income of $200 and pre-adjustment alternative min- 

imum taxable income of $100. A must increase its 

prc-adjustment alternative minimum taxable income 

by $50 (($200-$100) x, 50). 
Example (2). Corporation B has adjusted net book 

income of $200 and pre-adjustment alternative min- 

imum taxable income of $300. B does not have a book 

income adjustment for the taxable year because its 

adjusted net book income does not exceed its pre- 

adjustrnent alternative minimum taxable income. 

Example (3). Corporation C has adjusted net book 

income of negative $200 and pre-adjustment alter- 

native minimum taxable income of negative $300. C 
must increase it pre-adjustment alternative minimum 

taxable income by $50 (( — $200 — ( — $300)) x . 50). 
Thus, C's alternative minimum taxable income de- 

termined after the book income adjustment, but with- 

out regard to the alternative tax net operating loss, 

is negative $250 ( — $300 + $50). 
Example (4). Corporations D and E are a con- 

solidated group for tax purposes. D and E do not 

have a consolidated financial statement. On their sep- 

arate financial statements D and E have adjusted net 

book income of $100 and $50 respectively, and pre- 

adjustment alternative minimum taxable income of 

$50 and $80 respectively. Assuming there are no in- 

tercompany transactions, DE's consolidated adjusted 

net book income (as defined m paragraph (b)(3)(i) of 

this section) is $150 and its consolidated pre-adjust- 

ment alternative minimum taxable income (as deaned 

in paragraph (b)(3)(iii) of this section) is $130. DE 
must increase its consolidated pre-adjustment alter- 

native minimum taxable income by $10 (($150 — $130) 

x 50). 

(b) Adjusted net book income — (1) In 

general. "Adjusted net book income" 

means the net book income (as defined 

in paragraph (b)(2) of this section) ad- 

justed as provided in paragraph (d) of this 

section. 

(2) Nef book income — (i) In general. 
"Net book income" means the income or 

loss of a taxpayer reported in the tax- 

payer's applicable financial statement (as 
defined in paragraph (c) of this section). 
Net book income must take into account 

afl items of income, expense, gain and loss 

for the taxable year, including extraor- 

dinary items, income or loss from discon- 

tinued operations, and cumulative 
adjustments resulting from accounting 
method changes. 

(ii) Measures of nef book income. Ex- 
cept as described in paragraph (b)(5) of 
this section, net book income is disclosed 

on the income statement included in a 
taxpayer's applicable financial statement. 
Such income statement must reconcile with 

the balance sheet, if any, that is included 

in the applicable financial statement and 

must be used in computing changes in 

owner's equity reflected in the applicable 
financial statement. See paragraph (c) of 
this section for the definition of an appli- 
cable financial statement. 

(iii) Tax-free transactions and tax-free 
income. Net book income includes in- 

come or loss that is reported on a tax- 
payer's applicable financial statement 
regardless of whether such income or loss 
is taken into account for other Federal 
income tax purposes. See paragraph (b)(6), 
Examples (1) and (2) of this section. 

(iv) Treatment of dividends and other 
amounts. The adjusted net book income 
of a taxpayer shall include the earnings of 
other corporations not filing a consoli- 

dated Federal income tax return with the 
taxpayer only to the extent that amounts 

are required to be included in the tax- 
payer's gross income under chapter 1 of 
the Code with respect to the earnings of 
such other corporation (e. g. , dividends 
received from such corporation and 
amounts included under subpart A). See 
paragraph (b)(6), Examples (3) and (4) 
of this section. 

(3) Additional rules for consolidated 
groups — (i) Consolidated adjusted nel book 
income. "Consolidated adjusted net book 
income" means the consolidated net book 
income (as defined in paragraph (b)(3)(ii) 
of this section), after taking into account 
the adjustments under the rules of para- 
graph (d) of this section. 

(ii) Consolidated nef book income. 
Consolidated net book income is the in- 

come or loss of a consolidated group as 
reported on its applicable financial state- 
ment as defined in paragraph (c)(5) of this 

section. 
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(iii) Consolidated pre-adjustment alter- 
native minimum taxable income. Consoli- 
dated pre-adjustment alternative minimum 

taxable income is the taxable income of 
the consolidated group for the taxable year, 
determined with the adjustments pro- 
vided in sections 56 and 58 (except for the 
book income adjustment and the alter- 
native tax net operating loss determined 
under section 54(a)(4)) and increased by 
the preference items described in section 
57. 

(iv) Cross references. See paragraph 
(c)(5) of this section for rules relating to 
the applicable financial statement of re- 
lated corporations and paragraph (d)(6) 
of this section for rules relating to ad- 

justments attributable to related corpo- 
rations. 

(4) Computation of adjusted net book 
income when taxable year and financial 
accounting year differ — (i) In general. If 
a taxpayer's applicable financial state- 
ment is prepared on the basis of a financial 

accounting year that differs from the year 
that the taxpayer uses for filing its Federal 
income tax return, adjusted net book in- 

come must be computed— 
(A) By including a pro rata portion 

of the adjusted net book income for 
each financial accounting year that in- 

cludes any part of the taxpayer's tax- 

able year (see paragraph (b)(6), 
Example (5) of this section), or 

(B) In accordance with the election 
described in paragraph (b)(4)(iii) of this 

section. 
A method not described in paragraph 

(b)(4)(i)(A) or (B) of this section may not 

be used. See paragraph (b)(6), Example 

(6) of this section. 

(ii) Estimating adjusted net book in- 
come. If a taxpayer is using the pro rata 
approach described in paragraph 
(b)(4)(i)(A) of this section and an appli- 
cable financial statement for part of the 

taxpayer's taxable year is not available 
when the taxpayer files its Federal income 
tax return, the taxpayer must make a rea- 
sonable estimate of adjusted net book in- 

come for the pro rata portion of the taxable 

year. If the actual pro rata portion of ad- 

justed net book income that results from 

the taxpayer's applicable financial state- 

ment for the financiai accounting year ex- 

ceeds the estimate of adjusted net book 
income used on the original tax return and 

results in additional tax liability, the tax- 

payer must file an amended Federal in- 

come tax return reflecting such additional 

liability. The amended return must be filed 

within 90 days of the date the previously 

unavailable applicable financial statement 
is available. 

(iii) Election to compute adjusted net 
book income based on the financial state- 

ment for the year ending within the taxable 
year — (A) In general. If a taxpayer's ac- 
counting year ends five or more months 
after the end of its taxable year, the tax- 

payer may elect for its first taxable year 
beginning after 1986 in which the financial 

accounting and taxable year differ to com- 
pute adjusted net book income based on 
the adjusted net book income reported 
on the applicable financial statement pre- 
pared for the financial accounting year 
ending within the taxpayer's taxable year. 
See paragraph (b)(6), Examples (6) and 

(7) of this section. For purposes of this 
paragraph (b)(4)(iii)(A), if a taxpayer uses 
a 52-53 week year for financial accounting 
or Federal income tax purposes, the last 
day of such year shall be deemed to occur 
on the last day of the calendar month end- 

ing closest to the end of such year. 
(B) Manner of making election. An 

election under this paragraph (b)(4)(iii) 
is made by attaching a statement to the 
taxpayer's Federal income tax return for 
the taxable year in which the election is 
made. The statement must identify the 
election and set forth the electing taxpay- 
er's name, address, taxpayer identifica- 
tion number, taxable year and financial 
accounting year. An election under this 
paragraph will apply for the taxable year 
when initially made and for all subsequent 
years until revoked with the consent of 
the District Director. 

(iv) Quarterly statement filed with the 

Securities and Exchange Commission 
(SEC). A taxpayer with different financial 
accounting and taxable years that is re- 

quired to file both annual and quarterly 
financial statements with the SEC may not 
aggregate quarterly statements filed with 

the SEC in order to obtain a statement 
covering the taxpayer's taxable year. See 
paragraph (b)(6), Example (8) of this sec- 
tion. See paragraph (c)(3)(iii)(B)(l) of this 

section for priority rules relating to state- 

ments required to be filed with the SEC. 

(5) Computation of net book income 

using current earnings and profits — (i) In 

general. If a taxpayer does not have an 

applicable financial statement, or only has 

a statement described in paragraph 
(c)(1)(iv) of this section and makes the 
election described in paragraph (c)(2) of 
this section, net book income for purposes 
of this section is equal to the taxpayer's 
current earnings and profits for its taxable 
year. Generally, a taxpayer's current 
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earnings and profits is computed under 
the rules of section 312 and the regula- 
tions thereunder. For purposes of this sec- 
tion, current earnings and profits is not 
reduced by any distribution to sharehold- 
ers. Current earnings and profits is re- 
duced by Federal income tax expense and 

any foreign tax expense for foreign taxes 
eligible for the foreign tax credit under 
section 27. See paragraph (d)(3) of this 
section for adjustments to net book in- 

come with respect to certain taxes. See 
paragraph (d)(3), Example (5) of this sec- 
tion. 

(ii) Current earnings and profit of a 
consolidated group. For purposes of this 

paragraph (b)(5), current earnings and 
profits of a consolidated group is the ag- 

gregate of the current earnings and profits 
of each member of the group after making 
adjustments to exclude earnings and prof- 
its attributable to intercompany transac- 
tions as described in «i1. 1502 — 33(a). See 
paragraph (d)(4) of this section for rules 
relating to adjustments to current earn- 
ings and profits. 

(6) Examples. The provisions of this 

paragraph may be illustrated by the fol- 
lowing examples. 

Example (l). Corporation A owns 100 percent of 
corporation B and the AB affiliated group hles a con- 
solidated Federal income tax return. AB uses a cal- 

endar year for both financial accounting and tax 
purposes. During 1987, A transfers all ot its stock in 

B for stock of an acquiring corporation in a trans- 
action described in section 368(a)(1)(B). Although 
AB recogmzes no taxable gam on the transfer pur- 

suant to section 354, gain from the transfer is reported 
on AB's 1987 applicable financial statement. Pursuant 
to paragraph (b)(2)(iii) of this section, AB's net book 
income includes the book gain attributable to the 
transfer. 

Example (2E Corporation C uses a calendar year 
for both financial accounting and tax purposes. C 
adopted a plan of liquidation prior to August 1, 1986. 
On June 1, 1987, C makes a bulk sale of all of its 

assets subject to liabilities and completely liquidates. 
Pursuant to section 633(c) of the Tax Reform Act of 
1986 (the Act), section 337, as in effect prior to its 

amendment by the Act, applies. Thus, C will gen- 

erally not recognize taxable gain upon the bulk sale. 
However, C's applicable financial statement for the 
period January 1, 1987, through June 1, 1987, reports 
net hook incxime of $500, $400 of which is attributable 
to the bulk sale of assets on June 1, 1987. Pursuant 
to paragraph (b)(2)(iii) of this section, B's net book 
income includes the amount attributable to the bulk 

sale. Thus. assuming C has no other adjustments to 
net book income, its adjusted net book income for 
the period January 1, 1987 through June 1, 1987, is 
$500. 

Example (3). Corporation D owns 100 percent of 
E, a controlled foreign corporation as deiined in sec- 
tion 957. Both D and E use a calendar year for fi- 

nancial accounting and tax purposes. D's apphcable 
financial statement includes E. Pursuant to section 
951, D includes $100 of E's subpart F income in its 
gross income for 1987. Although D's applicable fi- 

nancial statement is adjusted to eliminate E's income, 

1987 — 1 C. B. 9 



Section 56 
pursuant to paragraph (b)(2)(iv) of this section, D's 
adjusted net book income for 1987 includes thc $100 
of gross income included under section 951. 

Example (4). Corporation F owns 20 percent of G, 
a foreign corporation. Both F and G use a calendar 
year for financial accounting and tax purposes. During 
1987. G pays F a $100 dividend. F's applicable linan- 
cial statement accounts for F's investment in G by the 
equity method. F is eligible for a deemed paid foreign 
tax credit of $30 with respect to the dividend from G 
and must include the $130 m gross income pursuant 
to section 78 of the Code. Although F's applicable 
financial statement is adjusted to eliminate F's income 
from G under the equity method. pursuant to para- 
graph (b)(2)(iv) of this section, F's adjusted net book 
income for 1987 includes the $130 of gross income 
recognized with respect to the dividend from G. 

Example (5). Corporation H files its Federal in- 
come tax return on a calendar year basis. However, 
its applicable fmancial statement is based on a fiscal 
year ending June 30. H does not make the election 
described in paragraph (b)(4)(iii) of this section. Pur- 
suant to paragraph (b)(4)(i) of this section, H's ad- 
justed net book income for calendar year 1987 is 
computed by adding 50 percent of adjusted net book 
income from the applicable financial statement for the 
year ending June 30, 1987 and 50 percent of adjusted 
net book income from the applicable financial state- 
ment for the year ending June 30, 1988. 

Example (6). Corporation J liles its Federal income 
tax returns for 1987, 1988, and 1989 on a calendar 
year basis. However, its applicable linancial state- 
ment is based on a year ending May 31. Pursuant to 
paragraph (b)(4)(iii) of this section, J elects in 1987 
to compute its adjusted net book income by using the 
applicable linancial statement for the fiscal year end- 

ing May 31, 1987. Unless the District Director con- 
sents to revocation of the election, for calendar year 
1988 or 1989, J's adjusted net book income for 1988 
and 1989 is determined from its applicable financial 
statements for the years ending May 31, 1988 and 

May 31, 1989, respectively. 
Example (7). The facts are the same as in Example 

(6), except that J's applicable financial statement is 
based on a year ending April 30. Since April 30 is 

less than 5 months after December 31, the end of J's 
taxable year, J is not permitted to make the election 
described in paragraph (b)(4)(iii) of this section. 

Example (8). The facts are the same as in Example 

(5), except H 6 les quarterly and annual financial state- 
ments with the Securities and Exchange Commission 

(ShC). The fourth quarter statement is included as a 
footnote to the annual statement that it files with the 

SEC. Pursuant to paragraph (b)(4)(iv) of this section, 

H may not determine its net book income by aggre- 

gating its four quarterly statements for 1987. Thus, 
H's net book income is computed as described in 

Example (5). 

(c) Applicable financial statement — (I) 
In general. A taxpayer's applicable finan- 

cial statement is the statement described 

in this paragraph (c)(1) that has the high- 

est priority, as determined under para- 

graph (c)(3) of this section. Generally, 

such statement includes an income state- 

ment, a balance sheet listing assets, lia- 

bilities, owner's equity (including changes 

thereto), and other appropriate infor- 

mation. An income statement alone may 

constitute an applicable financial state- 

ment for purposes of this section if the 

other materials described in this para- 

graph are not prepared or used by the 
taxpayer. However, an income statement 
that does not reconcile with financial ma- 
terials otherwise issued will not qualify as 
an applicable financial statement. For 
purposes of determining the book income 
adjustment, the following may be consid- 
ered applicable financial statements (sub- 
ject to the rules relating to priority among 
statements under paragraph (c)(3) of this 
section)— 

(i) Statement required to be filed with 
the Securities and Exchange Commis- 
sion (SEC). A financial statement that 
is required to be filed with the Secu- 
rities and Exchange Commission. 

(ii) Certified audited financial state- 
ment. A certified audited financial 
statement that is used for credit pur- 
poses, for reporting to shareholders or 
for any other substantial non-tax pur- 
pose. Such statement must be certified 
by an independent (as defined in the 
American Institute of Certified public 
Accountants Professional Standards, 
Code of Ethics (ET), Section 101) Cer- 
tified Public Accountant. A financial 
statement is "certified audited" for 
purposes of this section if it is— 

(A) Certified to be fairly presented 
(a "clean" opinion), 

(B) Subject to a qualified opinion 
that such financial statement is fairly 
presented subject to a concern about a 
contingency (a qualified "subject to" 
opinion), 

(C) Subject to a qualified opinion 
that such financial statement is fairly 
presented, except for a method of ac- 
counting with which the accountant dis- 

agrees (a qualified "except for" 
opinion), or 

(D) Subject to an adverse opinion, 
but only if the accountant discloses the 
amount of the disagreement with the 
statement. 

Any other statement or report, such as a 
review statement or a compilation report 
that is not subject to a full audit is not a 
certified audited statement. See para- 
graph (c)(3)(iii)(B)(2) of this section for 
a special rule for a statement accom- 
panied by a review report when there are 
statements of equal priority. See also par- 
agraph (d)(5)(iii) of this section for rules 
relating to adjustments for information 
disclosed in an accountant's opinion to a 
certified audited statement. 

(iii) Financial statement provided to 
a government regulator. A financial 
statement that is required to be pro- 
vided to the Federal government or any 

agency thereof (other than the Secu- 
rities and Exchange Commission), a 
state government or any agency thereof, 
or a political subdivision of a state or 
any agency thereof. An income tax re- 
turn, franchise tax return or other tax 
return prepared for the purpose of de- 

termining any tax liability that is filed 

with a Federal, state or local govern- 

ment or agency cannot be an applicable 
financial statement. 

(iv) Other financial statements. A fi- 

nancial statement that is used for credit 
purposes, for reporting to sharehold- 

ers, or for any other substantial non- 

tax purpose, even though such financial 

statement is not described in paragraph 

(c)(1)(i) through (c)(1)(iii) of this sec- 
tion. 

If a taxpayer does not have a financial 
statement described in paragraphs (c)(1)(i) 
through (c)(1)(iv) of this section, the tax- 

payer does not have an applicable finan- 

cial statement. In such a case, net book 
income for the taxable year will be treated 
as being equal to the taxpayer's current 
earnings and profits for the taxable year. 
See paragraph (b)(5) of this section for 
rules relating to the computation of cur- 
rent earnings and profits for the taxable 
year. See paragraph (c)(4) of this section 
for rules relating to use of a financial state- 
ment for a substantial non-tax purpose. 

(2) Election to treat net book income 
as equal to current earnings and profits for 
the taxable year — (i) In general. If a tax- 
payer's only financial statement is a state- 
ment described in paragraph (c)(1)(iv) of 
this section, the taxpayer may elect to treat 
net book income as equal to the taxpay- 
er's current earnings and profits for all 
taxable years in which the taxpayer is el- 
igible to make the election. 

(ii) Manner and time of making elec- 
tion. An election under this paragraph is 
made by attaching a statement to the tax- 
payer's Federal income tax return for the 
first taxable year the taxpayer is eligible 
to make the election. The statement must 
set forth the electing taxpayer's name, ad- 
dress and taxpayer identification number, 
state that the election is being made under 
the provisions of section 56(f)(3)(B), and 
state that the only financial statement of 
the taxpayer is described in paragraph 
(c)(1)(iv) of this section. An election un- 

der this paragraph is effective for every 
taxable year in which the taxpayer does 
not have a financial statement described 
in paragraphs (c)(1)(i) through (c)(1)(iii) 
of this section and may be revoked only 
with the consent of the District Director. 
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See paragraph (c)(6), Example (1) of this 
section. 

(3) Priority among statements — (i) In 
general. If a taxpayer has more than one 
finanical statement described in para- 
graph (c)(1)(i) through (c)(1)(iv) of this 
section, the taxpayer's applicable finan- 
cial statement is the statement with the 
highest priority. Priority is determined in 

the following order— 
(A) A financial statement described 

in paragraph (c)(1)(i) of this section. 
(B) A certified audited statement 

described in paragraph (c)(1)(ii) of this 
section. 

(C) A financial statement required 
to be provided to a Federal or other 
government regulator described in par- 
agraph (c)(1)(iii) of this section. 

(D) Any other hnancial statement 
described in paragraph (c)(1)(iv) of this 
section. 

For example, corporation A, which uses 
a calendar year for both financial account- 
ing and tax purposes, prepares a financizl 
statement for calendar year 1987 that is 

provided to a state regulator and an unau- 

dited financial statement that is provided 
to A's creditors. The statement provided 
to the state regulator is A's financial state- 
ment with the highest priority and thus is 
A's applicable financial statement. 

(ii) Special priority rules for use of cer- 

nfied audited financial statements and other 
financial statements. In the case of finan- 

cial statements described in paragraphs 

(c)(1)(ii) and (c)(1)(iv) of this section, 
within each of these categories the tax- 
payer's applicable financial statement is 
determined according to the following 

priority— 
(A) A statement used for credit pur- 

poses, 
(B) A statement used for disclosure 

to shareholders, and 

(C) Any other statement used for 
other substantial non-tax purposes. 

For example, corporation B uses a cal- 

endar year for both financial accounting 

and tax purposes. B prepares a financial 

statement for calendar year 1987 that it 

uses for credit purposes and prepares an- 

other financial statement for calendar year 

1987 that it uses for disclosure to share- 

holders. Both financial statements are 

unaudited. The statement used for credit 

purposes is B's financial statement with 

the highest priority and thus is B's appli- 

cable financial statement. 

(iii) Statements of equal priority — (A) 
In general. Except as provided in para- 

graph (c)(3)(iii)(B) and paragraph 
(c)(5)(i)(B) of this section, if a taxpayer 

has two or more financial statements of 
equal priority (determined under para- 
graphs (c)(3)(i) and (c)(3)(ii) of this sec- 
tion), the taxpayer's applicable financial 
statement is the statement that results in 
the greatest amount of adjusted net book 
income. 

(B) Exceptions to the general rule in 
paragraph (c)(3)(iii)(A) — (1) In the case 
of two or more financial statements de- 
scribed in paragraph (c)(1)(i) of this sec- 
tion (relating to financial statements 
required to be filed with the SEC) that 
are of equal priority, a certified audited 
financial statement has a higher priority 
than an unaudited financial statement. 

(2) In the case of two or more financial 
statements described in paragraph 
(c)(1)(iv) of this section (relating to other 
financial statements) that are of equal 
priority, a financial statement accom- 
panied by an auditor's "review report" 
has a higher priority than another finan- 

cial statement of otherwise equal priority. 
For purposes of this section, an auditor's 
review report is defined in the American 
Institute of Certified Public Accountant 
Professional Standards, AR section 100. 32. 
See paragraph (c)(6), Examples (2) and 

(3) of this section. 

(4) Use of financial statement for a sub- 
stantial non-tax purpose. In order to be 
an applicable financial statement for pur- 
poses of computing the book income ad- 
justment, a financial statement described 
in paragraph (c)(ii) or (c)(iv) must be used 

by the taxpayer for credit purposes, for 
disclosure to shareholders, or for any other 
substantial non-tax purpose. A financial 
statement is used by a taxpayer if the tax- 

payer reasonably anticipates that users of 
the statement will rely on it for non-tax 
purposes. Thus, a financial statement used 
for the purpose of computing the book 
income adjustment is not an applicable 
financial statement even if it is provided 
to shareholders or creditors, unless the 
taxpayer reasonably anticipates that users 
of the statement will rely on it for non- 

tax purposes. See paragraph (c)(6), Ex- 
amples (4) and (5) of this section. 

(5) Special rules — (i) Applicable fi- 
nancial statement of related corpora- 
tions — (A) Applicable financial statement 

of a consolidated group. The applicable 
financial statement of a consolidated group 
(as defined in paragraph (a)(3) of this sec- 
tion) is the financial statement of the com- 
mon parent (within the meaning of section 

1504(a)(1)) of the consolidated group that 
has the highest priority under the rules of 
paragraphs (c)(3)(i), (c)(3)(ii) and 
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(c)(5)(i)(B) of this section. See paragraph 

(d)(6)(i) of this section for rules relating 
to adjustments to net book income of a 

consolidated group. See paragraph (6), 
Example (6) of this section. 

(B) Special rule for statements of equal 

priority. If a consolidated group has two 

or more financial statements of equal 

priority (determined under paragraphs 

(c)(3)(i) and (c)(3)(ii) of this section and 

this paragraph (c)(5)), the consolidated 
group's applicable financial statement is 

determined under either paragraph 
(c)(5)(i)(B)(1) or (2), whichever is appli- 

cable. 
(I) Two or more financial statements 

reporting on the same corporations. If two 

or more financial statements of equal 
priority report on the same corporations, 
the consolidated group's applicable finan- 

cial statement is determined under the rules 

of paragraph (c)(3)(iii) of this section. 
Thus, the financial statement that results 
in the greatest consolidated adjusted net 
book income is the consolidated group's 
applicable financial statement. 

(2) Tivo or more financial statements 

reporting on different corporations. If two 
or more financial statements of equal 

priority report on different corporations, 
the consolidated group's applicable finan- 

cial statement is- 
(i) The statement that reflects the 

greatest amount of gross receipts attrib- 
utable to members of the consolidated 
gl'oup, OI' 

(ii) The statement that reflects the 
greatest amount of gross receipts (includ- 

ing gross receipts attributable to corpo- 
rations that are not members of the 
consolidated group), but only if the con- 
solidated group has financial statements 
of equal priority after applying the rules 
of paragraph (c)(5)(i)(B)(2)(i). If after 

applying the rules of paragraphs 
(c)(5)(i)(B)(2)(i) and (ii) of this section, 
the consolidated group still has financial 

statements of equal priority, the rules of 
paragraph (c)(3)(iii) of this section apply. 
See paragraph (6), Examples (7) and (8) 
of this section. 

(C) Special rule for related corpora- 
tions. If any portion of the net book in- 

come of a corporation the ("first 
corporation") is included on the appli- 
cable financial statement of a second cor- 
poration, but the first and second 
corporations are not members of the same 
consolidated group, the applicable finan- 

cial statement of the second corporation 
is disregarded when determining the ap- 
plicable financial statement of the first 
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corporation. Thus, the applicable finan- 
cial statement of the first corporation is 
the financial statement of highest priority 
determined under the rules of paragraph 
(c)(3) of this section without regard to the 
financial statement of the second corpo- 
ration. Pursuant to paragraph (c)(1) of 
this section, if a separate financial state- 
ment is not prepared by the first corpo- 
ration, the rules of paragraph (b)(5) 
(relating to current earnings and profits) 
apply. See paragraph (c)(6), Examples (9) 
and (10) of this section. 

(D) Anti-abuse rule. The special rules 
of this paragraph (c)(5)(i) will not apply 
if the taxpayer rearranges its corporate 
structure or modifies its financial report- 
ing and the principal purpose of such ac- 
tion is to use the special rules of this 
paragraph (c)(5)(i) to reduce the amount 
of the book income adjustment. In such 
cases, the District Director may, based 
upon all the facts and circumstances, de- 
termine the taxpayer's applicable finan- 
cial statement. See paragraph (c)(6), 
Examples (13) and (14) of this section. 

(ii) Applicablefinancial statement of a 
foreign corporation with a United States 
trade or business. [Reserved]. 

(iii) Supplement or amendment to an 
applicable financial statement— 
(A) Excluding a restatement of net book 
income. An applicable financial statement 
includes any supplement or amendment 
thereto (excluding a restatement of net 
book income) for the taxable year that is 

prepared and used for a substantial non- 
tax purpose (within the meaning of par- 
agraph (c)(4) of this section) prior to the 

date the taxpayer's Federal income tax 
return for the taxable year would be due 
if the time for filing were extended under 
section 6081. For example, a calendar year 
taxpayer's applicable financial statement 
includes any supplement or amendment 
prepared and used prior to September 15 
of the year immediately following its tax- 
able year. A supplement or amendment 
(excluding restatements of net book in- 

come) to an applicable financial statement 
after the date specified in section 6081 is 

disregarded for purposes of the book in- 

come adjustment. 

(B) Restatement of net book income. If 
a taxpayer restates net book income in 

what otherwise would have been its ap- 
plicable financial statement (its "original 
financial statement"), referred to in this 

section as a "restatement of net book in- 

come, " prior to the date that the taxpay- 
er's Fede al income tax return for such 

taxable year would be due if the time for 

filing were extended under section 6081, 
then— 

(1) If the financial statement that in- 
cludes the restated net book income is 
of a higher priority than the original 
financial statement, the restated finan- 
cial statement is the taxpayer's appli- 
cable financial statement. 

(2) If the financial statement that in- 
cludes the restated net book income is 
of equal priority to the original finan- 
cial statement and- 

(i) The restatement is attributable 
to an error (as described in Accounting 
Principles Board Opinion No. 20, par- 
agraph 13), the restated financial state- 
ment is the taxpayer's applicable 
financial statement, or 

(ii) The restatement is not attrib- 
utable to an error, the original and re- 
stated financial statements will be 
considered of equal priority, and par- 
agraph (c)(3)(iii) will apply. Thus, the 
taxpayer's applicable financial state- 
ment is the financial statement that re- 
sults in the greatest amount of adjusted 
net book income. 

See paragraph (d)(4)(iv) of this section 
for rules that apply to restatements oc- 
curring after the due date (including the 
extension under section 6081) of the re- 
turn for the taxable year to which the ap- 
plicable financial statement relates. See 
paragraph (c)(6), Examples (11) and (12) 
of this section. 

(6) Examples. The provisions of this 
paragraph may be illustrated by the fol- 
lowing examples. 

Example (I). In 1987, Corporation A only has a 
financial statement described in paragraph (c)(1)(iv) 
of this section and elects to treat nct book income as 
equal to its current earnings and profits. In 1988, A 
has a certified audited financial statement (as de- 
scribed in paragraph (c)(1)(ii) of this section). In 1989, 
A only has a statement described in paragraph (c)(1)(iv) 
of this section. In 1988, A's certified audited linancial 

statement is its applicable hnancial statement. How- 

ever, in 1989, A is bound by the election it made in 

1987 (unless revoked with the consent of the District 
Director) and must treat net book income as equal 
to its current earnings and profits. 

Example (2). Corporation B prepares two unau- 

dited financial statements. Both statements are dis- 

tributed to creditors and are used for substantial non- 

tax purpose~. The first financial statement is accom- 

panied by an auditor's review report while the second 
statement has no auditor's review report. B has no 
other financial statement. Pursuant to paragraph 

(c)(3)(iii)(B)(2) of this section, the financial state- 

ment accompanied by the auditor's review report is 
B's applicable financial statement. 

Example (3). Assume the same facts as in Example 

(2), except the financial statement accompanied by 
an auditor's review report is distributed to share- 

holders while the other statement is distributed to 
creditors, and both statements are used for substantial 

non-tax purposes. Pursuant to paragraph (c)(3)(ii) of 

this section, B's applicable financial statement is the 

statement distributed to its creditors. Paragraph 
(c)(3)(in) (B)(2) of this section does not apply because 

the two statements are not of equal priority after ap- 

plying paragraphs (c)(3)(i) and (ii) of this section. 

Example (4). Corporation C is a closely held cor- 

poration with two shareholders. Both shareholders 

participate in the business on a day-to-day basis and 

are aware of the financial status of the business. C 

prepares a financial statement that is used by C's two 

shareholders to calculate bonuses. The financial state- 

ment prepared by C is used for a substantial non-tax 

purpose. 
Example (5). Corporation D prepares a financial 

statement that it only sends to banks with which D is 

neither currently doing business nor negotiating. Given 

these facts, the financial statement is not intended to 
be reasonably relied on by the banks, and therefore, 
for purposes of computing net book income, is not 

used for a substantial non-tax purpose. The result 
would be the same if D sent the statement to a bank 

whose only relationship to D is that it holds a mort- 

gage on D's property and D's rights and obligations 
under the mortgage are not affected by changes in its 
financial condition. The result would also be the same 
if D sent the statement to a bank with which D is 

doing business, and the statement is not reasonably 
expected to come to the attention of the bank's em- 

ployees who are responsible for D's account. 
Example (6). Corporation E and is subsidiaries, F 

and G are a consolidated group. Certified audited 
financial statements are prepared by EF and by FG. 
Both statements are used for substantial non-tax pur- 
poses. Pursuant to paragraph (c)(5)(i)(A) of this sec- 
tion, the financial statement that is prepared by EF 
is the applicable financial statement of the consoli- 
dated group. However, pursuant to paragraph 
(d)(6)(i)(B) of this section, an adjustment will be re- 
quired to include the adjusted net book income at- 
tributable to G. The result would be the same even 
if the financial statement prepared by FG is of higher 
priority (under the rules of paragraph (c)(3) of this 
section) than the statement prepared by E and F. 

Example (7). Corporation H and its subsidiaries I, 
J and K are a consolidated group. Certified audited 
financial statements are prepared by H and I and by 
H, J and K. Both statements are used for substantial 
non-tax purposes. The financial statement prepared 
by H, J, and K includes the greater amount of gross 
receipts attributable to members of the consolidated 
group and thus, pursuant to paragraph (c)(5)(i)(B)(2)(i) 
of this section, it is the consolidated group's appli- 
cable financial statement. 

Example (8). Corporation L and its subsidiary M 
are a consolidated group. Corporation L also owns 
100 percent of N, a foreign corporation that is not 
part of the consolidated group. A certified audited 
linancial statement prepared by L, M and N discloses 
gross receipts of $200, of which $150 is attributable 
to L and M, and a separate certified audited financial 
statement prepared by L and M discloses gross re- 
ceipts of $150. Both statements are used for sub- 
stantial non-tax purposes. Pursuant to paragraph 
(c)(5)(i)(B) of this section, the consolidated group's 
applicable financial statement is the statement pre- 
pared by L, M and N. 

Example (9). Corporation 0 is 60 percent owned 
by corporation P and 40 percent owned by corpora- 
tion Q. Both P and Q prepare financial statements 
that are required to be filed with the SEC reflecting 
their respective interests in O. 0 also separately pre- 
pares a certified audited financial statement. Under 
paragraph (c)(5)(i)(C), 0's separate statement is its 
applicable financial statement, 

Example (JO). Assume the same facts as in Ex- 
ample (9) except that 0 does not prepare a separate 
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linancial statement. Pursuant to paragraph (c)(5)(i)(C) 
of this section, 0 must treat its net book income as 

equal to its current earnings and profits. 
Example (ll). Corporation R uses a calendar year 

for both financial accounting and tax purposes. Ini- 

tially. R issues its calendar year 1987 linancial state- 
ment on March I, 1988. R's adjusted net book income 
resulting from this statement is $80. This would be 
R's applicable linancial statement for 1987, but for 
the restatement described in the next sentence. On 
September I, 1988, R restates its 1987 financial state- 
ment to correct an error (as described in Accounting 
Principles Board Opinion No. 20, paragraph 13). The 
restated financial statement is of the same priority as 
the initial financial statement. The restatement results 
in adjusted net book income for calendar year 1987 
of $50. Pursuant to paragraph (c)(5)(iii)(B)(2)(i) of 
this section, the restated financial statement is treated 
as R's 1987 applicable financial statement. 

Example (l2). Assume the same facts as in Ex- 

ample (11), except that R restates its financial state- 
ment in order to ret)ect a change in accounting method. 
Since the restatement does not result from an error, 
paragraph (c)(5)(iii)(B)(2)(i) of this section does not 

apply. Pursuant to paragraph (c)(3)(iii)(B)(2)(ii) of 
this section, R's 1987 applicable financial statement 
is the financial statement for 1987 that results in the 
greater amount of adjusted net book income. Thus, 
R's March I, 1988 financial statement is treated as its 

1987 applicable financial statement. 
Example ()3). Corporation S, which is not a mem- 

ber of an affiliated group, uses a calendar year for 
both financial accounting and tax purposes. S's 1987 
applicable financial statement is a certified audited 
financial statement. On January I, 1988, S transfers 

all of its assets subject to liabilities to T, a newly 

created subsidiary that is 100 percent owned by S. 
The principal purpose of the transfer is to use the 

special rules of paragraph (c)(5)(i) of this section to 
reduce the adjusted net book income of S. For cal- 

endar year 1988, T prepares and uses a certified au- 

dited financial statement. Since S's only asset is its 

investment in T, S does not prepare a fmancial state- 
ment for calendar year 1988. In addition, since S is 

only a holding company, T's 1988 certified audited 

financial statement reports the same net book income 

that would have been reported on a consolidated ST 
linancial statement. If paragraph (c)(5)(i)(D) of this 

section does not apply, STs 1988 applicable financial 

statement is the linancial statement of S (the parent 

of the consolidated group) with the highest priority. 

Under paragraph (c)(1) of this section, since S does 

not have a financial statement in 1988, the net book 

income of the ST consolidated group is ordinarily 

deemed to equal the aggregate earnings and profits 

of the members of the consolidated group. However, 

given these facts, thc District Director may determine 

that the 1988 certified audited financial statement of 
T is the 1988 applicable financial statement of the ST 
consolidated group. 

Example (14). The facts are the same as in Example 

13, except that S has owned 100 percent of T for 

several years prior to calendar year 1987. In addition, 

prior to 1987, ST prepared a consolidated certified 

audited financial statement. For calendar year 1987, 

ST does not prepare a consolidated certified audited 

financial statement. Instead, T prepares and uses a 

certified audited financial statement while S does not 

prepare a financial statement. The principal purpose 

of the change in financial reporting is to use the special 

rules of paragraph (c)(5)(i) of this section to reduce 

the adjusted net book income of the ST consolidated 

group, Given these facts, the District Director may 

determine that the 1987 certified audited linancial 

statement of T is thc 1987 applicable financial state- 

ment of the ST consolidated group. 

(d) Adjustments to net book income— 
(I) In general. Adjusted net book income 
is computed by making the adjustments 
described in this paragraph (d) to net book 
income (as defined in paragraph (b)(2) of 
this section). 

(2) Definitions — (i) Historic practice. 
For purposes of this paragraph (d), his- 

toric practice is defined as an accounting 
practice that— 

(A) Was used consistently by the 
taxpayer for each of the 2 years im- 

mediately preceding its first taxable year 
beginning after 1986, and 

(B) Was used on the financial state- 
ment that would have been the tax- 
payer's applicable financial statement 
(as determined under paragraph (c) of 
this section) for each of the 2 years im- 

mediately preceding its first taxable year 
beginning after 1986 if section 56(f), as 
amended by the Tax Reform Act of 
1986, had been in effect. 

Thus, in order for a calendar year cor- 
poration to have an historic practice, the 
corporation must have used the account- 
ing practice in its 1985 and 1986 financial 
statements. However, to be treated as used 
for purposes of this paragraph, an ac- 
counting practice must have been used 
prior to April 23, 1987. For example, an 
accounting practice that is first used after 
April 23, 1987, in a restatement of a tax- 
payer's 1985 and 1986 financial statements 
is not the taxpayer's historic practice. 

(ii) Accounting literature. For pur- 
poses of this paragraph (d), the term "ac- 
counting literature" means— 

(A) Generally accepted accounting 
principles (GAAP) as defined in the 
American Institute of Certified Public 
Accountants Professional Standards, 
AU Section 411. 05, paragraphs (a) 
through (c), and 

(B) Pronouncements by the SEC in- 

cluding, but not limited to, Regulation 
S-X, SEC Financial Reporting Re- 
leases, and SEC Staff Accounting Bul- 
letins, 

that are effective for the accounting pe- 
riod covered by the applicable financial 
statement. 

(3) Adj ustments for certain taxes — (i) In 
general. Net book income for purposes of 
this paragraph (d) must be adjusted to 
disregard any Federal income taxes or in- 

come, war profits, or excess profits taxes 
imposed by any foreign country or pos- 
session of the United States, that are di- 

rectly or indirectly taken into account on 
the taxpayer's applicable financial state- 
ment. No adjustment is made for taxes 
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not described in the preceding sentence. 
Taxes directly or indirectly taken into ac- 
count consist of the taxpayer's total in- 

come tax expense that includes both 
current and deferred income tax expense. 
In addition, items of income and expense, 
including extraordinary items that are 
stated net of tax, must be adjusted to dis- 

regard the taxes described in this para- 
g~~ph (d)(3)(i). 

(ii) Exception for certain foreign taxes. 
Net book income is not adjusted for taxes 
imposed by a foreign country or posses- 
sion of the United States if the taxpayer 
does not choose to take the benefits of 
section 901 (relating to the foreign tax 
credit) for the taxable year. This excep- 
tion is limited to the amount of taxes the 
taxpayer deducts in the current taxable 
year under section 164(a). See paragraph 
(d)(3)(iv), Example (4) of this section. 

(iii) Certain valuation adjustments. In- 
come tax expense includes the effects of 
valuation adjustments such as the valua- 
tion adjustments related to purchase ac- 
counting described in Accounting 
Principles Board (APB) Opinion No. 16, 
paragraph 89. See paragraph (d)(3)(iv), 
Example (6) of this section. 

(iv) Examples. The provisions of this 

paragraph may be iilustrated by the fol- 
lowing examples. 

Example (l). Corporation A has $120 of net book 
income. In calculating net book income, A has $20 
of state income tax expense and $60 of Federal income 
tax expense. Assuming there are no other adjust- 
ments to net book income, A's adjusted net book 
income is $180 ($120 of net book income + $60 of 
Federal income tax expense). Pursuant to paragraph 
(d)(3)(i) of this section, no adjustment is made for 
the state income tax expense. 

Example (2). Assume the same facts as in Example 

(I), except that A also has a net extraordinary item 
of $40. Thus, A has net book income of $160 ($120 
+ $40). The $40 net extraordinary item is composed 
of a $70 gross extraordinary item less $30 of Federal 
income tax expense. Assuming there are no other 
adiustments to net book income, A's adjusted net 
book income is $250 ($160 of net book income + $60 
of Federal income tax expense on book income other 
than the extraordinary item + $30 of Federal income 
tax expense on the extraordinary item). 

Example (3). Assume the same facts as in Example 
(I), except that in calculating A's $120 of net book 
income, A has $50 of Federal income tax expense and 
$10 of foreign income tax expense. The $10 of foreign 
income tax expense results from a foreign branch and 
is composed of $7 of current foreign income tax ex- 
pense and $3 of deferred foreign income tax expense. 
A chooses to take the benefits of the foreign tax credit 
under section 901 for the current taxable year. As- 

suming there are no other adjustmcnts to net book 
income, A's adjusted net book income is $180 ($120 
of net book income + $50 of Federal income tax 
expense + $10 of foreign income tax expense). 

Example (4). Assume the same facts as in Example 
(3), except that A does not choose to take the benefits 
of the foreign tax credit m the current taxable year 
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and instead deducts the $7 of current foreign income 
tax paid, Pursuant to paragraph (d)(3)(ii) of this sec- 
tion, net book income is not adjusted for the $7 of 
current foreign mcome tax expense. However, net 
book income is adjusted for the $3 of deferred foreign 
incoine tax expense. Thus, assuming there are no other 
adjustmcnts to net book income, D's adjusted net 
book income is $173 ($120 of net book income + $50 
of Federal income tax expense + $3 of deferred for- 
eign income tax expense), 

Example (5). In 1987, corporation B only has a 
financial statement described in paragraph (c)(1)(iv) 
of this section. B elects pursuant to paragraph (c)(2) 
of this section to treat net book income as equal to 
its current earnings and profits. B's current earnings 
and profits in 1987 is $60, after reduction for $40 of 
Federal income tax (see paragraph (b)(5)(i) of this 
section). Pursuant to paragraph (d)(3) of this section, 
B must make a $40 adjustment to nct book income. 
Thus, assuming no other adjustments to net book 
income, B's 1987 adjusted net book income is $100 
($60 of net book income + $40 adjustment for Fed- 
eral income taxes). 

Example (6). Corporation A acquires assets from 
corporation B in a transaction where the tax basis of 
B's assets will carry over to A. For financial account- 
ing purposes, A will account for the acquisition in 

accordance with Accounting Principles Board (APB) 
Opinion No. 16. One of the assets acquired from B 
has an appraised value of $10, 000. However, because 
the tax basis of B's assets will carry over to A, A' s 
tax basis in the asset is only $7, 000. Given these facts, 
APB Opinion No. 16, paragraph 89 requires that the 
asset be recorded at $10, 000 less the tax effect of the 
difference between the appraised value and the tax 
basis. Assuming a 30 percent tax rate for A, the asset 
would be recorded at $9, 100 ($10, 000 appraised value 
— ($3, 000 difference between thc appraised value and 
the tax basis x 30 percent)). If A sells the asset for 
$10, 000, A will recognize a hook gain of $900 with 

respect to the sale (assuming the asset is not amortized 

for book purposes). However, A will also have in- 

come tax expense of $900 (($10, 000 sales proceeds— 
$7, 000 tax basis) x 30 percent) with respect to the 

sale. Thus, A will have no net book income from the 

sale. Pursuant to paragraph (d)(3)(iii) of this section, 
A's income tax expense includes the $900 of income 

tax expense attributable to the effects of the valuation 

adjustment made in accordance with APB Opinion 

No. 16, paragraph 89. As a result, A's adjusted net 

book income with respect to its asset sale is $900 ($0 
of net book income + $900 adjustment for income 

tax expense). 

(4) Adjustments to prevent omission or 
duplication — (i) In general. In order to 
prevent omissions or duplications, net book 
income must be adjusted for the items 
described in paragraph (d)(4)(ii) through 

(d)(4)(iv) of this section and such other 
items as approved or required by the 
Commissioner. Except as provided in this 

paragraph (d), a taxpayer may not adjust 
net book income to prevent omission or 
duplication of items. See paragraph 
(d)(4)(v), Example (1) of this section. 

(ii) Special rule for depreciating an as- 

set below ifs cost. Net book income must 

be adjusted to exclude depreciation or 
amortization expense to the extent such 

expense exceeds the asset's cost ("excess 
depreciation"). However, no adjustment 

is required if excess depreciation has been 
the taxpayer's historic practice (as defined 
in paragraph (d)(2)(i) of this section) or 
if the excess depreciation is properly at- 
tributable to negative salvage value (l. e. , 
where the cost of removal or clean-up ex- 
ceeds the salvage value). 

(iii) Consolidated group using current 
earnings and profits. In the case of a con- 
solidated group that uses aggregate cur- 
rent earnings and profits as net book 
income (as determined under the rules of 
paragraph (b)(5)(ii) of this section), the 
adjustments described in 51. 1502 — 33 ap- 
ply except for the investment adjustment 
described in ill. 1502-33(c)(4)(ii)(a). 

(iv) Restatement of a prior year's ap- 
plicable financial statement — (A) In gen- 
eral. If a taxpayer restates an applicable 
financial statement and as a result, the net 
book income for a taxable year is restated 
after the last date that the taxpayer could 
have filed its Federal income tax return 
for such taxable year (if it had obtained 
an extension of time under section 6081 
of the Code), net book income for the 
first successor year (as defined in para- 
graph (d)(4)(iv)(D) of this section) must 
be adjusted by that part of the cumulative 
effect of the restatement on net book in- 

come attributable to taxable years begin- 

ning after 1986. To the extent that the 
cumulative effect of the restatement on 
net book income includes a tax compo- 
nent, paragraph (d)(3) of this section may 

apply. See paragraph (c)(5)(iii) of this 
section for rules relating to the restate- 
ment of an applicable financial statement 
prior to the date the taxpayer's tax return 
for the taxable year would be due if the 
time for filing the return is extended. 

(B) Reconciliation of owner's equify in 

applicable jinancial statements. If— 
(I) The beginning balance of own- 

er's equity on the taxpayer's applicable 
financial statement for the current tax- 
able year is different than the ending 
balance of owner's equity on the tax- 
payer's applicable financial statement 
for the preceding taxable year, and 

(2) The taxpayer is not otherwise 

subject to the restatement rules in par- 

agraph (d)(4)(iv)(A) of this section, the 

taxpayer will be deemed to have res- 

tated its applicable financial statement 
for the preceding year and paragraph 

(d)(4)(iv)(A) of this section will apply. 

(C) Use of different priority applicable 

financial sfatemenfs in consecufi ve faxable 

years. If the priority of a taxpayer's ap- 

plicable financial statement (as deter- 
mined under the rules of paragraph (c)(3) 

of this section)) for the current taxable 

year is different than the priority of the 
taxpayer's applicable financial statement 

for the preceding taxable year, the tax- 

payer shall be required to adjust net book 
income to the extent required under the 

rules of either paragraph (d)(4)(iv)(A) or 

(B) of this section. 

(D) First successor year defined. The 
"first successor year" is the first taxable 

year for which the taxpayer could have 

timely filed a return if it had obtained an 

extension of time under section 6081 of 
the Code after the restatement occurs. For 
example, if a calendar year corporation 
restates and uses its 1987 applicable fi- 

nancial statement between September 16, 
1988 and September 15, 1989, any ad- 

justment resulting from the restatement 
will be made in the taxpayer's 1988 Fed- 
eral income tax return. If the restatement 
occurs prior to September 15, 1988, and 
results from an error, the rules of para- 
graph (c)(5)(iii) of this section will apply. 
If the restatement occurs prior to Septem- 
ber 15, 1988, but does not result from an 
error, it is treated as a separate financial 

statement and the rules of paragraph 
(c)(3)(iii) of this section apply. 

(E) Exceptions. (I) No adjustment is 
made under paragraph (d)(4)(iv)(A) of 
this section for a restatement prepared in 

accordance with APB Opinion No. 16, 
paragraph 53, requiring restatements of 
financial statements to reflect the com- 
bined operation of corporations com- 
bined in a pooling transaction. 

(2) In order to prevent duplication of 
an adjustment, an adjustment otherwise 
required under paragraph (d)(4)(iv)(A) 
of this section may be decreased to take 
into account an adjustment previously 
made under the disclosure rules described 
in paragraph (d)(5) of this section. See 
paragraph (d)(4)(v), Example (3) of this 
section. 

(v) Examples. The provisions of this 
paragraph may be illustrated by the fol- 
lowing examples. 

Example ()). Corporation A uses a calendar year 
for both financial accounting and tax purposes. In 
1986, A's linancial statement included a $100 financial 
accounting loss for a plant shutdown. A could not 
deduct the loss on its 1986 Federal income tax return. 
In 1987, A deducts the loss from the 1986 plant shut- 
down in its 1987 Federal income tax return. As a 
result, A's 1987 adjusted net book income exceeds 
its 1987 preadjustment alternative minimum taxable 
income by $100 (an amount equal to the deduction 
for the 1986 plant shutdown). Pursuant to paragraph 
(d)(4)(i) of this section, A cannot make an adjustment 
to net book income. 

Example (2). Corporation B uses a calendar year 
for both financial accounting and tax purposes. B is- 
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sues its calendar year 1987 applicable financial state- 

ment on March I, 1988. The applicable financial 

statement reports net book mcome for the calendar 

years 1985 through 1987 of $50. $70, and $80, re- 

spectively. On March 1, 1989 when it issues its cal- 

endar year 1988 applicable financial statement, B 
restates its 1985, 1986 and 1987 applicable financial 

statements. The restatement results from a change in 

accounting method that is made during calendar year 
1988. After restatement, B's net hook income for 
1985, 1986, and 1987 is $60, $80, and $90, respec- 
tively. Based upon these facts, the cumulative effect 
of the restatement on B's net book income for years 
prior to 1988 is $30. However, since $20 of the cu- 

mulative effective is attributable to years beginning 
before 1987, B's 1988 net book income is increased 

by only $10 ($30 — $20). If the cumulative effect in- 

cludes a tax adjustment, see paragraph (d)(3) of this 

section. 

Example (3). Assume the same facts for Corpo- 
ration B as in Example (2), except that B's 1987 net 
book income of $80 is increased by $10 for purposes 
of B's 1987 Federal income tax return. The $10 ad- 

justment is made pursuant to paragraph (d)(5)(iv) of 
this section relating to disclosure in the accountant's 

opinion. Specifically, the accountant's opinion on B's 
1987 applicable financial statement disclosed that if 
D had used a certain accounting method, B's 1987 
net book income would have been $90 rather than 

$80. The restatement of B's 1987 applicable financial 

statement on March 1, 1988 results entirely from B 
changing to the accounting method referred to in the 
1987 accountant's opinion. Pursuant to paragraph 

(d)(4)(iv)(E)(2) of this section, no adjustment is made 

to B's 1988 net book income as a result of the re- 

statement of B's 1987 applicable financial statement 

Example (4). Assume the same facts as in Example 

(I), except that when A issues its 1987 applicable 
financial statement it also restates the net book in- 

come reported on its 1986 financial statement to ex- 
clude the $100 loss attributable to the plant shutdown. 

Furthermore, the $100 loss from the plant shutdown 

is included in A's 1987 net book income as reported 
on its 1987 applicable financial statement. Pursuant 

to paragraph (d) (4) of this section, no adjustment is 

made to A's 1987 net book income as a result of the 

restatement of A's 1986 net book income. 

(5) Adjustments resulting from disclo- 

sure — (i) Adjustment for footnote disclo- 

sure or other supplementary information — (A) In general. Except as described in 

this paragraph (d)(5)(i), net book income 

must be increased by any amount dis- 

closed in a footnote or other supplemen- 

tary information to the applicable financial 

statement if the disclosure supports a cal- 

culation of a net book income amount 

that would be greater than the net book 
income reported on the taxpayer's appli- 

cable financial statement. However, net 

book income will be increased if the dis- 

closure— 
(1) Is specifically authorized by the 

accounting literature described in par- 

agraph (d)(2)(ii) of this section, or 

(2) Is in accordance with the tax- 

payer's historic practice as defined in 

paragraph (d)(2)(i). 
See paragraph (d)(5)(v), Examples (I) and 

(2) of this section. 

(B) Disclosures nof specifically author- 
ized in the accounting literature. The fol- 

lowing footnote or other supplementary 
disclosures will not be considered specif- 
ically authorized in the accounting liter- 
ature— 

(1) Disclosure of what the taxpay- 
er's net book income would have been 
if GAAP had been used in preparing 
the applicable financial statement in- 

stead of tax accounting rules (or dis- 

closure of the adjustment necessary to 
determine net book income on a GAAP 
basis), and 

(2) Disclosure of what the taxpay- 
er's net book income would have been 
if the accrual method had been used in 

preparing the applicable financial state- 
ment instead of the cash method (or 
disclosure of the adjustment necessary 
to determine net book income on the 
accrual method). 

(ii) Equity adjustments — (A) In gen- 
eral. Except as described in this paragraph 
(d)(5)(ii), net book income must be in- 

creased by the amount of any equity ad- 
justment (as defined in paragraph 
(d)(5)(ii)(B) of this section) included in 

the applicable financial statement if the 
equity adjustment increases owner's eq- 
uity as reported on the taxpayer's appli- 
cable financial statement and the increase 
is attributable to the taxpayer or a mem- 
ber of the taxpayer's consolidated group. 
However, net book income will not be 
increased if the equity adjustment— 

(1) Is specifically authorized by the 
accounting literature described in par- 
agraph (d)(2)(ii) of this section, or 

(2) Is in accordance with the tax- 
payer's historic practice, as defined in 

paragraph (d)(2)(i) of this section. 
See paragraph (d)(5)(v), Examples (3) and 

(4) of this section. 
(B) Definition of equity adjustment. An 

equity adjustment is any reconciling item 
between beginning and ending owner's 
equity as reported on the taxpayer's ap- 
plicable financial statement for the cur- 
rent taxable year. However, if properly 
accounted for, the following reconciling 
items are not considered equity adjust- 
ments and do not require adjustment un- 
der paragraph (d)(5)(ii)(A)— 

(1) Net book income, 

(2) Non-liquidating dividend distri- 
butions, and 

(3) Contnbutions to capital. 
(iii) Amounts disclosed in an accoun- 

tant's opinion. Net book income must be 
increased by the amount of any item dis- 
closed in the accountant's opinion (as de- 
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scribed in paragraphs (c)(l)(ii)(C) and 

(c)(1)(ii)(D) of this section) if the disclo- 
sure supports a calculation of a net book 
income amount that would be greater than 
the net book income reported on the tax- 
payer's applicable financial statement. 
However, net book income will not be 
increased if the disclosure is in accordance 
with the taxpayer's historic practice, as 
defined in paragraph (d)(2)(i) of this sec- 
tion. 

(iv) Accounting me(bod changes lhal 
result in cumulative adjustments to the cur- 
rent year's applicable financia statement— 
(A) In general. If net book income for the 
current taxable year includes a cumulative 
adjustment attributable to an accounting 
method change and the amount of the 
cumulative adjustment may be deter- 
mined upon review of the applicable fi- 

nancial statement (including footnotes) or 
other supplementary disclosure, net book 
income for the current taxable year shall 
be adjusted to exclude that portion of the 
cumulative adjustment attributable to 
taxable years beginning before 1987. To 
the extent the cumulative adjustment is 
reported net of a tax, paragraph (d)(3) of 
this section may apply. See paragraph 

(d)(5)(v), Example (5) of this section. If 
an accounting method change results in a 
restatement of an applicable financial 
statement, paragraph (c)(3)(iii), (c)(5)(iii), 
or (d)(4)(iv)(A) of this section may apply. 

(B) Exception. In order to prevent 
duplication of an adjustment, the ad- 
justment required under paragraph 
(d)(5)(iv)(A) of this section may be de- 
creased to take into account any adjust- 
ment for the accounting method change 
previously made under the rules de- 
scribed in paragraph (d)(5) of this section 
(relating to adjustments resulting from 
disclosure). 

(v) Examples. The provisions of this 
paragraph may be illustrated by the fol- 
lowing examples. 

Example (I). Corporation A uses a calendar year 
for both financial accounting and tax purposes. For 
calendar years 1984 through 1986, A used the cash 
method of accounting on its financial statement and 
disclosed in a footnote the net income or loss that 
would have resulted if the accrual method of account- 
ing had been used. A's 1987 net book income as 
reported on its 1987 applicable financial statement, is 
$1(10 and is calculated on the cash method of account- 
ing. In addition, a footnote in A's 1987 applicablc 
financial statement states that A's 1987 net book in- 
come would have been $30 greater had the accrual 
method of accounting been used. Pursuant to para- 
graph (d)(5)(i)(B)(2) of this section, A's 1987 foot. 
note disclosure is not considered specificaUy authorized 

by the accounting literature. However, smce A made 
such disclosure for calendar years 1985 and 1986, the 
1987 disclosure is in accordance with A's historic prac- 
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tice, as defined in paragraph (d)(2)(i) of this section. 
Since A satisfies the exception described m paragraph 
(d)(5)(i)(A)(2) of this section, no adjustment is made 
to A's 1987 net book income for the footnote disclo- 
sure. 

Example (2). Assume the same facts for corpora- 
tion B as in Example (I), except that B's 1985 and 
1986 financial statements did not disclose the amount 
of income or loss that would result if the accrual method 
of accounting (rather than the cash method of ac- 
counting) were used. Since B does not satisfy either 
of the exceptions described in paragraph (d)(5)(i)(A) 
of this section, B's 1987 adjusted net book income is 
$130 ($100 of nct book income + $30 adjustment for 
footnote disclosure). 

Example (3). Corporation C uses a calendar year 
for both financial accounting and tax purposes. C's 
1987 net book income, as reported on its 1987 appli- 
cable financial statement, is $2(10. However, as spe- 
cifically authorized in FASB Statement of Standards 
No. 52, C's 1987 applicable financial statement also 
includes a $50 equity adjustment (as defined in par- 
agraph (d)(5)(ii)(B) of this section) for foreign cur- 
rency translation gains. Since the equity adjustment 
is specifically authorized in the accounting literature, 
C satisfies the exception described in paragraph 
(d)(5)(ii)(A)(t) of this section, and no adjustment is 
made to C's 1987 net book income for the $50 equity 
adjustment. 

Example (4). Assume the same facts for corpora- 
tion D as in Example (3), except that D's equity ad- 

justment is for foreign currency translation gains instead 

of foreign currency translation gains. Pursuant to FASB 
Statement of Standards No. 52, foreign currency 
transaction gains (as compared with foreign currency 
translation gains) are included in the income state- 
ment rather than in equity. In addition, in 1985 and 

1986, D included foreign currency transaction gains 
in its income statement. Since D does not satisfy either 

of the exceptions described in paragraph (d)(5)(ii)(A) 
of this section, D's 1987 adjusted net book income is 

$250 ($200 of net book income + $50 equity adjust- 

ment). 

Exampte (5). Corporation E uses a calendar year 
for both financial accounting and tax purposes, E's 
net book income for 1988 is $100. The $100 of net 
book income includes $30 of financial accounting loss 

attributable to a cumulative adjustment as of January 

I, 1988, resulting from a change in E's accounting 

method. The $30 cumulative loss is disclosed in E's 

1988 applicable financial statement. If E had made 

the accounting method change in calendar year 1987, 
the cumulative loss as of January 1, 1987 would have 

been $20. Based upon the above facts, E must in- 

crease net book income by $20 to disregard that por- 

tion of the cumulative adjustment attributable to years 

beginning before 1987. Thus, assuming no other ad- 

justments to net book income, E's adjusted net book 

income for 1988 is $120 ($100 + $20). 

(6) Adjustments applicable to related 

corporations — (i) Consolidated returns— 

(A) In general. Pursuant to paragraphs 

(a)(3) and (b)(3) of this section, the book 
income adjustment with respect to a con- 

solidated group (as described under par- 

agraph (a)(3) of this section) is computed 

based on the consolidated adjusted net 

book income (as defined in paragraph 

(b)(3)(i) of this section). In the case of 
any corporation that is not included in the 

consolidated group, consolidated ad- 

justed net book income of the consoli- 

dated group shall include only the sum of 
the dividends received from such other 
corporation and other amounts includa- 
ble in gross income under this chapter with 
respect to the earnings of such other cor- 
poration. See paragraph (b)(6)(v), Ex- 
ample (4) of this section. 

(B) Corporations included in the con- 
solidatedd 

Federal income tax return but ex- 
cluded from the applicable financial 
statement — (I) In general. Consolidated 
net book income reported on the appli- 
cable financial statement (as determined 
under paragraph (c)(5) of this section) shall 
be adjusted to include net book income 
attributable to a corporation that is in- 
cluded in the consolidated group but is 
not included in the applicable financial 
statement. Net book income for the cor- 
poration not included in the applicable 
financial statement of the consolidated 
group is the net book income reported on 
such corporation's applicable financial 
statement (determined under the rules of 
paragraph (c) and adjusted under the rules 
of this paragraph (d)). The adjusted net 
book income of such corporation must be 
consolidated with the adjusted net book 
income of other members of the consoli- 
dated group and appropriate consolidat- 

ing elimination entries must be made. 

(2) Adjustments to net bookincome for 
minority interests. Consolidated net book 
income must be adjusted to include in- 

come or loss allocated to minority inter- 
ests in members of the consolidated group. 
Failure to include income or loss allocated 
to minority interests shall be treated as 

an omission of net book income. See par- 

agraph (d)(6)(v), Example (1) of this sec- 
tion. 

(3) Corporations included in the con- 
solidated group that are accounted for un- 

der the equity method of accounting. No 

adjustment is required to consolidated net 
book income for income or loss of a mem- 

ber of the consolidated group that is re- 

ported in the applicable financial statement 

under the equity method of accounting (as 
described in APB No. 18, paragraph (6). 
However, consolidated adjusted net book 
income (as defined in paragraph (b)(3)(i) 
of this section) must include 100 percent 
of the net book income attributable to 
such member. See paragraph 
(d)(6)(i)(B)(2) of this section. For ex- 

ample, if consolidated net book income 

(as defined in paragraph (b)(3)(ii) of this 

section) only includes 85 percent of the 

equity income attributable to a member 

of the consolidated group, an adjustment 

will be required to include the 15 percent 

of equity income excluded from consoli- 

dated net book income. In addition, to 

the extent the equity income reflects an 

adjustment for tax expense or benefit, 

paragraph (d)(3) may apply. See para- 

graph (d)(6)(v), Examples (2) and (3) of 
this section. 

(C) Corporations included in the ap- 

plicable financial statement but excluded 

from the consolidated tax return. Net book 

income or consolidated net book income 

must be adjusted to eliminate the income 

or loss of a corporation that is included 

in the applicable financial statement, but 

is not included in the consolidated group. 
When net book income attributable to a 
corporation that is not a member of the 

consolidated group is removed from the 

computation of net book income in the 

applicable financial statement, consoli- 

dafing elimination entries attributable to 
the excluded member must also be re- 

moved. 

(ii) Adjustment under the principles of 
section 482. In order to fairly allocate items 

relating to intercompany transactions be- 

tween corporations that are owned or 
controlled directly or indirectly by the same 
interests but are not members of a con- 
solidated group, adjustments must be made 
to the net book income reported on the 
applicable financial statement of each cor- 
poration under the principles of section 
482 and the regulations thereunder (re- 
lating to allocation of income and deduc- 
tions among related taxpayers). For 
example, assume corporation A owns 100 
percent of F, a foreign subsidiary, but A 
and F are not members of a consolidated 
group. However, A and F prepare a con- 
solidated financial statement. In adjusting 
A's applicable financial statement to elim- 
inate the net book income attributable to 
F, A must apply the principles of section 
482. If a corporation fails to make appro- 
priate adjustments to its applicable finan- 
cial statement under the rules of this 
paragraph (d)(6)(ii), the District Director 
may make such adjustments under the 
principles of section 482 and the regula- 
tions thereunder. 

(iii) Adjustment for dividends received 
from section 936 corporations — (A) In 
general. Any dividend received from a 
corporation eligible for the credit pro- 
vided by section 936 (relating to the pos- 
session tax credit) shall be included in 
adjusted net book income. For example, 
assume corporation A owns 100 percent 
of B, a section 936 corporation, and B 
pays a $100 dividend to A. Furthermore, 
assume that of the $100 dividend, $15 of 
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withholding tax is paid to a possession of 
the United States, so that A only receives 

$85 from the dividend. Given these facts, 
A's adjusted net book income includes 

$100 with respect to the dividend from B. 
(B) Treatment as foreign taxes. Fifty 

percent of any withholding tax paid to a 
possession of the United States with re- 

spect to dividends referred to in para- 

graph (d)(6)(iii)(A) of this section may 

be treated for all purposes of the alter- 

native minimum tax as a tax paid to a 

foreign country by the corporation re- 

ceiving the dividend. However, the amount 

of taxes so treated in a taxable year may 

not exceed 50 percent of the amount of 
such taxes (I) multiplied by the excess of 
the taxpayer's adjusted net book income 

(determined with the adjustment de- 

scribed in paragraph (d)(6)(iii)(A) of this 

section) over its pre-adjustment alterna- 

tive minimum taxable income determined 

without the adjustment described in par- 

agraph (d)(6)(iii)(A) of this section, and 

(2) divided by the amount of dividends 

described in paragraph (d)(6)(iii)(A) of 
this section. 

(C) Treatment of faxesimposed on sec- 
tion 936 corporations. Taxes paid by any 
corporation eligible for the credit pro- 
vided under section 936 shall be treated 
as a withholding tax paid with respect to 
any dividend paid by such corporation, 
and thus subject to the rules of this par- 

agraph (d)(6)(iii), but only to the extent 

such taxes would be treated as paid by the 

corporation receiving the dividend under 

rules similar to the rules of section 902. 
(iv) Adjustment fo nef book income on 

sale of certain invesfrnenfs. If a taxpayer 
accounts for an investment under any 

method equivalent to the equity method 

of accounting (as described in APB Opin- 

ion No. 18, paragraph 6) and pursuant to 

paragraphs (b)(2)(iv) or (d)(6)(i) of this 

section the taxpayer excludes net book 

income attributable to that investment, 

the taxpayer must adjust its net book in- 

come in the year the investment is sold 

(or partially sold). The adjustment equals 

the amount of net book income previously 

excluded under paragraphs (b)(2)(iv) or 

(d)(6)(i)(A) of this section). See para- 

graph (d)(6)(v), Example (4) of this sec- 

tion. 
(v) Examples. The provisions of this 

paragraph may be illustrated by the fol- 

lowing examples. 

Example (1). Corporation A and its 100 percent 

owned subsidiary B and its 90 percent owned subsid- 

iary C are a consolidated group. A also owns 100 

percent of D, a foreign corporation, ABC's applicable 

financial statement is a certified audited financial 

statement that includes A, B, C and D. The net book 

income reported on the statement excludes $10 of C's 

net book income income that is auributable to the 10 

percent minority interest in C held outside of the 

consolidated group. Pursuant to paragraph 
(d)(6)(i)(B)(2) of this section, net book income of the 
consolidated group must be adjusted to include the 
$10 of net book income attributable to the minority 

interest in C. In addition, pursuant to paragraph 
(d)(6)(i)(C) of this section, net book income shown 

on the applicable financial statement must be adjusted 
to eliminate the net book income attributable to D. 

Example (2). Corporation E owns 100 percent of 
F, a finance subsidiary, and EF are a consolidated 

group. Since F is a finance subsidiary, E's applicable 
financial statement accounts for F under the equity 
method of accounting. F also prepares a separate 8- 
nancial statement that is of equal or higher priority 
than E's applicable financial statement. In 1987, E's 
applicable financial statement includes $60 of equity 
income from F. The $60 of equity income rellects a 
reduction for $40 of Federal income tax expense. Thus, 
E's equity income from F prior to the reduction for 
Federal income tax expense, is $100 ($60 + $40). 
Since E's applicable financial statement includes E's 

equity income in F, F's separate financial statement 

is not relevant for determining the adjusted net book 
income of the EF consolidated group. However, pur- 

suant to paragraphs (d)(3) and (d)(6)(i)(B)(3) of this 

section, E is required to adjust its equity income in 

F by the $40 of Federal income tax expense attrib- 

utable to F. Thus, assuming there are no other ad- 

justments, E's adjusted net book income with respect 

to F is $100. 

Example (3). The facts are the same as Example 

(2), except that E reports its equity income in F with- 

out reduction for F's Federal income tax expense. The 

$40 of Federal income tax expense attributable to F 
is combined with E's Federal income tax expense. 

Assuming no other adjustments, E's adjusted net book 

income with respect to F is $100. Thus, E's adjusted 

net book income with respect to F will be the same 

regardless of whether E's equity income in F is re- 

ported before or after taxes. 

Example (4). A, a domestic corporation, uses a 

calendar year for both financial accounting and tax 

purposes. On January 1, 1987, A purchases 100 per- 

cent of F, a foreign corporation, for $100. F does not 

file a Federal income tax return and A does not rec- 

ognize any taxable income with respect to F under 

section 951 (relating to controlled foreign corpora- 

tions). In its applicable financial statement, A ac- 

counts for its investment in F under the equity method 

of accounting. Thus, A's initial investment in F is 

$100. During calendar year 1987, F has $50 of net 

book income but makes no dividend payments to A. 
Under the equity method of accounting, A's net book 
income includes the $50 of net book income attrib- 

utable to A's net book investment in F. Thus, A' s 

investment in F is increased to $150. Pursuant to par- 

agraph (d)(6)(i)(C) of this section, A's net book in- 

come is adjusted to eliminate the $50 of net book 
income attributable to F. On January 1, 1988, A sells 

F for $150. Since A's investment in F under the equity 

method of accounting is $150, A's net book income 

for 1988 will not include any gain on the sale of F. 
However, pursuant to paragraph (d)(6)(iv), A's 1988 

net book income must be increased by $50, the amount 

of net book income previously eliminated with respect 

to A's investment in F. The result would be the same 

if instead of accounting for its investment in F under 

the equity method of accounting, A and F prepare a 

consolidated financial statement. 

(e) Specialrules — (I) Cooperatives. For 
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purposes of co puting the book income 
adjustment, net book income of a coop- 
erative to which section 1381 applies is 
reduced by patronage dividends and per- 
unit retain allocations under section 
1382(b) that are paid by the cooperative 
to the extent such amounts are deductible 
for regular income tax and general alter- 
native minimum tax purposes under sec- 
tion 1382, and not otherwise taken into 
account in determining adjusted net book 
income. 

(2) Alaska Illative Corporations. In 
computing the net book income of an 

Alaska Native Corporation, cost recovery 
and depletion are computed using the as- 

set basis determined under section 21(c) 
of the Alaska Native Claims Settlement 
Act (43 U. S. C. 1620(c)). In addition, net 
book income is reduced by expenses pay- 
able under either section 7(i) or section 

7(j) of the Alaska Native Claims Settle- 
ment Act (43 U. S. C. 1606(i) and (j)) only 

when deductions for such expenses are 

allowed for tax purposes. 

(3) Insurance companies. In the case 

of an insurance company whose applica- 

ble financial statement is a statement de- 

scribed in paragraph (c)(1)(iii) of this 

section (relating to statements provided 

to a government regulator), net bouk in- 

come for purposes of the book income 

adjustment is the net income or loss from 

operations, after reduction for dividends 

paid to policyholders, but without reduc- 

tion for Federal income taxes. 

(4) Estimating the book income ad- 

justment for purposes of the estimated lax 

liability. See li1. 6655 — 7T for special rules 

for estimating the corporate alternative 

minimum tax book income adjustment 

under the annualization exception. 
Par. 6. A new ill. 6655-7T is added after 

51. 6655 — 6 to read as follows: 

(J1. 6655 — 7T Special rules for estimating 

the corporate alternative minimum tax 

book income adjustment under the an- 

nualization exception (temporary). 

(a) In general. For purposes of section 

6655(d)(3) (relating to the "annualization 

exception") a corporate taxpayer must take 

into account the tax imposed by section 

55 (relating to the alternative minimum 

tax) and the tax imposed by section 59A 
(relating to the environmental tax). Thus, 
a taxpayer using the annualization excep- 
tion must estimate alternative minimum 

taxable income, including the book in- 

come adjustment, for the period of the 

taxable year that is annualized (the "an- 

nualization period"). 
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Section 56 
(b) Estimating the book income ad- 

justment. The book income adjustment for 
the annualization period is determined in 
accordance with the rules of (j1. 56-1T, 
except as otherwise provided in this sec- 
tion. 

(c) Applicable financial statement for 
the annualization period — (1) In general. 
A taxpayer's applicable financial state- 
ment for an annualization period is the 
financial statement of highest priority de- 
scribed in section 56(f)(3)(A) and III. 56- 
1T(c) that is prepared for such period by 
the date the installment payment is due. 
However, if a taxpayer reasonably ex- 
pects to have a financial statement of higher 
priority for such period no later than 30 
days after the date the installment pay- 
ment is due, the taxpayer shall make a 
reasonable estimate of the adjusted net 
book income that will result from such 
statement, and such estimate shall be used 
as the taxpayer's adjusted net book in- 
come for that annualization period. If the 
date that is 30 days after the due date of 
the installment falls on a Saturday, Sun- 
day or legal holiday, the 30-day period is 
extended to the immediately following day 
that is not a Saturday, Sunday or legal 
holiday. For example, an event arising 
subsequent to the installment due date 
that causes the taxpayer's estimate of net 
book income to be understated will not 
result in a recomputation of the book in- 

come adjustment for the annualization 
period, if, based on all the facts and cir- 
cumstances at the time the installment 

payment was made, it was not reasonably 
forseeable that the subsequent event would 

occur. 
(2) Example. The provisions of this 

paragraph may be illustrated by the fol- 

lowing example: 

Example. A is a public corporation that is a cal- 

endar year taxpayer. A's first installment payment of 
estimated tax is due April 15. A uses the annualization 

exception under section 6655(d)(3) in order to deter- 
mine whether it is liable for an addition to tax due to 
an underpayment of estimated tax. In the case of thc 

first installment, the applicable annualization period 

is the first three months of the taxable year. On April 

15, A has an unaudited finanraal statement for the 

first three-month period that is used for credit pur- 

poses. By May 15, A will hlc a quarterly report, Form 

IO-Q, with the Securities and Exchange Commission. 

Since the financial statement filed with the SEC has 

higher priority than the unaudited statement and A 
can reasonably expect to have such statement no later 

than 30 days after the installment due date, A must 

make a reasonable estimate of thc adjusted net book 

income that will result from such statement. This es- 

timate shall be used as A's adjusted net book income 

for the annualization period. 

(d) Earnings and projits — (1) In gen- 

eral. If an applicable financial statement 
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is not available by the date a payment is 
due for an annualization period or rea- 
sonably expected to be available no later 
than 30 days after the payment is due un- 
der the rules of paragraph (c) of this sec- 
tion, current earnings and profits for the 
applicable annualization period must be 
used in lieu of net book income. See Ijl. 56— 
1T(b)(5) for rules relating to computing 
current earnings and profits for purposes 
of computing the book income adjust- 
ment. 

(2) Election to use earnings and prof- 
its — (i) ln general. A taxpayer may elect 
to use current earnings and profits for the 
applicable annualization period if the tax- 
payer has only a statement for such period 
that is described in section 56(f)(3)(A)(iv) 
and jj1. 56 — 1T(c)(1)(iv) and the taxpayer 
has elected under the rules of section 
56(f)(3)(B)(ii) and lj1. 56 — 1T(c)(2) to use 
current earnings and profits to compute 
the book income adjustment for purposes 
of filing its annual Federal income tax re- 
turn. Once the election has been made, 
current earnings and profits must be used 
for any annualization period for which the 
taxpayer has only an applicable financial 
statement described in section 
56(f)(3)(A)(iv) and 51. 56-1T(c)(1)(jv). 

(ii) Election during I987 taxable year. 
During its taxable year beginning in 1987, 
a taxpayer may elect to use current earn- 
ings and profits for an applicable annu- 

alization period even if the taxpayer has 
not elected to use current earnings and 
profits for purposes of computing its an- 
nual Federal income tax liability under 
section 56(f)(3)(B)(ii) and $1. 56 — 1T(c)(2). 
In addition, a taxpayer electing in 1987 to 
use current earnings and profits for pur- 

poses of its installment payments of es- 
timated tax is not required to use current 
earnings and profits to compute the book 
income adjustment when filing its annual 
Federal income tax return. However, un- 

less an annual election under section 
56(f)(3)(B)(ii) is made when filing the tax- 

payer's 1987 Federal income tax return, 
the election to use current earnings and 

profits for purposes of computing its es- 

timated tax liability in taxable years be- 

ginning after 1987 is terminated. 

(iii) Manner of making election. If a 

taxpayer elects to use current earnings and 

profits for the applicable annualization 

period under the rules of this section, the 

taxpayer must attach a statement to its 

Federal income tax return for the taxable 

year in which the election was made. The 

statement must include the electing tax- 

payer's name, address and taxpayer iden- 

tification number, identify the election and 

indicate that it was made under the pro- 
visions of (21. 6655 — 7T, state that the only 
financial statement of the taxpayer avail- 

able for the annualization period is de- 

scribed in $1. 56-1T(c)(1)(jv). 
Par. 7. The authority for Part 602 con- 

tinues to read as follows: 
Authority: 26 U. S. C. 7805 

II602. 101 [Amended] 

Par. 8. Section 602. 101(c) is amended 

by: 
1. Redesignating "(j1. 56 — 1 through 

1. 56-5" in the table as "f21. 56A — 1 through 
1. 56A — 5. " 

2. Inserting in the appropriate places 
in the table "$1. 56-1T . . . . . . 1545 — 0123" 

and 
1545-0123. " "51. 6655 — 7T 

LAWRENCE B. GIBBS, 
Commissioner of 

Internal Revenue. 

Approved April 16, 1987. 

L ROGER MENTZ, 

Assistant Secretary 

of the Treasury. 

(Filed by the Ofhce of the Federal Register on April 
23, 1987, at 10:43 a. m. , and published in the issue 
of the Federal Register for April 28, 1987, 52 F R. 
15305) 

Subchapter 8. — Computation of Taxable Income 

Part I. — Definition off Gross Income, Adjusted 

Gross Income, Taxable Income, etc. 

Section 61;Gross Income Defined 

26 CFR 1. 61-1: Gross income. 

Lawyer Trust Account Fund; excludn- 
blllty of income. A Lawyer Trust Account 
Fund created, supervised and controlled 
by a state Supreme Court is not subject 
to federal income tax. Interest income that 
is earned on pooled accounts containing 
clients' nominal and short-term funds held 
by lawyers and paid over to the Fund pur- 
suant to an order of the state Supreme 
Court is not includible in the gross in- 
comes of either the clients or lawyers. Rev. 
Rul. 81 — 209 amplified. 

Rev. Rul. 87-2 
ISSUES 

1. If, under the circumstances de- 
scribed below, a Lawyer Trust Account 
Fund (Fund) is created by an order of a 
state Supreme Court and operates under 
the court's supervision and ongoing con- 
trol, is the Fund subject to federal income 
tax? 



2. If interest income that is earned on 
certain pooled accounts containing client 

funds held by lawyers is paid over to the 

Fund, is that interest includible in the gross 

incomes of either the clients or lawyers? 

FACTS 

Lawyers in state A are required to place 
in a trust account funds received from 
clients to be used for those clients, as when 

a client deposits an amount with a lawyer 
for payment of court costs in the client's 
case. In many cases these advances are 
too small and are on deposit for too short 
a time to permit, as a practical matter, 
their deposit in separate accounts for each 
client or their deposit in a commingled 
interest-bearing account with interest al- 

located to each client. As a consequence, 
the long-standing practice of lawyers in 

the state was to deposit these small and 
short-term advances in a commingled 
checking account. These commingled ac- 
counts did not bear interest because fi- 

duciary rules prohibit a lawyer from 
receiving interest on client trust funds. 

In response to this situation and, in par- 
ticular, to avoid the necessity for using 
noninterest-bearing accounts, the Su- 
preme Court of the state, pursuant to its 

authority to regulate the practice of law, 
issued an order establishing the Fund and 

promulgating rules for the Fund's oper- 
ations and financial support. 

The order requires that client funds re- 
ceived by lawyers be deposited into in- 

terest-bearing accounts. If the client funds 

are of nominal amount and are to be held 

by the lawyer for only a short period, then 

the funds are required to be deposited 
into a pooled account containing similar 

funds received from other clients, the in- 

terest on which is payable to the Fund. 

The client cannot compel the lawyer to 
invest the funds on the client's behalf. In 

cases where the client funds are either of 
more than a nominal amount or are to be 

held for a long period of time, the funds 

must be deposited into an account the in- 

terest on which is payable to the client. 

Interest paid over to the Fund from the 

pooled accounts is invested and is dis- 

bursed by the Fund for public purposes, 
as determined by the Fund. The Fund is 

governed by nine members — six lawyers 

having their principal offices in the state 
and three public members, who are res- 

idents of the state. The public members 

and three of the lawyers are directly ap- 

pointed by the Supreme Court. The re- 

maining three lawyers are nominated by 
the bar association of the state, a profes- 
sional organization exempt from federal 
income tax under section 501(c)(6) of the 
Internal Revenue Code. The Supreme 
Court may decline to appoint the bar as- 
sociation's nominees and may appoint 
other persons instead. Further, the Su- 

preme Court may remove any member of 
the governing body of the Fund at any 
time, with or without cause. The Fund is 

required to maintain adequate books and 
records and to make formal reports to the 
Supreme Court on a quarterly basis. The 
Supreme Court monitors the activities of 
the Fund by having one of its judges at- 
tend all meetings of the Fund (subject to 
absences due to scheduling confiicts). The 
judge who attends Fund meetings reports 
regularly to the Court regarding Fund 
matters. 

The members of the Fund meet monthly 
' to determine how to invest and disburse 

the assets of the Fund. The Supreme Court 
retains the right, however, to override de- 
cisions of the members regarding invest- 

ments and disbursements. The Fund has 
no employees of its own and its daily op- 
erations are conducted by Supreme Court 
employees acting as such. 

The Fund may be abolished by order 
of the Supreme Court. If the Fund's op- 
erations are discontinued, any funds then 
on hand will be transferred, as directed 

by the Supreme Court, to a successor state 
agency, to an organization exempt from 
income tax under section 501(c)(3) of the 
Code, or to the general fund of the state. 

LAW AND ANALYSIS 

Under section 61 of the Internal Rev- 

enue Code gross income means all income 

from whatever source derived, except as 

otherwise provided. 
Income earned by a state, a political 

subdivision of a state, or an integral part 
of a state or political subdivision of a state 
is generally not taxable in the absence of 
specific statutory authorization for taxing 

such income. See Rev. Rul. 71 — 131, 1971— 

1 C. B. 28, and Rev. Rul. 71 — 132, 1971— 

1 C. B. 29, holdmg that income derived 

from the operation of liquor stores by a 

state is not subject to federal income tax. 
An example of a statutory exception to 
this general rule is found in section 
511(a)(2)(B) of the Code, under which 

the unrelated business taxable income of 
colleges and universities that are state 
agencies or instrumentalities is taxable. 

Section 61 
In this case, the Supreme Court's cre- 

ation of the Fund and its ability to select 
and remove the Fund's governing body, 
to control the Fund's investments and ex- 
penditures, to monitor the Fund's daily 

operation, and to abolish the Fund indi- 

cate that the Fund is not an independent 
entity, but rather is an integral part of the 
state. Therefore, income earned by the 
Fund is not subject to federal income tax. 

Rev. Rul. 81 — 209, 1981 — 2 C. B. 16, con- 
sidered a lawyer trust account arrange- 
ment similar to the one in this ruling. In 
Rev, Rul. 81 — 209, interest earned on 
clients' nominal and short-term advances 
that were deposited in a lawyer's trust ac- 
count was paid over to a bar foundation 
pursuant to a program established by the 

Supreme Court of State. The bar foun- 
dation was a nonprofit charitable orga- 
nization as described in section 501(c)(3) 
of the Code. The program barred clients 
from receiving the benefit of any interest 
earned on the deposited advances. Fur- 
ther, clients could not compel the attor- 
ney to invest the advances for the clients' 
benefit. The ruling held that, under the 
unique facts of the arrangement, interest 
earned on clients' nominal and short-term 
advances and paid over to a charitable 
organization is not includible in the gross 
incomes of the clients. 

Similarly, in this case, the clients and 
lawyers have no right to the interest earned 
on the client accounts that is required by 
the Supreme Court order to be paid over 
to the Fund. Consequently, because nei- 
ther the clients nor the lawyers have con- 
trol over, or right to, such interest, the 
interest paid over to the Fund is not tax- 
able to either the clients or lawyers. The 
interest is included in the Fund's income. 

HOLDINGS 

(1) The Fund's income is not subject 
to federal income tax since the Fund is an 
integral part of the state. 

(2) Interest income that is earned on 
certain pooled accounts containing client 
nominal and short-term funds and paid 
over to the Fund pursuant to the order of 
the Supreme Court is not includible in the 
gross incomes of either the clients or law- 

yers. 

EFFECT ON OTHER REVENUE 
RULINGS 

Rev. Rul. 81 — 209, 1981 — 2 C. B. 16, is 

amplified. 
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Section 61 
26 CFR 1. 61 — 1: Gross income, 
(Aiso Section 66. J 

Community property; Wisconsin, Un- 
der the provisions of the Wisconsin Mar- 
ital Property Reform Act, the rights of 
spouses in Wisconsin are community 
property rights. 

Rev. Rul. 87-13 
ISSUE 

How must earned income and invest- 
ment income be reported by married in- 
dividuals who are domiciled in Wisconsin 
in 1986 and file separate federal income 
tax returns? 

FACTS 
During all of 1986, A and B were mar- 

ried individuals domiciled in the State of 
Wisconsin. A and B separated during 1986. 
Prior to the end of 1986 there was no 
decree of legal separation or separate 
maintenance. During 1986, A realized 
$64, 000 in wages, and B realized $20, 000 
in wages and $28, 000 in self-employment 
income derived from a service business. 
B also received $7, 200 in dividends from 
securities acquired by B before marriage 
and derived $8, 000 in capital gains from 
the sale of certain publicly held securities, 
some of which B acquired before mar- 
riage and some of which B acquired dur- 
ing marriage by reinvesting the proceeds 
of property acquired before marriage. A 
and B filed separate income tax returns 
for 1986. The provisions of section 66 of 
the Internal Revenue Code do not apply 
to them. They have not entered into a 
marital property agreement or otherwise 
modified their statutory property rights. 

LAW AND ANALYSIS 

The question presented is whether, for 

purposes of determining their liabilities 

for 1986 income tax, A and B each real- 

ized as income 50 percent of the wages, 

business earnings, and investment income 

received by the other. 
The Wisconsin Marital Property Re- 

form Act (the Act), Wis. Stat. Ann. sec- 

tions 766. 001 — 766. 97 (West Supp. 1986), 
was enacted on April 4, 1984, effective 

January 1, 1986. The Act is based upon 

the Uniform Marital Property Act and 

creates a new system of property rights 

applicable to property owned by married 

residents of Wisconsin. 

Under the Act, each spouse has a pres- 

ent, undivided 50 percent interest in mar- 

ital property. Generally, marital property 

consists of property acquired by spouses 

"during marriage" and on or after the 

"determination date. " The term "during 

marriage" is defined as the period that 
begins at marriage and ends at (1) the 
death of a spouse, (2) termination of the 
marriage by a decree of dissolution, di- 
vorce, annullment or declaration of in- 
validity, or (3) entry of a decree of legal 
separation or separate maintenance. Wis. 
Stat. section 766. 01(7) and (8). The "de- 
termination date" is the last to occur of 
(1) marriage, (2) date of establishment of 
marital domicile in the state, or (3) Jan- 
uary 1, 1986. 

Marital property includes interest, div- 
idends, rents and other income from in- 
vestment property that is marital property. 
Marital property also includes income de- 
rived during marriage and after the de- 
termination date from the individual 
property of a spouse. Income represent- 
ing appreciation in the value of the indi- 
vidual property of one spouse, however, 
remains individual property, unless there 
is substantial appreciation due to the sub- 

stantial undercompensated efforts of ei- 
ther spouse. Wis, Stat. section 766. 31. 

Generally, individual property is prop- 
erty owned by one of the spouses before 
the determination date, property ac- 
quired by one of the spouses during mar- 
riage and after the determination date by 
gift or inheritance, and property acquired 
during marriage and after the determi- 
nation date. in exchange for individual 

property or with the proceeds of its sale. 

Although not relevant to the present 
situation, the Act also provides that spouses 
and persons intending to marry may make 
enforceable marital property agreements. 

Poe v. Seaborn, 282 U. S. 101 (1930), 
IX — 2 C. B. 202 (1930), holds that where 
state law gives each spouse a present vested 
interest in community income and prop- 
erty, the gross income of each spouse in- 

cludes half of the community income. 
Commissioner v. Harmon, 323 U. S. 44 
(1944), 1944 C. B. 166, adds that each 
spouse's vested half interest in community 

property must be dictated by state law as 
an incident of marriage. Community 
property laws are in effect in the states of 
Arizona, California, Idaho, Louisiana, 

Nevada, New Mexico, Texas, and Wash- 

ington. 

Unless the rights of the spouses are al- 

tered by agreement, the Act automati- 

cally vests a 50 percent interest in marital 

property in each spouse. Under the pro- 

visions of the Act, therefore, the rights of 
spouses in Wisconsin are community 

property rights. Married individuals who 

are not subject to a decree of legal sep- 

aration or separate maintenance, who were 

domiciled in Wisconsin during a year gov- 

erned by the Act, who file separate re- 

turns, and who have not altered their 

property rights through a marital property 
agreement must each report 50 percent of 
the earnings and investment income re- 
ceived by either spouse during the mar- 

riage (as that term is defined by the Act). 

HOLDING 

Under the relevant provisions of Wis- 

consin law, A and B must each report as 
income $59, 600 (half of the total wages 
of $84, 000, plus half of the $28, 000 self- 

employment income, plus half of the $7, 200 
dividend income). B must report the en- 
tire $8, 000 capital gain as separate income 
because, under Wisconsin law, income 
representing the substantial appreciation 
in value of the individual property of one 
spouse is itself individual property, unless 
either spouse's substantial undercompen- 
sated efforts produced the appreciation. 

26 CFR 1. 61-1: Gross income. 

Gross income; when received; farmers. 
The tax consequences to farmers are set 
forth in situations involving (1) the receipt 
of generic commodity certificates, (2) the 
pledging of grain to secure a loan from 
the Commodity Credit Corporation and 
the termination of that loan, (3) the use 
of the certificates to repurchase the grain 
that was pledged, and (4) the subsequent 
sale of the grain. 

Rev. Rul. 87-17 

ISSUE 

What are the federal income tax con- 
sequences of (1) the receipt of generic 
commodity certificates, (2) the pledging 
of grain to secure a loan from the Com- 
modity Credit Corporation and the ter- 
mination of that loan, (3) the use of the 
certificates to repurchase the grain that 
was pledged, and (4) the subsequent sale 
of the grain. 

FACTS 

A is a farmer using the cash receipts 
and disbursements method of accounting 
and filing federal income tax returns on a 
calendar year basis. In 1986, pursuant to 
government deficiency and diversion pro- 
grams, A received generic commodity 
certificates with a total face value of 
$10, 000. Also in 1986, A borrowed $12, 000 
from the Commodity Credit Corporation 
(CCC), pledging grain to the CCC as se- 
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curity for the nonrecourse loan. A cur- 

rent/ deducted all expenses incurred in 

producing grain and had a zero basis in 
the grain that was pledged. 

Later in 1986, when the value of the 
grain securing the nonrecourse CCC loan 
had fallen to $10, 000, A notified the CCC 
that the loan would be terminated and 
that theicommodity certificates would be 
used to reacquire the grain. Under 
U. S. D. A. regulations, A was treated as 
having sold the grain to the CCC for an 
amount equal to the $12, 000 loan and as 
having used the amount received to repay 
the loan. A then used the certificates to 
repurchase the grain from the CCC for its 
current value of $10, 000. 

In 1987, A sold the grain for $13, 000. 
Situation fi Pursuant to section 77 of 

the Internal Revenue Code, A elected to 
treat the proceeds of the CCC loan as 
income in 1986, the year received. 

Situation 2: A did not make the election 
under section 77. 

LAW AND ANALYSIS 

Section 61(a) of the Code provides that 
gross income means all income from 
whatever source derived, including gross 
income derived from business. 

Section 1. 61-4 of the Income Tax Reg- 
ulations provides, in relevant part, that a 
farmer using the cash receipts and dis- 

bursements method of accounting shall 

include in gross income the amount of 
cash and the value of merchandise or other 
property received during the year from 
the sale of produce raised by the farmer 
and all subsidy and conservation pay- 
ments received which must be considered 
as income. 

Section 77(a) of the Code provides that 
amounts received as loans from the CCC 
shall, at the election of the taxpayer, be 
considered as income and shall be in- 

cluded in gross income for the taxable year 
in which received. This section is intended 

to permit a taxpayer to avoid income rec- 

ognition in a taxable period later than that 

in which the production expenses were 

deducted. S. Rep. No. 648, 76th Cong. , 

1st Sess. 8 (1939), 1939 — 2 C. B. 524, 529. 
Section 1001 of the Code provides that 

the gain from the sale or other disposition 

of property is the excess of the amount 

realized over the adjusted basis provided 
in section 1011 of the Code. 

Section 1. 1001 — 2 of the regulations 
provides, with certain exceptions, that the 
amount realized from a sale or other dis- 

position of property, including a transfer 
of property in satisfaction of liabilities to 

which it is subject, includes the amount 
of liabilities from which the transferor is 

discharged. See also section 1. 1001 — 2(c), 
Example (7); section 7701(g) of the Code. 
Rev. Rul. 76-111, 1976-1 C. B. 214, holds 
that a transfer of assets in consideration 
of a cancellation of indebtedness is equiv- 
alent to a sale upon which gain or loss is 

recognized in the amount of the differ- 
ence between the basis of the assets trans- 
ferred and the amount of the indebtedness 
that is cancelled in consideration for the 
transfer. 

Section 1012 of the Code provides that 
the basis of property shall be the cost of 
such property. Section 1016(a)(8) of the 
Code requires that the basis of property 

pledged to the CCC as collateral for a loan 
be increased by the amount of the loan 
proceeds, if the proceeds were included 
in gross income in the year received pur- 
suant to an election under section 77 of 
the Code. 

Rev. Rul. 75 — 57, 1975 — 1 C. B. 141, 
holds, in the case of a cotton producer 
who did not elect under section 77 of the 
Code to have loan proceeds from the CCC 
included in gross income when received, 
that the producer is taxable in the year in 
which the producer's liability on the loan 
is discharged by a transfer to the CCC of 
the cotton pledged as security for the loan. 

In Rev. Rul. 80 — 19, 1980 — 1 C. B. 185, 
a cash method farmer obtained a loan from 
the CCC pledging that year's crop as col- 
lateral. The farmer elected under section 
77 of the Code to include the loan pro- 
ceeds in gross income. The next year the 
loan was repaid and the crop pledged as 
collateral was redeemed. Thirteen months 
later the redeemed crop was sold at a price 
that exceeded the amount of the loan. 
The ruling states that if an election is made 
under section 77 of the Code, the crop is 
treated as being sold when it is pledged 
as collateral for the loan and is treated as 
being repurchased when it is redeemed 
by repayment of the loan. 

Under section 61(a) of the Code and 
section 1. 61 — 4 of the regulations, A's re- 
ceipt of the commodity certificates in 1986 
gave rise to $10, 000 of income in that year. 
Under section 1012 of the Code, A had a 
basis of $10, 000 in the certificates. 

A also has income of $12, 000 in 1986. 
In Situation I, A elected to include the 
proceeds of the CCC loan in income. Al- 

though under U. S. D. A. regulations this 
transaction is a loan, for federal income 
tax purposes the grain is treated as having 
been sold when it was pledged as collat- 
eral for the loan. Rev. Rul. 80-19, supra. 

Section 61 

Thus, A had $12, 000 of income from the 
sale of the grain at the time it was pledged 
and no additional income when the loan 
was terminated. See section 1016(a)(8) of 
the Code. In Situation 2, A did not make 
the section 77 election, and therefore, un- 

like Situation j, the transaction is not 
viewed as a sale for federal income tax 
purposes. A terminated the loan later in 

1986 when the grain had fallen in value 

to $10, 000. U. S. D. A. regulations treat this 

transaction as a sale of the grain to the 
CCC for $12, 000, with the $12, 000 being 
used to repay the loan. For federal in- 

come tax purposes, the substance of the 
loan termination transaction is that A for- 
feited the grain pledged as collateral in 
full satisfaction of the nonrecourse loan. 
So viewed, the transfer of the grain in 
return for the discharge of the $12, 000 
indebtedness is treated as a sale of the 
grain for that amount. Section 1. 1001 — 2 
of the regulations, Rev. Rul. 76-111, su- 

pra, and Rev. Rul. 75 — 57, supra. Thus, 
A had $12, 000 of income from the sale of 
the grain at the time the loan was ter- 
minated. 

A's use of the commodity certificates 
having a basis of $10, 000 to repurchase 
the grain worth $10, 000 from the CCC 
resulted in no gain on disposition of the 
certificates. Under section 1012, A had a 
cost basis of $10, 000 in the grain pur- 
chased. 

A's sale of the grain in 1987 resulted in 
a gain of $3, 000, the amount realized 

($13, 000) over A's basis ($10, 000). 

HOLDING 

In both Situation I and Situation 2, A 
had income of $10, 000 on the receipt of 
generic commodity certificates, $12, 000 
on the sale of grain to the CCC, and $3, 000 
on the sale of the repurchased grain. In 
neither situation does A have income from 
the use of the commodity certificates to 
repurchase grain from the CCC. 

26 CFR 1. 61-2T: Tmarion of fringe benefirs. 

Fringe benefits; aircraft valuation for- 
mula. For purposes of section 1. 61 — 2T(g) 
of the temporary regulations, relating to 
the rule for valuing noncommercial flights 
on employer-provided aircraft, the Stand- 
ard Industry Fare Level (SIFL) cents-per- 
mile rates and the terminal charges in ef- 
fect on December 31, 1986, and for prior 
periods are set forth. Rev. Rul. 86 — 123 
superseded. 
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Section 61 
Rmr. Rul. 87-28 

For purposes of the taxation of fringe 
benefits under section 61 of the Internal 
Revenue Code, section 1. 61 — 2T(g) of the 
Temporary Income Tax Regulations pro- 
vides a rule for valuing noncommercial 
flights on employer-provided aircraft. 
Section 1. 61 — 2T(g)(5) of the temporary 
regulations sets forth an aircraft valuation 
formula to determine the value of such 
flights. The value of a flight is determined 
under the base aircraft formula (also known 
as the Standard Industry Fare Level for- 
mula or SIFL) by multiplying the SIFL 
cents-per-mile rates applicable for the pe- 
riod during which the flight was taken by 
the appropriate aircraft multiple provided 
in section 1. 61 — 2T(g)(7) and then adding 
the applicable terminal charge. The value 

Period 
1/1/85 — 6/30/85 

Terminal 
Charge 
$27. 05 

7/1/85 — 12/31/85 $25. 62 

1/1/86 — 6/30/86 $26. 19 

7/1/86 — 12/31/86 $26. 02 

1/1/87 — 6/30/87 $23. 80 

26 CFR 1. 61-7: 1nterest. 

An investor-owned public utility serving no more 

than two contiguous counties has an undivided inter- 

est in a nuclear generating plant that provides service 

to more than two such counties; the undivided interest 

does not qualify as a facility for the local furnishing 

of electric energy for purposes of section 142(a)(8). 

See Rev. Ruk 87-30, page 68. 

Section 62. — Adjusted Gross Income Deflned 

26 CFR 1. 62-1: Adjusted gross income. 

Whether a fuu-time gambler who makes wagets 

solely for his own account is engaged in a trade or 

business. See Ct. D. 2037, page 77. 

EFFECT ON OTHER REVENUE RULINGS 

Rev. Rul. 86-123, 1986 — 2 C. B. 10, is 

superseded. 

of a particular flight during the first 6 
months of a calendar year is determined 

by using the SIFL rates and terminal charge 
in effect on December 31 of the preceding 
year. The value of a particular flight dur- 

ing the last 6 months of a calendar year 
is determined by using the SIFL rates and 
terminal charge in effect on June 30 of 
that year. 

The terminal charge in effect on De- 
cember 31, 1986, is $23. 80 and the SIFL 
rates in effect on December 31, 1986, are 
$. 1302 per mile for the first 500 miles, 
$. 0993 per mile for miles between 501 and 
1500, and $. 0954 per mile for miles over 
1500. 

The following chart sets forth the cu- 
mulative terminal charges and SIFL mile- 

age rates: 

SIFL Mileage Rates 

Up to 500 miles = $. 1480 per mile 

501 — 1500 miles = $. 1128 per mile 
Over 1500 miles = $1. 085 per mile 

Up to 500 miles = $. 1402 per mile 

501 — 1500 miles = $. 1069 per mile 
Over 1500 miles = $. 1028 per mile 

Up to 500 miles = $. 1433 per mile 
501 — 1500 miles = $. 1092 per mile 

Over 1500 miles = $. 1050 per mile 

Up to 500 miles = $. 1423 per mile 

501 — 1500 miles =' $. 1085 per mile 

Over 1500 miles = $. 1043 per mile 

Up to 500 miles = $. 1302 per mile 
501-1500 miles = $. 0993 per mile 

Over 1500 miles = $. 0954 per mile 

Section 66. — Treatment of Community 

Property Income 

Whether the provisions of section 66 of the Code 

apply. See Rev. Rul. 87 — 13, page 20. 

Part u. — Items Specif leafy Included in Gross 

Income 

Section 72. — Annuities; Certain Proceeds 

of Endowment and Life Insurance 

Contracts 

26 CFR 1. 72 — 4: Ere/asian ratio. 

T. D. 8115 

TITLE 26 — INTERNAL REVENUE. — 
CHAPTER 1, SUBCHAPTER A, 

SUBCHAPTER H, PART 1 — INCOME 

TAX; TAXABLE YEARS BEGINNING 

AFTER DECEMBER 31, 1953; PART 

602 — OMB CONTROL NUMBERS 

UNDER THE PAPERWORK 

REDUCTION ACT 

Unisex Annuity Tables 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Final regulations. 

SUMMARY: This document contains fi- 

nal regulations relating to the annuity ta- 

bles used to compute the portion of the 

amount received as an annuity that is in- 

cludible in gross income. Questions have 

arisen concerning the gender distinction 

in the existing tables and the outdated 

mortality experience on which those ta- 

bles are based. These regulations affect 

taxpayers receiving amounts as annuities 

under annuity, endowment, and life in- 

surance contracts for which they have paid 

premiums or other consideration and pro- 
vide them with the guidance needed to 
determine the amount includible in gross 
income with respect to such contracts. This 

document also contains final regulations 

relating to the computations necessary to 
determine the amount excludable from an 

employee's gross income by allocation of 
contributions when the actual employer 
contributions are not known. In addition, 
this document removes certain regula- 
tions relating to defined benefit plans that 
provided benefits for employees who were 
either self-employed or a shareholder- 
employee. 

EFFECTIVE DATE: The final regula- 
tions relating to amounts received as an 
annuity under section 72 (II 51. 72-4, 1. 72— 

5, 1. 72-6, 1. 72-7, 1. 72-9, and 1. 72-11) 
are effective on July 1, 1986, and apply 
to amounts received as an annuity after 
June 30, 1986. The final regulations under 
5L72-6 provide transitional rules appli- 
cable to amounts received under certain 
contracts in which an amount is invested 
before July 1, 1986. The final regulations 
under section 403(b) (51. 403(b) — 1 
(d)(4)(iv)) are effective for taxable years 
beginning after July 1, 1986. The removal 
of 5)1. 401(a) — 18 and 1. 401(j) — 1 through 
— 6 are effective for plan years beginning 
after December 31, 1983. 

FOR FURTHER INFORMATION: For 
further information concerning the 
amendments relating to the annuity ta- 

bles, contact Annette J. Guarisco of the 
Legislation and Regulations Division, Of- 

fice of Chief Counsel, Internal Revenue 
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Service, 1111 Constitution Avenue, N. W. , 
Washington, D. C. 20224 (Attention: 
CC:LR: T). Telephone 202-566-3238 (not 
a toll-free call). 

For further information concerning 
IRC sections 401(a)(18), 401(j), or 403(b), 
contact Monice Rosenbaum of the Em- 

ployee Plans and Exempt Organizations 
Division, Office of Chief Counsel, Inter- 
nal Revenue Service, 1111 Constitution 
Avenue, N. W. , Washington, D. C. 20224 
(Attention: CC:LR:T:EE — 114 — 82). Tele- 
phone 202-566-3422 (Not a toll-free call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

On March 24, 1986, the FEDERAL 
REGISTER published proposed amend- 
ments (51 FR 9978) to the Income Tax 
Regulations (26 CFR Part I) and the Ta- 
ble of OMB Control Numbers (26 CFR 
Part 602). The amendments were pro- 
posed to update and gender-neutralize the 
annuity tables used to determine the ex- 
clusion ratio applicable to amounts re- 
ceived as annuities under annuity, 
endowment, or life insurance contracts. 
The proposed amendments also con- 
tained transitional rules applicable to cer- 
tain contracts in which amounts were 
invested prior to July 1, 1986, 

The preamble to the proposed regu- 
lations discussed the data that served as 
the basis of the proposed annuity tables 
and requested comments on the appro- 
priateness of the assumptions used to de- 

velop the proposed annuity tables. Many 
comments on the proposed regulations 
were received addressing this and other 
issues. In addition, the proposed regula- 
tions were the subject of a public hearing 
held at the National Office of the Internal 
Revenue Service on May 21, 1986. After 
consideration of the comments received 
and the statements made at the public 

hearing, the proposed regulations are 
adopted as revised by this Treasury de- 

cision. 

REVISED ANNUITY TABLES 
Irt general 

Section 72 permits a taxpayer to ex- 

clude from gross income that part of any 

amount received as an annuity which bears 

the same ratio to such amount as the in- 

vestment in the contract as of the annuity 

starting date bears to the expected return 

under the contract as of such date. If the 

expected return depends in whole or in 

part on the life expectancy of one or more 

individuals, the statute requires that the 

expected return be computed by refer- 

ence to actuarial tables prescribed by the 

Secretary of the Treasury. Soon after sec- 
tion 72 was enacted in 1954, the Secretary 
published regulations containing tables 
based on 1937 mortality and distinguished 

by gender (Tables I through IV of 51. 72— 

9). The effect of the gender distinction is 
that women are not entitled to exclude 
from gross income as high a proportion 
of the amount received as an annuity as 
men of the same age. The final regulations 
provide annuity tables that are not distin- 

guished by gender and are based on more 
recent mortality experience. 

Mortality data 

The final regulations adopt the mor- 

tality assumptions used to develop the 
proposed annuity tables. Thus, the re- 
vised tables are based, as are Tables I 
through IV of lj1. 72 — 9, on individual an- 

nuitant mortality. Commentators stated 
that the mortality used to develop the re- 
vised tables was appropriate and that they 
were unaware of any other data that would 

be more relevant for determining the life 
expectancies of taxpayers receiving 
amounts taxable under section 72. 

Gender mix 

The final regulations also retain the 
gender mix used to develop the proposed 
annuity tables. Thus, the revised annuity 
tables assume that the population mix of 
males and females expected to use the 
section 72 annuity tables is the same as 
that of the individual annuitants whose 
mortality is reflected in the Society of Ac- 
tuaries study that serves as the basis of 
the revised annuity tables. 

Some commentators stated that there 
is not necessarily a relationship between 

the gender mix of individuals expected to 
use the section 72 annuity tables and the 
gender mix of individuals whose mortality 
is reflected in the Society of Actuaries 
study. They suggested applying a 50-50 
gender mix. These same commentators 
admitted, however, that it is appropriate 
to use the mortality of individual annui- 
tants to construct the annuity tables. In 
addition, the commentators did not pro- 
vide any data indicating that a 50-50 gen- 
der mix more appropriately reflects the 
gender mix of taxpayers expected to apply 
the section 72 annuity tables than the gen- 
der mix of individual annuitants. 

Table VI 

Table VI of ij1. 72 — 9 provides expected 
return multiples for ordinary joint life and 
last survivor annuitants. Commentators 

Section 72 

stated that the transition of multiples con- 
tained in Table VI of the proposed reg- 
ulations was not as smooth as the transition 
of multiples contained in the other pro- 
posed annuity tables. They suggested ap- 
plying a different methodology to calculate 
the expected return multiples in Table VI 
to provide a smoother transition. The fi- 

nal regulations adopt this suggestion. 

TRANSITIONAL RULES 

The proposed amendments contained 
two transitional rules applicable to certain 
contracts in which amounts were invested 
before July I, 1986. The first rule applies 
to certain contracts in which no amount 
was invested after June 30, 1986, and pro- 
vides that taxpayers must apply Tables I 
through IV of li1. 72 — 9 to amounts re- 
ceived under such contracts. The second 
proposed transitional rule applies to cer- 
tain contracts in which an amount was 
invested both before July 1, 1986, and 
after June 30, 1986, and provides that tax- 
payers may elect to apply Tables I through 
IV to the extent of their pre-July 1, 1986 
investment in the contract. 

Some commentators stated that these 
transitional rules are contrary to a na- 

tional policy against discrimination by 
government agencies and requested that 
they be removed from the regulations. The 
Service and Treasury carefully considered 
these comments, but believe that transi- 
tional relief is appropriate because tax- 

payers have relied on Tables I through IV 
in determining the extent to which they 
should invest in annuity contracts. More- 
over, the Service and Treasury do not be- 
lieve taxpayers currently receiving 
payments as annuities should be required 
to recalculate their exclusion ratios as 
would be the case if no transitional relief 
were provided. 

The final regulations amend the pro- 
posed transitional rules to permit taxpay- 
ers to apply the gender-neutral annuity 
tables to amounts received after June 30, 
1986, under contracts in which no amount 
was invested after June 30, 1986. Thus, 
taxpayers who purchased contracts before 
June 30, 1986, may apply the gender-neu- 
tral annuity tables to amounts received as 
annuities after June 30, 1986, regardless 
of when they first began receiving amounts 
as annuities under such contracts. 

EFFECTIVE DATE 

The final regulations retain the pro- 
posed effective date of July 1, 1986. Many 
charitable organizations requested a post- 
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ponement until January 1, 1987, stating 
that they needed more time to revise their 
publications used in presentations to pro- 
spective charitable donors. The Service 
and Treasury believe that this concern is 
outweighed by the substantive tax con- 
sequences of a postponement. 

REFUND FEATURE OF JOINT 
AND 

SURVIVOR ANNUITY CONTRACT 

The final regulations provide a formula 
for valuing the refund feature of a joint 
and survivor annuity contract purchased 
after the effective date of the revised an- 

nuity tables. Commentators suggested that 

the existing section 72 rules are not ap- 

propriate for determining the value of a 
refund feature of a post-effective date an- 

nuity contract. 

SECTION 403(b) REGULATIONS 

The final regulations adopt without 

change the provisions of the proposed 
regulations (including the tables) relating 

to section 403(b). 

REQUIRED MINIMUM 
DISTRIBUTIONS 

Commentators questioned whether 
taxpayers may apply the gender-neutral 

annuity tables to determine the required 
minimum distributions under sections 
401(a)(9), 408(a)(6), and 408(b)(3). In re- 

sponse, the Service and Treasury have de- 

termined that taxpayers must apply the 
gender-neutral tables to calculate the 
amount of such distributions. 

EXECUTIVE ORDER 12291, 
REGULATORY FLEXIBILITY ACT, 
AND PAPERWORK REDUCTION 

ACT 

The Commissioner of Internal Reve- 

nue has determined that this final rule is 

not a major rule as defined in Executive 

Order 12291 and that a regulatory impact 

analysis therefore is not required. 
Although a notice of proposed rule- 

making that solicited public comment was 

issued, the Internal Revenue Service con- 

cluded when the notice was issued that 

the regulations are interpretative and that 

the notice and public procedure require- 

ments of 5 U. S. C. 553 did not apply. Ac- 

cordingly, the final regulations do not 

constitute regulations subject to the Reg- 

ulatory Flexibility Act (5 U. S. C. Chapter 

6). 

The collection of information require- 
ments contained in these regulations have 
been submitted to the Office of Manage- 
ment and Budget in accordance with the 
requirements of the Paperwork Reduc- 
tion Act of 1980. These requirements have 
been approved by OMB. 

DRAFTING INFORMATION 

The principal author of the regulations 
under section 72 is Annette J. Guarisco 
of the Legislation and Regulations Divi- 
sion of the Office of Chief Counsel, In- 
ternal Revenue Service. The principal 
author of the section 401 and 403 regu- 
lations is Monice Rosenbaum of the Em- 

ployee Plans and Exempt Organizations 
Division, Office of Chief Counsel, Inter- 
nal Revenue Service. However, person- 
nel from other offices of the Internal 
Revenue Service and Treasury Depart- 
ment participated in developing the reg- 
ulations on matters of both substance and 
style. 

Adaption of amendments to the 

regulations 

For the reasons set out in the preamble, 
Subchapter A, Part 1 and Subchapter H, 
Part 602 of Title 26, Chapter 1 of the Code 
of Federal Regulations are amended as 
set forth below: 

PART I-INCOME TAX REGULATIONS 

Paragraph 1. The authority for Part 1 
is amended by adding the following ci- 

tation: 
Authority: 26 U. S. C. 7805 * ' * Sec- 

tions 1. 72-4, 1. 72-5, 1. 72-6, 1. 72-7, 1. 72- 
9, and 1. 72 — 11 also issued under 26 U. S. C. 
72(c). 

Par. 2. Section 1. 72 — 4 is amended by 
revising paragraphs (a), (d), and (e) to 
read as follows: 

(JL72 — 4 Exclusion ratio. 

(a) General rule. (1)(i) To determine 
the proportionate part of the total amount 
received each year as an annuity which is 
excludable from the gross income of a re- 
cipient in the taxable year of receipt (other 
than amounts received under (a) certain 
employee annuities described in sectiol) 
72(d) and f1L72 — 13, or (b) certain annu- 

ities described in section 72(o) and 5L122- 
1), an exclusion ratio is to be determined 
for each contract. In general, this ratio is 
determined by dividing the investment in 

the contract as found under liL72 — 6 by 
the expected return under such contract 

as found under t1L72 — 5. Where a single 

consideration is given for a particular con- 

tract which provides for two or more an- 

nuity elements, an exclusion ratio shall be 
determined for the contract as a whole by 

dividing the investment in such contract 

by the aggregate of the expected returns 

under all the annuity elements provided 

thereunder. However, where the provi- 

sions of paragraph(b)(3) of ti1. 72 — 2 apply 
to payments received under such a con- 

tract, see paragraph (b)(3) of 111. 72-6. In 

the case of a contract to which gtL72 — 6(d) 
(relating to contracts in which amounts 

were invested both before July 1, 1986, 
and after June 30, 1986) applies, the ex- 

clusion ratio for purposes of this para- 

graph (a) is determined in accordance with 

III. 72 — 6(d) and, in particular, fi1. 72- 
6(d)(5)(1) 

(ii) The exclusion ratio for the partic- 
ular contract is then applied to the total 
amount received as an annuity during the 
taxable year by each recipient. See, how- 

ever, paragraph (e)(3) of t1L72 — 5. Any 
excess of the total amount received as an 

annuity during the taxable year over the 
amount determined by the application of 
the exclusion ratio to such total amount 
shall be included in the gross income of 
the recipient for the taxable year of re- 

ceipt. 
(2) The principles of subparagraph (1) 

may be illustrated by the following ex- 
ample: 

Example. Taxpayer A purchased an annuity con- 
tract providing for payments of $100 per month for a 
consideration of $12, 650. Assuming that the expected 
return under this contract is $16, 000 the exclusion 

ratio to be used by A is $12, 650 —: 16, 000; or 79. 1 

percent (79. 06 rounded to the nearest tenth). If 12 
such monthly payments are received by A during his 

taxable year, the total amount he may exclude from 
his gross income in such year is $949. 20 ($1. 200 x 
79. 1 percent). The balance of $250. 80 ($1, 200 less 
$949. 20) is the amount to be included in gross income. 
If A instead received only five such payments during 
the year, he should exclude $395. 50 (500 x 79. 1 per- 
cent) of the total amounts received. 

For examples of the computation of the 
exclusion ratio in cases where two annuity 
elements are acquired for a single consid- 
eration, see paragraph (b)(1) of i)1. 72 — 6. 

(3) The exclusion ratio shall be applied 
only to amounts received as an annuity 
within the meaning of that term under 
paragraph (b)(2) and (3) of f1 L72 — 2. Where 
the periodic payments increase in amount 
after the annuity starting date in a manner 
not provided by the terms of the contract 
at such date, the portion of such payments 
representing the increase is not an amount 
received as an annuity. For the treatment 
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of amounts not received as an annuity, 
see section 72(e) and li1. 72 — 11. For spe- 
cial rules where paragraph (b)(3) of 111. 72- 
2 applies to amounts received, see para- 
graph (d)(3) of this section. 

(4) After an exclusion ratio has been 
determined for a particular contract, it 
shall be applied to any amounts received 
as an annuity thereunder unless or until 
one of the following occurs: 

(i) The contract is assigned or trans- 
ferred for a valuable consideration (see 
section 72(g) and paragraph (a) of 111. 72— 
10); 

(ii) The contract matures or is surren- 
dered, redeemed, or discharged in ac- 
cordance with the provisions of paragraph 
(c) or (d) of ll1. 72 — 11; 

(iii) The contract is exchanged (or is 
considered to have been exchanged) in a 
manner described in paragraph (e) of 
(11. 72-11. 

(d) Exceptions to the general rule. (1) 
Where the provisions of section 72 would 
otherwise require an exclusion ratio to be 
determined, but the investment in the 
contract (determined under fJ1. 72 — 6) is an 
amount of zero or less, no exclusion ratio 
shall be determined and all amounts re- 
ceived under such a contract shall be in- 

cludible in the gross income of the recipient 
for the purposes of section 72. 

(2) Where the investment in the con- 
tract is equal to or greater than the total 
expected return under such contract found 
under 111. 72 — 5, the exclusion ratio shall 

be considered to be 100 percent and all 

amounts received as an annuity under such 

contract shall be excludable from the re- 
cipient's gross income. See, for example, 
paragraph (f)(1) of li1. 72 — 5. In the case 
of a contract to which 111. 72 — 6(d) (relating 
to contracts in which amounts were in- 

vested both before July 1, 1986, and after 
June 30, 1986) applies, this paragraph 

(d)(2) is applied in the manner prescribed 

in fl1. 72 — 6(d) and, in particular, 111. 72— 

6(d)(5)(ii). 

(3)(i) If a contract provides for pay- 

ments to be made to a taxpayer in the 

manner described in paragraph (b)(3) of 
(11. 72-2, the investment in the contract 

shall be considered to be equal to the ex- 

pected return under such contract and the 

resulting exclusion ratio (100%) shall be 

applied to all amounts received as an an- 

nuity under such contract. For any taxable 

year, payments received under such a 
contract shall be considered to be amounts 

received as an annuity only to the extent 

that they do not exceed the portion of the 
investment in the contract which is prop- 
erly allocable to that year and hence ex- 
cludable from gross income as a return of 
premiums or other consideration paid for 
the contract. The portion of the invest- 

ment in the contract which is properly al- 

locable to any taxable year shall be 
determined by dividing the investment in 

the contract (adjusted for any refund fea- 
ture in the manner described in paragraph 

(d) of 111. 72 — 7) by the applicable multiple 

(whether for a term certain, life, or lives) 
which would otherwise be used in deter- 
mining the expected return for such a con- 

tract under ill. 72 — 5. The multiple shall be 
adjusted in accordance with the provi- 
sions of the table in paragraph (a)(2) of 
ill. 72 — 5, if any adjustment is necessary, 
before making the above computation. If 
payments are to be made more frequently 
than annually and the number of pay- 
ments to be made in the taxable year in 

which the annuity begins are less than the 
number of payments to be made each year 
thereafter, the amounts considered re- 
ceived as an annuity (as otherwise deter- 
mined under this subdivision) shall not 
exceed, for such taxable year (including 
a short taxable year), an amount which 

bears the same ratio to the portion of the 
investment in the contract considered al- 

locable to each taxable year as the num- 

ber of payments to be made in the first 

year bears to the number of payments to 
be made in each succeeding year. Thus, 
if payments are to be made monthly, only 
seven payments will be made in the first 
taxable year, and the portion of the in- 

vestment in the contract allocable to a full 

year of payments is $600, the amounts 
considered received as an annuity in the 
first taxable year cannot exceed $350 ($600 
x /12). See subdivision (iii) of this sub- 

paragraph for an example illustrating the 
determination of the portion of the in- 
vestment in the contract allocable to one 
taxable year of the taxpayer. 

(ii) If subdivision (i) of this subpara- 
graph applies to amounts received by a 
taxpayer and the total amount of pay- 
ments he receives in a taxable year is less 
than the total amount excludable for such 
year under subdivision (i) of this subpar- 
agraph, the taxpayer may elect, in a suc- 
ceeding taxable year in which he receives 
another payment, to redetermine the 
amounts to be received as an annuity dur- 
ing the current and succeeding tax- 
able years. This shall be computed in 
accordance with the provisions of subdi- 
vision (i) of this subparagraph except that: 

(a) The difference between the por- 
tion of the investment in the contract al- 

locable to a taxable year, as found in 

accordance with subdivision (i) of this 

subparagraph, and the total payments ac- 

tually received in the taxable year prior 
to the election shall be divided by the ap- 
plicable life expectancy of the annuitant 

(or annuitants), found in accordance with 

the appropriate table in 111. 72 — 9 (and ad- 

justed in accordance with paragraph (a)(2) 
of ill. 72 — 5), or by the remaining term of 
a term certain annuity, computed as of 
the first day of the first period for which 

an amount is received as an annuity in the 
taxable year of the election; and 

(b) The amount determined under (a) 
of this subdivision shall be added to the 
portion of the investment in the contract 
allocable to each taxable year (as other- 
wise found). To the extent that the total 
periodic payments received under the 
contract in the taxable year of the election 
or any succeeding taxable year does not 
equal this total sum, such payments shall 
be excludable from the gross income of 
the recipient. To the extent such pay- 
ments exceed the sum so found, they shall 
be fully includible in the recipient's gross 
income. See subdivision (iii) of this sub- 

paragraph for an example illustrating the 
redetermination of amounts to be re- 
ceived as an annuity and subdivision (iv) 
of this subparagraph for the method of 
making the election provided by this sub- 
division. 

(iii) The application of the principles 
of paragraph (d)(3)(i) and (ii) of this sec- 
tion may be illustrated by the following 
example: 

Example. Taxpayer A, a 64 year old male, files his 
return on a calendar year basis and has a life ex- 
pectancy of 15. 6 years on June 30, 1954, the annuity 
starting date of a contract to which $1. 72 — 2(b)(3) ap- 
plies and which he purchased for $20, 000. The con- 
tract provides for variable annual payments for his 
life. He receives a payment of $1, 000 on June 30, 
1955, but receives no other payment until June 30, 
1957. He excludes the $1, 000 payment from his gross 
income for the year 1955 since this amount is less than 
$1, 324. 50, the amount determined by dividing his in- 
vestment in the contract ($20, 000) by his life expect- 
ancy adjusted for annual payments, 15. 1 (15. 6-0. 5), 
as of the original annuity starting date. Taxpayer A 
may elect, in his return for the taxable year 1957, to 
redetermine amounts to be received as an annuity 
under his contract as of June 30, 1956. For the purpose 
of determining the extent to which amounts received 
in 1957 or thereafter shaU be considered amounts re- 
ceived as an annuity (to which a 100 percent exclusion 
ratio shall apply) he shall add $118. 63 to the $1. 324. 50 
originally determined to be receivable as an annuity 
under the contract, making a total of $1, 443. 13. This 
is determined by dividing the differences between what 
was excludable in 1955 and 1956, $2. 649 (2 x 
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$1, 324. 50) and what he actuagy received in those years 

($1, 000) by his life expectancy adjusted for annual 

payments, 13. 9 (14. 4-05), as of his age at his nearest 
birthday (66) on the first day of the first period for 
which he received an amount as an annuity in the 

taxable year of election (June 30, 1956). The result, 
$1. 443. 13 is excludable in that year and each year 
thereafter as an amount received as an annuity to 
which the 100% exclusion ratio applies. It will be 
noted that in this example the taxpayer received 
amounts less than the excludable amounts in two suc- 

cessive years and deferred making his election until 

the third year, and thus was able to accumulate the 

portion of the investment in the contract allocable to 
each taxable year to the extent he failed to receive 

such portion in both years. Assuming that he received 

$1, 500 in the taxable year of his election, he would 

include $56. 87 in his gross income and exclude 

$1, 443. 13 therefrom for that year. 

(iv) If the taxpayer chooses to make 

the election described in subdivision (ii) 
of this subparagraph, he shall file with his 

return a statement that he elects to make 

a redetermination of the amounts exclud- 

able from gross income under his annuity 

contract in accordance with the provisions 

of paragraph (d)(3) of l]1. 72-4. This state- 

ment shall also contain the following in- 

formation: 

(a) The original annuity starting date 

and his age on that date, 

(b) The date of the first day of the first 

period for which he received an amount 

in the current taxable year, 

(c) The investment in the contract 
originally determined (as adjusted for any 

refund feature), and 

(d) The aggregate of all amounts re- 

ceived under the contract between the date 

indicated in (a) of this subdivision and the 

day after the date indicated in (b) of this 

subdivision to the extent such amounts 

were excludable from gross income. 

He shall include in gross income any 

amounts received during the taxable year 

for which the return is made in accord- 

ance with the redetermination made un- 

der this subparagraph. 

(v) In the case of a contract to which 

I11. 72-6(d) (relating to contracts in which 

amounts were invested both before July 

1, 1986, and after June 30, 1986) applies, 

this paragraph (d)(3) is applied in the 

manner prescribed in ]]1. 72-6(d) and, in 

particular, [)1. 72 — 6(d)(5)(iii). This appli- 

cation may be illustrated by the following 

example: 

Example. B, a male calendar year taxpayer, pur- 

chases a contract which provides for variable annual 

payments for life and to which $1. 72-2(b)(3) applies. 

Thc annuity starting date of the contract is June 30, 

1990, when B is 64 years old. B receives a payment 

of $1, 000 on June 30, 1991, but receives no other 

payment until June 30, 1993. B's total investment in 

the contract is $25, 000. B's pre-July 1986 investment 

Second, B determines the pre-July 1986 investment 
in the contract and the post-June 1986 investment in 

the contract allocable to the taxable year by dividing 

the pre-July 1986 and post-June 1986 investments in 

the contract by the applicable life expectancy multi- 

ple. The life expectancy multiple applicable to pre- 

July 1986 investment in the contract is B's life ex- 

pectancy as of the original annuity starting date ad- 

justed for annual payments and is determined under 

Table I of $1. 72-9 [15. 1 (15. 6-0. 5)]. The life expect- 

ancy multiple applicable to post-June 1986 investment 

in the contract is determined under Table V of $1. 72- 
9 (20. 3 (20. 8-0. 5)). Thus, the pre-July 1986 invest- 

ment in the contract allocable to each taxable year is 
$794. 70 ($12, 000 —: 15. 1) and the post-June 1986 in- 

vestment in the contract so allocable is $640. 39 ($13, 000 
—: 20. 3). Because the applicable portions of the total 

payment received in 1991 under the contract ($480 
allocable to the pre-July 1986 investment in the con- 

tract and $520 allocable to the post-June 1986 in- 

vestment in the contract) are treated as amounts 

received as an annuity and are excludable from gross 

income to the extent they do not exceed the portion 

of the corresponding investment in the contract al- 

locable to 1991 ($794. 70 pre-July 1986 investment in 

the contract and $640. 39 post-June 1986 investment 

in the contract), the entire amount of each applicable 

portion of the total payment is excludable from gross 

income. B may elect, in the return filed for taxable 

year 1993, to redetermine amounts to be received as 

an annuity under the contract as of June 30, 1992. 
The extent to which the amounts received in 1993 or 

thereafter shall be considered amounts received as an 

annuity is determined as fofiows: 

Pre-July 1986 investment in the contract 
allocable to taxable years 1991 and 

1992 ($794, 70 x 2) . . . . . . „„„„, . . . . . $1, 589 40 

Less: Portion of total payments aUoca- 

ble to pre-July 1986 investmcnt in the 

contract actually received as an an- 

nuity in taxable years 1991 and 

1992 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1, 109. 40 

Divided by: Life expectancy multiple 

applicable to pre-July 1986 invest- 

ment in the contract for B, age 66 
(14. 4 — 0. 5) . . . . . . . . . . . """ ". . . . . . . 79. 81 

Plus: Amount originally determined with 

respect to pre-July 1986 investment 

in the contract . . . . . . . . . . . . . . . . . „„„, . 

Pre-July 1986 amount . . . . . . . . . . . . „„„„ 
794. 70 

874. 51 

Post-June 1986 investment in the con- 

tract allocable to taxable years 1991 
and 1992 ($640. 39 x 2) . . . . . . . . . . . . . . $1, 280, 78 

Less: Portion of total payments anoca- 

ble to post-June 1986 investment in 

the contract actually received as an 

annuity in taxable years 1991 and 
1992 

520. 00 

760. 78 

in the contract is $12, 000. If B makes the election 
described in 91. 72-6(d)(6), separate computations are 
required to determine the amounts received as an 
annuity and excludable from gross income with re- 
spect to the pre-July 1986 investment in the contract 
and the post-June 1986 investment in the contract. In 
the separate computations, B first determines the ap- 
plicable portions of the total payment received which 

are allocable to the pre-July 1986 investment in the 
contract and the post-June 1986 investment in the 
contract. The portion of the payment received anoca- 
ble to the pre-July 1986 investment in the contract is 

$480 ($12, 000/$25, 000 x $1, 000). The portion of the 

payment received allocable to the post-June 1986 in- 

vestment in the contract is $520 ($13, 000/$25, 000 x 
$1, 000). 

Divided by: Life expectancy multiple 

applicable to post-June 1986 invest. 

ment m the contract for B, age 66 

(19. 2-0. 5) 
Plus: Amount originally determined with 

respect to post-June 1986 investment 

in the contract 
Post-June 1986 amount . . . . . . . . ". -""" 

18, 7 

640. 39 

681. 07 

(vi) The method of making an election 

to perform the separate computations il- 

lustrated in paragraph (d)(3)(v) of this 

section is described in ]')1. 72 — 6(d)(6). 

(e) Exclusion ratio in the case of tv//o 

or more annuity elements acquired for a 

single consideration. (1)(i) Where two or 

more annuity elements are provided un- 

der a contract described in paragraph (a)(2) 
of 51. 172 — 2, an exclusion ratio shall be 

determined for the contract as a whole 

and applied to all amounts received as an 

annuity under any of the annuity ele- 

ments. To obtain this ratio, the invest- 

ment in the contract determined in 

accordance with [)1. 172 — 6 shall be divided 

by the aggregate of the expected returns 

found with respect to each of the annuity 

elements in accordance with 51. 172 — 5. For 
this purpose, it is immaterial that pay- 

ments under one or more of the annuity 

elements involved have not commenced 

at the time when an amount is first re- 

ceived as an annuity under one or more 

of the other annuity elements. 

(ii) The exclusion ratio found under 
subdivision (i) of this subparagraph does 
not apply to: 

(a) An annuity element payble to a 
surviving annuitant under a joint and sur- 

vivor annuity contract to which section 

71(i) and paragraphs (b)(3) and (e)(3) of 
tJ1. 72 — 5 apply, or to 

(b) A contract under which one or more 
of the constituent annuity elements pro- 
vides for payments described in para- 
graph (b)(3) of []1. 72 — 2. For rules with 

respect to a contract providing for annuity 
elements described in (b) of this subdi- 

vision, see subparagraph (2) of this par- 
agraph. 

(2) If one or more of the annuity ele- 
ments under a contract described in par- 
agraph (a)(2) of [)1. 172 — 2 provides for 
payments to which paragraph (b)(3) of 
I11. 172 — 2 applies: 

(i) With respect to the annuity ele- 

ments to which paragraph (b)(3) of l]1. 172— 

2 does not apply, an exclusion ratio shall 

be determined by dividing the portion of 
the investment in the entire contract which 

is properly allocable to all such elements 

(in the manner provided in paragraph 

(b)(3)(ii) of l]1. 72 — 6) by the aggregate of 
the expected returns thereunder and such 
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ratio shall be applied in the manner de- 
scribed in subdivision (i) of subparagraph 
(1); and 

(ii) With respect to the annuity ele- 
ments to which paragraph (b)(3) of l)1. 72— 
2 does apply, the investment in the entire 
contract shall be reduced by the portion 
thereof found in subdivision (i) of this 
subparagraph and the resulting amount 
shall be used to determine the extent to 
which the aggregate of the payments re- 
ceived during the taxable year under all 
such elements is excludable from gross 
income. The amount so excludable shall 
be allocated to each recipient under such 
elements in the same ratio that the total 
of payments he receives each year bears 
to the total of the payments received by 
all such recipients during the year. The 
exclusion ratio with respect to the amounts 
so allocated shall be 100 percent. See par- 
agraph (f)(2) of IJ1. 72 — 5 and paragraph 
(b)(3) of IJ1. 72 — 6. 

(iii) In the case of a contract to which 

51. 72 — 6(d) (relating to contracts in which 
amounts were invested both before July 
1, 1986, and after June 30, 1986) applies, 
this paragraph (e) is applied in the man- 
ner prescribed in 51. 72 — 6(d) and, in par- 
ticular, I)1. 72 — 6(d)(5)(iv). 

Par. 3 Section 1. 72 — 5 is amended by 
revising paragraphs (a), (b), and (e) and 
adding a new paragraph (g) to read as 
follows: 

Monthly payment of $100 x12 months 

equals annual payment of „. . 
Multiple shown in Table I male, age 

66 
Expected return (1, 200 x 14 4), 

$1, 200 

14. 4 

17, 280 

51. 72 — 5 Expected return. 

(a) Expected return for but one life. (1) 
If a contract to which section 72 applies 
provides that one annuitant is to receive 

a fixed monthly income for life, the ex- 

pected return is determined by multiply- 

ing the total of the annuity payments to 
be received annually by the multiple shown 

in Table I or V (whichever is applicable) 
of I'11. 72 — 9 under the age (as of the annuity 

starting date) and, if applicable, sex of the 

measuring life (usually the annuitant's). 
Thus, where a male purchases a contract 
before July 1, 1986, providing for an im- 

mediate annuity of $100 per month for his 

life and, as of the annuity starting date 

(in this case the date of purchase), the 
annuitant's age at his nearest birthday is 

66, the expected return is computed as 
follows: 

If, however, the taxpayer had purchased 
the contract after June 30, 1986, the ex- 
pected return would be $23, 040, deter- 
mined by multiplying 19. 2 (multiple shown 
in Table V, age 66) by $1, 200. 

(2)(i) If payments are to be made 
quarterly, semiannually, or annually, an 
adjustment of the applicable multiple 
shown in Table I or V (whichever is ap- 
plicable) may be required. A further ad- 
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justment may be required where the 
interval between the annuity starting date 
and the date of the first payment is less 

than the interval between future pay- 
ments. Neither adjustment shall be made, 
however, if the payments are to be made 
more frequently than quarterly. The 
amount of the adjustment, if any, is to be 
found in accordance with the following 
table: 

If the number of whole months from 
the annuity starting date to the first 0-1 2 

payment date is— 
3 4 5 6 7 8 9 10 11 12 

And the payments under the contract 
are to be made . . . , . . . . . . . . . . . . . . . , . . . . 

Annually . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Semiannually . . . . . . . . . . . . . . . . . . . . . . . . , 
Quarterly . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Thus, for a male, age 66, the multiple 
found in Table I, adjusted for quarterly 
payments the first of which is to be made 
one full month after the annuity starting 
date, is 14. 5 (14. 4+0. 1); for semiannual 
payments the first of which is to be made 
six full months from the annuity starting 
date, the adjusted multiple is 
14. 2(14. 4 — 0. 2); for annual payments the 
first of which is to be made one full month 
from the annuity starting date, the ad- 

justed multiple is 14. 9(14. 4+0. 5). If the 
annuitant in the example shown in sub- 

paragraph (1) of this paragraph were to 
receive an annual payment of $1, 200 
commencing 12 full months after his an- 

nuity starting date, the amount of the ex- 
pected return would be $16, 680 
($1, 200 x 13. 9 [14. 4 — 0. 5]). Similarly, for 
an annuitant, age 50, the multiple found 
in Table V, adjusted for quarterly pay- 
ments the first of which is to be made one 
full month after the annuity starting date, 
is 33. 2 (33. 1+0. 1); for semiannual pay- 
ments the first of which is to be made six 
full months from the annuity starting date, 
the adjusted multiple is 32. 9 (33. 1 — 0. 2); 
for annual payments the first of which is 

to be made one full month from the an- 

nuity starting date, the adjusted multiple 
is 33. 6 (33. 1+0. 5). 

(ii) Notwithstanding the table in sub- 
division (i) of this subparagraph, adjust- 
ments of multiples for early or other than 
monthly payments determined prior to 
February 19, 1956, under the table pre- 
scribed in paragraph 1(b)(4) of T. D. 6118 
(19 FR 9897, C. B. 1955 — 1, 699), approved 
December 30, 1954, need not be redeter- 
mined. 

(3) If the contract provides for fixed 
payments to be made to an annuitant until 

death or until the expiration of a specified 
limited period, whichever occurs earlier, 
the expected return of such temporary life 

annuity is determined by multiplying the 
total of the annuity payments to be re- 
ceived annually by the multiple shown in 

Table IV or VIII (whichever is applicable) 
of 111. 72 — 9 for the age (as of the annuity 
starting date) and, if applicable, sex of the 
annuitant and the nearest whole number 
of years in the specified period. For ex- 
ample, if a male annuitant, age 60 (at his 
nearest birthday), is to receive $60 per 
month for five years or until he dies, 
whichever is earlier, the there is no post- 
June 1986, investment in the contract, the 
expected return under such a contract is 

$3, 456, computed as follows: 

Monthly payments of $60x12 months 

equals annual payment of . . . . . . . . . . . . . . . 

Multiple shown in Table IV for male, age 
60, for term of 5 years, . . . . . . . . . . . . . . . . . . 

Expected return for 5 year temporary life 

annuity of $720 per year 
($720 x 4. 8). . . 

$720 

4. 8 

$3, 456 

If the annuitant purchased the same con- 
tract after June 30, 1986, the expected 
return under the contract would be $3, 528, 
computed as follows: 

Monthly payments of $60 x12 months 

equals annual payment of . . . . . . . . . . . . 

Multiple shown in Table Vill for an- 

nuitant, age 60, for tern& of 5 years 

Expected return for 5-year temporary 

life annuity of $720 pcr year 
($720 x 4. 9) 

$720. 00 

$3, 528. 00 

+0. 5 +0. 4 +0. 3+0. 2+0. 1 0 — 0. 1 — 0. 2 — 0. 3 — 0. 4 — 0. 5 
+. 2 +. 1 0 —. I —. 2 . 
+. I 0 —. I 
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Monthly payments of $90 x12 months 

equals annual payment of . . . . . . . . . „, 
Multiple shown in Table I for male, age 

60 . . 

Expected return for whole life annuity 

of $1, 080 pet year 

Expected return for 5-yeat temporary 

life annuity of $720 pet year (as found 

in subparagraph (3) of this paragraph 

Total expected return . . . . . . . . . . . . . . . . . . . . . 

$1, 080 

18. 2 

$19, 656 

$3, 456 

$23, 112 

If the annuitant purchased the same con- 

tract after June 30, 1986, the expected 
return would be $29, 664, computed as fol- 

lows: 

Monthly payments of $90 x 12 months 

equals annual payment of . . . . . . . . . . . . 
Multiple shown in Table V for annui- 

tant, age 60 

Expected return for whole life annuity 

of $1, 080 per year 

Plus: Expected return for 5-yeat tem- 

porary life annuity of $720 per year 

(as found in subparagraph (3) of this 

paragraph (a)) 
Total expected return . . . . . . . . . . . . . . . 

$1, 080 

24. 2 

$26, 136 

$3, 528 

$29, 664 

If payments are to be made quarterly, 

semiannually, or annually, an appropriate 
adjustment of the multiple found in Table 

I or V (whichever is applicable) for the 

whole life annuity should be made in ac- 

cordance with subparagraph (2) of this 

paragraph. 
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The adjustment provided by subpara- 
graph (2) of this paragraph shall not be 
made with respect to the multiple found 
in Table IV or VIII (whichever is appli- 
cable). 

(4) If the contract provides for pay- 
ments to be made to an annuitant for the 
annuitant's lifetime, but the amount of 
the annual payments is to be decreased 
after the expiration of a specified limited 
period, the expected return is computed 
by considering the contract as a combi- 
nation of a whole life annuity for the 
smaller amount plus a temporary life an- 
nuity for an amount equal to the differ- 
ence between the larger and the smaller 
amount. For example, if a male annui- 
tant, age 60, is to receive $150 per month 
for five years or until his earlier death, 
and is to receive $90 per month for the 
remainder of his lifetime after such five 

years, the expected return is computed as 
if the annuitant's contract consisted of a 
whole life annuity for $90 per month plus 
a five year temporary life annuity of $60 
per month. In such circumstances, the ex- 
pected return if there is no post-June 1986 
investment in the contract is computed as 
follows: 

(5) If the contract described in sub- 

paragraph (4) of this paragraph provided 
that the amount of the annual payments 
to the annuitant were to be increased (in- 
stead of decreased) after the expiration 
of a specified limited period, the expected 
return would be computed as if annui- 
tant's contract consisted of a whole life 

annuity for the larger amount minus a 
temporary life annuity for an amount equal 
to the difference between the larger and 
smaller amount. Thus, if the annuitant 
described in subparagraph (4) of this par- 
agraph were to receive $90 per month for 
five years or until his earlier death, and 
to receive $150 per month for the re- 
mainder of his lifetime after such five years, 
the expected return would be computed 
by subtracting the expected return under 
a five year temporary life annuity of $60 
per month from the expected return un- 

der a whole life annuity of $150 per month. 
In such circumstances, the expected re- 
turn if there is no post-June 1986 invest- 
ment in the contract is computed as follows: 

first annuitant, provides an identical 
monthly income for life to a second an- 
nuitant, the expected return shall be de- 
termined by multiplying the total amount 
of the payments to be received annually 

by the multiple obtained from Table II or 
VI (whichever is applicable) of (J1. 72 — 9 
under the ages (as of the annuity starting 
date) and, if applicable, sexes of the living 

annuitants. For example, a husband pur- 

chases a joint and survivor annuity con- 

tract providing for payments of $100 per 
month for life and, after his death, for the 
same amount to his wife for the remainder 

of her life. As of the annuity starting date 
his age at his nearest birthday is 70 and 

that of his wife at her nearest birthday is 

67. If there is no post-June 1986 invest- 

ment in the contract, the expected return 

is computed as follows: 

Monthly payments of $100 x 12 months 

equals annual payment of . . . . . . . . . . . 
Multiple shown in Table II (male, age 

70, female, age 67) . . . . . . . . . . . . . . . . . . . . . 
Expected return ($1, 200 x 19 7) 

$1, 200 

19. 7 

Monthly payments of $150 x 12 months 

equals annual payment of . . . . . . . . . . . . 
Multiple shown in Table 1 (male, age 

60) 
Expected return for annuity for whole 

life of $1, 800 per year . . . . . . . . . . . . . . . . . 
Less expected return for 5-yeat tem- 

porary life annuity of $720 pet year 
(as found in subparagraph (3)) . . . . . . 

Net expected return 

$1, 800 

18. 2 

$32, 760 

$3, 456 

$29, 304 

If the annuitants purchased the same con- 
tract after June 30, 1986, the expected 
return would be $26, 400 computed as fol- 
lows: 

Monthly payments of $100 x 12 months 
equals annual payment of . . . . . . . . . . . . 

Multiple shown in Table Vl (ages 70, 
67) . 

Expected return ($1, 200 x 22 0) 

$1, 200 

22. 0 
$26, 400 

If the annuitant purchased the same con- 
tract after June 30, 1986, the expected 
return would be $40, 032, computed as fol- 
lows: 

Monthly payments of $150 x 12 months 
equals annual payments . . . . . . . . . . . . . . . 

Multiple shown in Table V (age 60). . . 
$1, 800 

24. 2 

Expected return for annuity for whole 
life of $1, 800 per year $43, 560 

Less expected return for 5-year tem- 

porary life annuity of $720 per year 
(as found in subparagraph (3) of this 

paragraph (a)) . 
Net expected return 

$3, 528 

$40, 032 

If payments are to be made quarterly, 
semiannually, or annually, an appropriate 
adjustment of the multiple found in Table 
I or V (whichever is applicable) for the 
whole life annuity should be made in ac- 
cordance with subparagraph (2) of this 
paragraph. 

(b) Expected return under joint and 
survivor and j oint annuities. (I) In the case 
of a joint and survivor annuity contract 
involving two annuitants which provides 
the first annuitant with a fixed monthly 
income for life and, after the death of the 

If payments are to be made quarterly, 
semiannually, or annually, an appropriate 
adjustment of the multiple found in Table 
II or VI (whichever is applicable) should 
be made in accordance with paragraph 
(a)(2) of this section. 

(2) If a contract of the type described 
in subparagraph (I) of this paragraph pro- 
vides that a different (rather than an iden- 
tical) monthly income is payable to the 
second annuitant, the expected return is 
computed in the following manner. The 
applicable multiple in Table II or VI 
(whichever is applicable) is first found as 
in the example in subparagraph (I) of this 
paragraph. The multiple applicable to the 
first annuitant is then found in Table I or 
V (whichever is applicable) as though the 
contract were for a single life annuity. The 
multiple from Table I or V is then sub- 
tracted from the multiple obtained from 
Table II or VI and the resulting multiple 
is applied to the total payments to be re- 
ceived annually under the contract by the 
second annuitant. The result is the ex- 
pected return with respect to the second 
annuitant. The portion of the expected 
return with respect to payments to be made 
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during the first annuitant's life is then 
computed by applying the multiple found 
in Table I or V to the total annual pay- 
ments to be received by such annuitant 
under the contract. The expected returns 
with respect to each of the annuitants sep- 
arately are then aggregated to obtain the 
expected return under the entire contract. 

Example (I). A husband purchases a joint and sur- 
vivor annuity providing for payments of $100 per month 
for his life and, after his death, payments to his wife 

of $50 per month for her life. As of the annuity start- 
ing date his age at his nearest birthday is 70 and that 
of his wife at her nearest birthday is 67. There is no 
post-June 1986 investment in the contract. 

Multiple from Table II (male, age 70, 
female, age 67) . . . . . . . . . . . . . . . . . . . . . . . . . 

Multiple from Table I (male, age 70) 

Difference (multiple applicable to sec- 
ond annuitant) 

Portion of expected return, second an- 

nuitant ($600 x7. 6) . 
Portion of expected return, first annui- 

tant ($1, 200x12, 1) . . „„. . . . . . . . . . . . . . 
Expected return under the contract 

19. 7 
12. I 

7. 6 

$4, 560 

$14, 520 

$19, 080 

The expected return thus found, $19, 080, 
is to be used in computing the amount to 
be excluded from gross income. Thus, if 
the investment in the contract in this ex- 
ample is $14, 310, the exclusion ratio is 

$14, 310 —: $19, 080, or 75 percent. The 
amount excludable from each monthly 

payment made to the husband is 75 per- 
cent of $100, or $75, and the remaining 
$25 of each payment received by him shall 

be included in his gross income. After the 
husband's death, the amount excludable 

by the second annuitant (the surviving wife) 
would be 75 percent of each monthly pay- 
ment of $50, or $37. 50, and the remaining 
$12. 50 of each payment shall be included 
in her gross income. 

Example (2). If the same contract were purchased 
after June 30, 1986, the expected return would be 

$22, 800, computed as follows: 

Multiple from Table VI (ages 70, 67) 
Multiple from Table V (age 70) . . . . . . . 
Difference (multiple applicable to sec- 

ond annuitant) 
Portion of expected return, second an- 

nuitant ($600x6 0) „, . . . . . . . . . . . . . . . . 
Plus: Portion of expected return, first 

annuitant ($1, 200 x 16. 0) . . . . . . , 
Expected return under the contract 

22. 0 
16. 0 

6. 0 

$3, 600 

$19. 200 

$22, 800 

If the investment in the contract is $14, 310, 
the exclusion ratio is $14, 310 —: $22, 800, 
or 62. 8 percent. Thus, the husband would 

exclude $62. 80 of each $100 payment re- 

ceived by him. After his death, his wife 

would exclude 62. 8 percent, or $31. 40, of 
each $50 monthly payment. 

Example (3). If amounts were invested in the same 

contract both before July I, 1986, and after June 30, 
1986, and the election described in $1. 72 — 6(d)(6) were 

made, two exclusion ratios would be determined pur- 
suant to $1. 72-6(d). Assume that the husband's total 
investment in the contract is $14, 310 and that $7, 310 
is the pre-July 1986 investment in the contract. The 
pre-July 1986 exclusion ratio would be $7, 310 
$19, 080, or 38. 3 percent. The post-June 1986 exclu- 
sion ratio would be $7, 000 —: $22, 800, or 30. 7 percent. 
The husband would exclude $69. 00 ($38. 30 + $30. 70) 
of the $100 monthly payment received by him. The 
remaining $31. 00 would be included in his gross in- 

come. After the husband's death, the amount ex- 
cludable by his wife would be $34. 50 (38. 3 percent of 
$50 plus 30. 7 percent of $50). The remaining $15. 50 
would be included in gross income. 

The same method is used if the payments 
are to be increased after the death of the 
first annuitant. Thus, if the payments to 
be made until the husband's death were 
$50 per month and his widow were to re- 
ceive $100 per month thereafter until her 
death, the 7. 6 multiple in example (1) 
above would be applied to the $100 pay- 
ments, yielding an expected return with 

respect to this portion of the annuity con- 
tract of $9, 120 ($1, 200 x 7. 6). An ex- 
pected return of $7, 260 ($600 x 12. 1) 
would be obtained with respect to the 
payments to be made to the husband, 
yielding a total expected return under the 
contract of $16, 380 ($9, 120 plus $7, 260). 
If payments are to be made quarterly, 
semiannually, or annually, an appropriate 
adjustment of the multiples found in Ta- 
bles I and II or Tables V and VI (which- 
ever are applicable) should be made in 

accordance with paragraph (a)(2) of this 
section. 

(3) In the case of a joint and survivor 
annuity contract in respect of which the 
first annuitant died in 1951, 1952, or 1953, 
and the basis of the surviving annuitant's 
interest in the contract was determinable 
under section 113(a)(5) of the Internal 
Revenue Code of 1939, such basis shall 
be considered the "aggregate of premi- 
ums or other consideration paid" by the 
surviving annuitant for the contract. (For 
rules governing this determination, see 26 
CFR (1939) 39. 22(b)(2) — 2 and 
39. 113(a)(5) — 1 (Regulations 118). ) In de- 
termining such an annuitant's investment 
in the contract, such aggregate shall be 
reduced by any amounts received under 
the contract by the surviving annuitant 
before the annuity starting date, to the 
extent such amounts were excludable from 
his gross income at the time of receipt. 
The expected return of the surviving an- 
nuitant in such cases shall be determined 
in the manner prescribed in paragraph (a) 
of this section, as though the surviving 
annuitant alone were involved. For this 
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purpose, the appropriate multiple for the 
survivor shall be obtained from Table I 
as of the annuity starting date determined 
in accordance with paragraph (b)(2)(i) of 
51. 72-4. 

(4) If a contract involving two annui- 

tants provides for fixed monthly payments 
to be made as a joint life annuity until the 
death of the first annuitant to die (in other 
words, only as long as both remain alive), 
the expected return under such contract 
shall be determined by multiplying the to- 
tal of the annuity payments to be received 
annually under the contract by the mul- 

tiple obtained from Table IIA or VIA 
(whichever is applicable) of $1. 72 — 9 un- 

der the ages (as of the annuity starting 
date) and, if applicable, sexes of the an- 

nuitants. If, however, payments are to be 
made under the contract quarterly, semi- 

annually, or annually, an appropriate ad- 

justment of the multiple found in Table 
IIA or VIA shall be made in accordance 
with paragraph (a)(2) of this section. 

(5) If a joint and survivor annuity con- 
tract involving two annuitants provides that 
a specified amount shall be paid during 
their joint lives and a different specified 
amount shall be paid to the survivor upon 
the death of whichever of the annuitants 
is the first to die, the following prelimi- 
nary computation shall be made in all cases 
preparatory to determining the expected 
return under the contract: 

(i) From Table II or VI (whichever is 

applicable), obtain the multiple under both 
of the annuitants' ages (as of the annuity 
starting date) and, if applicable, their ap- 
propriate sexes; 

(ii) From Table IIA or VIA (which- 
ever is applicable), obtain the multiple 
applicable to both annuitants' ages (as of 
the annuity starting date) and, if appli- 
cable, their appropriate sexes; 

(iii) Apply the multiple found in sub- 
division (i) of this subparagraph to the 
total of the amounts to be received an- 
nually after the death of the first to die; 
and 

(iv) Apply the multiple found in sub- 

division (ii) of this subparagraph to the 
difference between the total of the amounts 
to be received annually before and the 
total of the amounts to be received an- 

nually after the death of the first to die. 
If the original annual payment is in ex- 

cess of the annual payment to be made 
after the death of the first to die, the ex- 
pected return is the sum of the amounts 
determined under subdivisions (iii) and 
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Example (I). A husband purchases a joint and sur- 
vivor annuity providing for payments of $100 a month 
for as long as both he and his wife live, and, after the 
death of the first to die, payments to the survivor of 
$75 a month for life. As of the annuity starting date, 
his agc at his nearest birthday is 70 and that of his 
wife at her nearest birthday is 67. If there is no post- 
June 1986 investment in the contract, the expected 
return under the contract is computed as follows: 

Multiple from Table II (male age 70, 
female age 67) . . . . . . . . , . . . . . . . . . . . . . . . . . 

Multiple from Table IIA (male age 70, 
female age 67) 

Portion of expected return ($900 x 
19. 7 — sum per year after first 

death) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Plus: Portion of expected return ($300 

x 9, 3 — amount of change in sum at 
first death) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Expected return under the contract . . . 

19. 7 

9. 3 

$17, 730 

$2, 790 

$20, 520 

The total expected return in this example, $20, 520, 
is to be used in computing the amount to be excluded 
from gross income. 

Thus, if the investment in the contract is $17, 887, the 
exclusion ratio is $17, 887 —: $20, 520, or 87. 2 percent. 
The amount excludable from each monthly payment 

made while both are alive is 87. 2 percent of $100, or 
$87. 20, and the remaining $12. 80 of each payment 
shall be included to gross income. After the death of 
the first to die, the amount excludable by the survivor 
shall be 87. 2 percent of each monthly payment of $75, 
or $65. 40, and the remaining $9. 60 of each payment 

shaU be included in gross income. 

Example (2), Assume the same facts as in example 

(I), except that the contract is purchased after June 
30, 1986. 

The expected return under the contract is com- 

puted as follows: 

Multiple from Table VI (ages 70, 22. 0 
67) . 

Multiple from Table VIA (ages 70, 
67) . 12. 4 

Portion of expected return ($900 x 
22. 0 — sum per year after first 

death) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Plus: Portion of expected return ($300 

x 12. 4 — amount of change in sum at 
first death) 

Expected return under the contract . . . $23, 520 

Thus, if the investment in the contract in $17, 887, the 
exclusion ratio is $17, 887 —; $23, 520 or 76. 1 percent. 
The amount excludable from each monthly payment 

made while both are alive would be 76. 1 percent of 
$100, or $76. 10, and the remaining $23. 90 of each 
payment would be included in gross income. After 
the death of the first to die, the amount excludable 

by the survivor would be 76. 1 percent of each monthly 

payment of $75, or $57. 08, and the remaining $17. 92 
of each payment would be included in gross income. 

Example (3). Assume the same facts as in examples 

(I) and (2), except that the total investment in the 

contract is $17, 887, and that the pre-July 1986 in- 

vestment in the contract is $8, 000. Assume also that 

one of the annuitants makes the election described in 

$1. 72-6(d)(6). Separate computations shall be per- 
formed pursuant to $1. 72-6(d) to determine the amount 

excludable from gross income. The pre-July 1986 ex- 
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(iv) of this subparagraph. This may be 
illustrated by the following examples: 

Multiple from Table Il (male, age 63, 
and female, age 55) 

Number of units to be paid, in effect, 
as a joint and survivor annuity . . . . . . 

Number of total annual unit payments 
anticipatable with respect to the joint 
and survivor annuity element . . . . . . . . 

Multiple from Table I (male, age 63) 
Number of units to be paid, in effect, 

as a single life annuity 

Number of total annual unit payments 
anticipatable with respect to A 
alone 

x 6 

168. 6 

16. 2 

x 2 

32. 4 

elusion ratio would be $8, 000 —: $20, 520, or 39 per- 
cent. The post-June 1986 exclusion ratio would be 

$9, 887 —: $23, 520, or 42 percent. The amount ex- 

cludable from each monthly payment made while both 

are alive would be $81 ((. 39 x 100) + (. 42 x 100)), 
and the remaining $19 would be included in gross 

income. After the death of the first to die, the amount 

excludable by the survivor would be $60. 75 ((. 39 x 75) 
+ (, 42 x 75)), and the remaining $14. 25 would be 
included in gross income. 

If the original annual payment is less 

than the annual payment to be made after 
the death of the first to die, the expected 
return is the difference between the 
amounts determined under subdivisions 

(iii) and (iv) of this subparagraph. If, 
however, payments are to be made quart- 

erly, semiannually, or annually under the 
contract, the multiples obtained from both 
Tables II and IIA or Tables VI and VIA 
(whichever are applicable) shall first be 
adjusted in a manner prescribed in par- 
agraph (a)(2) of this section. 

(6) If a contract provides for the pay- 
ment of life annuities to two persons dur- 

ing their respective lives and, after the 
death of one (without regard to which one 
dies first), provides that the survivor shall 
receive for life both his own annuity pay- 
ments and the payments made formerly 
to the deceased person, the expected re- 
turn shall be determined in accordance 
with paragraph (e)(4) of this section. 

(7) If paragraph (b)(3) of l'I1. 72 — 2 ap- 
plies to payments provided under a con- 
tract and this paragraph applies to such 
payments, the principles of this paragraph 
shall be used in making the computations 
described in paragraph (d)(3) of I11. 72-4. 
This may be illustrated by the following 
examples, examples (1) through (3) of 
which assume that there is no post-June 
1986 investment in the contract: 

Example (1). Taxpayer A, a male age 63, pays 
$24, 000 for a contract which provides that the pro- 
ceeds (both income and return of capital) from eight 
units of an investment fund shaU be paid monthly to 
him for his life and that after his death the proceeds 
from six such units shaB be paid monthly to B, a 
female age 55, for her life. The portion of the in- 

vestment in the contract allocable to each taxable year 
of A is $955. 20 and that allocable to each taxable year 
of B is $716. 40. This is determined in the following 
manner: 

Total number of unit payments 
anticipate 

Portion of investment in the contract 
aUocable to unit payments ($24, 000 

201) on an annual basis . . . . . . . . . . . 
Number of units payable to A while he 

continues to live 

Portion of the investment in the con- 
tract allocable to each taxable year 
of A 

Portion of investment in the contract 
allocable to unit payments ($24, 000 

201) on an annual basis . . . . . . . . . . . 
Number of units payable to B for her 

life after A's death 
Portion of the investment in the con- 

tract aUocable to each taxable year 
of B 

201 

$119 40 

x 8 

$955. 20 

$119. 40 

x 6 

$716. 40 

For the purpose of the above computation it is im- 

material whether or not A lives to or beyond the life 

expectancy shown for him in Table I. 
Example (2). Assume that Taxpayer A in example 

(I) receives payments for five years which are at least 

as large as the portion of the investment in the con- 

tract allocable to such years, but in the sixth year he 
receives a total of only $626. 40 rather than the $955. 20 

allocable to such year. A is 69 and B is 61 at the 
beginning of the first monthly period for which an 

amount is payable in the seventh taxable year. A 
makes the election in that year provided under par- 

agraph (d)(3) of I I. 72-4. The difference between the 
portion of the investment in the contract allocable to 
the sixth year and the amount actuafiy received in' 

that year is $328. 80 ($955. 20 less $626. 40). In this 

case, 139. 2 unit payments are anticipatable (on an 

annual basis), since the appropriate multiple from 
Table II of $1. 72 — 9, 23. 2, multiplied by the number 
of units payable, in effect, as a joint and survivor 

annuity yields this result (6 x 23. 2). A's appropriate 
multiple from Table I of $1. 72-9 for the two units 
which will cease to be paid at his death is 12. 6, and 
the total number of unit payments anticipatable (on 
an annual basis) is, therefore, 164. 4 (2 x 12. 6 plus 
139. 2). Dividing the difference previously found 
($328. 80) by the total number of unit payments thus 
determined (164. 4) indicates that A will have an ad- 

ditional allocation of the investment in the contract 
of $16 to the seventh and every succeeding full taxable 
year (8 units x $2), and B will have an additional . allocation of the investment in the contract of $12 (6 
units x $2) to each taxable year in which she receives 
12 monthly payments subsequent to the death of A. 
The total allocable to each taxable year of A is, there- 
fore, $971. 20, and that allocable to each taxable year 
of B will be $728. 40. 

Example (3). If, in example (2), A had died at the 
end of the fifth year, in the sixth year B would have 
received a payment of $469. 80 (that portion of the 
$626. 40 that A would have received which is in the 
same ratio thai 6 units bear to 8 units) and would thus 
have received $246. 60 less than the portion of the 
investment in the contract originafiy determined to 
be allocable to each of her taxable years. In these 
circumstances, B would be entitled to elect to rede- 
termine the portion of the investment in the contract 
allocable to the taxable year of election and au sub- 

sequent years. The new amount allocable thereto would 

be found by dividing the $246. 60 difference by her 

life expectancy as of the first day of the first period 
for which she received an amount as an annuity in 

the seventh year of the annuity contract, and adding 

the result to her originally determined allocation of 
$716. 40. 
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Example (41. On July I, 1986, Taxpayer C, age 60, 

pays $28, 000 for a contract which provides that the 
proceeds (both income and return of capital) from 10 
units of an investment fund shall be paid monthly to 
C for C's life and that after C's death thc proceeds 
from 4 such units shall be paid monthly to D, age 57, 
for D's life. The portion of the investment in the 
contract allocable to each taxable year of C is $1, 037. 00 
and that allocable to each taxable year of D is $414. 80. 
This is determined as follows: 

Multiple from Table VI (ages 60, 57) 
Number of units to be paid, in effect, 

as a joint and survivor annuity . . . . . 
Number of total annual unit payments 

anticipatable with respect to the jomt 
and survivor annuity element . . . . . . . 

Multiple from Table V (age 60) . . . . . . . . 
Number of units to be paid, in effect, 

as a single life annuity . 
Number of total annual unit payments 

anticipatable with respect to C 
alone 

Total number of unit payments 
anticipatable 

Portion of investment in the contract 
allocable to unit payments ($28, 000 
—: 270) on an annual basis . . . . . . . . . . . 

Number of units payable to C while C 
continues to live 

Portion of the investment in the con- 
tract allocable to each taxable year 
of C 

Portion of investment in the contract 
allocable to unit payments ($28, 000 
—: 270) on an annual basis . . . . . . . . . . . 

Number of units payable to D for D's 
life after C's death . . . . . . . . . . . . . . . . . . . . . . 

Portion of the investment in the con- 
tract allocable to each taxable year 
of D 

31. 2 

x4 

124. 8 

24. 2 

x6 

145. 2 

270 

103. 70 

x 10 

$1, 037. 00 

$103. 70 

x4 

$414. 80 

For purposes of the above computation it 
is immaterial whether or not C lives to or 
beyond the life expectancy shown in Ta- 
ble V. 

Multiple from Table II (male, age 60, 
female, age 57) 

Number of units to be paid, in effect, 
as a joint and survivor annuity . . . , . . 

Number of total annual unit payments 

anticipatable with respect to the joint 
and survivor annuity element . . . . . . . . 

Multiple from Table I (male, age 60) 
Number of units to be paid, in effect, 

as a single life annuity . . . . . . . . . . . . 

27. 6 

84 

110. 40 

18. 2 

x6 

Example (5). Assume the same facts as in example 

(4), except that C's total investment in the contract 

is $28, 000, and C's pre-July 1986 investment in the 

contract is $16, 000. If C makes the election described 

in $1. 72-6(d)(6), separate computations are required 

to determine the amount excludable from gross in- 

come with respect to the pre-July 1986 investment in 

the contract and the post-June 1986 investment in the 

contract. The annuitant shall apply the appropriate 

pre-July 1986 and post-June 1986 life expectancy mul- 

tiples to the applicable portions of the units to be paid 

as a joint and survivor annuity, and as a single life 

annuity. 

Pre-July 1986 Compurarion (att references ro unit 

payments are ro the pre-July 1986 applicable portion 

of such payments): 

Number of total annual umt payments 

anticipatable with respect to C 
alone . . . . . . . . . . 

Total number of unit payments 
anticipatable 

Portion of pre-July 1986 investment in 

the contract allocable to unit pay- 

ments ($16, 000 —: 219. 60) on an an- 

nual basis . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . 
Number of units payable to C while C 

continues to live . . . . . . . . . . . . . . . . . . . . . . . . 
Portion of pre-July 1986 investment in 

the contract allocable to each taxable 

year of C . 
Portion of pre-July 1986 investment in 

the contract allocable to unit pay- 
ments ($16, 000 —: 219. 60) on an an- 

nual basis . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Number of units payable to D for D's 

life after C's death . . . . . . . . . . . . . . . . . . . . . . 

Portion of pre-July 1986 investment in 

the contract allocable to each taxable 

year of D . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

109. 20 

219. 6 

$72. 86 

x 10 

728 60 

72. 86 

x4 

$291. 44 

Multiple from Table Vl (ages 60, 57) . . 
Number of units to be paid, in effect, 

as a joint and survivor annuity . . . . . . 
Number of total annual unit payments 

anticipatable with respect to the joint 
and survivor annuity element . . . . . . . . 

Multiple from Table V (age 60) . . . . . . . , 
Number of units to be paid, in effect, 

as a single life annuity 

Number of total annual unit payments 
anticipatable with respect to C 
alone 

Total number of unit payments 
anticipatable 

Portion of post-June 1986 investment in 

the contract allocable to unit pay- 

ments ($12, 000 —: 270) on an annual 

basis . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Number of units payable to C while C 

continues to live 

Portion of post-June 1986 investment in 

the contract allocable to each taxable 
year of C 

Portion of post-June 1986 investment in 

the contract allocable to unit pay- 
ments ($12, 000-: 270) on an annual 

basis. . . 
Number of units payable to D for D's 

life after C's death . . . . . . . . . . . . . . . . . . . . . . 
Portion of post-June 1986 investment in 

the contract anocable to each taxable 

year of D . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

31. 2 

x4 

124. 80 

24. 2 

x6 

145. 20 

270 

$44. 44 

x10 

44. 44 
x4 

$177. 78 

Total computation: 

Total portion of the mvestment in the 
contract allocable to each taxable year 
of C ($728. 60 + $444. 40) 

Total portion of the investment in the 
contract allocable to each taxable year 
of D ($291. 44+$177. 78) . . . . . . . . . . . . „ 

$1, 173. 00 

$469. 22 

Example (6). Assume that taxpayer C in example 
(4) receives payments for four years which are at least 

Posr-June 1986 Computation (a!1 references ro unit 

payments are ro the post-June 1986 applicable portion 

of such payments): 

as large as the portion of the investment in the con- 

tract allocable to such years. but in the fifth year 
receives a total of only $600 rather than the $1, 037 
allocable to such year. C is 65 and D is 62 at thc 

beginning of the first monthly period for which an 

amount is payable in the sixth taxable year. C makes 

the election m that year provided under paragraph 

(d)(3) of $1. 72 — 4. The difference between the portion 
of the investment in the contract allocable to the lifth 

year and the amount actually received in that year is 

$437 ($1, 037 — $600). In this case, 106 unit payments 

are anticipatablc with respect to the joint and survivor 

annuity element, since the appropriate multiple from 

Table VI of $1. 72 — 9, 26. 5, multiplied by the number 

of units payable, in effect, as a joint and survivor 

annuity yields this result (4x26. 5) C's appropriate 
multiple from Table V of $1. 72 — 9 for the six units 
which will cease to be paid at C's death is 20. 0, and 

the number of unit payments anticipatable with re- 

spect to C alone is 120 (6 x 20). The total number of 
unit payments anticipatable is, therefore, 226 (120 
plus 106). Dividing the difference previously found 

($437) by the total number of unit payments thus 

determined (226) indicates that C will have an addi- 

tional allocation of the investment in the contract of 
$19. 30 to the sixth and every succeeding full taxable 

year (10 units x $1. 93), and D will have an additional 
allocation of the investment in the contract of $7. 72 

(4 units x $1. 93) to each taxable year in which D re- 

ceives 12 monthly payments subsequent to thc death 
of C. The total allocable to each taxable year of C is, 
therefore, $1, 056. 30, and that allocable to each tax- 

able year of D will be $422. 52. 
Example (7). If, in example (6), C had died at the 

end of the fourth year, in the fifth year D would have 

received a payment of $240 (that portion of the $600 
that C would have received which is in the same ratio 
that 4 units bear to 10 units) and would thus have 

received $174. 80 less than the portion of the invest- 

ment in the contract allocable to each of D's taxable 
years. In these circumstances, D would be entitled to 
elect to redetermine the portion of the investment in 

the contract allocable to the taxable year of election 
and all subsequent years. The new amount allocable 
thereto would be found by dividing the $174. 80 dif- 

ference by D's life expectancy as of the first day of 
the first period for which D received an amount as 
an annuity in the sixth year of the annuity contract, 
and adding thc result to D's originally determined 
allocation of $414. 80. 

(e) Expected return where two or more 
annuity elements providing for ftxed pay- 
ments are acquired for a single consider- 
ation. (1) In the case of a contract described 
in paragraph (a)(2) of li1. 72 — 2, which pro- 
vides for specified payments to be made 
under two or more annuity elements, the 
expected return shall be found for the 
contract as a whole by aggregating the 
expected returns found with respect to each 
annuity element. If individual life annuity 
elements are involved (including joint and 
survivor annuities where the primary an- 
nuitant died before January 1, 1954) the 
expected return for each of them shall be 
determined in the manner prescribed in 

paragraph (a) of this section. If joint and 
survivor annuity elements are involved, 
the expected return for such elements shall 
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be determined under the appropriate sub- 
paragraph of paragraph (b) of this sec- 
tion. If terms certain or amounts certain 
are involved, the expected returns for such 
elements shall be determined under par- 
agraph (c) or (d) of this section, respec- 
tively. 

(2) The aggregate expected return 
found in accordance with the rules set forth 
in subparagraph (1) of this paragraph shall 
constitute the expected return for the con- 
tract as a whole. The investment in the 
contract shall be divided by the amount 
thus determined to obtain the exclusion 
ratio for the contract as a whole. This 
exclusion ratio shall be applied to all 
amounts received as a annuity under the 
contract by any recipient (in accordance 
with the provisions of IJ1. 72 — 4), except in 
the case of amounts received by a surviv- 

ing annuitant under a joint and survivor 
annuity element to which the provisions, 
of section 72(i) and paragraph (b)(3) of 
this section would apply if it were a sep- 
arate contract. See subparagraph (3) of 
this paragraph. 

(3) In the case of a contract providing 
two or more annuity elements, one of 
which is a joint and survivor annuity ele- 
ment of the type described in section 72(i) 
and paragraph (b)(3) of this section, the 
general exclusion ratio for the contract as 
a whole, for the purpose of computations 
with respect to all the other annuity ele- 
ments shall be determined in accordance 
with the principles of subparagraphs (1) 
and (2) of this paragraph. A special ex- 
clusion ratio shall thereafter be deter- 
mined for the surviving annuitant receiving 
payments under the annuity element de- 
scribed in section 72(i) and paragraph 
(b)(3) of this section by using the invest- 
ment in the contract and the expected re- 
turn determined in accordance with the 
provisions of paragraph (b)(3) of this sec- 
tion. 

(4) In the case of a contract providing 
for payments to be made to two persons 
in the manner described in paragraph 

(b)(6) of this section, the expected return 

is to be computed as though there were 
two joint and survivor annuities under the 
same contract, in the following manner. 

First, the multiple appropriate to the ages 

(as of the annuity starting date) and, if 

appl!cable, sexes of the annuitants in- 

volved shall be found in Table II or VI 
(whichever is applicable) of (J1. 72 — 9 and 

adjusted, if necessary, in the manner de- 

scribed in paragraph (a)(2) of this section. 
Second, the multiple so found shall be 

applied to the sum of the payments to be 

made each year to both annuitants. The 
result is the expected return for the con- 
tract as a whole. 

(5) For rules relating to expected re- 
turn where two or more annuity elements 
are acquired for a single consideration and 
one or more of such elements does not 
specify a fixed payment for each period, 
see paragraph (f) of this section. 

(g) Expected re(urn with respect fo con- 
tracts subject to $1. 72 — 6(d). In the case of 
a contract to which I)1. 72 — 6(d) (relating 
to contracts in which amounts were in- 

vested both before July 1, 1986, and after 
June 30, 1986) applies, an expected return 
is computed using the multiples in Tables 
I through IV of $1. 72 — 9 with respect to 
the pre-July 1986 investment in the con- 
tract and a second expected return is com- 
puted using the multiples in Tables V 
through VIII of t11. 72 — 9 with respect to 
the post-June 1986 investment in the con- 
tract. 

Par. 4. Section 1. 72 — 6 is amended by 
revising paragraph (b) and adding a new 

paragraph (d) to read as follows: 

(J1. 72 — 6 Investment in the contract. 

(b) Allocation of the investment in the 

contract where two or more annuity ele- 

ments are acquired for a single consider- 
ation. (1) In the case of a contract described 
in ii1. 72 — 2(a)(2) which provides for two 
or more annuity elements, the investment 
in the contract determined under para- 
graph (a) shall be allocated to each of the 
annuity elements in the ratio that the ex- 
pected return under each annuity element 
bears to the aggregate of the expected 
returns under all the annuity elements. 
The exclusion ratio for the contract as a 
whole shall be determined by dividing the 
investment in the contract (after adjust- 
ment for the present value of any or all 
refund features) by the aggregate of the 
expected returns under all the annuity 
elements. This may be illustrated by the 
following examples: 

Example (I). If a contract provides for annuity 
payments of $1, 000 per year for life (with no refund 
feature) to both A and 8, a male and female, re- 
spectively, each 70 years of age as of the annuity 
starting date, such contract is acquired for consider- 
ation of $19, 575 (without regard to whether paid by 
A, 8, or both), and there is no post-June 1986 in- 

vestment in the contract, the investment in the con- 
tract shall be allocated by determining the excluston 
ratio for the contract as a whole in the following man- 
ner: 

Expectancy of A under Table I and 
$1. 72 — 5(a)(2), 11. 6 (12. 1-0. 5), mul- 

tiplied by $1, 000 
Plus: Expectancy of 8 computed in a 

similar manner ($1, 000 x 14. 5 [15, 0 
— o 5l) 

Total expected return . . . . . . . . . . . „. . 

$11, 600 

14, 500 
26, 100 

The exclusion ratio for both A and 8 is then $19, 575 
—: $26, 100, or 75 percent. A and 8 shall each exclude 

from gross tncome three-fourths ($750) of each $1, 000 
annual payment received and shall include the re- 

maining one-fourth ($250) of each $1, 000 annual pay- 

ment received in gross income. 

Example (2). Assume the same facts as in example 

(1) except that of the total investment in the contract 

of $19, 575, the pre-July 1986 investment in the con- 

tract is $10, 000. If the election described in $1. 72- 
6(d)(6) is made with respect to the contract, the in- 

vestment in the contract shall be allocated by deter- 

mming an exclusion ratio for the contract as a whole 

based on separately computed exclusion ratios with 

respect to the pre-July 1986 investment in the contract 
and the post-June 1986 investment in the contract in 

the fogowing manner: 

Expectancy of A under Table I and 

II. 72 — 5(a)(2), 11. 6 (12. 1 — 0. 5), mul- 

tiplied by $1, 000 . . . . . . . . . . . . . . . . . . . . . . . . . 
Plus; Expectancy of 8 under Table I 

and $1. 72-5(a)(2). 14. 5 (15. 0-0. 5), 
multiplied by $1, 000 . . . . . . . . . . . . . . . . . . . . 

Pre-July 1986 expected return 

Expectancy of A under Table V and 
91. 72 — 5(a)(2), 15. 5 (16. 0-4). 5), mul- 

tiplied by $1 000 
Plus: Expectancy of 8 under Table V 

and $1. 72-5(a)(2), 15. 5 (16. 0-0. 5), 
multiplied by $1, 000 

Post-June 1986 expected return 
Pre-July 1986 exclusion ratio ($10, 000 

$26, 100) 
Post-June 1986 exclusion ratio ($9, 575 

31, 000) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

A and 8 shall each exclude from gross 
income $692 (38. 3 percent of $1, 000 
+ 30. 9 percent of $1, 000) of each 
$1, 000 payment and include the re- 
maining $308 in gross income. 

$11, 600 

$14, 500 

$26, 100 

$15, 500 

$15, 500 

$31, 000 

38. 3 

30. 9 

(2) In the case of a contract providing 
for specified annual annuity payments to 
be made to two persons during their joint 
lives and the payment of the aggregate of 
the two individual payments to the sur- 
vivor for his life, the investment in the 
contract shall be allocated in accordance 
with the provisions of subparagraph (1) 
of this paragraph. For this purpose, the 
investment in the contract (without re- 
gard to the fact that differing amounts 
may have been contributed by the two 
annuitants) shall be divided by the ex- 
pected return determined in accordance 

' 
with paragraph (e)(4) of li1. 72 — 5. The re- 
sulting exclusion ratio shall then be ap- 
plied to any amounts received as an annuity 

by either annuitant. 

(3) In the case of a contract providing 
two or more annuity elements, one or more 

32 1987 — 1 C. B. 



of which provides for payments to be made 
in a manner described in paragraph (b)(3) 
of 51. 72 — 2, the investment in the contract 
shall be allocated to the various annuity 
elements in the following manner. 

(i) If all the annuity elements provide 
for payments to be made in the manner 
described in paragraph (b)(3) of lj1. 72 — 2, 
the investment in the contract shall be 
allocated on the basis of the amounts re- 
ceived by each recipient by apportioning 
the amount determined to be excludable 
under that section to each recipient in the 
same ratio as the total of the amounts 
received by him in the taxable year bears 
to the total of the amounts received by 
all recipients during the same period; and 

(ii) If one or more, but not all, of the 
annuity elements provide for payments to 
be made in a manner described in para- 
graph (b)(3) of Ijl. 72 — 2: 

(a) With respect to all annuity ele- 
ments to which that section does not ap- 
ply, the investment in the contract for all 
such elements shall be the portion of the 
investment in the contract as a whole 
(found in accordance with the provisions 
of this section) which is properly allocable 
to all such elements; and 

(b) With respect to all annuity ele- 
ments to which paragraph (b)(3) of 51. 72— 
2 does apply, the investment in the con- 
tract for all such elements shall be the 
investment in the contract as a whole 
(found in accordance with the provisions 
of this section) as reduced by the portion 
thereof determined under (a) of this sub- 

dlvlsloil. 

For the purpose of determining, pur- 
suant to (a) of this subdivision, the por- 
tion of the investment in the contract as 
a whole properly allocable to a particular 
annuity element, reference shall be made 
to the present value of such annuity ele- 
ment determined in accordance with par- 

agraph (e)(1)(iii)(b) of 51. 101 — 2. 

(iii) In the case of a contract to which 

paragraph (d) of this section applies, this 

paragraph (b) is applied in the manner 

prescribed in paragraph (d) and, in par- 
ticular, paragraph (d)(5)(v) of this sec- 

tion. 

(d) Pre-July 1986 and post-June 1986 
investment in the contract. (1) This para- 

graph (d) applies to an annuity contract 
If- 

(i) The investment in the contract in- 

cludes a pre-July 1986 investment in the 
contract and a post-June 1986 investment 

in the contract (both as defined in 51. 72— 

6(d)(3); 
(ii) The use of a multiple found in Ta- 

bles I through VIII of tt1. 72 — 9 is required 
to determine the expected return under 

the contract; and 

(iii) The election described in para- 

graph (d)(6) of this section is made with 

respect to the contract. 

(2) In the case of annuity contract to 
which this paragraph (d) applies- 

(i) All computations required to de- 

termine the amount excludable from gross 
income shall be performed separately with 

respect to the pre-July 1986 investment in 

the contract and the post-June 1986 in- 

vestment in the contract as if each such 

amount were the entire investment in the 
contract: 

(ii) The multiples in Tables I through 
IV shall be used for computations involv- 

ing the pre-July 1986 investment in the 
contract and the multiples in Tables V 
through VIII shall be used for computa- 
tions involving the post-June 1986 invest- 
ment in the contract; and 

(iii) The amount excludable from gross 
income shall be the sum of the amounts 
determined under the separate compu- 
tations required by paragraph (d)(2)(i) of 
this section. 

(3) For purposes of the regulations un- 

der section 72, the pre-July 1986 invest- 
ment in the contract and post-June 1986 
investment in the contract are determined 
in accordance with the following rules: 

(i)(A) Except as provided in rt1. 72 — 9, 
if the annuity starting date of the contract 
occurs before July 1, 1986, the pre-July 
1986 investment in the contract is the total 
investment in the contract as of the an- 

nuity starting date; 

(B) Except as provided in t)1. 72 — 9, if 
the annuity starting date of the contract 
occurs after June 30, 1986, and the con- 

tract does not provide for a disqualifying 
form of payment or settlement, the pre- 

July 1986 investment in the contract is the 
investment in the contract computed as 

of June 30, 1986, as if June 30, 1986, had 
been the later of the annuity starting date 
of the contract or the date on which an 

amount is first received thereunder as an 

annuity; 

(C) If the annuity starting date of the 
contract occurs after June 30, 1986, and 
the contract provides, at the option of the 
annuitant or of any other person (includ- 

ing, in the case of an employee's annuity, 
an option exercisable only by, or with the 
consent of, the employer), for a disqual- 
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ifying form of payment or settlement, the 
pre-July 1986 investment in the contract 
is zero (i. e. , the total investment in the 
contract is post-June 1986 investment in 

the contract). 
(ii) The post-June 1986 investment in 

the contract is the amount by which the 
total investment in the contract as of the 
annuity starting date exceeds the pre-July 
1986 investment in the contract. 

(iii) For purposes of paragraph (d)(3)(i) 
of this section, a disqualifying form of 
payment or settlement is any form of pay- 
ment or settlement (whether or not se- 

lected) that permits the receipt of amounts 
under the contract in a form other than a 
life annuity. For example, each of the fol- 

lowing options provides for a disqualify- 

ing form of payment or settlement: 

(A) An option to receive a lump sum 
in full discharge of the obligation under 
the contract. 

(B) An option to receive an amount 
under the contract after June 30, 1986, 
and before the annuity starting date. 

(C) An option to receive an annuity 
for a period certain. 

(D) An option to receive payments un- 

der a refund feature (within the meaning 
of paragraphs (b) and (c) of $ 1. 72-7 that 
is substantially equivalent to an annuity 
for a period certain. 

(E) An option to receive a temporary 
life annuity (within the meaning of tJ1. 72— 
5(a)(3)) that is substantially equivalent to 
an annuity for a period certain. 

An option to receive alternative forms 
of life annuity is not a disqualifying option 
for purposes of paragraph (d)(3)(i) of this 
section. Thus, if the sole options provided 
under a contract are a single life annuity 
and a joint and survivor life annuity, par- 
agraph (d)(3)(i)(C) of this section does 
not apply to such contract. 

(iv) For purposes of paragraph (d) 
(3)(iii) of this section, a refund feature is 
substantially equivalent to an annuity for 
a period certain if its value determined 
under Table VII of ail. 72 — 9 exceeds 50 
percent. Similarly, a temporary life an- 
nuity is substantially equivalent to an an- 
nuity for a period certain if the multiple 
determined under Table VII of ti1. 72 — 9 
exceeds 50 percent of the maximum du- 

ration of the annuity. 

(4) In any separate computation under 
this paragraph (d), only the applicable 
portion of other amounts (such as the to- 
tal expected return under the contract, or 
the total amount guaranteed under the 
contract as of the annuity starting date) 
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shall be taken into account if the use of 
the entire amount in such computation is 
inconsistent with the use in the compu- 
tation of only a portion of the investment 
in the contract. For example, such use is 
generally inconsistent if the computation 
requires a comparison of the investment 
in the contract and such other amount for 
the purpose of using the greater (or lesser) 
amount or the difference between the two. 
For purposes of the first sentence of this 
paragraph (d)(4), the applicable portion 
is the amount that bears the same ratio 
to the entire' amount as the pre-July 1986, 
investment in the contract or the post- 
June 1986 investment in the contract, 
whichever is applicable, bears to the total 
investment in the contract as of the an- 
nuity starting date. 

(5) Application to particular compu- 
tations. (i) In the case of a contract to 
which this paragraph (d) applies, the ex- 
clusion ratio for purposes of ill. 72 — 4 (a) 
is the sum of the exclusion ratios sepa- 
rately computed in accordance with this 
paragraph (d). The exclusion ratio with 
respect to the pre-July 1986 investment in 
the contract is determined by dividing the 
pre-July 1986 investment in the contract 
by the expected return as found under 
$1. 72 — 5 by applying the appropriate mul- 
tiples of Tables I through IV of t11. 72 — 9. 
Similarly, the exclusion ratio with respect 
to the post-June 1986 investment in the 
contract is determined by dividing the post- 
June 1986 investment in the contract by 
the expected return as found under ill. 72— 
5 by applying the appropriate multiples 
in Tables V through VIII of t11. 72 — 9. 

(ii) The applicability of III. 72&(d)(2) 
to a contract to which this paragraph (d) 
applies shall be determined separately with 

respect to the post-June 1986 investment 
in the contract and the pre-July 1986 in- 

vestment in the contract and in each such 
determination only the applicable portion 
of the total expected return under the 
contract shall be taken into account. If 
Ill. 72 — 4(d)(2) applies with respect to either 
such investment in the contract, the sep- 
arately computed exclusion ratio shall be 
considered to be the applicable portion of 
100 percent. 

(iii) If 51. 72-4(d)(3) applies to a con- 
tract to which this paragraph (d) applies— 

(A) The applicable portions (as de- 

fined in paragraph (d)(4) of this section) 
of payments received under the contract 
for a taxable year shall be separately com- 

puted; 
(B) The pre-July 1986 investment in 

the contract and the post-June 1986 in- 

vestment in the contract shall be sepa- 
rately allocated to the taxable year; and 

(C) The separate applicable portions 
of the payments received under the con- 
tract for the taxable year shall be consid- 
ered to be amounts received as an annuity 

(for which the exclusion ratio is 100 per- 
cent) only to the extent they do not ex- 
ceed the portions of the corresponding 
investments in the contract which are 
properly allocable to that year. 

See the example in t11. 72 — 4(d)(3)(v). 
(iv) If t11. 72 — 4(e) applies to a contract 

to which this paragraph (d) applies, the 
exclusion ratio shall be separately com- 
puted with respect to the pre-July 1986 
investment in the contract and the post- 
June 1986 investment in the contract. For 
purposes of the separate computations 
under F11. 72-4(e)(2)(ii), only the appli- 
cable portion of payments received shall 
be taken into account and the exclusion 
ratio (100%) shall be applied to the sep- 
arately computed portion allocated to each 
participant. 

(v) If paragraph (b)(3) of this section 
applies to a contract to which this para- 
graph (d) applies, separate allocations are 
required with respect to the pre-July 1986 
investment in the contract and the post- 
June 1986 investment in the contract. For 
purposes of the separate computations re- 
quired to determine the portion of the 
investment in the contract properly alloc- 
able to a particular annuity element, only 
the applicable portion of the present value 
of the annuity element determined in ac- 
cordance with $1. 101 — 2(e)(1)(iii)(b) is 
taken into account. 

(vi) If t)1. 72 — 7 applies to a contract to 
which this paragraph (d) applies, separate 
computations are required to determine 
the adjustment to the pre-July 1986 in- 
vestment in the contract and the post-June 
1986 investment in the contract. For pur- 
poses of such separate computations, only 
the applicable portions of the amounts de- 
scribed in t11. 72-7(b)(3)(ii), (c)(1)(ii)(B), 
(c)(2)(vii)(B), and (d)(1)(ii) are taken into 
account. Similarly, in the case of com- 
putations with respect to the guarantee of 
a specified amount under tj1. 72 — 7(d)(1), 
only the applicable portion of such amount 
is taken into account. 

(6) This paragraph (d) applies to a 
contract only if the first taxpayer to re- 
ceive an amount as an annuity under the 
contract elects to perform separate com- 
putations with respect to the pre-July 1986 
investment in the contract and the post- 
June 1986 investment in the contract as if 

each such amount were the entire invest- 
ment in contract. If two or more annui- 
tants receive an amount as an annuity 
under the contract at the same time (such 
as under a joint-and-last-survivorship an- 
nuity contract), an election by one of the 
annuitants is treated as an election by each 
of the annuitants. The election is made 
by attaching a statement to the first return 
filed by the taxpayer for the first taxable 
year in which an amount is received as an 
annuity under the contract. The state- 
ment must indicate that the taxpayer is 
electing to apply the provisions of para- 
graph (d) of t11. 72-6, and must also con- 
tain the name, address, and taxpayer 
identification number of each annuitant 
under the contract, and the amount of the 
pre-July 1986 investment in the contract. 

(7) If the investment in the contract 
includes a post-June 1986 investment in 
the contract and the election described in 

paragraph (d)(6) of this section is not 
made— 

(i) The amount excludable from gross 
income shall be determined without re- 
gard to the separate computations de- 
scribed in this paragraph (d); and 

(ii) Only the multiples found in Tables 
V through VIII shall be used in deter- 
mining the amount excludable from gross 
income. 

Par. 5. Section 1. 72-7 is amended by 
revising paragraphs (b), (c), (d), and (e), 
and adding a new paragraph (f) to read 
as follows: 

51. 72 — 7 Adjustment in investment where 
a contract contains a refund feature. 

(b) Adjustment ofinvestment for the re- 
fund feature in the case of a single life 
annuity. Where a single life annuity con- 
tract to which section 72 applies contains 
a refund feature and the special rule of 
paragraph (d) of this section does not ap- 
ply, the investment in the contract shall 
be adjusted in the following manner: 

(1) Determine the number of years 
necessary for the guaranteed amount to 
be fully paid by dividing the maximum 
amount guaranteed as of the annuity 
starting date by the amount to be received 
annually under the contract to the extent 
such amount reduces the guaranteed 
amount. The number of years should be 
stated in terms of the nearest whole year, 
considering for this purpose a fraction of 
one-half or more as an additional whole 
year. 

(2) Consult Table III or VII (which- 
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Exampte (/). On January 1, 1954, a husband, age 
65, purchased for $21, 053, an immediate installment 
refund annuity payable $100 per month for life. The 
contract provided that in the event the husband did 
not live long enough to recover the fug purchase price, 
payments were to be made to his wife until the total 
payments under the contract equaled the purchase 
price. The investment in the contract adjusted for the 
purpose of determining the exclusion ratio is com- 
puted in the following manner: 

Cost of the annuity contract (invest- 
ment in the contract, unadjusted . . . 

Amount to be received annually . . . . . . . 
Number of years for which payment 

guaranteed ($21, 053 divided by 
$1, 200) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17. 5 

Rounded to nearest whole number of 
years . . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . 

Percentage located in Table III for age 
65 (age of the annuitant as of the 
annuity starting date) and 18 (the 
number of whole years) (per- 
cent) 30 

Subtract value of the refund feature to 
the nearest dollar (30 percent of 
$21, 053) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $6, 316 

Investment in the contract adjusted for 
the present value of the refund fea- 
ture without discount for interest . . . $14, 737 

18 

Example (2). Assume the same facts as in example 

(I), except that the total investment in the contract 
was made after June 30, 1986. The investment in the 
contract adjusted for the purpose of determining the 
exclusion ratio is computed as follows: 

Cost of the annuity contract (invest- 

ment in the contract, unad- 
justed) 

Amount to be received annually . . . . . . . 
Number of years for which payment 

guaranteed ($21, 053 —: $1, 200) . . . . . . . 17. 5 

ever is applicable) of 111. 72 — 9 for the ap- 
propriate percentage under the whole 
number of years found in subparagraph 
(I) of this paragraph and the age (as of 
the annuity starting date) and, if appli- 
cable, sex of the annuitant. 

(3) Multiply the percentage found in 
subparagraph (2) of this paragraph by 
whichever of the following is the smaller; 
(i) The investment in the contract found 
in accordance with li1. 72 — 6 or (ii) the total 
amount guaranteed as of the annuity 
starting date. 

(4) Subtract the amount found in sub- 
paragraph (3) of this paragraph from the 
investment in the contract found in ac- 
cordance with 51. 72 — 6. 

The resulting amount is the investment 
in the contract adjusted for the present 
value of the refund feature without dis- 
count for interest and is to be used in 
determining the exclusion ratio to be ap- 
plied to the payments received as an an- 
nuity. The percentage found in Tables III 
or VII shall not be adjusted in a manner 
described in paragraph (a)(2) of ill. 72 — 5. 
These principles may be illustrated by the 
following examples: 

Rounded to nearest whole number of 
years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Percentage in Table VII for age 65 and 
18 years (percent) . . . . . . . . . . . . . . . . . . . . . . . 

Subtract value of the refund feature to 
the nearest dollar (15 percent of 
$21, 053) 

Investment in the contract adjusted for 
the present value of the refund fea- 
ture without discount for interest . . . 

18 

15 

$3, 158 

$17, 895 

Example (3). Assume the same facts as in example 

(I), except that the pre-July 1986 investment in the 
contract is $10, 000 and the post-June 1986 investment 
in the contract is $11, 053. If the annuitant makes the 
election described in $1. 72-6(d)(6), separate com- 

putations must be performed pursuant to $1. 72-6(d) 
to determine the adjusted investment in the contract. 
The prc-July 1986 investment in the contract and the 
post-June 1986 investment in the contract adjusted 
for the purpose of determining the exclusion ratios 
are, respectively, $7, 000 and $9, 395, determined as 
follows: 

Pre-July 1986 investment in the contract 

(unadjusted) 
Pre-July 1986 portion of the amount to 

be received annually ($10, 000/ 

$21, 053 x$1, 200) . . . . . . . . . . . . . . . . . . . . . . . . 
Number of years for which pay- 

ment guaranteed 

($10, 000 —: $570) 
Rounded to nearest whole number 

of years 
Percentage in Table III for age 65 

and 18 years (percent) . . . . . . . . . . . 
Subtract value of the refund fea- 

ture to the nearest dollar (30 per- 
cent of $10, 000) 

Pre-July 1986 investment in the contract 
adjusted for the present value of the 
refund feature without discount for 
interest 

Past-June 1986 investment in the con- 
tract (unadjusted) . . . . . . . . . . . . . . . . . . . . . . . 

Post-June 1986 portion of the amount 
to be received annually ($11, 053/ 
$21, 053 x $1, 200) „„„ 

$10, 000 

$570. 00 

17. 50 

18 

30 

$3, 000 

$7, 000 

$11, 053 

$630 

Section 72 
Number of years for which payment 

guaranteed ($11, 053 —: $630) . . . . . . . . . . 
Rounded to nearest whole number of 

years 
Percentage in Table VII for age 65 and 

18 years (percent) . . . . . . . . . . . . . . . . . . . . . . . 
Subtract value of the refund feature to 

the nearest dollar (15 percent of 
$11, 053) 

Post-June 1986 investment in the con- 

tract adjusted for the present value 

of the refund feature without dis- 

count for interest . . . . . . . . . . . . . . . . . . . . . . . . 

17. 54 

18 

15 

$1, 658 

$9, 395 

If, in the above examples, the guaranteed 
amount had exceeded the investment in 

the contract (or applicable portion 
thereof), the percentage found in Table 
III or VII (whichever is applicable) should 
have been applied to the lesser of these 
amounts since any excess of the guaran- 
teed amount over the investment in the 
contract (as found under (11. 72 — 6) would 
not have constituted a refund of prem- 
iums or other consideration paid. In such 
a case, however, a different multiple might 
have been obtained from Table III or VII 
(whichever is applicable) since the num- 

ber of years for which payments were 
guaranteed would have been greater. 

(c) Adjustment ofinvestment for the re- 

fund featurein the case of ajoint and sur- 
vivor annuity. (1) Except as provided in 

paragraph (c)(2) of this section, if a joint 
and survivor annuity contract described 
in paragraph (b)(1), (2) or (6) of jj1. 72— 
5 contains a refund feature and the special 
rule of paragraph (d) of this section does 
not apply, the investment in the contract 
shall be adjusted in the following manner: 

(i) Find the percentage determined 
under the following formula: 

x + x 

(N y ) p x + x + t y + x + M + 1 

N 

N — t/~t 

l„= The number of survivors at age x, 
d = l„— l„„and 

T„= g I/z(l„, +l„. , +t). 
X=0 

(ii) Multiply the percentage found in 

paragraph (c)(1)(i) of this section by the 
lesser of (A) the investment in the con- 
tract found in accordance with l)1. 72 — 6, 
or (B) the total amount guaranteed as of 
the annuity starting date. 

In which: 
V= The percentage, rounded to the 

nearest whole percent, 
x = The age at the nearest birthday of the 

primary annuitant, 

y = The age at the nearest birthday of the 
survivor annuitant, 

N = The guaranteed amount divided by 
the annual annuity payable to the 
primary annuitant, rounded to the 
nearest integer, 

P = The annual annuity continued to the 
survivor annuitant divided by the an- 
nual annuity payable to the primary 
annuitant, 
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5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 

lx 

1000000. 
999729. 
999493. 
999284. 
999069. 
998849. 
998620. 
998382. 
998135. 
997876. 
997606. 
997322. 
997025. 
996714. 
996387. 
996044. 
995684. 
995304. 
994905. 
994484. 
994041. 
993573. 
993080. 
992563. 
992024. 
991461. 
990876. 
990269. 
989638. 
988984. 
988303. 
987593. 
986846. 
986055. 
985210. 
984298. 
983310. 

42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 

(2) If the multiples in Tables I through 
IV of ti1. 72 — 9 are used to determine any 

portion of the expected return under a 
contract described in paragraph (c)(1) of 
this section, only the post-June 1986 in- 

vestment in the contract (if any) shall be 
adjusted in the manner described in par- 

agraph (c)(1) of this section, and the pre- 
July 1986 investment in the contract shall, 

in the case of a contract described in par- 

agraph (b)(1) or (6) of tl1. 72 — 5, be ad- 

justed in the following manner: 
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(iii) Subtract the amount found in par- 
agraph (c)(1)(ii) of this section from the 
investment in the contract found in ac- 
cordance with ti1. 72 — 6. 

In the case of a contract providing for 
payments to be made to two persons in 
the manner described in paragraph (b)(6) 

app'ropriate percentages under the whole 
number of years found in subdivision (i) 
of this subparagraph and the age (as « 
the annuity starting date) and, sex of each 
annuitant. If the annuitants are not of the 
same sex, substitute for the female an- 
nuitant a male annuitant 5 years younger, 
or for the male annuitant a female an- 
nuitant 5 years older, so that Table III 
will be entered in both cases with the ages 
of annuitants of the same sex. 

(iii) Find the sum of the two percent- 
ages found in accordance with subdivision 
(ii) of this subparagraph. 

(iv) To the age of the elder of the two 
annuitants (as determined under subdi- 
vision (ii) of this subparagraph), add the 
number of years (indicated in the table 
below) opposite the number of years by 
which such annuitants' ages differ: 

of li1. 72 — 5, this paragraph (c)(1) is ap- 
plied as though the older person were the 
primary annuitant and the younger per- 
son were the survivor annuitant. For pur- 
poses of this paragraph (c)(1), the number 
of survivors at age x (l„) is determined 
under the following table: 

982230. 
981046. 
979742. 
978302. 
976709. 
974945. 
972992. 
970832. 
968447. 
966000. 
963313. 
960375. 
957175. 
953705. 
949954. 
945912, 
941568. 
936908. 
931903. 
926451. 
920540. 
914090. 
907011. 
899221. 
890428. 
880797. 
870298. 
858904. 
846565. 
832316. 
816861. 
800078. 
781837. 
762012. 
740743. 
717689. 
692780. 

79 665977. 
80 637260. 
81 607339. 
82 575531. 
83 541919. 
84 506647. 
85 469931. 
86 432459. 
87 394138. 
88 355393. 
89 316712. 
90 278663. 
91 242020. 
92 207150. 
93 174602. 
94 144828. 
95 118151. 
96 94871. 7 
97 74863. 6 
98 58042. 2 
99 44176. 1 

100 32956. 4 
101 24044. 8 
102 17104. 1 

103 11815. 5 
104 7886. 75 
105 5054. 94 
106 3086. 95 
107 1778. 82 
108 955. 465 
109 470. 955 
110 208. 668 
111 80. 7899 
112 26. 2340 
113 6. 69620 
114 1. 19385 
115 . 111460 

Addition to 
older age in 

years 

Number of years difference in age 

(2 male annuitants or 2 female 

annuitants) 

0 to 1, inclusive . . . . . 
2 to 3, inclusive . . . . . 
4 to 5, inclusive . . . . . 
6 to 8, inclusive . . . . . 
9 to 11, inclusive 

12 to 15, inclusive . . 
16 to 20, inclusive . . 
21 to 27, inclusive . . 
28 to 42, inclusive . . 
Over 42 . . . . . . . . . . . . . . . 

(i) Determine the number of years 
necessary for the guaranteed amount to 
be fully paid by dividing the maximum 
amount guaranteed as of the annuity 
starting date by the amount to be received 
annually under the contract. The number 
of years should be stated in terms of the 
nearest whole year, considering for this 
purpose a fraction of one-half or more as 
an additional whole year. 

(ii) Consult Table III of ail. 72 — 9 for the 

(v) Consult Table III for the appro- 
priate percentage under the whole num- 

ber of years found in subdivision (i) of 
this subparagraph and the age and, sex of 
the elder annuitant as adjusted under sub- 
division (iv) of this subparagraph. 

(vi) Subtract the percentage obtained 
in subdivision (v) of this subparagraph from 
the sum of the percentages found under 
subdivision (iii) of this subparagraph. If 
the result is less than one, subdivisions 

(vii) and (viii) of this subparagraph shall 
be disregarded and no adjustment made 
to the investment in the contract. 

(vii) Multiply the percentage found in 
subdivision (vi) of this subparagraph by 
whichever of the following is the smaller: 

(A) the investment in the contract found 
in accordance with ill. 72 — 6 or (B) the to- 
tal amount guaranteed as of the annuity 
starting date. 

(viii) Subtract the amount found in 

subdivision (vii) of this subparagraph from 

the investment in the contract found in 

accordance with 111. 72-6. 

(3) The principles of this paragraph (c) 
may be illustrated by the following ex- 

amples: 



Exampte (I). Prior to July 1, 1986, Taxpayer A, a 
70-year old male, purchases a joint and last survivor 
annuity for $33, 050. The contract provides for pay- 
ments of $100 a month to be paid first to himself for 
life and then to B, his 40-year old daughter, if she 
survives him. The contract further provides that in 
the event both die before ten years' payments have 
been made, payments will be continued to C, a ben- 
eficiary, or to C's estate, until ten years' payments 
have been made. If there is no post-June 1986 in- 
vestment in the contract, the investment in the con- 
tract adjusted for the purpose of determining the 
exclusion ratio is computed in the following manner: 

Cost of the annuity contract (invest- 
ment in the contract unadjusted) . . . $33. 050 

Guaranteed amount ($1, 200 x 10) $12, 000 

Percentage in Table III for male, age 
70 (or female, age 75) for duration 
of the guarantee (10) . . . . . . . . . . . . . . . . . . 

Percentage in Table III for female, age 
40 (or male, age 35) for duration of 
the guarantee (10) 

Sum of percentages obtained 

Difference in years of age between two 
males, aged 70 and 35 (or 2 females, 
aged 75 and 40) 

Addition, in years, to older age 
Percentage in Table III for male one 

year older than A . . . . . . . . . . . . . . . . . . . . . . 
Difference between percentages ob- 

tained (23 percent less 22 per- 
cent) 

Value of the refund feature to the near- 
est dollar (I percent of $12, 000) . . . . 

Investment in the contract adjusted for 
present value of the refund fea- 
ture . . 

21 

23 

35 
1 

22 

$120 

$32, 930 

Example (2). The facts are the same as in example 
(1), except that the total investment in the contract 
was made after June 30, 1986, A is 73 years of age, 
and B is A's 70 year old spouse. The percentage de- 
termined under the formula in paragraph (c)(1)(i) of 
this section is two percent. Thus, the amount deter- 
mined under paragraph (c)(1)(ii) of this section is 

$240 (2 percent of $12, 000), and the investment in 

the contract adjusted for the present value of the 
refund feature is $32, 810 ($33, 050 — $240). 

(4) If an annuity described in para- 
graph (b) of tj1. 72 — 5 contains a refund 
feature and the manner of determining 
the adjustment to the investment in the 
contract (or to any part of such invest- 

ment) is not prescribed or requires use of 
the formula in paragraph (c)(1)(i) of this 
section, the Commissioner will determine 
the amount of the adjustment upon re- 
quest. The request must contain the date 
of birth of each annuitant, the guaranteed 
amount, the annual annuity payable to 
each annuitant, and the annuity starting 
date. Send the request to the Commis- 
sioner of Internal Revenue, Attention: 
OP:E:EPiGA, Washington, D. C. 20224. 

(d) Adjustment of investment in the 

contract where paragraph (b)(3) of 51. 72— 

2 applies to payments. (1) If paragraph 

(b)(3) of l)1. 72 — 2 applies to payments to 
be made under a contract and this section 
also applies because of the provision for 

a refund feature, an adjustment shall be 
made to the investment in the contract in 

accordance with this paragraph before 
making the computations required by par- 
agraph (d)(3) of 51. 72 — 4 and paragraph 
(b)(7) of I'I1. 72 — 5. In the case of the guar- 
antee of a specified amount, the adjust- 
ment shall be made by applying the 
appropriate multiple from Table III or VII 
(whichever is applicable), as otherwise 
determined under this section, to the in- 

vestment in the contract or the guaran- 
teed amount, whichever is the lesser. The 
guarantee period shall be found by divid- 

ing the amount guaranteed by an amount 
determined by placing the payments re- 
ceived during the first taxable year (to the 
extent such payments reduce the guar- 
anteed amount) on an annual basis. Thus, 
if monthly payments are first received by 
a taxpayer on a calendar year basis in Au- 

gust, his total payments (to the extent that 
they reduce the guaranteed amount) for 
the taxable year would be divided by 5 
and multiplied by 12. The guaranteed 
amount would then be divided by the re- 
sult of this computation to obtain the 
guarantee period. If the contract merely 
guarantees that proceeds from a unit or 
units of a fund shall be paid for a fixed 
number of years or the life (or lives) of 
an annuitant (or annuitants), whichever 
is the longer, the fixed number of years 
is the guarantee period. The appropriate 
percentage in Table III or VII shall be 
applied to whichever of the following is 
the smaller; (i) the investment in the con- 
tract; or (ii) the product of the payments 
received in the first taxable year, placed 
on an annual basis, multiplied by the 
number of years for which payment of the 
proceeds of a unit or units is guaranteed. 

(2) The principles of this paragraph may 
be illustrated by the following examples: 

Examples (I). Taxpayer A, a 50-year-old male, 
purchases for $25, 000 a contract which provides for 
variable monthly payments to be paid to him for his 

life. The contract also provides that if he should die 
before receiving payments for fifteen years, payment 
shall continue according to the original formula to his 

estate or beneficiary until payments have been made 

for that period. Beginning with the month of Septem- 
ber, A receives payments which total $450 for the first 

taxable year of receipt. This amount, placed on an 
annual basis, is $1, 350 ($450 dividend by 4, or $112. 50; 
$112. 50 multiplied by 12, or $1, 350). If there is no 
post-June 1986 investment in the contract, the guar- 
anteed amount is considered to be $20, 250 
($1, 350 x 15), and the multiple from Table III (found 
in the same manner as in paragraph (b) of this sec- 

tion), 9 percent, applied to $20, 250 (since this amount 

is less than the investment in the contract), results in 

a refund adjustment of $1, 822. 50. The latter amount, 
subtracted from the investment m the contract of 
$25, 000. results in an adjusted investment in the con- 

Section 72 

(e) Adjustment of theinvestmentin the 
contract where more than one annuity ele- 

ment is provided for a single considera- 
tion. In the case of contracts to which 

paragraph (b) of 111. 72 — 6 applies for the 
purpose of allocating the investment in 

the contract to two or more annuity ele- 
ments which are provided for a single con- 
sideration, if one or more of such elements 
involves a refund feature, the portion of 
the investment in the contract properly 
allocable to each such element shall be 
adjusted for the refund feature before ag- 
gregating all the investment in order to 
obtain the exclusion ratio which is to ap- 
ply to the contract as a whole. 

Example (I). If taxpayer A, an insured 70 years of 
age, upon maturity of an endowment policy which 
cost him a net amount of $86, 000, elected a dual 
settlement consisting of (1) monthly payments for his 
life aggregating $4, 146 per year with 10 years' pay- 
ments certain, and (2) monthly payments for his 60 
year old brother, B, aggregating $2, 820 per year with 
20 years' payments certain, the exclusion ratio to be 
used by both A and B if there is no post-June 1986 
investment in the contract would be determined in 
the following manner: 

A's expected return (A's payments 

per year of $4, 146 multiplied by 
his life expectancy from Table 1 
of 1 2. 1 ) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

B's expected return (B's payments 

per year of $2, 820 multiplied by 
his life expectancy from Table I 
of 18. 2) 

Sum of expected returns to be used 
in determining exclusion ra- 
tio . 

Percentage of total expected return 
attributable to A's expectancy of 
life ($50, 166. 60 —: 

$104, 490. 60) . . . . . . . . . . . . . . . . . . . . . . . . . 

Percentage of total expected return 
attributable to B's expectancy of 
life ($51, 324 — ' $101, 490. 60) 

Portion of investment in the con- 
tract allocable to A's annuity (49. 4 
percent of $86, 000) . . . . . . . . . . . . . . . 

$50, 166. 60 

$51, 324. 00 

$101, 490. 60 

49. 4 

50. 6 

$42, 484. 00 

tract of $23, 177. 50. If A dies before receiving pay- 

ments for 15 years and the remaining payments are 

made to B, his beneficiary, B shall exclude the entire 
amount of such payments from his gross income until 

the amounts so received by B, together with the 

amounts received by A and excludable from A's gross 

income, equal or exceed $25, 000. Any excess and any 

payments thereafter received by B shall be fully in- 

cludible in gross income. 

Example (2). Assume the same facts as in example 

(1), except that the total investment in the contract 
was made after June 30, 1986. The applicable multiple 

found in Table VII is 3 percent. When this is applied 
to the guaranteed amount of $20, 250, it results in a 
refund adjustment of $607. 50. The adjusted invest- 
ment in the contract is $24, 392. 50 ($25, 000 — $607. 50). 
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Value of the refund feature with re- 
spect to A's annuity (percentage 
from Table III for male, age 70, 
and duration 10, or 21 percent, 
multiplied by lesser of guaran- 
teed amount and allocable por- 
tion of investment in the contract, 
$41, 460) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

A's allocable portion of the invest- 
ment in the contract adjusted for 
refund feature ($42, 484 less 
$8, 707. 00) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Value of the refund feature with re- 

spect to B's annuity (percentage 
from Table III for male, age 60, 
and duration 20, or 25 percent, 
multiplied by lesser of guaran- 
teed amount and allocable por- 
tion of investment in the contract, 
$43, 516) 

B's aBocable portion of the invest- 

ment in the contract adjusted for 
refund feature ($43, 516 less 

$10, 879. 00) 

Sum of A's and B's allocable por- 
tions of the investment in the 
contract after adjustment for the 
refund feature . . . . . . . . . . . . . . . . . . . . . . 

Exclusion ratio for the contract as 

a whole (total adjusted invest- 

ment in the contract, $66, 414, di- 

vided by the total expected return 

from above, $1D1, 49D. 60) 
(percent) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

$8, 707. 00 

$33, 777. 00 

$10, 879. 00 

$32, 637. 00 

$66, 414. 00 

65. 4 

Example (2). Assume the same facts as in example 

(1) except that the total investment in the contract 

was made after June 30, 1986. The exclusion ratio to 

be used by both A and B would be 56. 9 percent, 
determined as follows: 

A's expected return (A's payments 

per year of $4, 146 multiplied by 
his life expectancy from Table V 
of 16. 0) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

B's expected return (B's payments 

per year of $2, 820 multiplied by 

his life expectancy from Table V 
of 24. 2) 

Sum of expected returns to be used 

in determining exclusion ra- 

tio 

Percentage of total expected return 

attributable to A's expectancy of 
life ($66, 336. 00 —: $134, 580. 00) . . . 

Percentage of total expected return 

attributable to B's expectancy of 
life ($68244. 00 —: $134, 580. 00) . . . 

Portion of investment in the con- 

tract allocable to A's annuity (49. 3 
percent of $86, 000) . . . . . . . . . . . . . . . . 

$66, 336. 00 

$68, 244. 00 

$134, 580. 00 

49. 3 

$42, 398. 00 

Section 72 
Portion of investmcnt in the con- 

tract allocable to B's annuity (50. 6 
percent of $86, 000) . . . , . . . . . . . . . . . . $43, 516 00 

Portion of investment in the con- 
tract allocable to B's annuity (50. 7 
percent of $86, 000) . . . . . . . . . . . . . . . . 

Value of the refund feature with re- 

spect to A's annuity (percentage 
from Table VII (or age 70 and 

duration 10, or 11 percent, mul- 

tiplied by lesser of the guaran- 

teed amount and alterable portion 

of investment in the contract, 
$41, 460) 

$43, 602. 00 

$4, 560. 60 

A's allocable portion of the invest- 

ment in the contract adjusted for 

refund feature ($42, 398 less 

$4, 560. 60) . . . . . . , . . . . . . . . . . . . . . . . . . . . . 
Value of the refund feature with re- 

spect to B's annuity (percentage 
from Table VII for age 60 and 

duration 20, or 11 percent, mul- 

tiplied by lesser of guaranteed 

amount and allocable portion of 
investment in the contract, 
$43, 602) . . . . . . . . . . . . . . . . . . . . . . . , . . . . . . 

B's allocable portion of the invest- 

ment in the contract adjusted for 

refund feature ($43, 602 less 

$4, 796. 22) . 
Sum of A's and B's allocable por- 

tions of the investment in the 

contract after adjustment for the 

refund feature . . . . . . . . . . . . . . . . . . . . . . 
Exclusion ratio for the contract as 

a whole (total adjusted invest- 

ment in the contract, $76, 643. 18, 
divided by the total expected re- 

turn from above, $134, 580. 00) 
(percent) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

$37, 837. 40 

$4, 796. 22 

$38, 805. 78 

$76, 643. 18 

56. 9 

(f) Adjustment of investment in the 

contract with respect to contracts subject 
to $1. 72 — 6(d). In the case of a contract 
to which ti1. 72 — 6(d) (relating to contracts 
in which amounts were invested both be- 

fore July 1, 1986, and after June 30, 1986) 
applies, this section is applied in the man- 

ner prescribed in 111. 72 — 6(d) and, in par- 
ticular, li1. 72 — 6(d)(5)(vi). 

Par. 6. Section 1. 72 — 9 is amended by 
revising the introductory text preceding 
the tables and the concluding text follow- 

ing the tables and adding new Tables V, 
VI, VIA, VII, and VIII to read as follows: 

IJ1. 72 — 9 Tables 

The fofiowing tables are to be used in 

connection with computations under sec- 

tion 72 and the regulations thereunder. 
Tables I, II, IIA, III, and IV are to be 
used if the investment in the contract does 
not include a post-June 1986 investment 
in the contract (as defined in IJ1. 72— 
6(d)(3)). Tables V, VI, VIA, VII, and 
VIII are to be used if the investment in 

the contract includes a post-June 1986 in- 

vestment in the contract (as defined in 

(11. 72 — 6(d)(3)). In the case of a contract 
under which amounts are received as an 

annuity after June 30, 1986, a taxpayer 
receiving such amounts may elect to treat 
the entire investment in the contract as 

post-June 1986 investment in the contract 
and thus apply Tables V through VIII. A. 
taxpayer may make the election for any 

taxable year in which such amounts are 
received by attaching to the taxpayer's re- 

turn for such taxable year a statement that 
the taxpayer is electing under li1. 72 — 9 to 
treat the entire investment in the contract 
as post-June 1986 investment in the con- 

tract. The statement must contain the tax- 
payer's name, address, and taxpayer 
identification number. The election is ir- 

revocable and applies with respect to all 

amounts that the taxpayer receives as an 

annuity under the contract in the taxable 
year for which the election is made or in 

any subsequent taxable year. (Note that 
for purposes of the examples in lifi1. 72-4 
through 1. 72-11 the election described in 

this section is disregarded, (i. e. , it is as- 

sumed that the taxpayer does not make 
an election under this section). ) 

See also ft1. 72 — 6(d)(3) for rules treat- 
ing the entire investment in a contract as 
post-June 1986 investment in a contract if 
the annuity starting date of the contract 
is after June 30, 1986, and the contract 
provides for a disqualifying form of pay- 
ment or settlement, such as an option to 
receive a lump sum in full discharge of 
the obligation under the contract. In ad- 

dition, see ti1. 72 — 6(d) for special rules 
concerning the tables to be used and the 
separate computations required if the in- 

vestment in the contract includes both a 
pre-July 1986 investment in the contract 
and a post-June 1986 investment in the 
contract and the election described in 
IJ1. 72 — 6(d)(6) is made with respect to the 
contract. 
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TABLE V - ORDINARY LIFE ANNUITIES 
ONE LIFE - EXPECTED RETURN MULTIPLES 

AGE MULTIPLE AGE MULTIPLE AGE MULTIPLE 

5 
6 
7 
8 
9 

10 
11 
12 
'13 

14 
'15 

16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 

76. 6 
75. 6 
74. 7 
73. 7 
72. 7 
71. 7 
70. 7 
69. 7 
68. 8 
67. 8 
66. 8 
65. 9 
64. 8 
63. 9 
62. 9 
61. 9 
60. 9 
sa. a 
59. 0 
56. 0 
57. 0 
56. 0 
55. 1 
54. 1 
53. 1 

52. 2 
51. 2 
50. 2 
49. 3 
48. 3 
47. 3 
46. 4 
45. 4 
44. 4 
43. 5 
42. 5 
41. 5 

42 
43 

45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 

40. 6 
39. 6 
38. 7 
37. 7 
36. 8 
35. 9 
34. 9 
34. 0 
33. 1 

32. 2 
31. 3 
30. 4 
29. 5 
28. 6 
27. 7 
26. 8 
25. 9 
25. 0 
242 
23. 3 
22. 5 
21. 6 
20. 8 
20. 0 
192 
18. 4 
17. 6 
16. 8 
180 
'I 5. 3 
14. 6 
13. 9 
132 
12. 5 
11. a 
11. 2 
10. 6 

79 
80 
81 
82 
83 
84 
as 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 

10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 
3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
'I. '1 

1. 0 

. 8 

. 7 

. 6 

. 5 
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TABLE VI - ORDINARY JOINT LIFE AND LAST SURVIVOR ANNUITIES 

TWO LIVES - EXPECTED RETURN MULTIPLES 

AGES 7 8 10 12 13 14 AGES 10 12 13 14 

5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
46 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 

83. 8 
83. 3 
82. 8 
82. 4 
82. 0 
81. 6 
81. 2 
80. 9 
80. 6 
80. 3 
80. 0 
79. 8 
79. 5 
79. 3 
79. 1 
78. 9 
78. 7 
78. 6 
78. 4 
78. 3 
78. 2 
78. 0 
77. 9 
77. 8 
77. 7 
77. 7 
77. 6 
77. 5 
77. 5 
77. 4 
77. 3 
77. 3 
77. 2 
77. 2 
77. 2 
77. 1 
77. I 
77. 0 
77. 0 
77. 0 
77. 0 
76. 9 
76. 9 
76. 9 
76. 9 
76. 9 
76. 8 
76. 8 
76. 8 
76. 8 
76. 8 
76. 8 
76. 8 
76. 8 
76. 7 
76. 7 
76. 7 
76. 7 

S3. 3 
82. 8 
82. 3 
81. 8 
81. 4 
81. 0 
80. 6 
80. 3 
79. 9 
79. 6 
79. 3 
79. 0 
78. 8 
78. 5 
78. 3 
78. 1 
77, 9 
77. 7 
77. 6 
77. 4 
77. 3 
77. 2 
77. 1 
76. 9 
76. 8 
76. 8 
76. 7 
76. 6 
76. 5 
76. 5 
76. 4 
76. 3 
76. 3 
76. 2 
76. 2 
76. 2 
76. I 
76. 1 
76. 1 
76. 0 
76. 0 
76. 0 
75. 9 
75. 9 
75. 9 
75. 9 
rs. a 
rs. a 
75. 8 
75. 8 
75. 8 
75. 8 
75. 8 
75. 8 
75. 8 
75. 8 
75. 7 
75. 7 

82. 8 
82. 3 
81. 8 
81. 3 
80. 9 
80. 4 
80. 0 
79. 6 
79. 3 
78. 9 
78. 6 
78. 3 
78. 0 
77. 8 
77. 5 
77. 3 
77. 1 
76. 9 
76. 7 
76. 6 
76. 4 
76. 3 
76. 2 
76. 1 
76. 0 
75. 9 
7S. S 
75. 7 
75. 6 
75. 5 
75. 5 
75. 4 
75. 4 
75. 3 
75. 3 
75. 2 
75. 2 
75. 1 

75. 1 

75. 1 

75. 0 
75. 0 
75. 0 
75. 0 
74. 9 
74. 9 
74. 9 
74. 9 
74. 9 
74. 8 
74. 8 
74. 8 
74. 8 
74. 8 
74. 8 
74. 8 
74. 8 
74. 8 

82. 4 
81. 8 
81. 3 
80. 8 
80. 3 
79. 9 
79. 4 
79. 0 
78. 6 
78. 3 
77. 9 
77. 6 
77. 3 
77. 0 
76. 8 
76. 5 
76. 3 
76. 1 
75. 9 
75. 7 
75. 6 
75. 4 
75. 3 
75. 2 
75. 1 
75. 0 
74. 9 
74. 8 
74. 7 
74. 6 
74. 5 
74. 5 
74. 4 
74. 4 
74. 3 
74. 3 
74. 2 
74. 2 
74. 1 

74. 1 
74. 1 

74. 0 
74. 0 
74. 0 
74. 0 
73. 9 
73. 9 
73. 9 
73. 9 
73. 9 
73. 9 
73. 8 
73. 8 
73. 8 
73. 8 
73. 8 
73. 8 
73. 8 

82. 0 
81. 4 
80. 9 
80. 3 
79. 8 
79. 3 
78. 9 
78. 4 
78. 0 
77. 6 
77. 3 
76. 9 
76. 6 
76. 3 
76. 0 
75. 8 
75. 5 
75. 3 
75. 1 
74. 9 
74. 8 
74. 6 
74. 4 
74. 3 
74. 2 
74. 1 
74. 0 
73. 9 
73. 8 
73. 7 
73. 6 
73. 5 
73. 5 
73. 4 
73. 4 
73. 3 
73. 3 
73. 2 
73. 2 
73. 1 

73. 1 
73. 1 

73. 1 
73. 0 
73. 0 
73. 0 
73. 0 
72. 9 
72. 9 
72. 9 
72. 9 
72. 9 
72. 9 
72. 8 
72. 8 
72. 8 
72. 8 
72. 8 

81. 6 
81. 0 
80. 4 
79. 9 
79. 3 
78. 8 
78. 3 
77. 9 
77. 4 
77. 0 
76. 6 
76. 3 
rs. a 
75. 6 
75. 3 
75. 0 
74. 8 
74. 5 
74. 3 
74. 1 
73. 9 
73. 8 
73. 6 
73. 4 
73. 3 
73. 2 
73. 1 
73. 0 
72. 9 
72. 8 
72. 7 
72. 6 
72. 6 
72. 5 
72. 4 
72. 4 
72. 3 
72. 3 
72. 2 
72. 2 
72. 2 
72. 1 

72. 1 

72. 1 

72. 0 
72. 0 
72. 0 
72. 0 
71. 9 
71. 9 
71. 9 
71. 9 
71. 9 
71. 9 
71. 9 
71. 8 
71. 8 
71. 8 

81. 2 
80. 6 
80. 0 
79. 4 
78. 9 
78. 3 
77. 8 
77. 3 
76. 9 
76. 4 
76. 0 
75. 6 
75. 3 
74. 9 
74. 6 
74. 3 
74. 0 
73. 8 
73. 5 
73. 3 
73. 1 
72. 9 
72. 8 
72. 6 
72. 5 
72. 3 
72. 2 
72. 1 
72. 0 
71. 9 
71. 8 
71. 7 
71. 6 
71. 6 
71. 5 
71. 4 
71. 4 
71. 3 
71. 3 
71. 2 
71. 2 
71. 2 
71. 1 

71. 1 

71. 1 
71. 0 
71. 0 
71. 0 
71. 0 
71. 0 
70. 9 
70. 9 
70. 9 
70. 9 
70. 9 
70. 9 
70. 9 
70. 8 

80. 9 
80. 3 
79. 6 
79. 0 
78. 4 
77. 9 
77. 3 
76. 8 
76. 3 
75. 9 
75. 4 
75. 0 
74. 6 
74. 3 
73. 9 
73. 6 
73. 3 
73. 0 
72. 8 
72. 6 
72. 3 
72. 1 
71. 9 
7'I. S 
71. 6 
71. 5 
71. 3 
71. 2 
71. 1 
71. 0 
70. 9 
70. 8 
70. 7 
70. 6 
70. 6 
70. 5 
70. 4 
70. 4 
70. 3 
70. 3 
70. 2 
70. 2 
70. 2 
70. 1 
70. 1 
70. 1 
70. 1 

70. 0 
70. 0 
70. 0 
70. 0 
69. 9 
69. 9 
69. 9 
69. 9 
69. 9 
69. 9 
69. 9 

80. 6 
ra. a 
79. 3 
78. 6 
78. 0 
77. 4 
76. 9 
76. 3 
75. 8 
75. 3 
74. 9 
74. 4 
74. 0 
73. 6 
73. 3 
72. 9 
72. 6 
72. 3 
72. 0 
71. 8 
71. 6 
71. 3 
71. 1 

70. 9 
70. 8 
70. 6 
70. 5 
70. 3 
70. 2 
70. 1 

70. 0 
69. 9 
69. 8 
69. 7 
69. 6 
69. 6 
69. 5 
69. 4 
69. 4 
69. 3 
69. 3 
69. 3 
69. 2 
69. 2 
69. 1 
69. 1 

69. 1 

69. 1 

69. 0 
ea. o 
69. 0 
69. 0 
69. 0 
68. 9 
68. 9 
68. 9 
68. 9 
68. 9 

80. 3 
79. 6 
78. 9 
78. 3 
77. 6 
77. 0 
76. 4 
75. 9 
75. 3 
74. 8 
74. 3 
73. 9 
73. 4 
73. 0 
72. 6 
72. 3 
71. 9 
71. 6 
71. 3 
71. 1 

70. 8 
70. 6 
70. 3 
70. 1 

70. 0 
69. 8 
69. 6 
69. 5 
69. 3 
69. 2 
69. 1 
69. 0 
68. 9 
68. 8 
68. 7 
68. 6 
68. 6 
68. 5 
68. 5 
68. 4 
68. 4 
68. 3 
68. 3 
68. 2 
68. 2 
68. 2 
68. 1 

68. 1 
68. 1 

68. 1 
68. 0 
68. 0 
68. 0 
68. 0 
68. 0 
67. 9 
67. 9 
67. 9 

63 
64 
65 
86 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 

76. 7 
76. 7 
76. 7 
76. 7 
re. r 
76. 7 
76. 7 
76. 7 
76. 7 
76. 7 
76. 7 
76. 7 
76. 7 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
re. s 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 
76. 6 

75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 7 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 
75. 6 

74. 6 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 
74. 7 

73. 8 
73. 8 
73. 8 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 
73. 7 

72. 8 
72. 8 
72. 8 
72. 8 
72. 8 
72. 8 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 
72. 7 

71. 8 
71. 8 
71. 8 
71. 8 
71. 8 
71. 8 
71. 8 
71. 8 
71. 8 
71. 8 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 
71. 7 

70. 8 
70. 8 
70. 8 
70. 8 
70. 8 
70. 8 
70. 8 
70. 8 
70. 8 
70. 8 
70. 8 
70. 8 
70. 8 
70. 8 
70. 8 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 
70. 7 

69. 9 
69. 8 
69. 8 
69. 8 
69. 8 
69. 8 
69. 8 
69. 8 
69. 8 
69. 8 
69. 8 
69. 8 
69. 8 
69. 8 
69. 8 
69. 8 
69. 8 
69. 6 
69. 8 
69. 8 
69. 8 
69. 8 
69. 8 
69. 8 
69. 8 
69. 8 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 
69. 7 

68. 9 
68. 9 

68. 9 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
6S. 8 
68. 8 
68. 8 
66. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 8 
68. 6 
68. 8 
68. 8 
se. e 
68. 8 

67. 9 
67. 9 
67. 9 
67. 9 
67. 9 
67. 9 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
67. 8 
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TABLE VI - ORDINARY JOINT LIFE AND LAST SURVIVOR ANNUITIES 

TWO LIVES - EXPECTED RETURN MULTIPLES 

AGES 

15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 

15 

73. 8 
73. 3 
72. 9 
72. 4 
72. 0 
71. 6 
71. 3 
70. 9 
70. 6 
70. 3 
70. 1 
69. 8 
69. 6 
69. 3 
69. 1 

69. 0 
68. 8 
68. 6 
68. 5 
68. 3 
68. 2 
68. 1 
68. 0 
67. 9 
67. 8 
67. 7 
e7. 7 
67. 6 
67. 5 
67. 5 
67, 4 
67. 4 
67. 3 
67. 3 
67. 2 
67. 2 
67. 2 
67. 1 

67. 1 

67. 1 
67. 1 

67. 0 
67. 0 
67. 0 
67. 0 
67. 0 
67. 0 
66. 9 
66. 9 
66. 9 
66. 9 
66. 9 
66. 9 
66. 9 
66. 9 
66. 9 
66. 9 
66. 9 

16 

73. 3 
72. 8 
72. 3 
71. 9 
71. 4 
71. 0 
70. 7 
70. 3 
70. 0 
69. 6 
69. 3 
69. 1 
68. 8 
68. 6 
68. 4 
68. 2 
68. 0 
67. 8 
67. 6 
67. 5 
67. 4 
87. 2 
67. 1 
67. 0 
66. 9 
66. 8 
66. 7 
66. 7 

66. 5 
66. 5 
66. 4 
66. 4 
66. 3 
66. 3 
66. 2 
66. 2 
66. 2 
66. 2 
66. 1 
66. 1 
66. 1 

66. 1 
66. 0 
66. 0 
68. 0 
66. 0 
66. 0 
66. 0 
65. 9 
65. 9 
65. 9 
65. 9 
65. 9 
65. 9 
65. 9 
65. 9 
65. 9 

17 

72. 9 
72. 3 
71. 8 
71. 3 
70. 9 
70. 5 
70. 0 
69. 7 
69. 3 
69. 0 
68. 6 
68. 3 
68. 1 

67. 8 
67. 6 
67. 4 
67. 2 
67. 0 
66. 8 
66. 6 
66. 5 
66. 4 
66. 2 
66. 1 
66. 0 

65. 8 
65. 7 
65. 7 
65. 6 
65. 5 
65. 5 
65. 4 
65. 4 
65. 3 
65. 3 
65. 3 
65. 2 
65. 2 
65. 2 
65. 1 
65. 'I 
65. 1 

65. 1 

65. 0 
65. 0 
es. o 
65. 0 
65. 0 
65. 0 
65. 0 

64. 9 
64. 9 
64. 9 
64. 9 
64. 9 
64. 9 

18 

72. 4 
71. 9 
71. 3 
70. 8 
70. 4 
69. 9 
69. 5 
69. 0 
68. 7 
68. 3 
68. 0 
67. 6 
67. 3 
67. 1 
66. 8 
66. 6 
66. 4 
66. 2 
66. 0 
65. 8 
65. 6 
65. 5 
65. 4 
65. 2 
65. 1 

65. 0 
64. 9 
64. 8 
64. 8 
64. 7 
64. 6 
64. 6 
64. 5 
64. 4 
64. 4 
64. 3 
64. 3 
64. 3 
64. 2 
64. 2 
64. 2 
64. 1 
64. 1 
64. 1 

64. 1 
64. 1 
64. 0 
64. 0 
64. 0 
64. 0 
64. 0 
64. 0 
64. 0 
64. 0 
63. 9 
63. 9 
63. 9 
63. 9 

19 

72. 0 
71. 4 
70. 9 
70. 4 
69. 8 
69. 4 
68. 9 

68. 1 

67. 7 
67. 3 
67. 0 
66. 7 
66. 4 
66. 1 

65. 8 
65. 6 
65. 4 
65. 2 
65. 0 
64. 8 
64. 7 
64. 5 
64. 4 
64. 2 
64. 1 
64. 0 
63. 9 
63. 8 
63. 8 
63. 7 
63. 6 
63. 6 
63. 5 
63. 5 
63. 4 
63. 4 
63. 3 
63. 3 
63. 2 
63. 2 
63. 2 
63. 2 
63. 1 
63. 1 
63. 1 

63. 1 
63. 1 
63. 0 
63. 0 
63. 0 
63. 0 
63. 0 
63. 0 
63. 0 
63. 0 
62. 9 
62. 9 

20 

71. 6 
71. 0 
70. 5 
69. 9 
69. 4 
68. 8 
68. 4 
67. 9 
67. 5 
67. 1 

66. 7 
66. 3 
66. 0 
65. 7 
65. 4 
65. 1 
64. 8 
64. 6 
64. 4 
64. 2 
64. 0 
63. 8 
63. 7 
63. 5 
63. 4 
63. 3 
63. 1 
63. 0 
62. 9 
62. 9 
62. 8 
62. 7 
62. 6 
62. 6 
62. 5 
62. 5 
62. 4 
62. 4 
62. 3 
62. 3 
62. 3 
62. 2 
62. 2 
62. 2 
62. 1 
62. 1 
62. 1 

62. 1 
62. 1 
62. 1 
62. 0 
62. 0 
62. 0 
62. 0 
62. 0 
62. 0 
62. 0 
62. 0 

21 

71. 3 
70. 7 
70. 0 
69. 5 
68. 9 
68. 4 
67. 9 
67. 4 
66. 9 
66. 5 
66. 1 

65. 7 
65. 3 
65. 0 
64. 7 
64. 4 
64. 1 

63. 8 
63. 6 
63. 4 
63. 2 
63. 0 
62. 8 
62. 7 
62. 5 
62. 4 
62. 3 
62. 2 
62. 1 
62. 0 
61. 9 
61. 8 
61. 7 
61. 6 
61. 6 
61. 5 
61. 5 
61. 4 
81. 4 
61. 3 
61. 3 
61. 3 
61. 2 
61. 2 
61. 2 
61. 2 
61. 1 
61. 1 
61. 1 

61. 1 
61. 1 
61. 1 
61. 0 
61. 0 
61. 0 
61. 0 
61. 0 
61. 0 

22 

70. 9 
70. 3 
69. 7 
69. 0 
68. 5 
67. 9 
67. 4 
66. 9 
66. 4 
65. 9 
65. 5 
65. 1 
64. 7 

64. 0 
63. 7 
63. 4 
63. 1 
62. 8 
62. 6 
62. 4 
62. 2 
62. 0 
61. 8 
61. 7 
61. 5 
61. 4 
61. 3 
61. 2 
81. 1 
61. 0 

60. 8 
60. 7 
60. 7 
60. 6 
60. 5 
60. 5 
60. 4 
60. 4 
60. 4 

60. 3 

60. 2 
60. 2 
60. 2 
60. 2 
60. 1 
60. 1 
60. 1 
60. 1 
60. 1 
80. 1 
60. 0 
60. 0 
60. 0 
60. 0 

23 

70. 6 
70. 0 
69. 3 
68. 7 
68. 1 
67. 5 
66. 9 
66. 4 
65. 9 
65. 4 
64. 9 
64. 5 
64. 1 
63. 7 
63. 3 
63. 0 
62. 7 
62. 4 
62. 1 
61. 9 
61. 6 
61. 4 
61. 2 
61. 0 
60. 8 
60. 7 
60. 5 
60. 4 
60. 3 
60. 2 
60. 1 
60. 0 
59. 9 
59. 8 
59. 7 
59. 7 
59. 6 
59. 6 
59. 5 
59. 5 
59. 4 
59. 4 
59. 3 
59. 3 
59. 3 
59. 2 
59. 2 
59. 2 
59. 2 
59. 2 
59. 1 
59. 1 
59. 1 

59. 1 
59. 1 
59. 1 
59. 1 

59. 0 

24 

70. 3 
69. 6 
69. 0 
68. 3 
67. 7 
67. 1 
66. 5 
Ss. a 
65. 4 
64. 9 
64. 4 

63. 5 
63. 1 
62. 7 
62. 3 
62. 0 
61. 7 
61. 4 
61. 1 

60. 9 
60. 6 
60. 4 
60. 2 
60. 0 
59. 9 
59. 7 
59. 6 
59. 4 
59. 3 
59. 2 
59. 1 
59. 0 

58. 8 
58. 8 
58. 7 
58. 6 
58. 6 
58. 5 
58. 5 
58. 4 
58. 4 
58. 4 

58. 3 
58. 2 
58. 2 
58. 2 
58. 2 
58. 2 
58. 1 
58. 1 

58. 1 
58. 1 
58. 1 
58. 1 

AGES 

73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 

15 

66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 

66. S 
66. 8 
66. S 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
6S. S 
66. 8 
66. 8 
66. 8 
66. 8 
Ss. e 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 
66. 8 

16 

65. 9 
65. 9 
65. a 
65. 9 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. S 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 
65. 8 

17 

64. 9 
64. 9 
84. 9 
64. 9 
64. 9 
64. 9 
64. 9 
64. 9 
64. 9 
64. 9 
64. 9 
64. 8 
64. 8 
64. 8 
64. 8 
64. 8 
64. 8 
64. 8 
64. 8 
64. 6 
64. 8 
64. 8 
64. 8 
64. 8 
64. 8 
64. 8 
64. 8 
84. 8 
64. 8 
64. 8 
64. 8 
64. 8 
64. 8 
64. 8 
64. 8 
64. 8 
64. 8 

64. 8 
64. 8 
64. 8 
64. 8 
64. 8 

18 

63. 9 
63. 9 

63. 9 
63. 9 
63. 9 
63. 9 
63. 9 
63. a 
63. a 
63. 9 
63. 9 
63. 9 
63. 9 
63. 9 
63. 9 

63. 9 
63. 9 

63. 9 
63. 9 

63. 9 
63. 9 
63. 9 
63. 9 
63. a 
63. 9 
63. a 
63. 9 
63. 9 
63. 9 
63. 9 
63. 9 

63. 9 
63. 9 
63. 9 
63. 9 
63. 9 
63. 9 
63. 9 

19 

62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
82. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 
62. 9 

62. 0 
62. 0 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. a 
61. 9 
e1. a 
61. 9 
61. a 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 
61. 9 

21 

61. 0 
61. 0 
61. 0 
61. 0 
61. 0 
61. 0 
61. 0 
60. 9 
60. 9 
60. 9 
60. 9 
60. 9 
so. a 
60. 9 
60. 9 

60. 9 
60. 9 
60. 9 

60. 9 
60. 9 

60. 9 
60. 9 
60. 9 
eo. a 
60. 9 
60. 9 
60. 9 
60. 9 
so. a 
60. 9 
60. 9 
60. 9 

60. 9 

60. 9 
60. 9 
60. 9 

22 

60. 0 
60. 0 
60. 0 
60. 0 
60. 0 
60. 0 
60. 0 
60. 0 
60. 0 
60. 0 
60. 0 
60. 0 
60. 0 
60. 0 
60. 0 
60. 0 
60. 0 
60. 0 
60. 0 
59. 9 
59. 9 
59. 9 
59. 9 
59. 9 
59. 9 
59. 9 
59. 9 
sa. a 
59. 9 
59. 9 
59. 9 
59. 9 
59. 9 
59. 9 
59. 9 
59. 9 
59. 9 
59. 9 
59. 9 
59. 9 
59. 9 
59. 9 
59. a 

23 

59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
sa. o 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
sa. o 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
59. 0 
sa. o 

24 

58. 1 
58. 1 

58. 1 

58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
5S. O 

5S. O 

58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
58. 0 
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AGES 

25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 

25 

63. 9 
63. 4 
62. 9 
62. 5 
62. 1 

61. 7 
61. 3 
61. 0 
60. 7 
60. 4 
60. 1 
59. 9 
59. 6 
59. 4 
59. 2 
59. 0 
58. 9 
58. 7 
se. e 
58. 4 
58. 3 
58. 2 
58. 1 

se. o 
57. 9 
s7. e 
57. 8 
57. 7 
57. 6 
57. 6 
57. 5 
57. 5 
57. 4 
57. 4 
57. 4 
57. 3 
57. 3 
57. 3 
57. 3 
57. 2 
57. 2 
57. 2 
57. 2 
57. 2 
57. 1 
57. 1 

57. 1 

57. 1 

57. 1 
57. 1 

57. 1 

57. 1 
57. 1 
57. 1 

57. 1 

57. 1 
57. 0 
57. 0 

26 

63. 4 
62. 9 
62. 4 
61. 9 
61. 5 
61. 1 

60. 7 
60. 4 
60. 0 
59. 7 
59. 4 
59. 1 
58. 9 
58. 6 
58. 4 
58. 2 
58. 0 
57. 9 
57. 7 
57. 6 
57. 4 
57. 3 
57. 2 
57. 1 

57. 0 
56. 9 
56. 9 
56. 8 
56. 7 
56. 7 
56. 6 
56. 5 
56. 5 
56. 5 
56. 4 
56. 4 
56. 4 
56. 3 
56. 3 
56. 3 
56. 3 
56. 2 
56. 2 
56. 2 
56. 2 
56. 2 
56. 2 
56. 1 

56. 1 

56. 1 

56. 1 

56. 1 

56. 1 

56. 1 

56. 1 

56. 1 

56. 1 
56. 1 

27 

62. 9 
62. 4 
61. 9 
61. 4 
60. 9 
60. 5 
60. 1 

59. 7 
59. 4 
59. 0 
58. 7 
58. 4 
58. 1 
57. 9 
57. 7 
57. 4 
57. 2 
57. 1 

56. 9 
56. 7 
56. 6 
56. 5 
56. 3 
56. 2 
56. 1 

56. 0 
55. 9 
55. 9 
55. 8 
55. 7 
55. 7 
55. 6 
55. 6 
55. 5 
55. 5 
55. 4 
55. 4 
55. 4 
55. 3 
55. 3 
55. 3 
55. 3 
55. 3 
55. 2 
55. 2 
55. 2 
55. 2 
55. 2 
55. 2 
55. 2 
55. 1 

55. 1 

55. 1 

55. 1 

55. 1 
55. 1 
55. 1 

55. 1 

28 

62. 5 
61. 9 
61. 4 
60. 9 
60. 4 
60. 0 
59. 5 
59. 1 

58. 7 
58. 4 
58. 0 
57. 7 
57. 4 
57. 1 

56. 9 
56. 7 
56. 4 
56. 2 
56. 1 

55. 9 
55. 7 
55. 6 
55. 5 
55. 3 
55. 2 
55. 1 

55. 0 
55. 0 

54. 8 
54. 7 
54. 7 
54. 6 
54. 6 
54. 5 
54. 5 
54. 5 
54. 4 
54. 4 
54. 4 
54. 3 
54. 3 
54. 3 
54. 3 
54. 3 
54. 2 
54. 2 
54. 2 
54. 2 
54. 2 
54. 2 
54. 2 
54. 2 
54. 2 
54. 1 
54. 1 
54. 1 

54. 1 

29 

62. 1 
61. 5 
60. 9 
60. 4 
59. 9 
59 4 
59. 0 
58. 5 
58. 1 

57. 7 
57. 4 
57. 0 
56. 7 
56. 4 
56. 2 
55. 9 
55. 7 
55. 5 
55. 3 
55. 1 
54. 9 
54. 8 
54. 6 
54. 5 
54. 4 
54. 2 
54. 1 
54. 1 
54. 0 
53. 9 
53. 8 
53. 8 
53. 7 
53. 6 
53. 6 
53. 6 
53. 5 
53. 5 
53. 4 
53. 4 
53. 4 
53. 4 
53. 3 
53. 3 
53. 3 
53. 3 
53. 3 
53. 2 
53. 2 
53. 2 
53. 2 
53. 2 
53. 2 
53. 2 
53. 2 
53. 2 
53. 2 
53. 2 

30 

61. 7 
61. 1 

60. 5 
60. 0 
59. 4 
58. 9 
se. 4 
58. 0 
57. 5 
57. 1 

56. 7 
56. 4 
56. 0 
55. 7 
55. 4 
55. 2 
54. 9 
54. 7 
54. 5 
54. 3 
54. 1 

53. 9 
53. 8 
53. 6 
53. 5 
53. 4 
53. 3 
53. 2 
53. 1 

53. 0 
52. 9 
52. 8 
52. 8 
52. 7 
52. 7 
52. 6 
52. 6 
52. 5 
52. 5 
52. 5 
52. 4 
52. 4 
52. 4 
52. 4 
52. 3 
52. 3 
52. 3 
52. 3 
52. 3 
52. 3 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 

31 

61. 3 
60. 7 
60. 1 

59. 5 
59. 0 
se. 4 
57. 9 
57. 4 
57. 0 
56. 5 
56. 1 

55. 8 
55. 4 
55. 1 

54. 7 
54. 5 
54. 2 
53. 9 
53. 7 
53. 5 
53. 3 
53. 1 

52. 9 
52. 8 
52. 6 
52. 5 
52. 4 
52. 3 
52. 2 
52. 1 

52. 0 
51. 9 
51. 9 
51. 8 
51. 7 
51. 7 
51. 6 
51. 6 
51. 6 
51. 5 
51. 5 
51. 5 
51. 4 
51. 4 
51. 4 
51. 4 
51. 3 
51. 3 
51. 3 
51. 3 
51. 3 
51. 3 
51. 3 
51. 3 
51. 2 
51. 2 
51. 2 
51. 2 

32 

61. 0 
60. 4 
59. 7 
59. 1 

58. 5 
58. 0 
57. 4 
56. 9 
56. 4 
56. 0 
55. 6 
55. 1 

54. 8 
54. 4 
54. 1 

53. 8 
53. 5 
53. 2 
52. 9 
52. 7 
52. 5 
52. 3 
52. 1 

51. 9 
51. 8 
51. 7 
51. 5 
51. 4 
5L3 
51. 2 
51. 1 

51. 0 
50. 9 
50. 9 
50. 8 
50. 8 
50. 7 
50. 7 
50. 6 
50. 6 
50. 5 
50. 5 
50. 5 
50. 4 
50. 4 
50. 4 
50. 4 
50. 4 
50. 3 
50. 3 
50. 3 
50. 3 
50. 3 
50. 3 
50. 3 
50. 3 
50. 3 
50. 3 

60. 7 
60. 0 
59. 4 
58. 7 
58. 1 

57. 5 
57. 0 
56. 4 
55. 9 
55. 5 
55. 0 
54. 6 
54. 2 
53. 8 
53. 4 
53. 1 

52. 8 
52. 5 
52. 2 
52. 0 
51. 7 
51. 5 
51. 3 
51. 1 

51. 0 
50. 8 
50. 7 
50. 5 
50. 4 
50. 3 
50. 2 
50. 1 

50. 0 
50. 0 
49. 9 
49. 8 
49. 8 
49. 7 
49. 7 
49. 6 
49. 6 
49. 6 
49. 5 
49. 5 
49. 5 
49. 4 
49. 4 
49. 4 
49. 4 
49. 4 
49. 4 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 

34 

60. 4 
59. 7 
59. 0 
58. 4 
57. 7 
57. 1 

56. 5 
56. 0 
55. 5 
54. 9 
54. 5 
54. 0 
53. 6 
53. 2 
52. 8 
52. 4 
52. 1 

51. 8 
51. 5 
51. 2 
51. 0 
50. 7 
50. 5 
50. 3 
50. 1 

50. 0 
49. 8 
49. 7 
49. 6 
49. 4 
49. 3 
49. 2 
49. 1 
49. 1 
49. 0 
48. 9 
48. 9 
48. 8 
48. 7 
48. 7 
48. 7 
48. 6 
48. 6 
48. 6 
48. 5 
48. 5 
48. 5 
48. 5 
48. 4 
48. 4 
48. 4 
48. 4 
48. 4 
48. 4 
48. 4 
48. 3 
48. 3 
48. 3 

AGES 

83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 

25 

57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 
57. 0 

26 

56. 1 

56. 1 
56. 1 

56. 1 
56. 1 

56. 1 
56. 1 

56. 1 

56. 1 

56. 1 
56. 1 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 
56. 0 

27 

55. 1 
55. 1 
55. 1 

55. 1 
55. 1 
55. 1 

55. 1 
55. 1 
55. 1 
55. 1 

55. 1 
55. 1 

55. 1 

55. 1 

55. 1 

55. 1 

55. 1 

55. 1 

55. 1 

55. 1 

55. 1 

55. 1 

55. 1 

55. 1 

55. 1 
55. 1 

55. 1 

55. 1 

55. 1 

55. 1 

55. 1 

55. 1 

55. 1 

28 

54. 1 

54. 1 
54. 1 

54. 1 

54. 1 

54. 1 

54. 1 

54. 1 
54. 1 

54. 1 
54. 1 

54. 1 

54. 1 

54. 1 

54. 1 

54. 1 
54. 1 

54. 1 

54. 1 

54. 1 

54. 1 

54. 1 

54. 1 

54. 1 
54. 1 

54. 1 

54. 1 

54. 1 

54. 1 

54. 1 

54. 1 
54. 1 

54. 1 

29 

53. 2 
53. 2 
53. 2 
53. 1 

53. 1 

53. 1 

53. 1 

53. 1 

53. 1 
53. 1 

53. 1 
53. 'I 
53. 1 

53. 1 

53. 1 

53. 1 
53. 1 

53. 1 
53. 1 

53. 1 
53. 1 

53. 1 

53. 1 
53. 1 

53. 1 

53. 1 

53. 1 

53. 1 

53. 1 

53. 1 
53. 1 

53. 1 
53. 1 

30 

52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 
52. 2 

31 

51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
5L2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 
51. 2 

32 

50. 3 
50. 3 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 

50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 
50. 2 

33 

49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 
49. 3 

48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 

48. 3 

48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
48. 3 
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TABLE VI - ORDINARY JOINT LIFE AND LAST SURVIVOR ANNUITIES 

TWO LIVES - EXPECTED RETURN MULTIPLES 

AGES 35 37 38 39 40 41 42 43 AGES 35 36 37 38 39 40 41 42 43 44 

35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
56 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
7'I 

72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
66 
87 
88 
89 
90 
91 
92 

54. 0 
53. 5 
53. 0 
52. 6 
52. 2 
51. 8 
51. 4 
51. 1 
50. 8 
50. 5 
50. 2 
50. 0 
49. 7 
49. 5 
49. 3 
49. 2 
49. 0 
48. 8 
48. 7 
48. 6 
48. 5 
48. 3 
48. 3 
48. 2 
48. 1 
48. 0 
47. 9 
47. 9 
47. 8 
47. 8 
47. 7 
47. 7 
47. 6 
47. 6 
47. 6 
47. 5 
47. 5 
47. 5 
47. 5 
47. 5 
47. 4 
47. 4 
47. 4 
47. 4 
47. 4 
47. 4 
47. 4 
47. 4 
47. 4 
47. 4 
47. 4 
47. 3 
47. 3 
47. 3 
47. 3 
47. 3 
47. 3 
47. 3 

53. 5 
53. 0 
52. 5 
52. 0 
51. 6 
51. 2 
50. 8 
50. 4 
50. 1 

49. 6 
49. 5 
49. 2 
49. 0 
48. 8 
48. 5 
48. 4 
48. 2 
48. 0 
47. 9 
47. 7 
47. 6 
47. 5 
47. 4 
«/. 3 
47. 2 
47. 1 

47. 0 
47. 0 
46. 9 
46. 8 
46. 8 
46. 7 
46. 7 
46. 7 
46. 6 
46. 6 
46. 6 
46. 6 
46. 5 
46. 5 
46. 5 
46. 5 
46. 5 
46. 4 
46. 4 
46. 4 
46. 4 
46. 4 
46. 4 
46. 4 
46. 4 
46. 4 
46. 4 
46. 4 
46. 4 
46. 4 
46. 4 
46. 4 

53. 0 
52. 5 
52. 0 
51. 5 
51. 0 
50. 6 
50. 2 
&. 8 
49. 5 
49. 1 
48. 8 
48. 5 
48. 3 
48. 0 
47. 8 
47. 6 
47. 4 
47. 2 
47. 0 
46. 9 
46. 7 
46. 6 
46. 5 
46. 4 
46. 3 
46. 2 
46. 1 

46. 0 
46. 0 
45. 9 
45. 9 
45. 8 
45. 8 
45. 7 
45. 7 
45. 7 
45. 6 
45. 6 
45. 6 
45. 6 
45. 5 
45. 5 
45. 5 
45. 5 
45. 5 
45. 5 
45. 5 
45. 4 
45. 4 
45. 4 
45. 4 
45. 4 
45. 4 
45. 4 
45. 4 
45. 4 
45. 4 
45. 4 

52. 6 
52. 0 
51. 5 
51. 0 
50. 5 
50. 0 
49. 6 
49. 2 
48. 8 
48. 5 
48. 1 
47. 8 
47. 5 
47. 3 
47. 0 
46. 8 
46. 6 
46. 4 
46. 2 
46. 0 
45. 9 
45. 8 
45. 6 
45. 5 
45. 4 
45. 3 
45. 2 
45. 1 

45. 1 

45. 0 
44. 9 
44. 9 
44. 8 
44. 8 
44. 8 
44. 7 
44. 7 
44. 7 
44. 6 
44. 6 
44. 6 
44. 6 
44. 6 
44. 5 
44. 5 
44. 5 
44. 5 
44. 5 
44. 5 
44. 5 
44. 5 
44. 5 
44. 5 
44. 5 
44. 4 
44. 4 
44. 4 
44. 4 

52. 2 
51. 6 
51. 0 
50. 5 
50. 0 
49. 5 
49. 1 
46. 6 
48. 2 
47. 8 
47. 5 
47. 2 
46. 8 
46. 6 
46. 3 
46. 0 
45. 8 
45. 6 
45. 4 
45. 2 
45. 1 
44. 9 
44. 8 
44. 7 
44. 5 
44. 4 
44. 3 
44. 2 
44. 2 
44. 1 

44. 0 
44. 0 
43. 9 
43. 9 
43. 8 
43. 8 
43. 8 
43. 7 
43. 7 
43. 7 
43. 6 
43. 6 
43. 6 
43. 6 
43. 6 
43. 6 
43. 5 
43. 5 
43. 5 
43. 5 
43. 5 
43. 5 
43. 5 
43. 5 
43. 5 
43. 5 
43. 5 
43. 5 

51. 8 
51. 2 
50. 6 
50. 0 
49. 5 
49. 0 
48. 5 
48. 1 
47. 6 
47. 2 
46. 9 
46. 5 
46. 2 
45. 9 
45. 6 
45. 3 
45. 1 
44. 8 
44. 6 
44. 4 
44. 2 
44. 1 
43. 9 
43. 8 
43. 7 
43. 6 
43. 5 
43. 4 
43. 3 
43. 2 
43. 1 

43. 1 

43. 0 
42. 9 
42. 9 
42. 9 
42. 8 
42. 8 
42. 8 
42. 7 
42. 7 
42. 7 
42. 7 
42. 6 
42. 6 
42. 6 
42. 6 
42. 6 
42. 6 
42. 6 
42. 6 
42. 5 
42. 5 
42. 5 
42. 5 
42. 5 
42. 5 
42. 5 

51. 4 
50. 8 
50. 2 
49. 6 
49. 1 
48. 5 
48. 0 
47. 5 
47. 1 

46. 7 
46. 3 
45. 9 
45. 5 
45. 2 
44. 9 
44. 6 

44. 1 
43. 9 
43. 6 
43. 4 
43. 3 
43. 1 
43. 0 
42. 8 
42. 7 
42. 6 
42. 5 
42. 4 
42. 3 
42. 2 
42. 2 
42. 1 

42. 0 
42. 0 
41. 9 
41. 9 
41. 9 
41. 8 
41. 8 
41. 8 
41. 7 
41. 7 
41. 7 
41. 7 
41. 7 
41. 6 
41. 6 
41. 6 
41. 6 
41. 6 
41. 6 
41. 6 
41. 6 
41. 6 
41. 6 
41. 6 
41. 6 

51. 1 

50. 4 
49. 8 
49. 2 
48. 6 
48. 1 

47. 5 
47. 0 
46. 6 
46. 1 
45. 7 
45. 3 
44. 9 
44. 5 
44. 2 
43. 9 
43. 6 
43. 3 
43. 1 
42. 9 
42. 7 
42. 5 
42. 3 
42. 1 
42. 0 
41. 9 
41. 7 
41. 6 
41. 5 
41. 4 
41. 3 
41. 3 
41. 2 
41. 1 

41. 1 
41. 0 
41. 0 
40. 9 
40. 9 
40. 9 
40. 8 
40. 8 
40. 8 
40. 7 
40. 7 
40. 7 
40. 7 
40. 7 
40. 7 
40. 7 
40. 7 
40. 6 
40. 6 
40. 6 
40. 8 
40. 6 
40. 6 
40. 6 

50. 8 
50. 1 
49. 5 
48. 8 
48. 2 
47. 6 
47. 1 

46. 6 
46. 0 
45. 6 
45. 1 

44. 7 
44. 3 
43. 9 
43. 6 
43. 2 
42. 9 
42. 6 
42. 4 
42. 1 
41. 9 
41. 7 
41. 5 
41. 3 
41. 2 
41. 0 
40. 9 
40. 8 
40. 6 
40. 5 
40. 4 
40. 4 
40. 3 
40. 2 
40. 2 
40. 1 
40. 1 

40. 0 
40. 0 
39. 9 
39. 9 
39. 9 
39. 8 
39. 8 
39. 6 
39. 8 
39. 8 
39. 7 
39. 7 
39. 7 
39. 7 
39. 7 
39. 7 
39. 7 
39. 7 
39. 7 
39. 7 
39. 7 

50. 5 
49. 8 
49. 1 

48. 5 
47. 8 
47. 2 
46. 7 
46. 1 

45. 6 
45. 1 

44. 6 
44. 1 

43. 7 
43. 3 
42. 9 
42. 6 
42. 2 
41. 9 
41. 7 
41. 4 
41. 2 
40. 9 
40. 7 
40. 5 
40. 4 
40. 2 
40. 0 
39. 9 
39. 8 
39. 7 
39. 6 
39. 5 
39. 4 
39. 3 
39. 3 
39. 2 
39. 1 
39. 1 
39. 0 
39. 0 
39. 0 
38. 9 
38. 9 
38. 9 
38. 9 
38. 8 
38. 8 
38. 8 
38. 8 
38. 8 
38. 6 
38. 8 
38. 7 
38. 7 
38. 7 
38. 7 
38. 7 
38. 7 

93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 

47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 
47. 3 46. 4 

45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 
45. 4 44. 4 

43. 5 42. 5 41. 6 
43. 5 42. 5 41. 6 
43. 5 42. 5 41. 6 
43. 5 42. 5 41. 6 
43. 5 42. 5 41. 6 
43. 5 42. 5 41. 6 
43. 5 42. 5 41. 5 
43. 5 42. 5 41. 5 
43. 5 42. 5 41. 5 
43. 5 42. 5 41. 5 
43. 5 42. 5 41. 5 
43. 5 42. 5 41. 5 
43. 5 42. 5 41. 5 
43. 5 42. 5 41. 5 
43. 5 42. 5 41. 5 
43. 5 42. 5 41. 5 
43. 5 42. 5 41. 5 
43. 5 42. 5 41. 5 
43. 5 42. 5 41. 5 
43. 5 42. 5 41. 5 
43. 5 42. 5 41. 5 
43. 5 42. 5 41. 5 
43. 5 42. 5 41. 5 

40. 6 39. 7 38. 7 
40. 6 39. 7 38. 7 
40. 6 39. 7 38. 7 
40. 6 39. 7 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
40. 6 39. 6 38. 7 
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TABLE VI - ORDINARY JOINT LIFE AND LAST SURVIVOR ANNUITIES g 
TWO LIVES - EXPECTED RETURN MULTIPLES O 

AGES 45 46 47 49 51 52 53 AGES 45 46 47 48 49 50 51 52 53 54 

45 
46 
47 
48 
49 

51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 

44. 1 

43. 6 
43. 2 
42. 7 
42. 3 
42. 0 
41. 6 
41. 3 
41. 0 
40. 7 
40. 4 
40. 2 
40. 0 
39. 7 
39. 6 
39. 4 
39. 2 
39. 1 

38. 9 
38. 8 
38. 7 
38. 6 
38. 5 
38. 4 
38. 4 
38. 3 
38. 2 
38. 2 
38. 1 
38. 1 

38. 1 
38. 0 
38. 0 
38. 0 
37. 9 
37. 9 
37. 9 
37. 9 
37. 9 
37. 8 
37. 8 
37. 8 
37. 8 
37. 8 
37. 8 
37. 8 
37. 8 
37. 8 
37. 8 
37. 8 
37. 8 
37. 8 
37. 8 
37. 8 
37. 8 
37. 8 
37. 8 
37. 8 

43. 6 
43. 1 
42. 6 
42. 2 
41. 8 
41. 4 
41. 0 
40. 6 
40. 3 
40. 0 
39. 7 
39. 5 
39. 2 
39. 0 
38. 8 
38. 6 
38. 4 
38. 3 
38. 1 
38. 0 
37. 9 
37. 8 
37. 7 
37. 6 
37. 5 
37. 4 
37. 3 
37. 3 
37. 2 
37. 2 
37. 1 
37. 1 
37. 1 
37. D 

37. 0 
37. 0 
37. 0 
36. 9 
36. 9 
36. 9 
36. 9 
36. 9 
36. 9 
36. 9 
36. 9 
36. 9 
36. 8 
36. 8 
36. 8 
36. 8 
36. 8 
36. 8 
36. 8 
36. 8 
36. 8 
36. 8 
36. 8 
36. 8 

43. 2 
42. 6 
42. 1 
41. 7 
41. 2 
4o. e 
40. 4 
40. 0 
39. 7 
39. 3 
39. 0 
38. 7 
38. 5 
38. 2 
38. 0 
37. 8 
37. 6 
37. 5 
37. 3 
37. 2 
37. 0 
36. 9 
36. 8 
36. 7 
36. 6 
36. 5 
36. 5 
36. 4 
36. 3 
36. 3 
36. 2 
36. 2 
36. 2 
36. 1 
36. 1 

36. 1 

36. 0 
36. 0 
36. 0 
36. 0 
36. 0 
36. 0 
35. 9 
35. 9 
35. 9 
35. 9 
35. 9 
35. 9 
35. 9 
35. 9 
35. 9 
35. 9 
35. 9 
35. 9 
35. 9 
35. 9 
35. 9 
35. 9 

42. 7 
42. 2 
41. 7 
41. 2 
40. 7 
40. 2 
39. 8 
39. 4 
39. 0 
38. 7 
38. 4 
38. 1 

37. 8 
37. 5 
37. 3 
37. 1 

36. 9 
36. 7 
36. 5 
36. 3 
36. 2 
36. 1 
36. 0 
35. 8 
35. 7 
35. 7 
35. 6 
35. 5 
35. 4 
35. 4 
35. 3 
35. 3 
35. 3 
35. 2 
35. 2 
35. 2 
35. 1 

35. 1 

35. 1 

35. 1 

35. 1 
35. 0 
35. 0 
35. 0 
35. 0 
35. 0 
35. 0 
35. 0 
35. 0 
35. 0 
35. 0 
35. 0 
35. 0 
35. 0 
35. 0 
35;0 
35. 0 
35. 0 

42. 3 
41. 8 
41. 2 
40. 7 
40. 2 
39. 7 
39. 3 
38. 8 
ee. 4 
38. 1 

37. 7 
37. 4 
37. 1 

36. 8 
36. 6 
36. 3 
36. 1 

35. 9 
35. 7 
35. 5 
35. 4 
35. 2 
35. 1 
35. 0 
34. 9 
34. 8 
34. 7 
34. 6 
34. 6 
34. 5 
34. 5 
34. 4 
34. 4 
34. 3 
34. 3 
34. 2 
34. 2 
34. 2 
34. 2 
34. 2 
34. 1 
34. 1 
34. 1 

34. 'I 
34. 1 

34. 1 

34. 1 

34. 1 
34. 1 
34. 1 
34. 0 
34. 0 
34. D 

34. 0 
34. 0 
34. 0 
34. 0 
34. 0 

42. 0 
41. 4 
40. 6 
40. 2 
39. 7 
39. 2 
38. 7 
38. 3 
37. 9 
37. 5 
37. 1 

36. 8 
36. 4 
36. 1 

35. 9 
35. 6 
35. 4 
35. 1 

34. 9 
34. 8 
34. 6 
34. 4 
34. 3 
34. 2 
34. 1 
34. 0 
33. 9 
33. 8 
33. 7 
33. 6 
33. 6 
33. 5 
33. 5 
33. 4 
33. 4 
33. 4 
33. 3 
33. 3 
33. 3 
33. 2 
33. 2 
33. 2 
33. 2 
33. 2 
33. 2 
33. 2 
33. 2 
33. 2 
33. 1 
33. 1 

33. 1 
33. 1 
33. 1 
33. 1 

33. 1 
33. 1 
33. 1 

33. 1 

41. 6 
41. 0 
40. 4 
39. 8 
39. 3 
38. 7 
38. 2 
37. 8 
37. 3 
36. 9 
36. 5 
36. 1 

35. 8 
35. 5 
35. 2 
34. 9 
34. 6 
34. 4 
34. 2 
34. 0 
33. 8 
33. 6 
33. 5 
33. 4 
33. 2 
33. 1 
33. 0 
32. 9 
32. 8 
32. 8 
32. 7 
32. 6 
32. 6 
32. 5 
32. 5 
32. 5 
32. 4 
32. 4 
32. 4 
32. 3 
32. 3 
32. 3 
32. 3 
32. 3 
32. 3 
32. 3 
32. 2 
32. 2 
32. 2 
32. 2 
32. 2 
32. 2 
32. 2 
32. 2 
32. 2 
32. 2 
32. 2 
32. 2 

41. 3 
40. 6 
40. 0 
39. 4 
38. 8 
38. 3 
37. 8 
37. 3 
36. 8 
36. 4 
35. 9 
35. 6 
35. 2 
34. 8 
34. 5 
34. 2 
33. 9 
33. 7 
33. 5 
33. 2 
33. 0 
32. 9 
32. 7 
32. 5 
32. 4 
32. 3 
32. 2 
32. 1 

32. 0 
31. 9 
31. 8 
31. 8 
31. 7 
31. 7 
31. 6 
31. 6 
31. 5 

41. 0 
40. 3 
39. 7 
39. 0 
38. 4 
37. 9 
37. 3 
36. 8 
36. 3 
35. 8 
35. 4 
35. 0 
34. 6 
34. 2 
33. 9 
33. 6 
33. 3 
33. 0 
32. 7 
32. 5 
32. 3 
32. 1 

31. 9 
31. 8 
31. 6 
31. 5 
31. 4 
31. 2 
31. 1 

31. 1 
31. 0 
30. 9 
30. 8 
30. 8 
30. 7 
30. 7 
30. 7 

31. 4 
31. 4 
31. 4 
31. 4 
31. 4 
31. 3 
31. 3 
31. 3 
31. 3 
31. 3 
31. 3 
31. 3 
3'l. 3 
31. 3 
31. 3 
31. 3 
31. 3 
31. 3 

30. 5 
30. 5 

30. 5 
30. 5 
30. 5 
30. 4 
30. 4 
30. 4 
30. 4 
30. 4 
30. 4 
30. 4 
30. 4 
30. 4 
30. 4 
30. 4 
30. 4 

31. 5 30. 6 
31. 5 30. 6 
31. 4 . 30. 6 

40. 7 
40. 0 
39. 3 
38. 7 
38. 1 

37. 5 
36. 9 
36. 4 
35. 8 
35. 3 
34. 9 
34. 4 
34. 0 
33. 6 
33. 3 
32. 9 
32. 6 
32. 3 
32. 0 
31. 8 
31. 6 
31. 4 
31. 2 
31. 0 
30. 8 
30. 7 
30. 5 
30. 4 
30. 3 
30. 2 
30. 1 

30. 1 

30. 0 
29. 9 
29. 9 
29. 8 
29. 8 
29. 7 
29. 7 
29. 7 
29. 6 
29. 6 
29. 6 
29. 6 
29. 6 
29. 6 
29. 5 
29. 5 
29. 5 
29. 5 
29. 5 
29. 5 
29. 5 
29. 5 
29. 5 
29. 5 
29. 5 
29. 5 

103 37. 7 36. 8 35. 9 
104 37. 7 36. 8 35. 9 
105 37. 7 36. 8 35. 9 
106 37. 7 36. 8 35. 9 
107 37. 7 36. 8 35. 9 
108 37. 7 36. 8 35. 9 
109 37. 7 36. 8 35. 9 
110 37. 7 36. 8 35. 9 
1 1 1 37. 7 36. 8 35. 9 
112 37. 7 36. 8 35. 9 
113 37. 7 36. 8 35. 9 
114 37. 7 36. 8 35. 9 
115 37. 7 36. 8 35. 9 

34. 9 34. 0 
34. 9 34. 0 
34. 9 34. 0 
34. 9 34. 0 
34. 9 34. 0 
34. 9 34. 0 
34. 9 34. 0 
34. 9 34. 0 
34. 9 34. 0 
34. 9 34. 0 
34. 9 34. 0 
34. 9 34. 0 
34. 9 34. 0 

33. 1 

33. 1 

33. 1 

33. 1 
33. 1 
33. 1 

33. 1 

33. 1 

33. 1 
33. 1 

33. 1 

33. 1 
33. 1 

32. 2 31. 3 
32. 2 31. 3 
32. 2 31. 3 
32. 2 31. 3 
32. 2 31. 3 
32. 2 31. 3 
32. 2 31. 3 
32. 2 31. 3 
32. 2 31. 3 
32. 2 31. 3 
32. 2 31. 3 
32. 2 31. 3 
32. 2 31. 3 

30. 4 29. 5 
30. 4 29. 5 
30. 4 29. 5 
30. 4 29. 5 
30. 4 29. 5 
30. 4 29. 5 
30. 4 29. 5 
30. 4 29. 5 
30. 4 29. 5 
30. 4 29. 5 
30. 4 29. 5 
30. 4 29. 5 
30. 4 29. 5 
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TABLE VI - ORDINARY JOINT LIFE AND LAST SURVIVOR ANNUITIES 

TWO LIVES - EXPECTED RETURN MULTIPLES 

AGES 55 56 57 58 59 60 61 62 63 64 

55 
56 
57 
58 
59 
60 
61 
62 
63 
84 
65 
86 
87 
68 
69 
70 
71 
72 
73 
74 
75 
7e 
77 
78 
7a 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
98 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
10S 
109 
110 
111 
112 

34. 4 
33. 9 
33. 5 
33. 1 
32. 7 
32. 3 
32. 0 
31. 7 
31. 4 
31. 1 

30. 9 
30. 6 
30. 4 
30. 2 
30. 1 

29. 9 
29. 7 
29. 6 
29. 5 
29. 4 
2e. 3 
292 
29. 1 
29. 1 
29. 0 
29. 0 
28. 9 
28. 9 
28. 8 
28. S 
28. 8 
28. 7 
28. 7 
28. 7 
28. 7 
28. 7 
28. 7 
28. 8 
28. 6 
28. 6 
28. 6 
28. 8 
28. 8 
28. 8 
28. 6 
28. 6 
28. 6 
28. 6 
28. 6 
28. 6 
28. 6 
28. 6 
28. 6 
28. 6 
28. 6 
28. 6 
28. 6 
28. 6 

33. 9 
33. 4 
33. 0 
32. 5 
32. 1 
31. 7 
31. 4 
31. 0 
30. 7 
30. 4 
30. 2 
29. 9 
29. 7 
29. 5 
29. 3 
29. 1 
28. 0 
28. 8 
28. 7 
28. 6 
28. 5 
28. 4 
28. 3 
28. 2 
28. 2 
28. 1 

28. 1 
28. 0 
28. 0 
27. 9 
27. 9 
27. 9 
27. 8 
27. 8 
27. 8 
27. 8 
27. 8 
27. 8 
27. 8 
27. 7 
27. 7 
27. 7 
27. 7 
27. 7 
27. 7 
27. 7 
27. 7 
27. 7 
27. 7 
27. 7 
27. 7 
27. 7 
27. 7 
27. 7 
27. 7 
27. 7 
27. 7 
27. 7 

33. 5 
33. 0 
32. 5 
32. 0 
31. 6 
31. 2 
30. 8 
30. 4 
30. 1 
29. 8 
29. 5 
29. 2 
29. 0 
28. 8 
28. 6 
28. 4 
282 
28. 1 
27. 9 
27. 8 
27. 7 
27. 8 
27. 5 
27. 4 
27. 3 
27. 3 
272 
27. 2 
27. 1 

27. 1 

27. 0 
27. 0 
27. 0 
27. 0 
28. 9 
26. 9 

26. 9 
26. 9 
26. 9 
26. 9 
26. 9 
26. 8 
26. 8 
26. 8 
26. 8 
26. 8 
26. 8 
26. 8 
26. 8 
26. 8 
26. 8 
26. 8 
26. 8 
26. 8 
26. 8 
26. 8 
26. 8 

33. 1 
32. 5 
32. 0 
31. 5 
31. 1 
30. 6 
30. 2 
29. 9 
29. 5 
29. 2 
28. 9 
28. 6 
28. 3 
28. 1 
27. 8 
27. 6 
27. 5 
27. 3 
27. 1 

27. 0 
28. 9 
28. 8 
26. 7 
26. 6 
26. 5 
26. 4 
26. 4 
26. 3 
26. 3 
26. 2 
26. 2 
26. 1 
26. 1 
26. 1 

26. 1 
26. 1 
26. 0 
26. 0 
26. 0 
26. 0 
26. 0 
28. 0 
26. 0 
26. 0 
26. 0 
26. 0 
25. 9 
25. 9 
25. 9 
25. 9 
25. 9 
25. 9 
25. 9 
25. 9 
25. 9 
25. 9 
25. 9 
25. 9 

32. 7 
32. 1 

31. 6 
31. 1 
30. 6 
30. 1 
29. 7 
29. 3 
28. 9 
28. 6 
28. 2 
27. 9 
27. 6 
27. 4 
27. 1 

28. 9 
26. 7 
26. 5 
28. 4 
262 
26. 1 
26. 0 
25. 9 
25. 8 
25. 7 
25. 6 
25. 5 
25. 5 
25. 4 
25. 4 
25. 3 
25. 3 
25. 3 
25. 2 
25. 2 
25. 2 
25. 2 
25. 2 
25. 1 

25. 1 

25. 1 

25. 1 
25. 1 
25. 1 

25. 1 

25. 1 

25. 1 
25. 1 

25. 1 

25. 1 

25. 1 

25. 1 

25. 1 

25. 1 

25. 1 

25. 1 

25. 0 
25. 0 

32. 3 
31. 7 
31. 2 
30. 6 
30. 1 
29. 7 
29. 2 
28. 8 
28. 4 
28. 0 
27. 6 
27. 3 
27. 0 
26. 7 
28. 5 
26. 2 
28. 0 
25. 8 
25. 8 
25. 5 
25. 3 
25. 2 
25. 1 

25. 0 
24. 9 
24. 8 
24. 7 
24. 8 
24. 6 
24. 5 
24. 5 
24. 5 
24. 4 
24. 4 
24. 4 
24. 3 
24. 3 
24. 3 
24. 3 
24. 3 
24. 3 
24. 2 
24. 2 
24. 2 
24. 2 
24. 2 
24. 2 
24. 2 
24. 2 
24. 2 
24. 2 
24. 2 
24. 2 
24. 2 
24. 2 
24. 2 
24. 2 
24. 2 

29. 2 
28. 7 
28. 3 
27. 8 
27. 4 
27. 1 

26. 7 
26. 4 
26. 1 

25. 8 
25. 6 
25. 3 
25. 1 
24. 9 
24. 7 
24. 8 
24. 4 
24. 3 
24. 2 
24. 1 

24. 0 
23. 9 
23. 8 
23. 8 
23. 7 
23. 7 
23. 6 
23. 6 
23. 5 
23. 5 
23. 5 
23. 5 
23. 5 
23. 4 
23. 4 
23. 4 
23. 4 
23. 4 
23. 4 
23. 4 
23. 4 
23. 4 
23. 3 
23. 3 
23. 3 
23. 3 
23. 3 
23. 3 
23. 3 
23. 3 
23. 3 
23. 3 
23. 3 

28. 8 
28. 3 
27. 8 
27. 3 
26. 9 

26. 1 
25. 8 
25. 5 
25. 2 
24. 9 
24. 7 
24. 4 
24. 2 
24. 0 
23. 8 
23. 7 
23. 6 
23. 4 
23. 3 
23. 2 
23. 1 

23. 0 
23. 0 
22. 9 
22. 8 
22. 8 
22. 8 
22. 7 
22. 7 
22. 7 
22. 6 
22. 6 
22. 6 
22. 6 
22. 6 
22. 6 
22. 5 
22. 5 
22. 5 
22. 5 
22. 5 
22. 5 
22. 5 
22. 5 
22. 5 
22. 5 
22. 5 
22. 5 
22. 5 
22. 5 
22. 5 
22. 5 

32. 0 31. 7 
31. 4 31. 0 
30. 8 30. 4 
30. 2 29. 9 

31. 4 
30. 7 
30. 1 
29. 5 
28. 9 
28. 4 
27. 8 
27. 3 
26. 9 
26. 4 
26. 0 
25. 6 
25. 2 
24. 9 
24. 6 
24. 3 
24. 0 
23. 8 
23. 5 
23. 3 
23. 'I 
23. 0 
22. 8 
22. 7 
22. 6 
22. 4 
22. 3 
22. 3 
22. 2 
22. 1 
22. 0 
22. 0 
21. 9 
21. 9 
21. 9 
21. 8 
21. 8 
21. 8 
21. 8 
21. 7 
21. 7 
21. 7 
21. 7 
21. 7 
21. 7 
21. 7 
21. 7 
21. 7 
21. 7 
21. 6 
21. 6 
21. 6 
21. 6 
21. 6 
21. 6 
21. 6 
21. 6 
21. 6 

31. 1 

30. 4 

29. 2 
28. 6 
28. 0 
27. 4 
ae. a 
26. 4 
25. 9 
25. 5 
25. 1 
24. 7 
24. 3 
24. 0 
23. 7 
23. 4 
23. 1 
22. 9 
22. 7 
22. 4 
22. 3 
22. 1 
21. 9 
21. 8 
21. 7 
21. 6 
21. 5 
21. 4 
21. 3 
21. 3 
21. 2 
21. 1 
21. 1 
21. 1 
21. 0 
21. 0 
21. 0 

20. 9 
20. 9 

20. 9 
20. 9 
20. 8 
20. 8 
20. 8 
20. 8 
20. 8 
20. 8 
20. 8 
20. 8 

20. 8 
20. 8 
20. 8 
20. 8 

113 28. 6 27. 7 26. 8 
114 26. 6 27. 7 26. 8 
115 28. 6 27. 7 26. 8 

25. 9 25. 0 24. 2 23. 3 22. 5 21. 6 20. 8 
25. 9 25. 0 24M 23. 3 22. 5 21. 6 20. 8 
25. 9 25. 0 24. 2 23. 3 22. 5 21. 6 20. 8 

tA 
R 
O 

0 
V 
M 
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TABLE VI - ORDINARY JOINT UFE AND lAST SURVIVOR ANNUITIES 

TWO LIVES - EXPECTED RETURN MULTIPLES 

AGES 67 70 71 72 74 AGES 75 76 77 78 79 81 

65 
66 
87 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
ar 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 

25. 0 
24. 6 
242 
23. 8 
23. 4 
23. 1 
22. 8 
22. 5 
22. 2 
22. 0 
21. 8 
21. 6 
21. 4 
21. 2 
21. 1 

21. 0 
20. 8 
20. 7 
20. 6 
20. 5 
20. 5 
20. 4 
20. 4 
20. 3 
20. 3 
20. 2 
20. 2 
20. 2 
20. 1 

20. 1 
20. 1 

20. 1 
20. 1 

20. 1 
20. 0 
20. 0 
20. 0 
20. 0 
20. 0 
20. 0 
20. 0 
20. 0 
20. 0 
20. 0 
20. 0 
20. 0 
20. 0 
20. 0 
20. 0 
20. 0 
20. 0 

24. 6 
24. 1 
23. 7 
23. 3 
22. 9 
22. 5 
22. 2 
21. 9 
21. 6 
21. 4 
21. '1 

20. 9 
20. 7 
20. 5 
20. 4 
20. 2 
20. 1 
20. 0 
19. 9 
19. 8 
19. 7 
19. 6 
19. 6 
ia. s 
19. 5 
19. 4 
19. 4 
19. 4 
19. 3 
19. 3 
19. 3 
19. 3 
19. 3 
19. 3 
19. 2 
19. 2 
la& 
19. 2 
19. 2 
19. 2 
19. 2 
19. 2 
19. 2 
19. 2 
19. 2 
19. 2 
19. 2 
19. 2 
19. 2 
19. 2 
19. 2 

24. 2 
23. 7 
23. 2 
22. 8 
22. 4 
22. 0 
21. 7 
21. 3 
21. 0 
20. 8 
20. 5 
20. 3 
20. 1 
19. 9 
19. 7 
19. 5 
19. 4 
19. 3 
19. 2 
19. 1 
is. o 
18. 9 
18. 8 
18. 8 
18. 7 
18. 7 
18. 6 
18. 6 
18. 6 
18. 5 
18. 5 
18. 5 
18. 5 
18. 5 
18. 5 
18. 4 
18. 4 
18. 4 
18. 4 
18. 4 
18. 4 
18. 4 
18. 4 
18. 4 
18. 4 
18. 4 
18. 4 
18. 4 
18. 4 
18. 4 
18. 4 

23. 8 
23. 3 
22. S 
22. 3 
21. 9 
21. 5 
214 
20. 8 
20. 5 
20. 2 
19. 9 
19. 7 
19. 4 
19. 2 
is. o 
18. 9 
18. 7 
18. 6 
18. 5 
18. 4 
18. 3 
18. 2 
18. 1 

18. 0 
18. 0 
17. 9 
17. 9 
17. 8 
17. 8 
17. 8 
17. 8 
17. 7 
17. 7 
17. 7 
17. 7 
17. 7 
17. 7 
17. 6 
17. 6 
17. 6 
17. 6 
17. 6 
17. 6 
17. 6 
17. 6 
17. 6 
17. 6 
17. 6 
17. 6 
ir. e 
17. 8 

23. 4 
22. 9 
22. 4 
21. 9 
21. 5 
21. 1 
20. 7 
20. 3 
20. 0 
19. 6 
19. 3 
19. 1 
18. 8 
18. 6 
18. 4 
18. 2 
18. 1 

17. 9 
17. 8 
17. 7 
17. 6 
17. 5 
17. 4 
17. 3 
17. 2 
17. 2 
17. 1 
17. 1 

17. 1 

17. 0 
17. 0 
17. 0 
17. 0 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
18. 8 
16. 8 
16. 8 
16. 8 
18. 8 
18. 6 
1as 
16. 8 
16. 8 
16. 8 
ie. a 

23. 1 

22. 5 
22. 0 
21. 5 
21. 1 
20. 6 
20. 2 
19. 8 
19. 4 
19. 1 
18. 8 
18. 5 
18. 3 
18. 0 
17. 8 
17. 6 
17. 4 
17. 3 
17. 1 
17. 0 
16. 9 
16. 8 
16. 7 
16. 6 
16. 5 
16. 5 
16. 4 
16. 4 
16. 3 
16. 3 
16. 3 
'I 6. 2 
16. 2 
18. 2 
16. 2 
16. 2 
16. 1 

16. 1 
16. '1 

'le. '1 

ie. i 
16. 1 

16. 1 

16. 1 

16. 1 
16. 1 

16. 0 
ie. o 
16. 0 
18. 0 
16. 0 

22. 8 
22. 2 
21. 7 
21. 2 
20. 7 
20. 2 
19. 8 
19. 4 
19. 0 
18. 6 
18. 3 
18. 0 
17. 7 
17. 5 
17. 2 
17. 0 
18. 8 
16. 6 
16. 5 
16. 3 
18. 2 
16. 1 

16. 0 
ts. a 
15. 8 
15. 8 
15. 7 
is. r 
15. 8 
15. 6 
15. 6 
15. 5 
'l 5. 5 
15. 5 
15. 5 
15. 4 
15. 4 
15. 4 
15. 4 
15. 4 
15. 4 
15. 3 
15. 3 
15. 3 
15. 3 
15. 3 
15. 3 
15. 3 
15. 3 
15. 3 
15. 3 

22. 5 
21. 9 
21. 3 
20. 8 
20. 3 
19. 8 
19. 4 
18. 9 
18. 5 
18. 2 
17. 8 
17. 5 
17. 2 
16. 9 
ie. r 
16. 4 
16. 2 
16. 0 
15. 9 
'I 5. 7 
15. 6 
15. 5 
15. 4 
15. 3 
15. 2 
15. 1 
15. 0 
15. 0 
14. 9 
14. 9 
14. 9 
14. 8 
14. 8 
14. 8 
14. 7 
14. 7 
14. 7 
14. 7 
14. 7 
14. 7 
14. 6 
14. 6 
14. 6 
14. 6 
14. 6 
14. 6 
14. 6 
14. 6 
14. 8 
i4. e 
14. 6 

222 
21. 6 
21. 0 
20. 5 
20. 0 
19. 4 
19. 0 
18. 5 
18. 1 

17. 7 
17. 3 
17. 0 
16. 7 
164 
16. 1 

15. 9 
15. 7 
15. 5 
15. 3 
'l 5. 'l 
15. 0 
14. 8 
14. 7 
14. 6 
14. 5 
14. 5 
14. 4 
14. 3 
14. 3 
14. 2 
14. 2 
14. 2 
14. 1 
14. 1 
14. 1 

14. 0 
14. 0 
14. 0 
14. 0 
14. 0 
13. 9 
13. 9 
13. 9 
13. 9 
13. 9 
13. 9 
'l 3. 9 
13. 9 
13. 9 
13. 9 
13. 9 

22. 0 
21. 4 
20. 8 
20. 2 
'la. 6 
18. 1 
18. 6 
18. 2 
17. 7 
17. 3 
16. 9 
16. 5 
16. 2 
15. 9 
15. 6 
15. 4 
15. 1 

14. 9 
14. 7 
14. 5 
14. 4 
14. 2 
14. 1 
14. 0 
13. 9 
13. 8 
13. 7 
13. 7 
13. 6 
13. 6 
13. 5 
13. 5 
13. 5 
13. 4 
13. 4 
13. 4 
13. 3 
13. 3 
13. 3 
13. 3 
13. 3 
13. 3 
13. 2 
13. 2 
13. 2 
'l3. 2 
13. 2 
13. 2 
13. 2 
13. 2 
13. 2 

75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
ai 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 

16. 5 
16. 1 
15. 8 
15. 4 
15. 1 
14. 9 
14. 6 
14. 4 
14. 2 
14. 0 
13. 8 
13. 7 
13. 5 
'l 3. 4 
13. 3 
13. 2 
13. 1 
13. 1 

13. 0 
12. 9 
12. 9 
12. 9 
12. 8 
12. 8 
12. 7 
12. 7 
12. 7 
12. 7 
12. 6 
12. 6 
12. 6 
12. 6 
12. 6 
12. 6 
12. 6 
12. 6 
12. 5 
12. 5 
12. 5 
12. 5 
12. 5 

16. 1 

is. r 
15. 4 
15. 0 
14. 7 
14. 4 
14. 1 
13. 9 
13. 7 
13. 5 
13. 3 
13. 1 
13. 0 
12. 8 
12. 7 
12. 6 
12. 5 
12. 5 
12. 4 
12. 3 
12. 3 
12. 2 
12. 2 
12. 2 
12. 1 
12. 1 

12. 1 

12. 0 
12. 0 
12. 0 
12. 0 
1 1. 9 
1 1. 9 
1 1. 9 
1 1. 9 
11. 9 
11. 9 
i i. a 
1 1. 9 
1 1. 9 
'l 1. 9 

15. 8 
15. 4 
'1 5. 0 
14. 6 
14. 3 
14. 0 
13. 7 
13. 4 
13. 2 
13. 0 
12. 8 
12. 6 
12. 4 
12. 3 
12. 2 
12. 1 
12. 0 
1 1. 9 
1 1. 8 
11. 7 
11. 7 
11. 6 
11. 6 
11. 5 
11. 5 
11. 5 
11. 4 
11. 4 
11. 4 
11. 4 
t 1. 3 
'1 1. 3 
11. 3 
11. 3 
1 1. 3 
1 1. 3 
1 1. 3 
1 1. 3 
11. 2 
11. 2 
11. 2 

15. 4 
15. 0 
14. 6 
14. 2 
13. 9 
13. 5 
13. 2 
13. 0 
12. 7 
12. 5 
12. 3 
12. 1 
11. 9 
11. 8 
ii. e 
'l 1. 5 
1 1. 4 
11. 3 
11. 3 
11. 2 
1'l. 1 

11. 1 

11. 0 
11. 0 
10. 9 
10. 9 
10. 8 
10. 8 
10. 8 
10. 8 
10. 7 
10. 7 
10. 7 
10. 7 
10. 7 
10. 7 
10. 7 
10. 6 
10. 6 
10. 6 
10. 6 

15. 1 
14. 7 
14. 3 
13. 9 
13. 5 
13. 2 
12. 8 
12. 5 
'l2. 3 
12. 0 
11. 8 
11. 6 
11. 4 
11. 3 
11. 1 
11. 0 
10. 9 
10. 8 
10. 7 
10. 6 
10. 6 
10. 5 
10. 5 
10. 4 
10. 4 
10. 3 
10. 3 
10. 2 
10. 2 
10. 2 
10. 2 
10. 1 

10. 1 

10. 1 
10. 1 
10. 1 
10. 1 
10. 1 
10. 0 
10. 0 
10. 0 

14. 9 
14. 4 
14. 0 
13. 5 
132 
12. 8 
12. 5 
124 
11. 9 
11. 6 
11. 4 
11. 2 
11. 0 
10. 8 
10. 7 
10. 5 
10. 4 
10. 3 
10. 2 
10. 1 
10. 1 
10. 0 
9. 9 
9. 9 
9. 8 
9. 8 
9. 7 
9. 7 
9. 7 
9. 6 
9. 6 
9. 6 
ae 
9. 5 
9. 5 
9. 5 
9. 5 
9. 5 
9. 5 
9. 5 
9. 5 

14. 6 
14. 1 
13. 7 
13. 2 
12. 8 
12. 5 
12. 1 

1 1. 8 
1 1. 5 
1 1. 2 
1 1. 0 
10. 8 
10. 6 
10. 4 
10. 2 
10. 1 

9. 9 
9. 8 
9. 7 
9. 6 
9. 6 
9. 5 
9. 4 
a. 4 
9. 3 
9. 2 
9. 2 
9. 2 
9. 1 

9. 1 

9. 1 

a. o 
9. 0 
9. 0 
9. 0 
9. 0 
8. 9 
8. 9 
6. 9 
B. a 
8. 9 

14. 4 
13. 9 
13. 4 
13. 0 
12. 5 
12. 2 
11. 8 
11. 5 
11. 1 
10. 9 
10. 6 
10. 4 
10. 1 
10. 0 
9. 8 
a. e 
9. 5 
9. 4 
9. 3 
9. 2 
9. 1 

9. 0 
8. 9 
8. 9 
8. 8 
8. 7 
8. 7 
8. 7 
8. 6 
8. 6 
8. 5 
8. 5 
8. 5 
8. 5 
8. 4 
8. 4 
8. 4 
8. 4 
8. 4 
8. 4 
8. 4 

14. 2 
13. 7 
13. 2 
12. 7 
12. 3 
11. 9 
11. 5 
11. 1 
10. 8 
10. 5 
10. 2 
10. 0 
9. 8 
9. 6 
9. 4 
9. 2 
9. 1 

8. 9 
8. 8 
8. 7 
8. 6 
8. 5 
8. 5 
8. 4 
8. 3 
8. 3 
8. 2 
8. 2 
8. 1 

8. 1 

8. 0 
8. 0 
8. 0 
8. 0 
7. 9 
7. 9 
7. 9 
r. a 
r. a 
7. 9 
7. 9 

14. 0 
13. 5 
13. 0 
12. 5 
12. 0 
11. 6 
11. 2 
10. 9 
10. 5 
10. 2 
9. 9 
a. r 
9. 4 
9. 2 
9. 0 
8. 8 
8. 7 
8. 5 
8. 4 
8. 3 
8. 2 
8. 1 
8. 0 
8. 0 
7. 9 
7. 8 
7. 8 
7. 7 
7. 7 
7. 6 
7. 6 
7. 5 
7. 5 
7. 5 
7. 5 
7. 4 
7. 4 
7. 4 
7. 4 
7. 4 
7. 4 



TABLE VI - ORDINARY JOINT LIFE AND LAST SURVIVOR ANNUITIES 
TWO LIVES - EXPECTED RETURN MULTIPLES 

TABLE Vi - ORDINARY JOINT LIFE AND LAST SURVIVOR ANNUITIES 

TWO LIVES - EXPECTED RETURN MULTIPLES 

AGES 85 86 87 88 91 92 93 AGES 95 96 97 98 99 100 101 102 103 104 

85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
'1 12 
113 
114 
115 

9. 6 
9. 3 
9. 1 
e. a 
8. 7 
8. 5 
8. 3 
8. 2 
8. 0 
7. 9 
7. 8 
7. 7 
7. 6 
7. 6 
7. 5 
7. 4 
7. 3 
'7. 3 
7. 2 
7. 2 
7. 1 
7. 1 
7. 1 
7 P 
7. 0 
7. 0 
7. 0 
7. 0 
6. 9 
6. 9 
6. 9 

9. 3 
a. 1 

8. 8 
8. 6 
8. 3 
8. 2 
8. 0 
7. 8 
7. 7 
7. 6 
7. 5 
7. 3 
7. 3 
7. 2 
7. 1 
7. 0 
6. 9 
6. 9 
6. 8 
6. 8 
6. 7 
e. 7 
6. 6 

6. 6 
6. 6 
6. 5 
6. 5 
6. 5 
6. 5 
6. 5 

9. 1 

8. 8 
8. 5 
8. 3 
8. 1 
7. 9 
7. 7 
7. 5 
7. 4 
7. 2 
7. 1 
7. 0 
6. 9 
6. 8 
6. 7 
6. 6 
6. 6 
6. 5 
6. 4 
6. 4 
6. 3 
6. 3 
6. 2 
6. 2 
6. 2 
6. 2 
6. 1 
6. 1 

6. 1 
6. 1 
6. 1 

8. 9 
8. 6 
8. 3 
8. 0 
7. 8 
7. 6 
7. 4 
7. 2 
7. 1 

6. 9 
6. 8 
6. 7 
6. 6 
6. 5 
6. 4 
6. 3 
6. 2 
6. 2 
6. 1 
8. 0 
6. 0 
5. a 
5. 9 
5. 9 
5. 8 
5. 8 
5. 7 
5. 7 
5. 7 
5. 7 
5. 7 

8. 7 

8. 1 
7. 8 
7. 5 
7. 3 
7. 1 
6. 9 
6. 6 
6. 6 
6. 5 
6. 4 
6. 3 
6. 2 
6. 1 

6. 0 
5. 9 
5. 8 
5. 8 
5. 7 
5. 6 
5. 6 
5. 5 
5. 5 
5. 5 
5. 4 
5. 4 
5. 4 
5. 4 
5. 3 
5. 3 

8. 5 
8. 2 
7. 9 
7. 6 
7. 3 
7. 1 
6. 9 
6. 7 
6. 5 
6. 4 
6. 3 
6. 1 

6. 0 
5. 9 
5. 8 
5. 7 
5. 6 
5. 5 
5. 5 
5. 4 
5. 3 
5. 3 
5. 2 
5. 2 
5. 1 
5. 1 
5. 1 

5. 0 
5. 0 
5. 0 
5. 0 

8. 3 
8. 0 
7. 7 
7. 4 
7. 1 

6. 9 
6. 7 
6. 5 
6. 3 
6. 2 
6. 0 
5. 9 
5. 8 
5. 6 
5. 5 
5. 4 
5. 3 
5. 3 
5. 2 
5. 1 

5. 0 
5. 0 
4. 9 
4. 9 
4. 8 
4. 8 
4. 8 
4. 7 
4. 7 
4. 7 
4. 7 

8. 2 
7. 8 
'7. 5 
7. 2 
6. 9 
6. 7 
6. 5 
8. 3 
6. 1 
5. 9 
5. 8 
5. 7 
5. 5 
5. 4 
5. 3 
5. 2. 
5. 1 
5. 0 
4. a 
4. 8 
4. 8 
4. 7 
4. 6 
4. 6 
4. 5 
4. 5 
4. 5 
4. 4 
4. 4 
4. 4 
4. 4 

8. 0 
7. 7 
7. 4 
7. 1 
8. 8 
6. 5 
8. 3 
6. 1 
5. 9 
5. 8 
5. 6 
5. 5 
5. 3 
5. 2 
5. 1 
5. 0 
4. a 
4. 8 
4. 7 
4. 6 
4. 5 
4. 5 
4. 4 
4. 3 
4. 3 
4. 3 
4. 2 
4. 2 
4. 2 
4. 1 

4. 1 

7. 9 
7. 6 
7. 2 
6. 9 
e. e 
6. 4 
6. 2 
5. 9 
5. 8 
5. 6 
5. 4 
5. 3 
5. 1 
5. 0 
4. 9 
4. 8 
47 
4. 6 
4. 5 
4. 4 
4. 3 
4. 2 
4. 2 
4. 1 
4. 1 

4. 0 
4. 0 
3. 9 

3. 9 
3. 9 

95 53 51 50 
96 5. 1 5. 0 4. 8 
97 5. 0 4. 8 4. 7 
98 4. 8 4. 7 4. 5 
99 4. 7 4. 5 4. 4 

100 4. 6 4. 4 4. 3 
101 4. 5 4. 3 4. 1 

102 4. 4 4. 2 4. 0 
103 4. 3 4. 1 3. 9 
104 4. 2 4. 0 3. 8 
105 4. 1 3. 9 3. 7 
106 4. 0 3. 8 3. 6 
107 4. 0 3. 8 3. 6 
108 3. 9 3. 7 3. 5 
109 3. 8 3. 6 3. 4 
110 3. 8 3. 6 3. 4 
111 38 35 33 
112 37 35 33 
113 3. 7 3. 5 3. 3 
114 3. 7 3. 5 3. 3 
115 3. 7 3. 4 3. 2 

4. 8 4. 7 
4. 7 4. 5 
4. 5 4. 4 
4. 4 4. 2 
4. 2 4. 1 
4. 1 4. 0 
4. 0 3. 8 
3. 9 3. 7 
3. 8 3. 6 
3. 7 3. 5 
3. 6 3. 4 
3. 5 3. 3 
3. 4 3. 2 
3. 3 3. 1 

3. 3 3. 1 

3. 2 3. 0 
3. 2 3. 0 
3. 1 2. 9 
3. 1 2. 9 
3. 1 2. 9 
3. 0 2. 8 

4. 6 4. 5 4. 4 4. 3 4. 2 
4. 4 4. 3 4. 2 4. 1 4. 0 
4. 3 4. 1 4. 0 3. 9 3. 8 
4. 1 4. 0 3. 9 3. 8 3. 7 
4. 0 3. 8 3. 7 3. 6 3. 5 
3. 8 3. 7 3. 6 3. 5 3. 3 
3. 7 3. 6 3. 4 3. 3 3. 2 
3. 6 3. 4 3. 3 3. 2 3. 1 

3. 5 3. 3 3. 2 3. 0 2. 9 
3. 3 3. 2 3. 1 2. 9 2. 8 
3. 2 3. 1 2. 9 2. 8 2. 7 
3. 1 3. 0 2. 8 2. 7 2. 5 
3. 1 2. 9 2. 7 2. 6 2. 4 
3. 0 2. 8 2. 7 2. 5 2. 3 
2. 9 2. 7 2. 6 2. 4 2. 3 
2. 8 2. 7 2. 5 2. 3 2. 2 
2. 8 2. 6 2. 4 2. 3 2. 1 

2. 8 2. 6 2. 4 2. 2 2. 1 

2. 7 2. 5 2. 4 2. 2 2. 0 
2. 7 2. 5 2. 3 2. 1 2. 0 
2. 7 2. 5 2. 3 2. 1 1. 9 

CA 
O 
O 



TABLE Vl - ORDINARY JOINT LIFE AND LAST SURVIVOR ANNUITIES 
TWO LIVES - EXPECTED RETURN MULTIPLES 

AGES 105 106 107 108 109 110 111 112 113 114 115 

CA 

O 

'4 
M 

105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 

2. 5 2. 4 
2. 4 2. 3 
2. 3 2. 2 
2. 2 2. 1 

2. 1 2. 0 
2. 0 1. 9 
2. 0 1. 8 
1. 9 1. 7 
1. 8 1. 7 
1. 8 1. 6 
1. 8 1. 6 

2. 3 
2. 2 
2. 1 
1. 9 
1. 8 
1. 7 
1. 7 
1. 6 
1. 5 
1. 5 
1. 4 

2. 2 2. 1 
2. 'I 2. 0 
I. a 1. 8 
1. 8 1. 7 
1. 7 1. 6 
1. 6 1. 5 
1. 5 1. 4 
1. 5 1. 3 
1. 4 1. 3 
1. 3 1. 2 
1. 3 1. 1 

2. 0 2. 0 
1. 9 1. 8 
1. 7 1. 7 
1. 6 1. 5 
1. 5 1. 4 
1. 4 1. 3 
1. 3 1. 2 
1. 2 1. 1 
1. 1 1. 0 

. a 
1. 0 . 9 

1. 9 1. 8 
1. 7 1. 7 
1. 6 1. 5 
1. 5 1. 4 
1. 3 1. 3 
1. 2 1. 1 

1. 1 1. 0 
1. 0 . 9 
. 9 . 8 
. 8 . 7 
. 8 . 7 

1. 8 1. 8 
1. 6 1. 6 
1. 5 'I. 4 
1. 3 1. 3 
1. 2 1. 1 

1. 1 1. 0 
. 9 . 9 
. 8 . 8 
. 7 . 7 
. 6 . 6 
. 6 . 5 



TABLE VIA - ANNUITIES FOR JOINT LIFE ONLY 
TWO LIVES - EXPECTED RETURN MULTIPLES 

TABLE VIA - ANNUITIES FOR JOINT LIFE ONLY 

TWO LIVES - EXPECTED FIETURN MULTIPLES 

AGES 

5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 

69. 5 
69. 0 
68. 4 
67. 9 
67. 3 
66. 7 
66. 1 
65. 5 
64. 8 
64. 1 

63. 4 
62. 7 
61. 9 
61. 2 
60. 4 
59. 6 
58. 8 
58. 0 
57. 2 
56. 3 
55. 5 
54. 6 
53. 8 
52. 9 
52. 0 
51. 1 

50. 2 
49. 3 
48. 4 
47. 5 
46. 6 
45. 7 
44. 8 
43. 9 
42. 9 
42. 0 
41. 1 
40. 2 
39. 2 
38. 3 
37. 4 
36. 5 
35. 6 
34. 7 
33. 8 
32. 9 
32. 0 
31. 1 
30. 2 
29. 3 
28. 4 
27. 5 
26. 7 
25. 8 
24. 9 
24. 1 

23. 2 
22. 4 

69. 0 
68. 5 
68. 0 
67. 5 
66. 9 
66. 4 
65. 8 
65. 1 

64. 5 
63. 8 
63. 'I 
62. 4 
61. 7 
61. 0 
60. 2 
59. 4 
58. 7 
57. 8 
57. 0 
56. 2 
55. 4 
54. 5 
53. 7 
52. 8 
51. 9 
51. 0 
50. 2 
49. 3 
48. 4 
47. 5 
46. 6 
45. 7 
44. 7 
43. 8 
429 
42. 0 
41. 1 

40. 1 
39. 2 
38. 3 
37. 4 
36. 5 
35. 6 
34. 7 
33. 8 
32. 9 
32. 0 
31. 1 

30. 2 
29. 3 
28. 4 
27. 5 
26. 7 
25. 8 
24. 9 
24. 1 

23. 2 
22. 4 

68. 4 
68. 0 
67. 5 
67. 0 
66. 5 
66. 0 
65. 4 
64. 8 
64. 2 
63. 5 
62. 9 
62. 2 
61. 5 
60. 7 
60. 0 
59. 2 
58. 5 
57. 7 
56. 9 
56. 1 

55. 2 
54. 4 
53. 6 
52. 7 
51. 8 
51. 0 
50. 1 
49. 2 
48. 3 
47. 4 
46. 5 
45. 6 
44. 7 
43. 8 
42. 9 
42. 0 
41. 0 
40. 1 
39. 2 
38. 3 
37. 4 
36. 5 
35. 5 
34. 6 
33. 7 
32. 8 
31. 9 
31. 1 

30. 2 
29. 3 
28. 4 
27. 5 
26. 7 
25. 8 
24. 9 
24. 1 
23. 2 
22. 4 

67. 9 
67. 5 
67. 0 
66. 6 
66. 1 
65. 5 
65. 0 
64. 4 
63. 8 
63. 2 
62. 6 
61. 9 
61. 2 
60. 5 
59. 8 
59. 0 
58. 3 
57. 5 
56. 7 
55. 9 
55. 1 

54. 3 
53. 4 
52. 6 
51. 7 
50. 9 
50. 0 
49. 1 
48. 2 
47. 4 
46. 5 
45. 6 
44, 6 
43. 7 
42. 8 
41. 9 
41. 0 
40. 1 

39. 2 
38. 3 
37. 3 
36. 4 
35. 5 
34. 6 
33. 7 
32. 8 
31. 9 
31. 0 
30. 2 
29. 3 
28. 4 
27. 5 
26. 6 
25. 8 
24. 9 
24. 1 
23. 2 
22. 4 

67. 3 
66. 9 
66. 5 
66. 1 

65. 6 
65. 1 

64. 6 
64. 0 
63. 4 
62. 8 
62. 2 
61. 6 
60. 9 
60. 2 
59. 5 
58. 8 
58. 1 
57. 3 
56. 5 
55. 8 
55. 0 
54. 1 

53. 3 
52. 5 
51. 6 
50. 8 
49. 9 
49. 0 
48. 2 
47. 3 
46. 4 
45. 5 
44. 6 
43. 7 
42. 8 
41. 9 
41. 0 
40. 1 

39. 1 

38. 2 
37. 3 
36. 4 
35. 5 
34. 6 
33. 7 
32. 8 
31. 9 
31. 0 
30. 1 

29. 3 
28. 4 
27. 5 
26. 6 
25. 8 
24. 9 
24. 1 

23. 2 
22. 4 

10 

66. 7 
66. 4 
66. 0 
65. 5 
65. 1 

64. 6 
64. 1 

63. 6 
63. 0 
62. 5 
61. 9 
61. 3 
60. 6 
60. 0 
59. 3 
58. 6 
57. 8 
57. 1 

56. 4 
55. 6 
54. 8 
54. 0 
53. 2 
52. 4 
51. 5 
50. 7 
49. 8 
49. 0 
48. 1 

47. 2 
46. 3 
45. 4 
44. 5 
43. 6 
42. 7 
41. 8 
40. 9 
40. 0 
39. 1 

38. 2 
37. 3 
36. 4 
35. 5 
34. 6 
33. 7 
32. 8 
31. 9 
31. 0 
30. 1 

29. 2 
28. 4 
27. 5 
28. 6 
25. 8 
24. 9 
24. 0 
23. 2 
22. 4 

66. 1 

65. 8 
65. 4 
65. 0 
64. 6 

63. 6 
63. 1 

62. 6 
62. 1 

61. 5 
60. 9 
60. 3 
59. 7 
59. 0 
58. 3 
57. 6 
56. 9 
56. 1 

55. 4 
54. 6 
53. 8 
53. 0 
52. 2 
51. 4 
50. 6 
49. 7 
48. 9 
48. 0 
47. 1 

46. 3 
45. 4 
44. 5 
43. 6 
42. 7 
41. 8 
40. 9 
40. 0 
39. 1 

38. 2 
37. 3 
36. 4 
35. 5 
34. 6 
33. 7 
32. 8 
31. 9 
31. 0 
30. 1 

29. 2 
28. 4 
27. 5 
26. 6 
25. 8 
24. 9 
24. 0 
23. 2 
22. 3 

12 

65. 5 
65. 1 

64. 8 
64. 4 
64. 0 
63. 6 
63. 1 

62. 7 
62. 2 
61. 7 
61. 1 

60. 5 
59. 9 
59. 3 
58. 7 
58. 0 
57. 3 
56. 6 
55. 9 
55. 2 
54. 4 
53. 7 
52. 9 
52. 1 

51. 3 
50. 4 
49. 6 
48. 6 
47. 9 
47. 0 
46. 2 
45. 3 
44. 4 
43. 5 
42. 6 
41. 7 
40. 8 
39. 9 
39. 0 
38. 1 

37. 2 
36. 3 
35. 4 
34. 5 
33. 7 
32. 8 
31. 9 
31. 0 
30. 1 

29. 2 
28. 3 
27. 5 
26. 6 
25. 7 
24. 9 
24. 0 
23. 2 
22. 3 

64. 8 
64. 5 
64. 2 
63. 8 
63. 4 
63. 0 
62. 6 
62. 2 
61. 7 
61. 2 
60. 7 
60. 1 

59. 6 
59. 0 
58. 4 
57. 7 
57. 1 

56. 4 
55. 7 
55. 0 
54. 2 
53. 5 
52. 7 
51. 9 
51. 1 

50. 3 
49. 5 
48. 6 
47. 8 
47. 0 
46. 1 

45. 2 
44. 3 
43. 5 
42. 6 
41. 7 
40. 8 
39. 9 
39. 0 
38. 1 

37. 2 
36. 3 
35. 4 
34. 5 
33. 6 
32. 7 
31. 9 
31. 0 
30. 1 

29. 2 
28. 3 
27. 5 
26. 6 
25. 7 
24. 9 
24. 0 
23. 2 
22. 3 

14 

64. 1 

63. 8 
63. 5 
63. 2 
62. 8 
62. 5 
62. 1 

61. 7 
61. 2 
60. 7 
60. 2 
59. 7 
59. 2 
58. 6 
58. 0 
57. 4 
56. 8 
56. 1 

55. 4 
54. 7 
54. 0 
53. 3 
52. 5 
51. 7 
51. 0 
50. 2 
49. 3 
48. 5 
47. 7 
46. 8 
46. 0 
45. 1 

44. 3 
43. 4 
42. 5 
41. 6 
40. 7 
39. 8 
39. 0 
38. 1 

37. 2 
36. 3 
35. 4 
34. 5 
33. 6 
32. 7 
31. 8 
30. 9 
30. 1 

29. 2 
28. 3 
27. 5 
26. 6 
25. 7 
24. 9 
24. 0 
23. 2 
22. 3 

AGES 

63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 

21. 5 
20. 7 
19. 9 
19. 1 

18. 3 
17. 5 
16. 8 
16. 0 
15. 3 
14. 6 
13. 9 
13. 2 
12. 5 
11. 9 
11. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

21. 5 
20. 7 
19. 9 
19. 1 

18. 3 
17. 5 
16. 8 
16. 0 
15. 3 
14. 6 
13. 9 
13. 2 
12. 5 
11. 9 
11. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

21. 5 
20. 7 
19. 9 
19. 1 

18. 3 
17. 5 
'I 6. 8 
16. 0 
15. 3 
14. 5 
13. 8 
13. 2 
12. 5 
11. 8 
11. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

21. 5 
20. 7 
19. 9 
19. 1 

18. 3 
17. 5 
16. 7 
16. 0 
15. 3 
14. 5 
'l3. 8 
13. 2 
12. 5 
11. 8 
11. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 
3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

21. 5 
20. 7 
19. 9 
19. 1 

18. 3 
17. 5 
16. 7 
16. 0 
15. 3 
14. 5 
13. 8 
13. 2 
12. 5 
11. 8 
11. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

10 

21. 5 
20. 7 
19. 9 
19. 1 

18. 3 
17. 5 
16. 7 
16. 0 
15. 3 
14. 5 
13. 8 
13. 2 
12. 5 
11. 8 
11. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4, 4 
4. 1 

3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1, e 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

21. 5 
20. 7 
19. 9 
19. 1 

18. 3 
17. 5 
16. 7 
16. 0 
15. 3 
14. 5 
13. 8 
13. 2 
12. 5 
1 1, 8 
1 1, 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
41 
3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. e 
1. 6 
1. 4 
1. 3 
1. 'I 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

12 

21. 5 
20. 7 
19. 9 
19. 1 

18. 3 
17. 5 
16. 7 
16. 0 
15. 3 
14. 5 
13. 8 
13. 2 
12. 5 
11. 8 
11. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

13 

21. 5 
20. 7 
19. 9 
19. 1 

18. 3 
17. 5 
16. 7 
16. 0 
15. 3 
14. 5 
13. 8 
13. 2 
12. 5 
11. 8 
11. 2 
10. 6 
10. 0 
9. 4 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

14 

21. 5 
20. 7 
19. 9 
19. 1 

18. 3 
17. 5 
16. 7 
16. 0 
15. 2 
14. 5 
13. 8 
13. 2 
12. 5 
11. 8 
11. 2 
10. 6 
10. 0 
9. 4 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 



TABLE VIA - ANNUITIES FOR JOINT LIFE ONLY 
TWO LIVES - EXPECTED RETURN MULTIPLES 

TABLE VIA - ANNUITIES FOR JOINT LIFE ONLY 

TWO LIVES - EXPECTED RETURN MULTIPLES 

AGES 15 16 17 16 19 21 23 24 AGES 15 16 17 18 1a 21 23 24 

15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 

59. 8 
59. 3 
58. 8 
58. 2 
57. 6 
57. 0 
56. 4 
55. 8 
55. 1 

54. 5 
53. e 
53. 0 
52. 3 
51. 5 
50. 8 
50. 0 
49. 2 
48. 4 
47. 6 
46. 7 
45. 9 
45. 0 
44, 2 
43. 3 
42. 4 
41. 6 
40. 7 
39. 8 
38. 9 
38. 0 
37. 1 

36. 2 
35. 3 
34. 5 
33. 6 
32. 7 
31. 8 
30. 9 
30. 0 
29. 2 
28. 3 
27. 4 
26. 6 
25. 7 
24. 9 
24. 0 
23. 2 
22. 3 
21. 5 
20. 7 
19. 9 
19. 1 
18. 3 
17. 5 
16. 7 
16. 0 
15. 2 
14. 5 

59. 3 
58. 8 
58. 3 
57. 8 
57. 2 
56. 7 
56. 1 

55. 5 
54. 8 
54. 2 
53. 5 
52. 8 
52. 1 

51. 3 

49. 8 
49. 0 
48. 2 
47. 4 
46. 6 
45. 8 
44. 9 
44. 1 
43. 2 
42. 4 
41. 5 
40. 6 
39. 7 
38. 9 
38. 0 
37. 1 

36. 2 
35. 3 
34. 4 
33. 5 
32. 7 
31. 8 
30. 9 
30. 0 
29. 2 
28. 3 
27. 4 
26. 6 
25. 7 
24. 8 
24. 0 
23. 2 
22. 3 
21. 5 
20. 7 
19. 8 
1a. o 
18. 3 
17. 3 
16. 7 
16. 0 
15. 2 
14. 5 

58. 8 
58. 3 
57. 8 
57. 3 
56. 8 
56. 3 
55. 7 
55. 1 
54. 5 
53. 9 
53. 2 
52. 5 
51. 8 
51. 1 
50. 4 
49. 6 
48. 9 
48. 1 
47. 3 
46. 5 
45. 7 
44. 8 
44. 0 
43. 1 
42. 3 
41. 4 
40. 5 
39. 7 
36. 8 
37. 9 
37. 0 
36. 2 
35. 3 
34. 4 
33. 5 
32. 6 
31. 8 
30. 9 
30. 0 
29. 1 

28. 3 
27. 4 
26. 5 
25. 7 
24. 8 
24. 0 
23. 1 

22. 3 
21. 5 
20. 7 
19. 8 
19. 0 
18, 3 
17. 5 
16. 7 
16. 0 
15. 2 
14. 5 

58. 2 
57. 8 
57. 3 
56. 9 
56. 4 
55. 9 
55. 3 
54. 7 
54. 2 
53. 5 
52. 9 
52. 3 
51. 6 
50. 9 
50. 2 
49. 4 
48. 7 
47. a 
47. 1 
46. 3 
45. 5 
44. 7 
43. 9 
43. 0 
42. 2 
41. 3 
40. 5 
39. 6 
38. 7 
37. 9 
37. 0 
36. 1 
35. 2 
34. 4 
33. 5 
32. 6 
31. 7 
30. 9 
30. 0 
29. 1 

28. 3 
27. 4 
26. 5 
25. 7 
24. 8 
24. 0 
23. 1 

22. 3 
21. 5 
20. 6 
19. 8 
19. 0 
1. 8. 3 
17. 5 
16. 7 
16. 0 
15. 2 
14. 5 

57. 6 
57. 2 
56. 8 
56. 4 
55. 9 
55. 4 
54. 9 
54. 4 
53. 8 
53. 2 
52. 6 
52. 0 
51. 3 
50. 6 
49. 9 
49. 2 
48. 5 
47. 7 
47. 0 
46. 2 
45. 4 
44. 6 
43. 8 
42. 9 
42. 1 
41. 2 
40. 4 
39. 5 
38. 7 
37. 8 
36. 9 
36. 1 

35. 2 
34. 3 
33. 4 
32. 6 
31. 7 
30. 8 
30. 0 
'29. 1 
28. 2 
27. 4 
26. 5 
25. 7 
24. 8 
24. 0 
23. 1 

22. 3 
21. 5 
20. 6 
19. 8 
19. 0 
18. 2 
17. 5 

'16. 7 
16. 0 
15. 2 
14. 5 

57. 0 
56. 7 

55. 9 
55. 4 
54. 9 
54. 5 
53. 9 
53. 4 
52. 8 
52. 2 
51. 6 
51. 0 
50. 3 
49. 7 
49. 0 
48. 3 
47. 5 
46. 8 
46. 0 
45. 2 
44. 4 
43. 6 
42. 8 
42. 0 
41. 1 
40. 3 
39. 4 
38. 6 
37. 7 
36. 9 
36. 0 
35. 1 

34. 3 
33. 4 
32. 5 
31. 7 
30. 8 
29. 9 
29. 1 

26. 2 
27. 3 
26. 5 
25. 6 
24. 8 
23. 9 
23. 1 
22. 3 
21. 4 
20. 6 
19. 8 
19. 0 
18. 2 
17. 5 
16. 7 
le. o 
15. 2 
. 14. 5 

56. 4 
56. 1 
55. 7 
55. 3 

54. 5 
54. 0 
53. 5 
53. 0 
52. 4 
51. 9 
51. 3 
50. 7 
50. 0 
49. 4 
48. 7 
48. 0 
47. 3 
46. 6 
45. 8 
45. 1 

44. 3 
43. 5 
42. 7 
41. 9 
41. 0 
40. 2 
39. 4 
38. 5 
37. 7 
36. 8 
35. 9 
35. 1 
34. 2 
33. 4 
32. 5 
31. 6 
30. 8 
29. 9 
29. 0 
28. 2 
27. 3 
26. 5 
25. 6 
24. 8 
23. 9 
23. 1 

22. 3 
21. 4 
. 20. 6 
19. 8 
19. 0 
16. '2 

17. 5 
18. 7 
15. 9 
15. 2 
14. 5 

55. 8 
55. 5 
55. 1 
54. 7 
54. 4 
53. 9 
53. 5 
53. 0 
52. 5 
52. 0 
51. 5 
50. 9 
50. 3 
49. 7 
49. 1 
48. 4 
47. 6 
47. 1 
46. 3 
45. 6 
44. 9 
44. 1 

43. 3 
42. 5 
41. 7 
40. 9 
40. 1 

39. 3 
38. 4 
37. 6 
36. 7 
35. 9 
35. 0 
34. 2 
33. 3 
32. 4 
31. 6 
30. 7 
29. 9 
29. 0 
28. 2 
27. 3 
26. 5 
25. 6 
24. 8 
23. 9 
23. 1 

22. 2 
2'l. 4 
20. 6 
19. 8 
19. 0 
18. 2 
17. 5 
16. 7 
15. 9 
15. 2 
14. 5 

55. 1 
54. 8 
54. 5 
54:2 
53. 8 
53. 4 
53. 0 
52. 5 
52. 1 

51. 6 
51. 1 
50. 5 
50. 0 
49. 4 
48. 8 
48. 1 

47. 5 
46. 8 
46. 1 

45. 4 
44. 7 
43. 9 
43. 2 
42. 4 
41. 6 
40. 8 
40. 0 
39. 1 

38. 3 
37. 5 
36. 6 
35. 8 
34. 9 
34. 1 

33. 2 
32. 4 
31. 5 
30. 7 
29. 8 
29. 0 
28. 1 
27. 3 
26. 4 
25. 6 
24. 7 
23. 9 
23. 1 

22. 2 
21. 4 
20. 6 
19. S 
19. 0 
18. 2 
17. 4 
'16. 7 
15. 9 
15. 2 

. 14. 5 

54. 5 
54. 2 
53. 9 
53. 5 
53. 2 
52. 8 
52. 4 
52. 0 
51. 6 
51. 1 

50. 6 
50. 1 

49. 6 
49. 0 
48. 4 
47. 8 
47. 2 
46. 5 
45. 9 
45. 2 
44. 4 
43. 7 
43. 0 
42. 2 
41. 4 
40. 6 
39. 8 
39. 0 
38. 2 
37. 4 
36. 5 
35. 7 
34. 9 
34. 0 
33. 2 
32. 3 
31'. 5 
30. 6 
29. 8 
28. 9 
28. 1 
27. 2 
28. 4 
25. 6 
24. 7 
23. 9 
23. 0 
22. 2 
21. 4 
20. 6 
19. 8 
19. 0 
18. 2 
17. 4 
16:7 
15. 9 
15. 2 
14. 5 

73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
'l12 
113 
114 
1'15 

13. 8 
13. 2 
12. 5 
11. 8 
1 1. 2 
10. 6 
10. 0 
9. 4 
B. a 
8. 4 
7. 9 
7. 4 
B. a 
6. 5 
6. 1 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 8 
. 5 

13. 8 
13. 1 

12. 5 
11. 8 
11. 2 
10. 6 
10. 0 
9. 4 
B. a 
8. 4 
7. 9 
7. 4 
B. a 
6. 5 
6. 1 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 
1. 0 

. 9 

. 8 

. 7 

. 6 

. 5 

13. 8 
13. 1 

12. 5 
11. 8 
11. 2 
10. 6 
10. 0 
9. 4 
B. a 
8. 4 
7. 9 
7. 4 
e. a 
6. 5 
6. 1 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
'1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

13. 8 
13. 1 
12. 5 
1'I. S 
11. 2 
10. 6 
10. 0 
9. 4 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 
3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 

2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 
1. 0 

. 9 

. 8 

. 7 

. 6 

. 5 

13. 8 
13. 1 
12. 5 
11. 8 
11. 2 
10. 6 
10. 0 
9. 4 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 
3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

13. 8 
13. 1 

12. 5 
11. 8 
11. 2 
10. 6 
10. 0 
9. 4 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
44 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 
1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

13. 8 
13. '1 

12. 5 
11. 8 
11. 2 
10. 6 
10. 0 
9. 4 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 

. 7 

. 8 

. 5 

13. 8 
13. 1 

12. 5 
11. 8 
11. 2 
10. 6 
10. 0 
9. 4 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 

. e 

. 7 

. 6 

. 5 

13. 8 
13. 1 
12. 5 
11. 8 
11. 2 
10. 6 
10. 0 
9. 4 
8. 9 
8. 4 
7. 8 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

13. 8 
13. 1 

12. 5 
11. 8 
11. 2 
10. 6 
10. 0 
9. 4 
8. 9 
8. 4 
7. 8 
7. 4 
6. 9 
6. 5 
6. 1 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 
3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
'1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 



TABLE VIA - ANNUITIES FOR JOINT LIFE ONLY 
TWO LIVES - EXPECTED RETURN MULTIPLES 

TABLE VIA - ANNUITIES FOR JOINT LIFE ONLY 
TWO LIVES - EXPECTED RETURN MULTIPLES 

AGES 

25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 

25 

50. 2 
49. 7 
49. 2 
48. 6 
48. 1 

47. 5 
46. 9 
46. 2 
45. 6 
44. 9 
44. 2 
43. 5 
42. 8 
42. 0 
41. 3 
40 5 
39. 7 
38. 9 
38. I 
37. 3 
36. 5 
35. 6 
34. 8 
34. 0 
33 I 

32. 3 
31 4 
30. 6 
29. 7 
28. 9 
28. 1 

27. 2 
26. 4 
25. 5 
24. 7 
23. 9 
23. 0 
22. 2 
21. 4 
20. 6 
19. 8 
19. 0 
18. 2 
17. 4 
167 
159 
15. 2 
14. 5 
13. 8 
13. 1 

12. 5 
11. 8 
11. 2 
10. 6 
10. 0 
9. 4 
8. 9 
8. 4 

26 

49. 7 
49. 2 
48. 7 
48. 2 
47. 7 
47. 1 

46. 5 
45. 9 
45. 3 
44. 6 
44. 0 
43. 3 
42. 5 
41. 8 
41, 1 

40. 3 
39. 5 
38. 8 
38. 0 
37. 2 
36. 3 
35. 5 
34. 7 
33. 9 
33. 0 
32. 2 
31. 4 
30. 5 
29. 7 
28. 9 
28. 0 
27. 2 
26. 3 
25. 5 
24. 7 
23 8 
23. 0 
22. 2 
21 4 
20. 6 
19. 8 
19. 0 
18. 2 
17. 4 
16. 7 
159 
152 
145 
13. 8 
13. 1 

12. 5 
11. 8 
112 
10. 6 
10. 0 
9. 4 
8. 9 
8. 4 

27 

49. 2 
48. 7 
48. 3 
47. 8 
47. 3 
46. 7 
46. 2 
45. 6 
45. 0 
44. 3 
43. 7 
43. 0 
42. 3 
41. 6 
40. 9 
40. 1 

39. 4 
38. 6 
37. 8 
37. 0 
36. 2 
35. 4 
34. 6 
33. 8 
33. 0 
32. 1 

31. 3 
30. 5 
29. 6 
28. 8 
28. 0 
27. 1 

26. 3 
25. 5 
24. 6 
23. 8 
23. 0 
22. 2 
21. 3 
20. 5 
19. 7 
19. 0 
18. 2 
17. 4 
16. 7 
1 5. 9 
15. 2 
14. 5 
13. 8 
13. 1 

12. 5 
11. 8 
11. 2 
106 
10. 0 
94 
8. 9 
8. 3 

28 

48. 6 
48. 2 
47. 8 
47. 3 
46. 8 
46. 3 
45. 8 
45. 2 
44. 6 
44. 0 
43. 4 
42. 7 
42. 1 

41. 4 
40. 7 
39. 9 
39. 2 
38. 4 
37. 7 
36. 9 
36. 1 

35. 3 
34. 5 
33. 7 
32. 9 
32. 1 

31. 2 
30. 4 
29. 6 
28. 8 
27. 9 
27. 1 

26. 3 
25. 4 
24. 6 
23. 8 
23. 0 
22. 1 

21. 3 
20. 5 
19. 7 
18. 9 
18. 2 
17. 4 
16. 6 
15. 9 
15. 2 
14. 5 
13. 8 
13. 1 

'12. 4 
11. 8 
11 2 
10. 6 
10. 0 
94 
8. 9 
8. 3 

29 

48. 1 

47. 7 
47. 3 
46. 8 
46. 4 
45. 9 
45. 4 
44. 8 
44. 3 
43. 7 
43. 1 

42. 4 
41. 8 
41. 1 

40. 4 
39. 7 
39. 0 
38. 3 
37. 5 
36. 7 
36. 0 
35. 2 
34. 4 
33. 6 
32. 8 
32. 0 
31. 2 
30. 3 
29. 5 
28. 7 
27. 9 
27. 0 
26. 2 
25. 4 
24. 6 
23. 8 
22. 9 
22. 1 

21. 3 
20. 5 
19. 7 
18. 9 
18. 2 
17. 4 
16. 6 
15. 9 
15. 2 
14. 5 
13. 8 
13. 1 

12. 4 
11. 8 
11. 2 
10. 6 
10. 0 
9. 4 
8. 9 
8. 3 

30 

47. 5 
47. 1 

46. 7 
46. 3 
45. 9 
45. 4 
44. 9 
44. 4 
43. 9 
43. 3 
42. 7 
42. 'I 
41. 5 
40. 8 
40. 2 
39. 5 
38. 8 
38. 1 

37. 3 
36. 6 
35. 8 
35. 0 
34. 3 
33. 5 
32. 7 
31. 9 
31. 1 

30. 3 
29. 5 
28. 6 
27. 8 
27. 0 
26. 2 
25. 4 
24. 5 
23. 7 
22. 9 
22. 1 

21. 3 
20. 5 
19. 7 
18. 9 
18. 1 

17. 4 
16. 6 
15. 9 
15. 2 
14. 5 
13. 8 
13. 1 

12. 4 
11. 8 
11. 2 
10. 6 
10. 0 
9. 4 
8. 9 
8. 3 

31 

46. 9 
46. 5 
46. 2 
45. 8 
45. 4 
44. 9 
44. 5 
44. 0 
43. 5 
42. 9 
42. 4 
41. 8 
41 2 
40. 6 
39. 9 
39. 2 
38. 5 
37. 8 
37. 1 

36. 4 
35. 6 
34. 9 
34. I 
33. 4 
32. 6 
31. 8 
31. 0 
30 2 
29. 4 
28. 6 
27. 8 
26. 9 
26. I 
25. 3 
24. 5 
23. 7 
22. 9 
22. I 
21. 3 
20. 5 
19. 7 
18. 9 
18. 1 

17. 4 
16. 6 
15. 9 
15. 2 
14. 5 
13. 8 
13. 1 

12. 4 
11. 8 
11. 2 
10. 6 
10. 0 
9. 4 
8. 9 
8. 3 

32 

46. 2 
45. 9 
45. 6 
45. 2 
44. 8 
44. 4 
44. 0 
43. 5 
43. 0 
42. 5 
42. 0 
41. 4 
40. 8 
40. 2 
39. 6 
39. 0 
38. 3 
37. 6 
36. 9 
36. 2 
35. 5 
34. 7 
34. 0 
33. 2 
32. 4 
31. 7 
30. 9 
30. 1 

29. 3 
28. 5 
27. 7 
26. 9 
26. I 
25. 3 
24. 5 
23. 6 
22. 8 
22. 0 
21. 2 
20. 4 
19. 6 
18. 9 
18. 1 

17. 3 
16. 6 
15. 9 
15. 1 

14. 4 
13. 8 
13. 1 

12. 4 
1 1. 8 
11. 2 
10. 6 
10. 0 
9. 4 
8. 9 
8. 3 

33 

45. 6 
45. 3 
45. 0 
44. 6 
44. 3 
43. 9 
43. 5 
43. 0 
42. 6 
42. 1 

41. 6 
41. 0 
40. 5 
39. 9 
39. 3 
38. 7 
38. 0 
37. 4 
36. 7 
36. 0 
35. 3 
34. 5 
33. 8 
33. 1 

32. 3 
31. 5 
30. 8 
30. 0 
29. 2 
28. 4 
27. 6 
26. 8 
26. 0 
25. 2 
24. 4 
23. 6 
22. 8 
22. 0 
21. 2 
20. 4 
19. 6 
18. 8 
18. 1 

17. 3 
16. 6 
15. 8 
151 
14. 4 
'13. 7 
13. 1 

12. 4 
11. 8 
11. 2 
10. 6 
10. 0 
9. 4 
8. 9 
83 

34 

44. 9 
44. 6 
44. 3 
44. 0 
43. 7 
43. 3 
42. 9 
42. 5 
42. 1 

41. 6 
41. 1 

40. 6 
40. 1 

39. 5 
39. 0 
38. 4 
37. 7 
37. 1 

36, 4 
35. 8 
35. 1 

34. 4 
33. 6 
32. 9 
32. 2 
31. 4 
30. 6 
29. 9 
29. 1 

28. 3 
27. 5 
26. 7 
25. 9 
25. 1 

24. 3 
23. 5 
22. 7 
21. 9 
2'1. 2 
20. 4 
19. 6 
18. 8 
18. 1 

17. 3 
16. 6 
15. 8 
15. 1 

14. 4 
13. 7 
13. 1 

12. 4 
11. 8 
11. 1 

10. 5 
10. 0 
9. 4 
89 
8. 3 

AGES 

83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
'101 

102 
103 
'I 04 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 

25 

7. 8 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 

4. 4 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
9 
. 8 
. 7 
. 6 
. 5 

26 

7. 8 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 

4. 4 
41 
3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

27 

7. 8 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
'l. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

28 

7. 8 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
9 
. 8 
. 7 
. 6 
. 5 

29 

7. 8 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

7. 8 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
11 
1. 0 

. 9 

. 8 

. 7 

. 6 

. 5 

31 

7. 8 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
5 

32 33 34 

7. 8 7. 8 7. 8 
7. 4 7. 4 7. 4 
6. 9 6. 9 6 9 
6. 5 6. 5 6. 5 
6. 1 6. 1 6. 1 

5. 7 5. 7 5. 7 
5. 3 5. 3 5. 3 
5. 0 5. 0 5. 0 
4. 7 4. 7 4. 7 
4. 4 4. 4 4. 4 
4. 1 4. 1 4. 1 

3. 9 3. 9 3. 9 
3 6 3 6 3 6 
3. 4 3. 4 3. 4 
3. 2 3. 2 3. 2 
3. 0 3. 0 3. 0 
2. 8 2. 8 2. 8 
2. 7 2. 7 2. 7 
2. 5 2. 5 2. 5 
2. 3 2. 3 2. 3 
2. 1 2. 1 2. 1 

1. 9 1. 9 1 9 
1. 8 1. 8 1. 8 
1. 6 1. 6 1. 6 
1. 4 1. 4 1. 4 
1. 3 1. 3 1. 3 
1 1 1 1 1 1 

1. 0 1. 0 1. 0 
. 9 . 9 . 9 
. 8 . 8 . 8 
. 7 . 7 . 7 
. 6 . 6 . 6 
. 5 . 5 . 5 

M e 
A 

O 

'4 
h) 
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TWO LIVES - EXPECTED RETURN MULTIPLES 

I 
O 

O 

AGES 35 36 37 38 39 40 41 42 43 44 AGES 35 36 37 38 39 40 41 42 43 44 M 
V 

35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 

40. 7 
40. 2 
39. 7 
39. 2 
38. 6 
36. 0 
37. 4 
36. 8 
36. 2 
35. 5 
34. 8 
34. 1 

33. 4 
32. 7 
32. 0 
31. 3 
30. 5 
29. 7 
29. 0 
28. 2 
27. 4 
26. 7 
25. 9 
25. 1 

24. 3 
23. 5 
22. 7 
21. 9 
21. 1 

20. 3 
19. 6 
18. 8 
18. 0 
17. 3 
16. 5 
15. 8 
15. 1 

14. 4 
13. 7 
13. 1 

12. 4 
11. 8 
11. 1 

10. 5 
10. 0 
9. 4 
8. 9 
8. 3 
7. 8 
7. 3 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 

40. 2 
39. 7 
39. 3 
38. 7 
38. 2 
37. 7 
37. 1 

36. 5 
35. 9 
35. 2 
34. 6 
33. 9 
33. 2 
32. 5 
31. 8 
31. 1 

30. 4 
29. 6 
28. 9 
28. 1 

27. 3 
26. 6 
25. 8 
25. 0 
24. 2 
23. 4 
22. 6 
21. 9 
21. 1 

20. 3 
19. 5 
18. 8 
18. 0 
17. 3 
16. 5 
15. 8 
15. 'I 
14. 4 
13. 7 
13. 0 
12. 4 
11. 8 
11. 1 

10. 5 
10. 0 
9. 4 
8. 8 
8. 3 
7. 8 
7. 3 
6. 9 
6. 5 
6. 0 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 

39. 7 
39. 3 
38. 8 
38. 3 
37. 8 
37. 3 
36. 7 
36. 2 
35. 6 
34. 9 
34. 3 
33. 7 
33. 0 
32. 3 
31. 6 
30. 9 
30. 2 
29. 5 
28. 7 
26. 0 
27. 2 
26. 5 
25. 7 
24. 9 
24. 1 

23. 4 
22. 6 
21. 6 
21. 0 
20. 2 
19. 5 
18. 7 
18. 0 
17. 2 
16. 5 
15. 8 
15. 1 

14. 4 
13. 7 
13. 0 
12. 4 
11. 7 
11. 1 

10. 5 
99 
9. 4 
8. 8 
8. 3 
7. 8 
7. 3 
6. 9 
6. 5 
6. 0 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 

39. 2 
38. 7 
38. 3 
37. 9 
37. 4 
36. 9 
36. 3 
35. 8 
35. 2 
34. 6 
34. 0 
33. 4 
32. 8 
32. 1 

31. 4 
30. 7 
30. 0 
29. 3 
28. 6 
27. 8 
27. 1 

26. 3 
25. 6 
24. 8 
24. 1 

23. 3 
22. 5 
21. 7 
2'I. o 
20. 2 
19. 4 
18. 7 
17. 9 
17. 2 
16. 5 
15. 7 
15. 0 
14. 3 
13. 7 
13. 0 
'I 2. 4 
11. 7 
11. 1 

10. 5 
9. 9 
9. 4 
8. 8 
8. 3 
7. 8 
7. 3 
6. 9 
6. 5 
6. 0 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 

38. 6 
38. 2 
37. 8 
37. 4 
36. 9 
36. 4 
35. 9 
35. 4 
34. 9 
34. 3 
33. 7 
33. 1 

32. 5 
31. 8 
31. 2 
30. 5 
29. 8 
29. 1 

28. 4 
27. 7 
27. 0 
26. 2 
25. 5 
24. 7 
24. 0 
23. 2 
22. 4 
21. 7 
20. 9 
20. 1 

19. 4 
18. 6 
17. 9 
17. 2 
16. 4 
15. 7 
15. 0 
14. 3 
13. 7 
13. 0 
12. 3 
11. 7 
11. 1 

10. 5 
9. 9 
9. 4 
8. 8 
8. 3 
7. 8 
7. 3 
6. 9 
6. 4. 
6. 0 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 

38. 0 
37. 7 
37. 3 
36. 9 
36. 4 
36. 0 
35. 5 
35. 0 
34. 5 
34. 0 
33. 4 
32. 8 
32. 2 
31. 6 
30. 9 
30. 3 
29. 6 
28. 9 
28. 2 
27. 5 
26. 8 
26. 1 

25. 4 
24. 6 
23. 9 
23. 1 

22. 4 
21. 6 
20. 8 
20. 1 

19. 3 
18. 6 
17. 9 
17. 1 

16. 4 
15. 7 
1 5. 0 
14. 3 
13. 6 
13. 0 
12. 3 
11. 7 
11. 1 

10. 5 
9. 9 
9. 4 
8. 8 
8. 3 
7. 8 
7. 3 
6. 9 
6. 4 
6. 0 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 

37. 4 
37. 1 
36. 7 
36. 3 
35. 9 
35. 5 
35. 1 

34. 6 
34. 1 

33. 6 
33. 0 
32. 5 
31. 9 
31. 3 
30. 7 
30. 0 
29. 4 
28. 7 
28. 1 

27. 4 
26. 7 
26. 0 
25. 2 
24. 5 
23. 8 
23. 0 
22. 3 
21. 5 
20. 8 
20. 0 
19. 3 
18. 5 
17. 8 
17. 1 

16. 4 
15. 6 
15. 0 
14. 3 
13. 6 
13. 0 
12. 3 
11. 7 
11. 1 
10. 5 
9. 9 
9. 4 
8. 8 
8. 3 
7. 8 
7. 3 
6. 9 
6. 4 
6. 0 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 

36. 8 
36. 5 
36. 2 
35. 8 
35. 4 
35. 0 
34. 6 
34. 1 

33. 7 
33. 2 
32. 7 
32. 1 

31. 6 
31. 0 
30. 4 
29. 8 
29. 2 
28. 5 
27. 9 
27. 2 
26. 5 
25. 8 
25. 1 
24. 4 
23. 6 
22. 9 
22. 2 
21. 4 
20. 7 
20. 0 
19. 2 
18. 5 
17. 8 
17. 0 
16. 3 
15. 6 
14. 9 
14. 2 
13. 6 
12. 9 
12. 3 
11. 7 
11. 1 

10. 5 
9. 9 
9. 3 
8. 8 
8. 3 
7. 8 
7. 3 
6. 9 
6. 4 
6. 0 
5. 6 
5. 3 
5. 0 
4. 7 
4. 4 

36. 2 
35. 9 
35. 6 
35. 2 
34. 9 
34. 5 
34. 1 

33. 7 
33. 2 
32. 8 
32. 3 
31. 8 
31. 2 
30. 7 
30. 1 

29. 5 
28. 9 
28. 3 
27. 6 
27. 0 
26. 3 
25. 6 
24. 9 
24. 2 
23. 5 
22. 8 
22. 1 

21. 3 
20. 6 
19. 9 
19. 1 

18. 4 
17. 7 
17. 0 
16. 3 
15. 6 
14. 9 
14. 2 
13. 6 
12. 9 
12. 3 
11. 6 
11. 0 
10. 5 
9. 9 
9. 3 
8. 8 
8. 3 
7. 8 
7. 3 
6. 9 
6. 4 
6. 0 
5. 6 
5. 3 
5. 0 
4. 6 
4. 4 

35. 5 
35. 2 
34. 9 
34. 6 
34. 3 
34. 0 
33. 6 
33. 2 
32. 8 
32. 3 
31. 8 
31. 4 
30. 8 
30. 3 
29. 8 
29. 2 
28. 6 
28. 0 
27. 4 
26. 8 
26. 1 

25. 4 
24. 8 
24. 1 

23. 4 
22. 7 
22. 0 
21. 2 
20. 5 
19. 8 
19. 1 

18. 4 
17. 6 
16. 9 
16. 2 
15. 5 
14. 9 
14. 2 
13. 5 
12. 9 
12. 2 
11. 6 
11. 0 
10. 4 
99 
9. 3 
8. 8 
8. 3 
7. 8 
7. 3 
6. 9 
6. 4 
6. 0 
5. 6 
5. 3 
5. 0 
4. 6 
4. 4 

93 4. 1 4. 1 4. 1 

94 3. 9 3. 9 3. 9 
95 3. 6 3. 6 3. 6 
96 3. 4 3. 4 3 4 
97 32 32 32 
98 3. 0 3. 0 3. 0 
99 2. 8 2. 8 2. 8 

1 00 2. 7 2. 7 2. 7 
1 01 2. 5 2. 5 2. 5 
102 2. 3 2. 3 2. 3 
103 2. 1 2. 1 2. 1 

104 1. 9 1. 9 1. 9 
105 1. 8 1. 8 1. 8 
106 1. 6 1. 6 1. 6 
107 1. 4 1. 4 1. 4 
108 1. 3 1. 3 1. 3 
109 1. 1 1. 1 1. 1 

110 1. 0 1. 0 1. 0 
111 . 9 . 9 . 9 
112 . 8 . 8 . 8 
113 . 7 . 7 . 7 
114 . 6, 6 . 6 
115 . 5 . 5 . 5 

4. 1 4. 1 4. 'I 
3. 9 3. 9 3. 9 
3. 6 3. 6 3. 6 
3. 4 3. 4 3. 4 
3. 2 3. 2 3. 2 
3. 0 3. 0 3. 0 
2. 8 2. 8 2. 8 
2. 7 2. 7 2. 7 
2. 5 2. 5 2. 5 
2. 3 2. 3 2. 3 
2. 1 2. 1 2. 1 

1. 9 1. 9 1. 9 
1. 8 1. 8 1. 8 
1. 6 1. 6 1. 6 
1. 4 1. 4 1. 4 
1. 3 1. 3 1. 3 
1. 1 1. 1 1. 1 

1. 0 1. 0 1. 0 
. 9 . 9 . 9 
. 8 . 8 . 8 
. 7 . 7 . 7 
. 6 . 6 . 6 
. 5 . 5 . 5 

4. 1 4. 1 4. 1 4 1 

3. 9 3. 9 3. 9 3. 9 
3. 6 3. 6 3. 6 3. 6 
3. 4 3. 4 3. 4 3. 4 
3. 2 3. 2 3. 2 3. 2 
3. 0 3. 0 3. 0 3. 0 
2. 8 2. 8 2. 8 2. 8 
2. 7 2. 7 2. 6 2. 6 
2. 5 2. 5 2. 5 2. 5 
2. 3 2. 3 2. 3 2. 3 
2. 1 2. 1 2. 1 2. 1 

1. 9 1. 9 1. 9 1. 9 
1. 8 1. 8 1. 8 1. 8 
1. 6 1. 6 1. 6 1. 6 
1. 4 1. 4 1. 4 1. 4 
1. 3 1. 3 1. 3 1. 3 
1. 1 1. 1 1. 1 1. 1 

1. 0 1. 0 1. 0 1. 0 
. 9 . 9 . 9 . 9 
. 8 . 8 . 8 . 8 
. 7 . 7 . 7 . 7 
. 6 . 6 . 6 . 6 
. 5 . 5 . 5 . 5 



AGES 45 46 47 48 49 50 51 52 

TABLE VIA - ANNUITIES FOR JOINT LIFE ONLY 
TWO LIVES - EXPECTED RETURN MULTIPLES 

53 54 

TABLE VIA - ANNUITIES FOR JOINT LIFE ONLY 

TWO LIVES - EXPECTED RETURN MULTIPLES 

AGES 45 46 47 48 49 50 51 52 53 54 

45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 

31. 4 
30. 9 
30. 5 
30. 0 
29. 4 
28. 9 
28. 3 
27 7 
27. 1 

26. 5 
25. 9 
25. 2 
24. 6 
23. 9 
23. 2 
22. 5 
21. 8 
21. 1 

20. 4 
19. 7 
19. 0 
16. 3 
17. 6 
169 
16. 2 
15. 5 
14. 8 
141 
13. 5 
12. 8 
12. 2 
11. 6 
11. 0 
10. 4 
9. 9 
9. 3 
8. 8 
8. 3 
7. 8 
7. 3 
6. 8 
6. 4 
6. 0 
5. 6 
5. 3 
5. 0 
46 
44 
41 
3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 6 
2. 5 
2. 3 

30. 9 
30. 5 
30. 0 
29. 6 
29. 1 

28. 5 
28. 0 
27. 4 
26. 9 
26. 3 
25. 7 
25. 0 
24. 4 
23. 7 
23. 1 

22. 4 
21. 7 
21. 0 
20. 3 
19. 6 
18. 9 
18. 2 
17. 5 
16. 8 
16. 1 

15. 4 
14. 8 
14. 1 

13. 5 
12. 8 
12. 2 
11. 6 
11. 0 
104 
9. 8 
9. 3 
8. 8 
8. 2 
7. 8 
7. 3 
6. 8 
6. 4 
6. 0 
5. 6 
5. 3 
4. 9 
4. 6 
4. 4 
4. 1 

3. 9 
3. 6 
34 
3. 2 
3. 0 
2. 8 
2. 6 
25 
2. 3 

30. 5 
30. 0 
29. 6 
29. 2 
28. 7 
28. 2 
27. 7 
27. 1 

26. 6 
26. 0 
25. 4 
24. 8 
24. 2 
23. 5 
22. 9 
22. 2 
21. 6 
20. 9 
20. 2 
19. 5 
18. 8 
18. 1 

17. 4 
16. 7 
16. 1 

15. 4 
14. 7 
14. 1 

13. 4 
12. 8 
12. 2 
11. 6 
11. 0 
10. 4 
9. 8 
9. 3 
8. 7 
8. 2 
7. 7 
7. 3 
6. 8 
6. 4 
6. 0 
5. 6 
5. 3 
4. 9 
4. 6 
4. 4 
4. 1 

3. 8 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 6 
25 
2. 3 

30. 0 
29. 6 
29. 2 
28 7 
28. 3 
27. 8 
27. 3 
26. 8 
26. 3 
25. 7 
25. I 
24. 6 
24. 0 
23. 3 
22. 7 
22. 1 

21. 4 
20. 7 
20. I 
19. 4 
18. 7 
18. 0 
17. 3 
16. 7 
16. 0 
15. 3 
14. 7 
14. 0 
13. 4 
127 
121 
11. 5 
10. 9 
10. 4 
9. 8 
9. 3 
8. 7 
8. 2 
7. 7 
7. 3 
6. 8 
6. 4 
60 
56 
5. 3 
4. 9 
4. 6 
4. 3 
41 
3. 8 
3. 6 
3. 4 
32 
3. 0 
2. 8 
2. 6 
2. 5 
23 

29. 4 
29. 1 

28. 7 
28. 3 
27. 9 
27. 4 
26. 9 
26. 5 
25. 9 
25. 4 
24. 9 
24. 3 
23. 7 
23. 1 

22. 5 
21. 9 
21. 2 
20. 6 
19. 9 
19. 3 
18. 6 
17. 9 
17. 3 
16. 6 
15. 9 
15. 3 
14. 6 
14. 0 
13. 3 
12. 7 
12. 1 

11. 5 
10. 9 
10. 3 
9. 8 
9. 2 
8. 7 
8. 2 
7. 7 
73 
6. 8 
6. 4 
6. 0 
5. 6 
5. 3 
4. 9 
4. 6 
4. 3 
4. 1 

3. 8 
3. 6 
3. 4 
32 
3. 0 
2. 8 
2. 6 
2. 5 
2. 3 

28. 9 
28. 5 
28. 2 
27. 8 
27. 4 
27. 0 
26. 5 
26. 1 

25. 6 
25. 1 

24. 6 
24. 0 
23. 5 
22. 9 
22. 3 
21. 7 
21. 1 

20. 4 
19. 8 
19. 1 

18. 5 
17. 8 
1 7. 2 
16. 5 
15. 8 
15. 2 
14. 5 
13. 9 
13. 3 
12. 7 
12. 1 

11. 5 
10. 9 
10. 3 
9. 8 
9. 2 
8. 7 
8. 2 
7. 7 
7. 2 
6. 8 
6. 4 
6. 0 
5. 6 
5. 3 
4. 9 
4. 6 
4. 3 
4. 1 

3. 8 
3. 6 
3. 4 
32 
30 
2. 8 
2. 6 
2. 5 
2. 3 

28. 3 
28. 0 
27. 7 
27. 3 
26. 9 
26. 5 
26. 1 

25. 7 
25. 2 
24. 7 
24. 2 
23. 7 
23. 2 
22. 6 
22. 1 

21. 5 
20. 9 
20. 2 
19. 6 
19. 0 
18. 3 
17. 7 
171 
16. 4 
15. 8 
15. 1 

14. 5 
138 
13. 2 
12. 6 
12. 0 
I1. 4 
10. 8 
10. 3 
9. 7 
9. 2 
8. 7 
8. 2 
7. 7 
7. 2 
6. 8 
64 
6. 0 
5. 6 
5. 2 
4. 9 
4. 6 
4. 3 
4. 1 

3. 8 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 6 
2. 5 
2. 3 

27. 7 
27. 4 
27. 1 

26. 8 
26. 5 
26. 1 

25. 7 
25. 3 
24. 8 
24. 4 
23. 9 
23. 4 
22. 9 
22. 4 
21. 8 
21. 2 
20. 6 
20. 0 
19. 4 
18. 8 
18. 2 
1 7. 6 
169 
16. 3 
15. 7 
15. 0 
14. 4 
13. 8 
13. 2 
12. 6 
12. 0 
11. 4 
10. 8 
10. 2 
9. 7 
9. 2 
8. 7 
8. 2 
7. 7 
7. 2 
6. 8 
6. 4 
6. 0 
5. 6 
5. 2 
4. 9 
4. 6 
4. 3 
41 
3. 8 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 6 
25 
2. 3 

27. 1 

26. 9 
26. 6 
26. 3 
25. 9 
25. 6 
25. 2 
24. 8 
24. 4 
24. 0 
23. 5 
23. 1 

22. 6 
22. 1 

21. 5 
21. 0 
20. 4 
19. 8 
19. 2 
18. 6 
18. 0 
17. 4 
16. 8 
16. 2 
15. 6 
14. 9 
14. 3 
13. 7 
13. 1 

12. 5 
11. 9 
11. 3 
10. 8 
10. 2 
9. 7 
9. 1 

8. 6 
8. 1 

7. 7 
7. 2 
6. 8 
6. 3 
6. 0 
5. 6 
5. 2 
4. 9 
4. 6 
4. 3 
4. 1 

3. 8 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 6 
2. 5 
2. 3 

26 5 
26. 3 
26. 0 
25. 7 
25. 4 
25. 1 

24. 7 
24. 4 
24. 0 
23. 6 
23. 2 
22. 7 
22. 2 
21. 7 
21. 2 
20. 7 
20. 2 
19. 6 
19. 0 
18. 5 
17. 9 
17. 3 
16. 7 
16. 1 

15. 4 
14. 8 
14. 2 
13. 6 
13. 0 
12. 4 
11. 9 
11. 3 
10. 7 
10. 2 
9. 6 
9. 1 

8. 6 
8. 1 

7. 6 
7. 2 
6. 7 
6. 3 
5. 9 
5. 6 
5. 2 
4. 9 
4. 6 
4. 3 
4. 1 

3. 8 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 6 
2. 5 
2. 3 

103 2. 1 2. 1 

104 1. 9 1. 9 
105 1. 8 1. 8 
106 1. 6 1. 6 
107 1. 4 1. 4 
108 1. 3 1. 3 
109 1. 1 1. 1 

110 1. 0 1. 0 
111 . 9 . 9 
112 . 8 . 8 
113 . 7 . 7 
114 . 6 . 6 
115 . 5 . 5 

2. 1 2. 1 2. 1 2. 1 2. 'I 
1. 9 1. 9 1. 9 1. 9 1. 9 
1. 8 1. 8 1. 8 1. 8 1. 6 
1. 6 1. 6 1. 6 1. 6 1. 6 
1. 4 I 4 1. 4 1. 4 1. 4 
1. 3 1. 3 1. 3 'I. 3 1. 3 
1. 1 1. 1 1. 1 1. 1 1. 1 

1. 0 1. 0 1. 0 1. 0 1. 0 
. 9 . 9 . 9 . 9 . 9 
. 8 . 8 . 8 . 8 . 8 
. 7 . 7 . 7 . 7 . 7 
. 6 . 6 . 6 . 6 . 6 
. 5 . 5 . 5 . 5 . 5 

2. 1 2. 1 2 I 
1. 9 1. 9 1. 9 
1. 8 1. 8 1. 8 
1. 6 1. 6 1. 6 
1. 4 1 4 1. 4 
13 13 13 
'I. 1 1. 1 1. 1 

'I. O 1. 0 1. 0 
. 9 . 9 9 
. 8 . 8 . 8 
. 7 7 7 
. 6 . 6 6 
. 5 . 5 . 5 

V) I 
O 

0 
'V 
h& 



AGES 55 56 57 58 59 60 62 

TABLE VIA - ANNUITIES FOR JOINT LIFE ONLY 
TWO LIVES - EXPECTED RETURN MULTIPLES 

63 64 

TABLE VIA - ANNUITIES FOR JOINT LIFE ONLY 

TWO LIVES - EXPECTED RETURN MULTIPLES 

'V 
AGES 55 56 57 58 59 60 61 62 63 64 Io 

55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 

22. 7 
22. 3 
21. 9 
21. 4 
20. 9 
20. 4 
19, 9 
19. 4 
18. 8 
18. 3 
1 7. 7 
17. 1 
16. 5 
15. 9 
15. 3 
14. 7 
14. 1 
13. 5 
13. 0 
12. 4 
11. 8 
11. 2 
10. 7 
10. 1 

9. 6 
9. 1 

8. 6 
8. 1 

7. 6 
7. 2 
6. 7 
6. 3 
5. 9 
5. 6 
5. 2 
4. 9 
4. 6 
4. 3 
4. 1 

3. 8 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 6 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 

22. 3 
21. 9 
21. 5 
21. 1 
20. 6 
20. 1 

19. 6 
19. 1 

18. 6 
18. 0 
17. 5 
16. 9 
16. 3 
15. 8 
1 5. 2 
14. 6 
14. 0 
13. 4 
12. 9 
12. 3 
11. 7 
11. 2 
10. 6 
10. 1 

9. 6 
9. 0 
8. 5 
8. 1 

7. 6 
71 
6. 7 
6. 3 
5. 9 
5. 5 
5. 2 
4. 9 
4. 6 
4. 3 
4. 1 

3. 8 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 6 
2. 4 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
9 
. 8 

21. 9 
21. 5 
21. 1 

20. 7 
20. 3 
19. 8 
19. 3 
18. 8 
18. 3 
17. 8 
17. 3 
16. 7 
16. 2 
15. 6 
1 5. 0 
14. 5 
13. 9 
13. 3 
12. 8 
12. 2 
11. 7 
111 
10. 6 
10. 0 
9. 5 
9. 0 
8. 5 
8. 0 
7. 6 
7. 1 

6. 7 
6. 3 
5. 9 
5. 5 
5. 2 
4. 9 
4. 6 
4. 3 
4. 0 
3. 8 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 6 
2. 4 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 

21. 4 
21. 1 

20. 7 
20. 3 
19. 9 
19. 5 
19. 0 
18. 5 
18. 0 
175 
17. 0 
16. 5 
16. 0 
15. 4 
14. 9 
14. 3 
13. 8 
13. 2 
12. 7 
12. 1 

11. 6 
11. 0 
10. 5 
10. 0 
9. 5 
9. 0 
8. 5 
8. 0 
7. 5 
7. 1 
6. 7 
6. 3 
5. 9 
5. 5 
5. 2 
4. 9 
4. 6 
4. 3 
4. 0 
3. 8 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 6 
2. 4 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 
1. 0 

. 9 

. 8 

20. 9 
20. 6 
20. 3 
199 
19. 5 
19. 1 

18. 7 
18. 2 
17. 7 
17. 3 
16. 8 
16. 3 
15. 8 
15. 2 
14. 7 
14. 2 
13. 6 
13. 1 

12. 5 
12. 0 
11. 5 
10. 9 
10. 4 
9. 9 
9. 4 
8. 9 
8. 4 
8. 0 
7. 5 
7. 1 

6. 6 
6. 2 
5. 9 
5. 5 
5. 2 
4. 9 
4. 6 
4. 3 
4. 0 
3. 8 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2, 6 
2. 4 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 

20 4 
20 1 

19. 8 
19. 5 
19. 1 

187 
18. 3 
1 7. 9 
1 7. 4 
1 7. 0 
16. 5 
16. 0 
15. 5 
1 5. 0 
14. 5 
14. 0 
13. 5 
12. 9 
12. 4 
11. 9 
11. 4 
10. 9 
10. 3 
9. 8 
9. 3 
8. 9 
8. 4 
7. 9 
7. 5 
7. 0 
6. 6 
6. 2 
5. 8 
5. 5 
5. 1 

4. 8 
4. 5 
4. 3 
4. 0 
3. 8 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 6 
2. 4 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
11 
1. 0 

9 
. 8 

19. 9 
19. 6 
19. 3 
19. 0 
18. 7 
18. 3 
17. 9 
17. 5 
17. 1 

16. 7 
16. 2 
15. 8 
15. 3 
14. 8 
14. 3 
13. 8 
13. 3 
12. 8 
12. 3 
11. 8 
11. 3 
10. 8 
10. 3 
9. 8 
9. 3 
8. 8 
8. 3 
7. 9 
7. 4 
7. 0 
6. 6 
6. 2 
5. 8 
5. 5 
5. 1 

4. 8 
4. 5 
4. 3 
4. 0 
3. 8 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 6 
2. 4 
2. 3 
2. 1 

1. 9 
1. 7 
1. 6 
1. 4 
1. 3 
1. 1 
1. 0 

. 9 

. 8 

19. 4 
19. 1 

18. 8 
18. 5 
18. 2 
17. 9 
17. 5 
1 7. 1 

168 
16. 3 
1 5. 9 
15. 5 
1 5. 0 
14. 6 
14. 1 

13. 6 
131 
12. 6 
12. 1 

11. 6 
11. 1 

10. 6 
10. 2 
9. 7 
9. 2 
8. 7 
8. 3 
7. 8 
7. 4 
7. 0 
6. 5 
6. 2 
5. 8 
5. 4 
5. 1 

4. 8 
4. 5 
4. 2 
4. 0 
3. 8 
3. 6 
3. 3 
3. 2 
3. 0 
2. 8 
2. 6 
2. 4 
2. 3 
2. 1 

1. 9 
1. 7 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
9 
. 8 

18. 8 
18. 6 
18. 3 
18. 0 
17. 7 
17. 4 
1 7. 1 

16. 8 
16. 4 
16. 0 
15. 6 
15. 2 
14. 7 
14. 3 
13. 9 
13. 4 
12. 9 
12. 4 
12. 0 
11. 5 
11. 0 
10. 5 
10. 0 
9. 6 
9. 1 

8. 7 
8. 2 
7. 8 
7. 3 
6. 9 
6. 5 
6. 1 

5. 8 
5. 4 
5. 1 

4. 8 
4. 5 
4. 2 
4. 0 
3. 8 
3. 5 
3. 3 
31 
3. 0 
2. 8 
2. 6 
2. 4 
2. 3 
2. 1 

1. 9 
1. 7 
1. 6 
14 
'l. 3 
'l. 1 

1. 0 
. 9 
. 8 

18. 3 
18. 0 
17. 8 
17. 5 
17. 3 
1 7. 0 
16. 7 
16. 3 
16. 0 
15. 6 
15. 3 
14. 9 
14. 5 
14. 0 
13. 6 
13. 2 
12. 7 
12. 3 
11. 8 
11. 3 
10. 9 
10. 4 
99 
9. 5 
9. 0 
8. 6 
8. 1 

7. 7 
7. 3 
6. 9 
6. 5 
6. 1 

5. 7 
5. 4 
5. 1 

4. 8 
4. 5 
4. 2 
4. 0 
3. 7 
3. 5 
3. 3 
3. 1 

3. 0 
2. 8 
2. 6 
2. 4 
2. 2 
2. 1 

1. 9 
1. 7 
1. 6 
1. 4 
'l. 3 
1. 1 

1. 0 
9 

. 8 

113 . 7 . 7 7 7 . 7 . 7 . 7 . 7 

1 1 4 . 6 . 6 . 6 6 . 6 . 6 . 6 . 6 . 6 
115 . 5 . 5 5 5 . 5 5 . 5 . 5 . 5 



TABLE VIA - ANNUITIES FOR JOINT LIFE ONLY 
TWO LIVES - EXPECTED RETURN MULTIPLES 

TABLE VIA - ANNUITIES FOR JOINT LIFE ONLY 
TWO LIVES - EXPECTED RETURN MULTIPLES 

AGES 65 66 67 68 69 70 71 72 73 74 AGES 75 76 77 78 79 80 81 82 84 

65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 

14. 9 
14. 5 
14. 1 

13. 7 
13. 3 
12. 9 
12. 5 
12. 0 
11. 6 
11. 2 
10. 7 
10. 3 
9. 8 
9. 4 
8. 9 
8. 5 
8. 0 
7. 6 
7. 2 
6. 8 
6. 4 
6. 0 
5. 7 
5. 3 
5. 0 
4. 7 
4. 5 
4. 2 
3. 9 
3. 7 
3. 5 
3. 3 
3. 1 

2. 9 
2. 8 
2. 6 
2. 4 
2. 2 
2. 1 

1. 9 
1. 7 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

14. 5 
14. 2 
13. 8 
13. 4 
13. 1 

12. 6 
12. 2 
11. 8 
11. 4 
11. 0 
10. 5 
10. 1 

9. 7 
9. 2 
8. 8 
8. 4 
8. 0 
7. 5 
71 
6. 7 
6. 4 
6. 0 
5. 6 
5. 3 
5. 0 
4. 7 
4. 4 
4. 2 
3. 9 
3. 7 
3. 5 
3. 3 
3. 1 

2. 9 
2. 8 
2. 6 
2. 4 
2. 2 
2. 1 

1. 9 
1. 7 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
9 
. 8 
. 7 
. 6 
. 5 

14. 1 

13. 8 
13. 5 
13. 1 

12. 8 
12. 4 
12. 0 
11. 6 
11. 2 
10. 8 
10. 4 
9. 9 
9. 5 
9. 1 

8. 7 
8. 3 
7. 9 
7. 5 
7. 1 

6. 7 
6. 3 
5. 9 
5. 6 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
3. 5 
3. 3 
3. 1 

2. 9 
2. 8 
2. 6 
2. 4 
2. 2 
2. 1 

1. 9 
1. 7 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
9 
. 8 
. 7 
. 6 
. 5 

13. 7 
13. 4 
13. 1 

12. 8 
12. 5 
12. 1 

1 1. 7 
1 1. 4 
1 1. 0 
10. 6 
10. 2 
9. 8 
9. 4 
9. 0 
8. 6 
8. 2 
7. 8 
7. 4 
7. 0 
6. 6 
6. 2 
5. 9 
5. 6 
5. 2 
4. 9 
4. 6 
4. 4 
4. 1 

3. 9 
3. 7 
3. 5 
3. 3 
3. 1 

2. 9 
2. 7 
2. 6 
2. 4 
2. 2 
2. 1 

1. 9 
1. 7 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

13. 3 
13. 1 

12. 8 
12. 5 
12. 1 

11. 8 
11. 4 
11. 1 

10. 7 
10. 4 
10. 0 
9. 6 
9. 2 
8. 8 
8. 4 
8. 0 
7. 7 
7. 3 
6. 9 
6. 5 
6. 2 
5. 8 
5. 5 
5. 2 
4. 9 
4. 6 
4. 3 
4. 1 

3. 9 
3. 6 
3. 4 
3. 3 
3. 1 

2. 9 
2. 7 
2. 6 
2. 4 
2. 2 
2. 1 

1. 9 
1. 7 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
9 
. 8 
. 7 
. 6 
. 5 

12. 9 
12. 6 
12. 4 
12. 1 

11. 8 
11. 5 
1 1. 2 
10. 8 
10. 5 
10. 1 

9. 8 
9. 4 
9. 0 
8. 7 
8. 3 
7. 9 
7. 5 
7. 2 
6. 8 
6. 4 
6. 1 

5. 8 
5. 4 
5. 1 

4. 8 
4. 6 
4. 3 
4. 1 

3. 8 
3. 6 
3. 4 
3. 2 
3. 1 

2. 9 
2. 7 
2. 5 
2. 4 
2. 2 
2. 0 
1. 9 
1. 7 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
9 
. 8 
. 6 
. 6 
. 5 

12. 5 
12. 2 
12. 0 
11. 7 
1 1. 4 
1 1. 2 
10. 9 
10. 5 
10. 2 
9. 9 
9. 5 
9. 2 
8. 8 
8. 5 
8. 1 

7. 8 
7. 4 
7. 1 

6. 7 
6. 4 
6. 0 
5. 7 
5. 4 
5. 1 

4. 8 
4. 5 
4. 3 
4. 0 
3. 8 
3. 6 
3. 4 
3. 2 
3. 0 
2. 9 
2. 7 
2. 5 
2. 4 
2. 2 
2. 0 
1. 9 
1. 7 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 

. 5 

. 5 

12. 0 
1 1. 8 
1 1. 6 
11. 4 
11. 1 

10. 8 
10. 5 
10. 2 
9. 9 
9. 6 
9. 3 
9. 0 
8. 6 
8. 3 
8. 0 
7. 6 
7. 3 
6. 9 
6. 6 
6. 3 
5. 9 
5. 6 
5. 3 
5. 0 
4. 7 
4. 5 
4. 2 
4. 0 
3. 8 
3. 6 
3. 4 
3. 2 
3. 0 
2. 9 
2. 7 
2. 5 
2, 4 
2. 2 
2. 0 
1. 9 
1. 7 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 6 
. 5 
. 5 

11. 6 
11. 4 
11. 2 
11. 0 
10. 7 
10. 5 
10. 2 
9. 9 
9. 7 
9. 4 
9. 1 

8. 8 
8. 4 
8. 1 

7. 8 
7. 5 
7. 1 

6. 8 
6. 5 
6. 2 
5. 6 
5. 5 
5. 2 
5. 0 
4. 7 
4. 4 
4. 2 
3. 9 
3. 7 
3. 5 
3. 3 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 2 
2. 0 
1. 9 
1. 7 

1. 5 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 6 
. 5 
. 5 

11. 2 
11. 0 
10. 8 
10. 6 
10. 4 
10. 1 

99 
9. 6 
9. 4 
9. 1 

8. 8 
8. 5 
8. 2 
7. 9 
7. 6 
7. 3 
7. 0 
6. 7 
6. 4 
6. 0 
5. 7 
5. 4 
5. 2 
4. 9 
4. 6 
4. 4 
4. 1 

3. 9 
3. 7 
3. 5 
3. 3 
3. 1 

3. 0 
2. 6 
2. 6 
2. 5 
2. 3 
2. 2 
2. 0 
1. 9 
1. 7 
1. 5 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 6 
. 5 
. 5 

75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 

8. 6 
8. 3 
8. 0 
7. 7 
7. 4 
7. 1 

6. 8 
6. 5 
6. 2 
5. 9 
5. 6 
5. 4 
5. 1 

4. 8 
4. 5 
4. 3 
4. 1 

3. 9 
3. 7 
3. 5 
3. 3 
3. 1 

2. 9 
2. 8 
2. 6 
2. 5 
2. 3 
2. 2 
2. 0 
1. 8 
1. 7 
1. 5 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 6 
. 5 
. 5 

8. 3 
8. 0 
7. 8 
7. 5 
7. 2 
6. 9 
6. 7 
6. 4 
6. 1 

5. 8 
5. 5 
5. 3 
5. 0 
4. 7 
4. 5 
4. 2 
4. 0 
3. 8 
3. 6 
3. 4 
3. 2 
3. 1 

2. 9 
2. 8 
2. 6 
2. 5 
2. 3 
2. 1 

2. 0 
1. 8 
1. 7 
1. 5 
1. 4 
1. 2 
1. 1 

1. 0 
. 9 
. 8 
. 6 
. 5 
. 5 

8. 0 
7. 8 
7. 5 
7. 3 
7. 0 
6. 8 
6. 5 
6. 2 
5. 9 
5. 7 
5. 4 
5. 1 

4. 9 
4. 6 
4. 4 
4. 2 
4. 0 
3. 7 
3. 6 
3. 4 
3. 2 
3. 0 
2. 9 
2. 7 
2. 6 
2. 4 
2. 3 
2. 1 

2. 0 
1. 8 
1. 7 
1. 5 
1. 4 
1. 2 
1. 1 

1. 0 
. 9 
. 8 
. 6 
. 5 
. 5 

7. 7 
7. 5 
7. 3 
7. 0 
6. 8 
6. 6 
6. 3 
6. 0 
5. 8 
5. 5 
5. 3 
5. 0 
4. 8 
4. 5 
4. 3 
4. 1 

3. 9 
3. 7 
3. 5 
3. 3 
3. 2 
3. 0 
2. 9 
2. 7 
2. 6 
2. 4 
2. 3 
2. 1 

2. 0 
1. 8 
1. 7 
1. 5 
1. 4 
1. 2 
1. 1 

1. 0 
. 9 
. 7 
. 6 
. 5 
. 5 

7. 4 
7. 2 
7. 0 
6. 8 
6. 6 
6. 3 
6. 1 

5. 9 
5. 6 
5. 4 
5. 2 
4. 9 
4. 7 
4. 4 
4. 2 
4. 0 
3. 8 
3. 6 
3. 4 
3. 3 
3. 1 

3. 0 
2. 8 
2. 7 
2. 5 
2. 4 
2. 2 
2. 1 

1. 9 
1. 8 
1. 6 
1. 5 
1. 4 
1. 2 
1. 1 

1. 0 
. 9 
. 7 
. 6 
. 5 
. 5 

7. 1 

6. 9 
6. 6 
6. 6 
6. 3 
6. 1 

5. 9 
5. 7 
5. 5 
5. 2 
5. 0 
4. 6 
4. 6 
4. 3 
4. 1 

3. 9 
3. 7 
3. 6 
3. 4 
3. 2 
3. 1 

2. 9 
2. 8 
2. 6 
2. 5 
2. 4 
2. 2 
2. 1 

1. 9 
1. 8 
1. 6 
1. 5 
1. 4 
'1. 2 
1. 1 

1. 0 
. 9 
. 7 
. 6 
. 5 
. 5 

6. 8 
6. 7 
6. 5 
6. 3 
6. 1 

5. 9 
5. 7 
5. 5 
5. 3 
5. 1 

4. 9 
4. 7 
4. 4 
4. 2 
4. 0 
3. 8 
3. 7 
3. 5 
3. 3 
3. 2 
3. 0 
2. 9 
2. 7 
2. 6 
2. 5 
2. 3 
2. 2 
2. 0 
1. 9 
1. 8 
1. 6 
1. 5 
1. 3 
1. 2 
1. 1 

1. 0 
. 9 
. 7 
. 6 
. 5 
. 5 

6. 5 
6. 4 
6. 2 
6. 0 
5. 9 
5. 7 
5. 5 
5. 3 
5. 1 

4. 9 
4. 7 
4. 5 
4. 3 
4. 1 

3. 9 
3. 8 
3. 6 
3. 4 
3. 2 
3. 1 

3. 0 
2. 8 
2. 7 
2. 6 
2. 4 
2. 3 
2. 2 
2. 0 
1. 9 
1. 7 
1. 6 
1. 5 
1. 3 
1. 2 
1. 1 

1. 0 
. 9 
. 7 
. 6 
. 5 
. 5 

6. 2 
6. 1 

5. 9 
5. 8 
5. 6 
5. 5 
5. 3 
5. 1 

4. 9 
4. 7 
4. 6 
4. 4 
4. 2 
4. 0 
3. 8 
3. 7 
3. 5 
3. 3 
3. 2 
3. 0 
2. 9 
2. 8 
2. 6 
2. 5 
2. 4 
2. 3 
2. 1 

2. 0 
1. 9 
1. 7 
1. 6 
1. 5 
1. 3 
1. 2 
1. 1 

1. 0 
. 8 
. 7 
. 6 
. 5 
. 5 

5. 9 
5. 8 
5. 7 
5. 5 
5. 4 
5. 2 
5. 1 

4. 9 
4. 7 
4. 6 
4. 4 
4. 2 
4. 1 

3. 7 
3. 5 
3. 4 
3. 2 
3. 1 

3. 0 
2. 8 
2, 7 
2. 6 
2. 5 
2. 3 
2. 2 
2. 1 

2. 0 
1. 8 
1. 7 
1. 6 
1. 4 
1. 3 
1. 2 
1. 1 

1. 0 
. 8 
. 7 
. 6 
. 5 
. 5 



TABLE VIA - ANNUITIES FOR JOINT LIFE ONLY 
TWO LIVES - EXPECTED RETURN MULTIPLES 

TABLE VIA - ANNUITIES FOR JOINT LIFE ONLY 

TWO LIVES - EXPECTED RETURN MULTIPLES 

AGES 85 86 87 88 89 90 91 92 93 94 AGES 95 96 97 98 99 100 101 102 103 104 

85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
loe 
109 
110 
111 
112 
113 
114 
115 

4. 2 
4. 1 

3. 9 
3. 8 
3. 6 
3. 4 
3. 3 
3. 2 
3. 0 
2. 9 
2. 8 
2. 6 
2. 5 
2. 4 
2. 3 
2. 2 
2. 1 

1. 9 
1. 8 
1. 7 
1. 6 
1. 4 
1. 3 
1. 2 
1. 1 

9 
. 8 
. 7 
. 6 
. 5 
. 5 

4. 1 

3. 9 
3. 8 
3. 6 
3. 5 

3. 2 
3. 1 

2. 9 
2. 8 
2. 7 
2. 6 
2. 5 
2. 4 
2. 2 
2. 1 

2. 0 
1. 9 
1. 8 
1. 7 
1. 5 
1. 4 
1. 3 
1. 2 
1. 1 

. 9 

. 8 

. 7 

. 6 

. 5 

. 5 

3. 9 
3. 8 
3. 6 
3. 5 
3. 4 
3. 2 
3. 1 

3. 0 
2. 8 
2. 7 
2. 6 
2. 5 
2. 4 
2. 3 
2. 2 
2. 1 

2. 0 
1. 9 
1. 8 
1. 6 
1. 5 
1. 4 
1. 3 
1. 2 
1. 0 

9 
. 8 
. 7 
. 6 
. 5 
. 5 

3. 8 
3. 6 
3. 5 
3. 4 
3. 2 
3. 1 

3. 0 
2. 9 
2. 8 
2. 6 
2. 5 
2. 4 
2. 3 
2. 2 
2. 1 

2. 0 
1. 9 
1. 8 
1. 7 
1. 6 
1. 5 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 
. 5 

3. 6 
3. 5 
3. 4 
3. 2 
3. 1 

3. 0 
2. 9 
2. 8 
2. 7 
2. 6 
2. 5 
2. 4 
2. 3 
2. 2 
2. 1 

2. 0 
1, 9 
1. 8 
1. 7 
1. 6 
1. 5 
1. 4 
1. 2 
1. 1 

1. 0 
9 
. 8 
. 7 
. 6 
. 5 
. 5 

3. 4 
3. 3 
3. 2 
3. 1 

3. 0 
2. 9 
2. 8 
2. 7 
2. 6 
2. 5 
2, 4 
2. 3 
2. 2 
2. 1 

2. 0 
1. 9 
1. 9 
1. 8 
1. 7 
1. 5 
1. 4 
1. 3 
1. 2 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 
. 5 

3. 2 
3. 1 

3. 0 
2. 9 
2. 8 
2. 7 
2. 6 
2. 5 
2. 4 
2. 3 
2. 2 
2. 2 
2. 1 

2. 0 
1. 9 
1. 8 
1. 7 
1. 6 
1. 5 
1. 4 
'1. 3 
1. 2 
1. 1 

1. 0 
9 
. 8 
. 7 
. 6 
. 5 
. 5 

3. 2 
3. 1 

3. 0 
2. 9 
2. 8 
2. 7 
2. 6 
2. 5 
2. 4 
2. 3 
2. 2 
2. 2 
2. 1 

2. 0 
1. 9 
1. 9 
1. 8 
1. 7 
1. 6 
1. 5 
1. 4 
1. 3 
1. 2 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 
. 5 

3. 0 
2. 9 
2. 8 
2. 8 
2. 7 
2. 6 
2. 5 
2. 4 
2. 3 
2. 3 
2. 2 
2. 1 

2. 0 
2. 0 
1. 9 
1. 8 
1. 7 
1. 6 
1. 5 
1. 5 
1. 4 
1. 3 
1. 2 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 
. 5 

2. 9 
2. 8 
2. 7 
2. 6 
2. 6 
2. 5 
2. 4 
2. 3 
2. 3 
2. 2 
2. 1 

2. 0 
2. 0 
1. 9 
1. 8 
1. 8 
1. 7 
1. 6 
1. 5 
1. 4 
1. 3 
1. 2 
1. 2 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 
. 5 

95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 

2. 0 
2. 0 
1. 9 
1. 8 
1. 8 
1. 7 
1. 6 
1. 6 
1. 5 
1. 4 
1. 3 
1. 2 
1. 1 

1. 0 
1. 0 

9 
. 8 
. 7 
. 6 
. 5 
. 5 

2. 0 
1. 9 
1. 9 
1. 8 
1. 7 
1. 7 
1. 6 
1. 5 
1. 5 
1. 4 
1. 3 
1. 2 
1. 1 

1. 0 
. 9 
. 9 
. e 
. 7 
. 6 
. 5 
. 5 

1. 9 
1. 9 
1. 8 
1. 7 
1. 7 
1. 6 
1. 6 
1. 5 
1. 4 
1. 3 
1. 3 
1. 2 
1. 1 

1. 0 
. 9 
. 8 
. 8 
. 7 
. 6 
. 5 
. 5 

1. 8 
1. 8 
1. 7 
1. 7 
1. 6 
1. 6 
1. 5 
1. 5 
1. 4 
1. 3 
1. 2 
1. 2 
1. 1 

1. 0 
. 9 
. 8 
. e 
. 7 
. 6 
. 5 
. 5 

1. 8 
1. 7 
1. 7 
1. 6 
1. 6 
1. 5 
1. 5 
1. 4 
1. 4 
1. 3 
1. 2 
1. 1 

1. 1 

1. 0 
. 9 
. 8 
. 8 
. 7 
. 6 
. 5 
. 5 

1. 7 
1. 7 

1. 6 
1. 6 
1, 5 
1. 5 
1. 4 
1. 4 
1. 3 
1. 3 
1. 2 
1. 1 

1. 0 
1. 0 

. 9 

. 8 

. 7 

. 7 

. 6 

. 5 

. 5 

1. 6 
1. 6 
1. 6 
1. 5 
1. 5 
1. 4 
1. 4 
1. 3 
1. 3 
1. 2 
1. 2 
1. 1 

1. 0 
1. 0 

. 9 

. 8 

. 7 

. 7 

. 6 

. 5 

. 5 

1. 6 
1. 5 
1. 5 
1. 5 
1. 4 
1. 4 
1. 3 
1. 3 
1. 2 
1. 2 
1. 1 

1. 1 

1. 0 
. 9 
9 
. 8 
. 7 
. 7 
. 6 
. 5 
. 5 

1. 5 1. 4 
1. 5 1. 4 
1. 4 1. 3 
1. 4 1. 3 
1. 4 1. 3 
1. 3 1. 3 
1. 3 1. 2 
1. 2 1. 2 
1. 2 1. 1 

1. 1 1. 1 

1. 1 1. 0 
1. 0 1. 0 
1. 0 . 9 

. 9 . 9 

. 8 . 8 

. 8 . 8 

. 7 . 7 

. 6 . 6 

. 6 . 6 

. 5 . 5 

. 5 . 5 



TABLE VIA - ANNUITIES FOR JOINT LIFE ONLY 
TWO LIVES - EXPECTED RETURN MULTIPLES 

AGES 105 106 107 108 109 110 111 112 113 114 115 

105 10 10 . 9 
106 1. 0 . 9 . 9 
107 . 9 . 9 . 8 
108 . 9 . 8 . 8 
109 . 8 . 8 . 7 
110 . 7 . 7 . 7 
111 . 7 . 7 . 7 
112 . 6 . 6 . 6 
113 . 6 . 6 . 6 
114 . 5 . 5 . 5 
115 . 5 . 5 . 5 

. 9 . 8 

. 8 . 8 

. 8 . 7 

. 8 . 7 

. 7 . 7 

. 7 . 7 

. 6 . 6 

. 6 . 6 

. 5 . 5 

. 5 . 5 

. 5 . 5 

. 7 . 7 . 6 . 6 

. 7 . 7 . 6 . 6 

. 7 . 7 . 6 . 6 

. 7 . 6 . 6 . 5 

. 7 . 6 . 6 . 5 

. 6 . 6 . 6 . 5 

. 6 . 6 . 5 . 5 

. 6 . 5 . 5 . 5 

. 5 . 5 . 5 . 5 

. 5 . 5 . 5 . 5 

. 5 . 5 . 5 . 5 

. 5 . 5 

. 5 . 5 

. 5 . 5 

. 5 . 5 

. 5 . 5 

. 5 . 5 

. 5 . 5 

. 5 . 5 

. 5 . 5 

. 5 . 5 

. 5 . 5 

CA 
tP 
O 

0 
'4 
Kl 



TABLE VII - PERCENT VALUE OF REFUND FEATURE 
DURATION OF GUARANTEED AMOUNT 

TABLE VII - PERCENT VALUE OF REFUND FEATURE 
DURATION OF GUARANTEED AMOUNT 

1 2 3 4 5 6 7 8 9 10 
YEAR YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS 

1 2 3 4 5 6 7 8 9 10 
YEAR YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS 

5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
5'I 

52 
53 
54 
55 
56 
57 
58 
59 
60 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1 
1 

1 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1 

1 

1 

1 

1 

1 
1 
1 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1 

1 

1 

1 

1 

1 

1 

1 
1 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
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2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
4 
4 
4 
5 
5 
6 
6 
7 
8 
8 
9 

10 
11 
12 
13 
14 
15 
17 
18 
20 

0 
0 
0 
0 
0 
1 

1 

1 

1 

1 

1 

1 

1 

1 
1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
4 
4 
4 
5 
5 
6 
6 
7 
7 
8 
9 

10 
11 
12 
13 
14 
15 
17 
18 
20 
21 

0 
0 
0 
0 
1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
4 
4 
4 
5 
5 
6 
6 
7 
7 
8 
9 

10 
11 
11 
13 
14 
15 
16 
18 
19 
21 
23 

0 
0 
0 
1 

1 

1 

1 

1 

1 

1 

1 
'I 

1 

1 

1 

1 

1 

1 

1 

1 

1 

2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
4 
4 
4 
5 
5 
6 
6 
7 
7 
8 
9 

10 
10 
11 
12 
14 
15 
16 
18 
19 
21 
22 
24 

61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
QD 

81 
82 
83 
84 
e5 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 

14 
15 
16 
18 
20 
21 
23 
25 
28 
30 
32 
35 
37 
40 
42 
45 
47 
50 
53 
55 
58 
60 
62 
65 
67 
69 
71 
73 
74 
76 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
91 
92 
93 
94 
94 
95 
96 
96 
97 
97 
98 

15 
16 
18 
19 
21 
23 
25 
27 
29 
32 
34 
37 
39 
42 
44 
47 
50 
52 
55 
57 
59 
62 
64 
66 
68 
70 
72 
74 
76 
77 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
89 
90 
91 
92 
93 
93 
94 
95 
95 
96 
96 
97 
97 
98 

16 
18 
19 
21 
23 
25 
27 
29 
31 
34 
36 
39 
41 
44 
46 
49 
51 
54 
56 
59 
61 
63 
66 
68 
70 
72 
73 
75 
77 
78 
79 
81 
82 
83 
84 
85 
86 
87 
87 
88 
89 
90 
91 
91 
92 
93 
94 
94 
95 
95 
96 
96 
97 
97 
98 

17 
19 
21 
23 
25 
27 
29 
31 
33 
36 
38 
41 
43 
de 
48 
51 
53 
56 
58 
60 
63 
65 
67 
69 
71 
73 
75 
76 
78 
79 
80 
82 
83 
84 
85 
86 
86 
87 
88 
89 
90 
90 
91 
92 
92 
93 
94 
94 
95 
96 
96 
97 
97 
98 
98 

19 
20 
22 
24 
26 
28 
31 
33 
35 
38 
40 
43 
45 
48 
50 
53 
55 
57 
60 
62 
64 
66 
68 
70 
72 
74 
76 
77 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
88 
89 
90 
91 
91 
92 
93 
93 
94 
95 
95 
96 
96 
97 
97 
98 
98 

20 
22 
24 
26 
28 
30 
32 
35 
37 
40 
42 
45 
47 
50 
52 
54 
57 
59 
61 
63 
66 
68 
70 
71 
73 
75 
76 
78 
79 
81 
82 
83 
84 
85 
86 
87 
87 
88 
89 
90 
90 
91 
92 
92 
93 
94 
94 
95 
95 
96 
96 
97 
97 
98 
98 

22 
23 
25 
28 
30 
32 
34 
37 
39 
42 
44 
46 
49 
51 
54 
56 
58 
61 
63 
65 
67 
69 
71 
72 
74 
76 
77 
79 
80 
81 
83 
84 
85 
85 
86 
87 
88 
89 
e9 
90 
91 
91 
92 
93 
93 
94 
95 
95 
96 
96 
97 
97 
97 
98 
98 

23 
25 
27 
29 
31 
34 
36 
38 
41 
43 
46 
48 
51 
53 
55 
58 
6D 
62 
64 
66 
68 
70 
72 
73 
75 
77 
78 
80 
81 
82 
83 
84 
85 
86 
87 
88 
88 
89 
90 
90 
91 
92 
92 
93 
94 
94 
95 
95 
96 
96 
97 
97 
98 
98 
98 

25 
27 
29 
31 
33 
35 
38 
40 
43 
45 
47 
50 
52 
54 
57 
59 
61 
63 
65 
67 
69 
71 
73 
74 
76 
77 
79 
80 
81 
83 
84 
85 
86 
86 
87 
88 
89 
89 
90 
91 
91 
92 
93 
93 
94 
94 
95 
95 
96 
96 
97 
97 
98 
98 
98 

26 
28 
30 
33 
35 
37 
40 
42 
44 
47 
49 
51 
54 
56 
58 
60 
62 
64 
66 
68 
70 
72 
74 
75 
77 
78 
80 
81 
82 
83 
84 
85 
86 
87 
88 
88 
89 
QD 
90 
91 
92 
92 
93 
93 
94 
95 
95 
96 
96 
96 
97 
97 
98 
98 
98 



TABLE VII - PERCENT VALUE OF REFUND FEATURE 
DURATION OF GUARANTEED AMOUNT 

AGE 31 32 33 34 35 36 37 38 39 40 
YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS 

TABLE VII - PERCENT VALUE OF REFUND FEATURE 
DURATION OF GUARANTEED AMOUNT 

31 32 33 34 35 36 37 38 39 40 
YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS 

5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 

0 
0 
1 
1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
4 
4 
4 
5 
5 
6 
6 
7 
7 
8 
9 
9 

10 
11 
12 
13 
15 
16 
17 
19 
20 
22 
24 
26 

1 

1 

1 

1 

1 

1 
1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
4 
4 
4 
5 
5 
5 
6 
7 
7 
8 
9 
9 

10 
11 
12 
13 
14 
16 
17 
18 
20 
22 
24 
25 
27 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
3 
4 
4 
5 
5 
5 
6 
6 
7 
8 
8 
9 

10 
11 
12 
13 
14 
15 
17 
18 
20 
21 
23 
25 
27 
29 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 
1 

1 
2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
3 
4 
4 
4 
5 
5 
6 
6 
7 
8 
8 
9 

10 
11 
12 
13 
14 
15 
17 
18 
19 
21 
23 
25 
27 
28 
31 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 
1 

1 
2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
4 
4 
4 
5 
5 
6 
6 
7 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
18 
19 
21 
22 
24 
26 
28 
30 
32 

1 

1 

1 

1 
1 
1 

1 

1 

1 

1 

1 

1 

1 
1 

1 

1 

2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
4 
4 
4 
5 
5 
6 
6 
7 
7 
8 
9 

'10 

10 
11 
12 
14 
15 
16 
17 
19 
20 
22 
24 
26 
28 
30 
32 
34 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 
1 

1 

1 
2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
4 
4 
4 
5 
5 
6 
6 
7 
7 
8 
9 
9 

10 
11 
12 
13 
15 
16 
17 
19 
20 
22 
23 
25 
27 
29 
31 
33 
35 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 
1 

1 
1 

2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
4 
4 
4 
5 
5 
5 
6 
7 
7 
8 
9 
9 

10 
11 
12 
13 
14 
16 
17 
18 
20 
21 
23 
25 
27 
29 
31 
33 
35 
37 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 
1 

2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
4 
4 
4 
5 
5 
5 
6 
6 
7 
8 
8 
9 

10 
11 
12 
13 
14 
15 
17 
18 
20 
21 
23 
24 
26 
28 
30 
32 
34 
36 
38 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 
1 

2 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
4 
4 
4 
5 
5 
5 
6 
6 
7 
8 
8 
9 

10 
11 
12 
13 
14 
15 
16 
18 
19 
21 
22 
24 
26 
28 
30 
32 
34 
36 
38 
40 

61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
, 1 15 

28 
30 
32 
34 
37 
39 
41 
44 
46 
48 
51 
53 
55 
57 
59 
62 
64 
66 
67 
69 
71 
73 
74 
76 
78 
79 
80 
82 
83 
84 
85 
86 
87 
87 
88 
89 
89 
90 
91 
91 
92 
92 
93 
94 
94 
95 
95 
96 
96 
97 
97 
97 
98 
98 
98 

29 
32 
34 
36 
38 
41 
43 
45 
48 
50 
52 
54 
57 
59 
61 
63 
65 
67 
68 
70 
72 
74 
75 
77 
78 
80 
81 
82 
83 
84 
85 
86 
87 
88 
88 
89 
90 
90 
91 
92 
92 
93 
93 
94 
94 
95 
95 
96 
96 
97 
97 
97 
98 
98 
98 

31 
33 
35 
38 
40 
42 
45 
47 
49 
51 
54 
56 
58 
60 
62 
64 
66 
68 
69 
71 
73 
74 
76 
77 
79 
80 
81 
83 
84 
85 
86 
87 
87 
88 
89 
89 
90 
91 
91 
92 
92 
93 
93 
94 
95 
95 
96 

96 
97 
97 
98 
98 
98 
98 

33 
35 
37 
39 
42 
44 
46 
48 
51 
53 
55 
57 
59 
61 
63 
65 
67 
69 
70 
72 
74 
75 
77 
78 
79 
81 
82 
83 
84 
85 
86 
87 
88 
88 
89 
90 
90 
91 
92 
92 
93 
93 
94 
94 
95 
95 
96 
96 
97 
97 
97 
98 
98 
98 
99 

34 
36 
39 
41 
43 
45 
48 
50 
52 
54 
56 
58 
60 
62 
64 
66 
68 
70 
71 
73 
74 
76 
77 
79 
80 
81 

84 
85 
86 
87 
87 
88 
89 
ee 
90 
91 
91 
92 
92 
93 
93 
94 
94 
95 
95 
96 
96 
97 
97 
97 
98 
98 
98 
99 

36 
38 
40 
42 
45 
47 
49 
51 
53 
55 
57 
59 
61 
63 
65 
67 
69 
70 
72 
74 
75 
77 
78 
79 
81 
82 
83 
84 
85 
86 
87 
88 
88 
89 
90 
90 
91 
91 
92 
92 
93 
94 
94 
95 
95 
95 
96 
96 
97 
97 
97 
98 
98 
98 
99 

37 
40 
42 
44 
46 
46 
50 
52 
54 
57 
59 
60 
62 
64 
66 
68 
70 
71 
73 
74 
76 
77 
79 
80 
81 
82 
83 
85 
85 
86 
87 
88 
89 
89 
90 
9% 

91 
92 
92 
93 
93 
94 
94 
95 
95 
96 
96 
96 
97 
97 
98 
98 
98 
98 
99 

39 
41 
43 
45 
47 
50 
52 
54 
56 
58 
60 
62 
63 
65 
67 
69 
70 
72 
73 
75 
76 
78 
79 
80 
82 
83 
84 
85 
86 
87 
88 
88 
89 
90 
90 
91 
91 
92 
92 
93 
93 
94 
94 
95 
95 
96 
96 
96 
97 
97 
98 
96 
ee 
98 
99 

40 
42 
45 
47 
49 
51 
53 
55 
57 
59 
61 
62 
64 
66 
68 
69 
71 
73 
74 
76 
77 
78 
80 
81 
82 
83 

85 
86 
87 
88 
89 
89 
90 
91 
91 
92 
92 
93 
93 
94 
94 
94 
95 
95 
96 
96 
97 
97 
97 
ee 
ee 
ee 
ee 
99 

42 
44 
46 
48 
50 
52 
54 
56 
58 
60 
62 
63 
65 
67 
69 
70 
72 
73 
75 
76 
78 
79 
80 
81 
83 

85 
86 
87 
87 
88 
89 
90 
90 
91 
91 
92 
92 
93 
93 
94 
94 
95 
95 
95 
96 
96 
97 
97 
97 
ee 
ee 
98 
99 
99 



TABLE VIII - TEMPORARY LIFE ANNUITIES 
ONE LIFE - EXPECTED RETURN MULTIPLES 

(See tootnote at end of tabac) 

Temponay Period — Maxmum Duabon of Annuriy 

TABLE VIII - TEMPORARY LIFE ANNUITIES 
ONE LIFE - EXPECTED RETURN MULTIPLES 

(See footnote at end of tatrea) 
Temporary Period — Maxirrum Duration of Annuity 

rn 

0 
'V 

AGE 1 2 3 4 5 6 7 8 9 10 
YEAR YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS 

1 2 3 4 5 
YEAR YEARS YEARS YEARS YEARS 

6 7 8 9 10 
YEARS YEARS YEARS YEARS YEARS 

5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
4'I 

42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 

1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
'I. O 

1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
'I. O 

1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 

2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 

3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 

4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4, 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 
4. 0 

5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
5. 0 
4. 9 
4. 9 
4. 9 
4. 9 
4. 9 
4. 9 

6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
6. 0 
5. 9 
5. 9 
5. 9 
5. 9 
5. 9 
5. 9 
5. 9 
5. 9 
5. 9 
5. 9 

7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7. 0 
7, 0 
7. 0 
6. 9 
6. 9 
6. 9 
6. 9 
6. 9 
6. 9 
6. 9 
6. 9 
6. 9 
6. 9 
6. 9 
6. 9 
6. 9 
6. 8 

8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
e. o 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
8. 0 
7. 9 
7. 9 
7. 9 
7. 9 
7. 9 
7. 9 
7. 9 
7. 9 
7. 9 
7. 9 
7. 9 
7. 9 
7. 8 
7. 8 
7. 8 
7. 8 
7. 8 

9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
9. 0 
8. 9 
8. 9 
8. 9 
8. 9 
8. 9 
8. 9 
8. 9 
8. 9 
8. 9 
8. 9 
8. 9 
8. 9 
8. 8 
8. 8 
8. 8 
8. 8 
8. 8 
8. 8 
8. 7 
8. 7 

10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
10. 0 
9. 9 
9. 9 
9. 9 
9. 9 
9. 9 
99 
9. 9 
9. 9 
9. 9 
99 
9. 9 
9. 9 
9. 8 
9. 8 
9. 8 
9. 8 
9. 8 
9. 8 
9. 7 
9. 7 
9. 7 
9. 7 
9. 6 

60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 

1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 
1. 0 

9 
. 9 
9 
9 
. 9 
. 9 
. 9 
. 9 
. 9 
. 9 
. 9 
9 
. 9 
9 
. 8 
. 8 
. 8 
. 8 
. 8 
8 
. 7 
. 7 
. 7 
. 7 
. 6 
. 6 
. 6 
. 5 
. 5 

2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
2. 0 
1. 9 
1. 9 
1. 9 
1. 9 
1. 9 
1. 9 
1. 9 
1. 9 
1. 9 
1. 9 
1. 8 
1. 8 
1. 8 
1. 8 
1. 8 
1. 8 
17 
1. 7 
1. 7 
1. 7 
1. 6 
1. 6 
1. 6 
1. 6 
1. 5 
1. 5 
1. 5 
1. 4 
1. 4 
1. 4 
1. 3 
1. 3 
1. 2 
1. 1 

1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 6 
. 5 

3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
3. 0 
2. 9 
2. 9 
2. 9 
2. 9 
2. 9 
2. 9 
2. 9 
2. 9 
2. 9 
2. 9 
2. 8 
2. 8 
2. 8 
2. 8 
2. 8 
2. 8 
2. 7 
2. 7 
2. 7 
2. 6 
2. 6 
2. 5 
2. 5 
2. 5 
2. 4 
2. 4 
2. 3 
2. 3 
2. 2 
2. 2 
2. 1 
2. 1 
2. 0 
2. 0 
1. 9 
1. 8 
1. 8 
1. 7 
1. 6 
1. 5 
1. 4 
1. 3 
1. 2 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

3. 9 
3. 9 
3. 9 
3. 9 
3. 9 
3. 9 
3. 9 
3. 9 
3. 9 
3. 9 
3. 9 
3. 8 
3. 8 
3. 8 
3. 8 
3. 8 
3. 7 
3. 7 
3. 7 
3. 6 
3. 6 
3. 6 
3. 5 
3. 5 
3. 4 

3. 2 
3. 1 

3. 1 

3. 0 
2. 9 
2. 8 
2. 7 
2. 7 
2. 6 
2. 5 
2. 4 
2. 4 
2. 3 
2. 2 
2. 1 

2. 0 
1. 9 
1. 8 
1. 7 
1. 5 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

4. 9 
4. 9 
4. 9 
4. 9 
4. 9 
4. 9 
4. 8 
4. 8 
4. 8 
4. 8 
4. 8 
4. 7 
4. 7 
4. 7 
4. 6 
4. 6 
4. 6 
4. 5 
4. 5 
4. 4 
4. 4 
4. 3 
4. 2 
4. 1 

4. 1 

4. 0 
3. 9 
3. 8 
3. 7 
3. 6 
3. 4 
3. 3 
3. 2 
3. 1 

3. 0 
2. 9 
2. 8 
2. 7 
2. 6 
2. 5 
2. 4 
2. 3 
2. 1 

2. 0 
1. 9 
1. 7 
1. 6 
1. 4 
1. 3 
1. 1 
1. 0 

. 9 

. 8 

. 7 

. 6 

. 5 

5. 9 
5. 9 
5. 8 
5. 8 
5. 8 
5. 8 
5. 8 
5. 7 
5. 7 
5. 7 
5. 6 
5. 6 
5. 6 
5. 5 
5. 5 
5. 4 
5. 4 
5. 3 
5. 2 
5. 1 

5. 1 

5. 0 
4. 9 
4. 8 
4. 6 
4. 5 
4. 4 
4. 3 
4. 1 

4. 0 
3. 8 
3. 7 
3. 5 
3. 4 
3. 3 
3. 1 
3. 0 
2. 9 
2. 8 
2. 6 
2. 5 
2. 4 
2. 2 
2. 1 

1. 9 
1. 8 
1. 6 
14 
1. 3 
1. 1 

1. 0 
9 
. 8 
. 7 
. 6 
. 5 

6. 8 
6. 8 
6. 8 
6. 8 
6. 7 
6. 7 
6. 7 
6. 6 
6. 6 
6. 6 
6. 5 
6. 5 
6. 4 
6. 3 
6. 3 
6. 2 
6. 1 

6. 0 
5. 9 
5. 8 
5. 7 
5. 6 
5. 4 
5. 3 
5. 2 
5. 0 
4. 8 
4. 7 
4. 5 
4. 3 
4. 1 

4. 0 
3. 8 
3. 6 
3. 5 
3. 3 
3. 2 
3. 0 
2. 9 
2. 7 
2. 6 
2. 4 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
'l. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

7. e 
7. 7 
7. 7 
7. 7 
7. 6 
7. 6 
7. 6 
7. 5 
7. 5 
7. 4 
7. 3 
7. 3 
7. 2 
7. 1 

7. 0 
6. 9 
6. 8 
6. 7 
6. 6 
6. 4 
6. 3 
6. 1 
6. 0 
5. 8 
5. 6 
5. 4 
5. 2 
5. 0 
4. 8 
4. 6 
4. 4 
4. 2 
4. 0 
3. 8 
3. 6 
3. 4 
3. 3 
3. 1 

3. 0 
2. 8 
2. 6 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
9 
. 8 
. 7 
. 6 
. 5 

8. 7 
8. 7 
8. 6 
8. 6 
8. 5 
8. 5 
8. 4 
8. 4 
8. 3 
8. 2 
6. 1 

8. 1 

8. 0 
7. 9 
7. 7 
7. 6 
7. 5 
7. 3 
7. 2 
7. 0 
6. 8 
6. 6 
6. 4 
6. 2 
6. 0 
5. 7 
5. 5 
5. 3 
5. 0 
4. 8 
4. 5 
4. 3 
4. 1 

3. 9 
3. 7 
3. 5 
3. 3 
3. 2 
3. 0 
2. 8 
2. 6 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 

. 8 

. 7 

. 6 

. 5 

9. 6 
9. 6 
9. 5 
9. 5 
9. 4 
9. 3 
9. 3 
9. 2 
9. 'I 
9. 0 
8. 9 
6. 8 
8. 7 
8. 6 
8. 4 
8. 3 
8. 1 

7. 9 
7. 7 
7. 5 
7. 3 
7. 0 
6. 8 
6. 5 
6. 3 
6. 0 
5. 7 
5. 5 
5. 2 
4. 9 
4. 7 
4. 4 
4. 2 
4. 0 
3. 8 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 



TABLE VIII - TEMPORARY LIFE ANNUITIES 
ONE LIFE - EXPECTED RETURN MULTIPLES 

(See footnote at end ot tables) 
Temponuy Period — Maximum Duratron ol Annuity 

11 12 13 14 15 16 17 18 19 20 * YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS 

TABLE VIII - TEMPORARY LIFE ANNUITIES 

ONE LIFE - EXPECTED RETURN MULTIPLES 
(See lootnote at end ot tables) 

Temporary Period — Maxtrrum Du@don of Annuity 

11 12 13 14 15 16 17 18 19 20 
YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS 

5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
x4 
55 
56 
57 
58 
59 
60 

11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
11. 0 
10. 9 
10. 9 
10. 9 
10. 9 
10. 9' 
10. 9 
10. 9 
10. 9 
10. 9 
10. 9 
10. 9 
10. 9 
10. 9 
10. 8 
10. 8 
10. 8 
10. 8 
10. 8 
10. 8 
10. 7 
10. 7 
10. 7 
10. 7 
10. 6 
10. 6 
10. 6 
10. 5 

12. 0 
12. 0 
12. 0 
12. 0 
12. 0 
12. 0 
12. 0 
12. 0 
12. 0 
12. 0 
12. 0 
12. 0 
12, 0 
12. 0 
12. 0 
12. 0 
12. 0 
12. 0 
12. 0 
12. 0 
12. 0 
12. 0 
12. 0 
12. 0 
12. 0 
11. 9 
11. 9 
11. 9 
11. 9 
11. 9 
11. 9 
11. 9 
11. 9 
11. 9 
11. 9 
11. 9 
1'I. 9 
11. 9 
11. 9 
11. 8 
11. 8 
11. 8 
11. 8 
'I 1. 8 
11. 8 
11. 7 
117 
11. 7 
11. 7 
11. 6 
11. 6 
11. 6 
11. 5 
11. 5 
11. 4 
11. 4 

13. 0 
13. 0 
13. 0 
13. 0 
13. 0 
13. 0 
13. 0 
13. 0 
13. 0 
13. 0 
13. 0 
13. 0 
13. 0 
13. 0 
13. 0 
13. 0 
13. 0 
13. 0 
13. 0 
13. 0 
13. 0 
12. 9 
12. 9 
12. 9 
12. 9 
12. 9 
12. 9 
12. 9 
12. 9 
12. 9 
12. 9 
12. 9 
129 
12. 9 
12. 9 
12. 9 
12. 9 
12. 8 
12. 8 
12. 8 
12. 8 
12. 8 
12. 8 
12. 7 
12. 7 
12. 7 
12. 7 
12. 6 
12. 6 
12. 6 
12. 5 
12. 5 
12. 4 
12. 4 
12. 3 
12. 3 

14, 0 
14, 0 
14, 0 
14. 0 
140 
14. 0 
140 
14. 0 
14. 0 
14. 0 
14. 0 
140 
14. 0 
14. 0 
14. 0 
14. 0 
14. 0 
14. 0 
13. 9 
13. 9 
139 
13. 9 
13. 9 
13, 9 
13. 9 
13. 9 
13. 9 
13, 9 
13, 9 
13. 9 
13. 9 
13. 9 
13. 9 
13. 9 
13. 9 
13. 8 
13. 8 
13. 8 
13. 8 
13. 8 
13. 8 
137 
13. 7 
13. 7 
13. 7 
13. 6 
13. 6 
13. 6 
13. 5 
13. 5 
13. 4 
13. 4 
13. 3 
13. 3 
13. 2 
13. 1 

15. 0 
15. 0 
15. 0 
15. 0 
15. 0 
15. 0 
15. 0 
'I5. 0 
15. 0 
15. 0 
15. 0 
15. 0 
15. 0 
15. 0 
15. 0 
14. 9 
14. 9 
14. 9 
14. 9 
14. 9 
14. 9 
14. 9 
14. 9 
14. 9 
14. 9 
14. 9 
14. 9 
14. 9 
14. 9 
14. 9 
14. 9 
14. 9 
14. 9 
14. 8 
14. 8 
14. 8 
14. 8 
14. 8 
14. 8 
14. 7 
14. 7 
14. 7 
14. 7 
14. 6 
14. 6 
14. 6 
14. 5 
14. 5 
14. 4 
14. 4 
14. 3 
14. 3 
14. 2 
14 1 

14. 0 
13. 9 

16. 0 
16. 0 
16. 0 
16. 0 
16. 0 
16. 0 
'I6. 0 
16. 0 
16. 0 
16. 0 
16. 0 
16. 0 
15. 9 
15. 9 
15. 9 
15. 9 
15. 9 
15. 9 
15. 9 
15. 9 
15. 9 
15. 9 
15. 9 
15. 9 
15. 9 
15. 9 
15. 9 
15. 9 
15. 9 
15. 9 
15. 9 
15. 8 
15. 8 
15. 8 
15. 8 
15. 8 
15. 8 
15. 7 
15. 7 
15. 7 
15. 7 
15. 6 
15. 6 
15. 6 
15. 5 
15. 5 
15. 4 
15. 4 
15. 3 
15. 3 
15. 2 
151 
15. 1 

15. 0 
14. 9 
14. 7 

17. 0 
17. 0 
17. 0 
17. 0 
17. 0 
17. 0 
17. 0 
17. 0 
17. 0 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 9 
16. 8 
16. 8 
16. 8 
16. 8 
16. 8 
16. 8 
16. 7 
16. 7 
16. 7 
16. 7 
16. 6 
16. 6 
16. 6 
16. 5 
16. 5 
16. 4 
16. 4 
16. 3 
16. 3 
16. 2 
16. 2 
16. 1 

16. 0 
15. 9 
15. 8 
15. 7 
15. 5 

18. 0 
18. 0 
18. 0 
18. 0 
18. 0 
18. 0 
17. 9 
17. 9 
17. 9 
17. 9 
17. 9 
17. 9 
17. 9 
179 
17. 9 
17. 9 
17. 9 
17. 9 
1 7. 9 
17. 9 
17. 9 
17. 9 
17. 9 
1 7. 9 
17. 9 
17. 9 
17. 9 
17. 8 
17. 8 
17. 8 
17. 8 
17. 8 
17. 8 
17. 8 
17. 7 
17. 7 
17. 7 
17. 6 
17. 6 
17. 6 
17. 5 
17. 5 
17. 5 
17. 4 
17. 4 
17. 3 
17. 2 
17. 2 
17. 1 

17. 0 
16. 9 
16. 8 
16. 7 
16. 6 
16. 4 
16. 3 

19. 0 
19. 0 
19. 0 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 9 
18. 8 
18. 8 
18. 8 
18. 8 
18. 8 
18. 8 
18. 8 
18. 7 
18. 7 
18. 7 
18. 7 
18. 6 
18. 6 
18. 6 
18. 5 
18. 5 
18. 4 
18. 4 
18. 3 
18. 3 
18. 2 
18. 1 

18. 0 
18. 0 
17. 9 
17. 8 
17. 6 
17. 5 
17. 4 
17. 2 
17, 0 

19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 9 
19. 8 
19. 8 
19. 8 
'I9. 8 
19. 8 
19. 8 
'I9. 8 
19. 7 
19. 7 
19. 7 
19. 7 
19. 6 
19. 6 
19. 6 
19. 5 
19. 5 
19. 4 
19. 4 
19. 3 
19. 3 
19. 2 
19. 2 
19. 1 

19. 0 
18. 9 
18. 8 
18. 7 
18. 6 
18. 4 
18. 3 
18. 1 
17. 9 
17. 7 

61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
'I 14 
115 

10. 5 
10. 4 
10. 3 
10. 3 
10. 2 
10. 1 

'IO. O 

9. 9 
9. 8 
9. 6 
9. 5 
9. 4 
9. 2 
9. 0 
8. 8 
8. 6 
8. 4 
8. 2 
7. 9 
7. 7 
7. 4 
7, 1 

6. 8 
6. 5 
6. 2 
5. 9 
5. 6 
5. 3 
5. 1 

4. 8 
4. 5 
4. 3 
4. 0 
3. 8 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 
1. 0 

9 
. 8 
. 7 
. 6 
. 5 

11. 3 
11. 3 
11. 2 
11. 1 

11. 0 
10. 9 
10. 8 
10. 6 
10. 5 
10. 3 
10. 2 
10. 0 
9. 8 
9. 6 
9. 4 
9. 1 

8. 9 
8. 6 
8. 3 
8. 0 
7. 7 
7. 4 
7. 1 

6. 7 
6. 4 
6. 1 

5. 8 
5. 4 
5. 1 

4. 9 
4. 6 
4. 3 
4. 1 

3. 8 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

10 
9 
. 8 
. 7 
. 6 
. 5 

12. 2 
12. 1 

12. 0 
11. 9 
11. 8 
11. 6 
11. 5 
11. 4 
11. 2 
11. 0 
'I 0. 8 
10. 6 
10. 4 
10. 1 

9. 9 
9. 6 
9. 3 
9. 0 
8. 7 
8. 3 
8. 0 
7. 6 
7. 3 
6. 9 
6. 6 
6. 2 
5. 9 
5. 5 
5. 2 
4. 9 
4. 6 
4. 3 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
'l. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

13. 0 
'I 2. 9 
12. 8 
12. 7 
12. 5 
12. 4 
12. 2 
12. 0 
11. 8 
'I 1. 6 
11. 4 
11. 2 
10. 9 
'I0. 6 
10. 3 
10. 0 
9. 7 
9. 3 
9. 0 
8. 6 
8. 2 
7. 8 
7. 4 
7. 0 
6. 7 
6. 3 
5. 9 
5. 6 
5. 3 
4. 9 
4. 6 
4. 4 
4. 1 

3. 9 
3. 6 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
11 
1. 0 

. 9 

. 8 

. 7 

. 6 

. 5 

13. 8 14. 6 
13. 7 14. 5 
13. 6 14. 3 
13. 4 14. 1 

13. 2 13. 9 
13. 1 13. 7 
12. 9 13. 5 
12. 7 13. 3 
12. 4 13. 0 
12. 2 12. 7 
11. 9 12. 4 
11. 7 12. 1 

'I1. 4 11. 8 
11. 0 11. 4 
10. 7 11. 0 
10. 3 10. 6 
10. 0 10. 2 
9. 6 9. 8 
9. 2 9. 4 
8. 8 9. 0 
8. 4 8. 5 
8. 0 8. 1 

7. 5 7. 6 
7. 1 7. 2 
6. 7 6. 8 
6. 4 6. 4 
6. 0 6. 0 
5. 6 5. 6 
5. 3 5. 3 
5. 0 5. 0 
4. 7 4. 7 
4. 4 4. 4 
4. 1 4 1 

3. 9 3. 9 
3. 7 3. 7 
3. 4 3. 4 
3. 2 3. 2 
3. 0 3. 0 
2. 8 2. 8 
2. 7 2. 7 
2. 5 2. 5 
2. 3 2. 3 
2. 1 2. 1 

1. 9 1. 9 
1. 8 1. 8 
1. 6 1. 6 
1. 4 1. 4 
1. 3 1. 3 
1. 1 1. 1 

1. 0 1. 0 
9 9 
. 8 . 8 
. 7 . 7 
. 6 . 6 
. 5 . 5 

15. 4 
15. 2 
15. 0 
14. 8 
14. 6 
14. 4 
14. 1 

13. 8 
13. 5 
13. 2 
12. 9 
'l2. 5 
12. 1 

11. 7 
11. 3 
10. 9 
10. 5 
10. 0 
9. 5 
9. 1 
8. 6 
8. 2 
7. 7 
7. 3 
6. 8 
6. 4 
6. 0 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
, 8 
. 7 
. 6 
. 5 

16. 1 

15. 9 
15. 7 
15. 5 
15. 2 
14. 9 
14. 7 
14. 3 
14. 0 
'l3. 7 
13. 3 
12. 9 
12. 5 
12. 0 
11. 6 
11. 1 
10. 6 
10. 2 
9. 7 
9. 2 
8. 7 
8. 2 
7. 8 
7. 3 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 
3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
6 

. 5 

16. 8 
16. 6 
16. 3 
16. 1 

15. 8 
15. 5 
15. 2 
14. 8 
'l4. 4 
14. 0 
13. 6 
13. 2 
12. 7 
12. 3 
11, 8 
11. 3 
10. 8 
10. 3 
9. 8 
9. 3 
8. 8 
8. 3 
7. 8 
7. 3 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 
1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

17. 5 
17. 2 
17. 0 
16. 7 
16. 3 
16. 0 
15. 6 
15. 3 
14. 8 
14. 4 
13. 9 
13. 5 
13. 0 
12. 5 
12. 0 
11. 4 
10. 9 
10. 4 
9. 8 
9. 3 
8. 8 
8. 3 
7. 8 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
25 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

'I. O 

. 9 

. 8 

. 7 

. 6 

. 5 



TABLE VIII - TEMPORARY LIFE ANNUITIES 
ONE LIFE - EXPECTED RETURN MULTIPLES 

(See footnote at end of tables) 

Temponsy Penod — Maxrnum Duration of Annuily 

TABLE VIII - TEMPORARY LIFE ANNUITIES 
ONE LIFE - EXPECTED RETURN MULTIPLES 

ISee footnote at end of tables) 
Temporary Period — Maxtnum Duration of Annuity 

trt e 
is 

O 

'4 
na 

AGE 21 22 23 24 25 26 27 28 29 30 
YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS 

21 22 23 24 25 
YEARS YEARS YEARS YEARS YEARS 

26 27 28 29 30 
YEARS YEARS YEARS YEARS YEARS 

5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 

20. 9 
20. 9 
20. 9 
20. 9 
20. 9 
20. 9 
20 9 
20 9 
20. 9 
20. 9 
20. 9 
20. 9 
20. 9 
20. 9 
20. 9 
20. 9 

. 20. 9 
20. 9 
20. 9 
20. 9 
20. 9 
20. 8 
20. 8 
20. 8 
20. 8 
20. 8 
20. 8 
20. 8 
20. 8 
20. 7 
20. 7 
20. 7 
20. 7 
20. 6 
20. 6 
20. 6 
20. 5 
20. 5 
20. 4 
20. 4 
20. 3 
20. 2 
20. 2 
20. 1 

20. 0 
19. 9 
19. 8 
19. 7 
19. 6 
19. 5 
19. 3 
19. 2 
19. 0 
18. 8 
18. 6 

21. 9 
21. 9 
21. 9 
21. 9 
21. 9 
21 9 
21. 9 
21. 9 
21. 9 
21. 9 
21. 9 
21. 9 
21. 9 
21. 9 
21. 9 
21. 9 
21. 9 
21. 9 
21. 9 
21. 8 
21. 8 
21. 8 
21. 8 
21. 8 
21. 8 
21. 8 
21. 8 
21. 7 
21. 7 
21. 7 
21. 7 

21. 6 
21. 6 
21. 6 
21. 5 
21. 5 
21. 4 
21. 4 
21. 3 
21. 3 
21. 2 
21. 1 

21. 1 

21. 0 
20. 9 
20. 8 
20. 7 
20. 6 
20. 4 
20. 3 
20. 1 

19. 9 
19. 7 
19. 5 
19. 3 

22. 9 
22. 9 
22. 9 
22. 9 
22. 9 
22. 9 
22. 9 
22. 9 
22. 9 
22. 9 
22. 9 
22. 9 
22. 9 
22. 9 
22. 9 
22. 9 
22. 9 
22. 8 
22. 8 
22. 8 
22. 8 
22. 8 
22. 8 
22. 8 
22. 8 
22. 7 
22. 7 
22. 7 
22. 7 
22. 7 
22. 6 
22. 6 
22. 6 
22. 5 
22. 5 
22. 4 
22. 4 
22. 3 
22. 2 
22. 2 
22. 1 

22. 0 
21. 9 
21. 8 
21. 7 
21. 6 
21. 5 
21. 4 
21. 2 
21. 0 
20. 8 
20. 6 
20. 4 
20. 2 
19. 9 

23. 9 
23. 9 
23. 9 
23. 9 
23. 9 
23. 9 
23. 9 
23. 9 
23. 9 
23. 9 
23. 9 
23. 9 
23. 9 
23. 9 
23. 9 
23. 8 
23. 8 
23. 8 
23. 8 
23. 8 
23. 8 
23. 8 
23. 8 
23. 7 
23. 7 
23. 7 
23. 7 
23. 7 
23. 6 
23. 6 
23. 6 
23. 5 
23. 5 
23. 4 
23. 4 
23. 3 
23. 3 
23. 2 
23. 2 
23. 1 

23. 0 
22. 9 
22. 8 
22. 7 
22. 6 
22. 4 
22. 3 
22. 1 

22. 0 
21. 8 
21. 6 
21. 3 
21. 1 

20. 8 
20. 5 

24. 9 
24. 9 
24. 9 
24. 9 
24. 9 
24. 9 
24. 9 
24. 9 
24. 9 
24. 9 
24. 9 
24. 9 
24. 9 
24. 8 
24. 8 
24. 8 
24. 8 
24. 8 
24. 8 
24. 8 
24. 8 
24. 8 
24. 7 
24. 7 
24. 7 
24. 7 
24. 6 
24. 6 
24. 6 
24. 6 
24. 5 
24. 5 
24. 4 
24. 4 
24. 3 
24. 3 
24. 2 
24. 1 

24. 0 
24. 0 
23. 9 
23. 8 
23. 6 
23. 5 
23. 4 
23. 2 
23. 1 

22. 9 
22. 7 
22. 5 
22. 2 
22. 0 
21. 7 
21. 4 
21. 1 

25. 9 
25. 9 
25. 9 
25. 9 
25. 9 
25. 9 
25. 9 
25. 9 
25. 9 
25. 9 
25. 9 
25. 8 
25. 8 
25. 8 
25. 8 
25. 8 
25. 8 
25. 8 
25. 8 
25. 8 
25. 7 
25. 7 
25. 7 
25. 7 
25. 7 
25. 6 
25. 6 
25. 6 
25. 5 
25. 5 
25. 5 
25. 4 
25. 4 
25. 3 
25. 2 
25. 2 
25. 1 

25. 0 
24. 9 
24. 8 
24. 7 
24. 6 
24. 5 
24. 3 
24. 2 
24. 0 
23. 8 
23. 6 
23. 4 
23. 2 
22. 9 
22. 6 
22. 3 
21. 9 
21. 6 

26. 9 
26. 9 
26. 9 
26. 9 
26. 9 
26. 9 
26. 9 
26. 9 
26. 9 
26. 8 
26. 8 
26. 8 
26. 8 
26. 8 
26. 8 
26. 8 
26. 8 
26. 8 
26. 7 
26. 7 
26. 7 
26. 7 
26. 7 
26. 6 
26. 6 
26. 6 
26. 6 
26. 5 
26. 5 
26. 4 
26. 4 
26. 3 
26. 3 
26. 2 
26. 1 

26. 1 

26. 0 
25. 9 
25. 8 
25. 7 
25. 6 
25. 4 
25. 3 
25. 1 

25. 0 
24. 8 
24. 6 
24. 3 
24. 1 

23. 8 
23. 5 
23. 2 
22. 8 
22. 5 
22. 0 

27. 9 
27. 9 
27. 9 
27. 9 
27. 9 
27. 9 
27. 9 
27. 8 
27. 8 
27. 8 
27. 8 
27. 8 
27. 8 
27. 8 
27. 8 
27. 8 
27. 8 
27. 7 
27. 7 
27. 7 
27. 7 
27. 7 
27. 6 
27. 6 
27. 6 
27. 5 
27. 5 
27. 5 
27. 4 
27. 4 
27. 3 
27. 3 
27. 2 
27. 1 

27. 0 
27. 0 
26. 9 
26. 8 
26. 6 
26. 5 
26. 4 
26. 2 
26. 1 

25. 9 
25. 7 
25. 5 
25. 3 
25. 0 
24. 7 
24. 4 
24. 1 

23. 7 
23. 4 
22. 9 
22. 5 

28. 9 
28. 9 
28. 9 
28. 9 
28. 9 
28. 8 
28. 8 
28. 8 
28. 8 
28. 8 
28. 8 
28. 8 
28. 8 
28. 8 
28. 8 
28. 7 
28. 7 
28. 7 
28. 7 
28. 7 
28. 6 
28. 6 
28. 6 
28. 6 
28. 5 
28. 5 
28. 4 
28. 4 
28. 4 
28. 3 
28. 2 
28. 2 
28. 1 

28. 0 
27. 9 
27. 8 
27. 7 
27. 6 
27. 5 
27. 3 
27. 2 
27. 0 
26. 8 
26. 6 
26. 4 
26. 2 
25. 9 
25. 7 
25. 3 
25. 0 
24. 6 
24. 3 
23. 8 
23. 4 
22. 9 

29. 9 
29. 9 
29. 9 
29. 8 
29. 8 
29. 8 
29. 8 
29. 8 
29. 8 
29. 8 
29. 8 
29. 8 
29. 8 
29. 7 
29. 7 
29. 7 
29. 7 
29. 7 
29. 7 
29. 6 
29. 6 
29. 6 
29. 5 
29. 5 
29. 5 
29. 4 
29. 4 
29. 3 
29. 3 
29. 2 
29. 2 
29. 1 

29. 0 
28. 9 
28. 8 
28. 7 
28. 6 
28. 5 
28. 3 
28. 2 
28. 0 
27. 8 
27. 6 
27. 4 
27. 1 

26. 9 
26. 6 
26. 3 
25. 9 
25. 6 
25. 2 
24. 7 
24. 3 
23. 8 
23. 2 

60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
'I 05 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 

18. 4 
18. 1 
17. 8 
17. 5 
17. 2 
16. 8 
16. 5 
16. 1 
15. 6 
15. 2 
14. 7 
14. 2 
13. 7 
13. 2 
12. 6 
12. 1 
11. 5 
11. 0 
10. 4 
9. 9 
9. 4 
8. 8 
8. 3 
7. 8 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 
1. 9 
1. 8 
1. 6 
1. 4 
1 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

19. 0 
18. 7 
18. 4 
18. 1 
17. 7 
17. 3 
16. 9 
16. 4 
16. 0 
15. 5 
15. 0 
14. 4 
13. 9 
13. 3 
12. 8 
12. 2 
11. 6 
11. 1 

10. 5 
9. 9 
9. 4 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

19. 6 
19. 3 
18. 9 
18. 5 
18. 1 
17. 7 
17. 3 
16. 8 
16. 3 
15. 7 
15. 2 
14. 6 
14. 1 

13. 5 
12. 9 
12. 3 
11. 7 
11. 1 

10. 5 
10. 0 
9. 4 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 
3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

20. 2 
19. 8 
19. 4 
19. 0 
18. 6 
18. 1 

17. 6 
17. 1 
16. 5 
16. 0 
15. 4 
14. 8 
14. 2 
13. 6 
13. 0 
12. 4 
11. 8 
11. 2 
10. 6 
10. 0 
9. 4 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

20. 7 
20. 3 
19. 9 
19. 4 
18. 9 
18. 4 
17. 9 
17. 3 
16. 7 
16. 1 
15. 5 
14. 9 
14. 3 
13. 7 
13. 0 
12. 4 
11. 8 
11. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 
3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 
1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

21. 2 
20. 7 
20. 3 
19. 8 
19. 3 
18. 7 
18. 1 

17. 5 
16. 9 
16. 3 
15. 7 
15. 0 
14. 4 
13. 7 
13. 1 

'12. 5 
1 1. 8 
1 1. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

21. 6 
21. 1 
20. 6 
20. 1 

19. 5 
18. 9 
18. 3 
17. 7 
17. 1 

16. 4 
15. 8 
15. 1 

14. 4 
13. 8 
13. 1 

12. 5 
11. 8 
11. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 
3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 
1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

22. 0 
21. 5 
21. 0 
20. 4 
19. 8 
19. 2 
18. 5 
17. 9 
17. 2 
16. 5 
15. 8 
15. 2 
14. 5 
13. 8 
13. 1 

12. 5 
11. 9 
11. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

22. 4 
21. 8 
21. 2 
20. 6 
20. 0 
19. 3 
18. 7 
18. 0 
17. 3 
16. 6 
15. 9 
15. 2 
14. 5 
13. 8 
13. 2 
12. 5 
11. 9 
11. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 
3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 
1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 
1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

22. 7 
22. 1 

21. 5 
20. 8 
20. 2 
'l9. 5 
18. 8 
18. 1 

17. 4 
16. 7 
15. 9 
15. 2 
14. 5 
13. 9 
13. 2 
12. 5 
11. 9 
11. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 



TABLE Vill TEMPORARY LIFE ANNUITIES 
ONE LIFE - EXPECTED RETURN MULTIPLES 

ISee footnote al end of tables) 
Temporary Period — Maximum Duration ol Annuity 

31 32 33 34 35 36 37 38 39 40 
YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS 

TABLE VIII - TEMPORARY LIFE ANNUITIES 
ONE LIFE - EXPECTED RETURN MULTIPLES 

(See footnote at end of ta5es) 
Temporary Period — Maxinum Duraaon of Annurty 

31 32 33 34 35 36 37 38 39 40 
YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS YEARS 

5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
6 
7 

I8 
19 
. &0 

21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 

30. 8 
30. 8 
30. 8 
30. 8 
30. 8 
30. 8 
30. 8 
30. 8 
30. 8 
30. 8 
30. 8 
30. 8 
30. 7 
30. 7 
30. 7 
30. 7 
30. 7 
30. 6 
30. 6 
30. 6 
30. 6 
30. 5 
30. 5 
30. 5 
30. 4 
30. 4 
30. 3 
30. 3 
30. 2 
30. 1 

30. 1 

30. 0 
29. 9 
29. 8 
29. 7 
29. 6 
29. 4 
29. 3 
29. 1 

28. 9 
28. 8 
28. 5 
28. 3 
28. 1 

27. 8 
27. 5 
27. 2 
26. 8 
26. 5 
26. 1 

25. 6 
25. 2 
24. 7 
24. 'I 
23. 6 
23. 0 

31. 8 
31. 8 
31. 8 
31. 8 
31. 8 
31. 8 
31. 8 
31. 8 
31. 8 
31. 8 
31. 7 
31. 7 
31. 7 
31. 7 
31. 7 
31. 7 
31. 6 
31. 6 
31. 6 
31. 5 
31. 5 
31. 5 
31. 4 
31. 4 
31. 4 
31. 3 
31. 2 
31. 2 
31. 1 

31. 0 
31. 0 
30. 9 
30. 8 
30. 7 
30. 5 
30. 4 
30. 2 
30. 1 

29. 9 
29. 7 
29. 5 
29. 3 
29. 0 
28. 7 
28. 4 
28. 1 

27. 8 
27. 4 
27. 0 
26. 5 
26. 1 

25. 6 
25. 0 
24. 4 
23. 8 
23. 2 

32. 8 
32. 8 
32. 8 
32. 8 
32. 8 
32. 8 
32. 8 
32. 8 
32. 7 
32. 7 
32. 7 
32. 7 
32. 7 
32. 7 
32. 6 
32. 6 
32. 6 
32. 6 
32. 5 
32. 5 
32. 5 
32. 4 
32. 4 
32. 3 
32. 3 
32. 2 
32. 2 
32. 1 

32. 0 
31. 9 
31. 8 
31. 7 
31. 6 
31. 5 
31. 4 
31. 2 
31. 0 
30. 9 
30. 7 
30. 5 
30. 2 
30. 0 
29. 7 
29. 4 
29. 0 
28. 7 
28. 3 
27. 9 
27. 4 
27. 0 
26. 5 
25. 9 
25. 3 
24. 7 
24. 1 

23. 4 

33. 8 34. 8 
33. 8 34. 8 
33. 8 34. 8 
33. 8 34. 8 
33. 8 34. 8 
33. 8 34. 7 
33. 8 34. 7 
33. 7 34. 7 
33. 7 34. 7 
33. 7 34. 7 
33. 7 34. 7 
33. 7 34. 6 
33. 7 34. 6 
33. 6 34. 6 
33. 6 34. 6 
33. 6 34. 5 
33. 6 34. 5 
33. 5 34. 5 
33. 5 34. 4 
33. 5 34. 4 
33. 4 34. 3 
33. 4 34. 3 
33. 3 34. 2 
33. 3 34. 2 
33. 2 34. 1 

33. 1 34. 1 

33. 1 34. 0 
33. 0 33. 9 
32. 9 33. 8 
32. 8' 33. 7 
32. 7 33. 6 
32. 6 33. 5 
32. 5 33. 3 
32. 3 33. 2 
32. 2 33. 0 
32. 0 32. 8 
31. 8 32. 6 
31. 6 32. 4 
31. 4 32. 1 

31. 2 31. 9 
30. 9 31. 6 
30. 6 31. 3 
30. 3 30. 9 
30. 0 30. 6 
29. 6 30. 2 
29. 2 29. 7 
28. 8 29. 3 
28. 4 28. 8 
27. 9 28. 3 
27. 4 27. 7 
26. 8 27. 1 

26. 2 26. 5 
25. 6 25. 8 
25. 0 25. 2 
24. 3 24. 4 
23. 6 23. 7 

35. 8 
35. 8 
35. 8 
35. 7 
35. 7 
35. 7 
35. 7 
35. 7 
35. 7 
35. 7 
35. 6 
35. 6 
35. 6 
35. 6 
35. 5 
35. 5 
35. 5 
35. 4 
35. 4 
35. 3 
35. 3 
35. 2 
35. 2 
35. 1 

35. 0 
35. 0 
34. 9 
34. 8 
34. 7 
34. 6 
34. 4 
34. 3 
34. 1 

34. 0 
33. 6 
33. 6 
33. 3 
33. 1 

32. 8 
32. 5 
32. 2 
31. 9 
31. 5 
31. 1 

30. 7 
30. 2 
29. 7 
29. 2 
28. 6 
28. 0 
27. 4 
26. 7 
26. 0 
25. 3 
24. 6 
23. 8 

36. 8 
36. 8 
36. 7 
36. 7 
36. 7 
36. 7 
36. 7 
36. 7 
36. 6 
36. 6 
36. 6 
36. 6 
36. 5 
36. 5 
36. 5 
36. 4 
36. 4 
36. 4 
36. 3 
36. 3 
36. 2 
36. 2 
36. 1 

36. 0 
35. 9 
35. 8 
35. 8 
35. 6 
35. 5 
35. 4 
35. 3 
35. 1 

34. 9 
34. 7 
34. 5 
34. 3 
34. 1 

33. 8 
33. 5 
33. 2 
32. 8 
32. 4 
32. 0 
31. 6 
31. 1 

30. 6 
30. 1 

29. 5 
28. 9 
28. 3 
27. 6 
26. 9 
26. 2 
25. 5 
24. 7 
23. 9 

37. 7 
37. 7 
37. 7 
37. 7 
37. 7 
37. 7 
37. 7 
37. 6 
37. 6 
37. 6 
37. 6 
37. 5 
37. 5 
37. 5 
37. 4 
37. 4 
37. 4 
37. 3 
37. 3 
37. 2 
37. 1 
37. 1 

37. 0 
36. 9 
36. 8 
36. 7 
36. 6 
36. 5 
36. 4 
36. 2 
36. 1 

35. 9 
35. 7 
35. 5 
35. 3 
35. 0 
34. 7 
34. 4 
34. 1 

33. 8 
33. 4 
33. 0 
32. 5 
32. 1 

31. 5 
31. 0 
30. 4 
29. 8 
29. 2 
28. 5 
27. 8 
27. 1 

26. 3 
25. 6 
24. 8 
24. 0 

38. 7 
38. 7 
38. 7 
38. 7 
38. 7 
38. 6 
38. 6 
38. 6 
38. 6 
38. 6 
38. 5 
38. 5 
38. 5 
38. 4 
38. 4 
38. 3 
38. 3 
38. 2 
38. 2 
38. 1 
38. 1 

38. 0 
37. 9 
37. 8 
37. 7 
37. 6 
37. 5 
37. 4 
37. 2 
37. 1 

36. 9 
36. 7 
36. 5 
36. 2 
36. 0 
35. 7 
35. 4 
35. 1 

34. 7 
34. 3 
33. 9 
33. 5 
33. 0 
32. 5 
31. 9 
31. 4 
30. 7 
30. 1 

29. 4 
28. 7 
28. 0 
27. 2 
26. 5 
25. 7 
24. 9 
24. 0 

39. 7 
39. 7 
39. 7 
39. 7 
39. 6 
39. 6 
39. 6 
39. 6 
39. 5 
39. 5 
39. 5 
39. 4 
39. 4 
39. 4 
39. 3 
39. 3 
39. 2 
39. 2 
39. 1 
39. 0 
39. 0 
38. 9 
38. 8 
38. 7 
38. 6 
38. 5 
38. 3 
38. 2 
38. 0 
37. 9 
37. 7 
37. 4 
37. 2 
37. 0 
36. 7 
36. 4 
36. 0 
35. 7 
35. 3 
34. 9 
34. 4 
33. 9 
33. 4 
32. 9 
32. 3 
31. 7 
31. 0 
30. 3 
29. 6 
28. 9 
28. 1 

27. 3 
26. 5 
25. 7 
24. 9 
24. 1 

61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 

22. 3 
21. 7 
21. 0 
20. 3 
19. 6 
18. 9 
18. 2 
17. 4 
16. 7 
16. 0 
15. 3 
14. 6 
13. 9 
13. 2 
12. 5 
1 1. 9 
1 1. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
9 
. 8 
. 7 
. 6 
. 5 

22. 5 
21. 9 
21. 1 

20. 4 
19. 7 
19. 0 
18. 2 
17. 5 
16. 7 
16. 0 
15. 3 
14. 6 
13. 9 
13. 2 
12. 5 
11. 9 
11. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 
1. 0 

9 
. 8 
. 7 
. 6 
. 5 

22. 7 22. 9 
22. 0 22. 1 

21. 3 21. 4 
20. 5 20. 6 
19. 8 19. 8 
19. 0 19. 1 

18. 3 18. 3 
17. 5 17. 5 
16. 8 16. 8 
16. 0 16. 0 
15. 3 15. 3 
14. 6 'l4. 6 
13. 9 13. 9 
13. 2 13. 2 
12. 5 12. 5 
1 1. 9 1 1. 9 
I 1. 2 1 1. 2 
10. 6 10. 6 
10. 0 10. 0 
9. 5 9. 5 
8. 9 8. 9 
8. 4 8. 4 
7. 9 7. 9 
7. 4 7. 4 
6. 9 6. 9 
6. 5 6. 5 
6. 1 6. 1 

5. 7 5. 7 
5. 3 5. 3 
5. 0 5. 0 
4. 7 4. 7 
4. 4 4. 4 
4. 1 4. 1 

3. 9 3. 9 
3. 7 3. 7 
3. 4 3. 4 
3. 2 3. 2 
3. 0 3. 0 
2. 8 2. 8 
2. 7 2. 7 
2. 5 2. 5 
2. 3 2. 3 
2. 1 2. 1 

1. 9 1. 9 
1. 8 1. 8 
1. 6 1. 6 
1. 4 1. 4 
1. 3 1. 3 
1. 1 1. 1 
1. 0 1. 0 

. 9 . 9 

. 8 . 8 

. 7 . 7 

. 6 . 6 

. 5 . 5 

23. 0 23. 1 23. 1 

22. 2 22. 3 22. 3 
21. 4 21. 5 21. 5 
20. 6 20. 7 20. 7 
19. 9 19. 9 19. 9 
19. 1 19. 1 19. 1 

18. 3 18. 3 18. 3 
17. 5 17. 6 17. 6 
16. 8 16. 8 16. 8 
16. 0 16. 0 16. 0 
15. 3 15. 3 15. 3 
'I4. 6 14. 6 14. 6 
13. 9 13. 9 13. 9 
13. 2 13. 2 13. 2 
12. 5 12. 5 12. 5 
11. 9 11. 9 11. 9 
11. 2 11. 2 11. 2 
10. 6 10. 6 10. 6 
10. 0 10. 0 10. 0 
9. 5 9. 5 9. 5 
8. 9 8. 9 8. 9 
8. 4 8. 4 8. 4 
7. 9 7. 9 7. 9 
7. 4 7. 4 7. 4 
6. 9 6. 9 6. 9 
6. 5 6. 5 6. 5 
6. 1 6. 1 6. 1 
5. 7 5. 7 5. 7 
5. 3 5. 3 5. 3 
5. 0 5. 0 5. 0 
4. 7 4. 7 4. 7 
4. 4 4. 4 4. 4 
4. 1 4. 1 4. 1 
3. 9 3. 9 3. 9 
3. 7 3. 7 3. 7 
3. 4 3. 4 3. 4 
3. 2 3. 2 3. 2 
3. 0 3. 0 3. 0 
2. 8 2. 8 2. 8 
2. 7 2. 7 2. 7 
2. 5 2. 5 2. 5 
2. 3 2. 3 2. 3 
2. 1 2. 1 2. 1 

1. 9 1. 9 1. 9 
1. 8 1. 8 1. 8 
1. 6 1, 6 1. 6 
1. 4 1. 4 1. 4 
1. 3 1. 3 1. 3 
1. 1 1. 1 1. 1 

1. 0 1. 0 1. 0 
. 9 . 9 . 9 
. 8 . 8 . 8 
. 7 . 7 . 7 
. 6 . 6 . 6 
. 5 . 5 . 5 

23. 2 
22, 4 
21. 6 
20. 7 
19. 9 
19. 1 

18. 3 
17. 6 
16. 8 
16. 0 
15. 3 
14. 6 
13. 9 
13. 2 
12. 5 
11. 9 
11. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
. 9 
. 8 
. 7 
. 6 
. 5 

23. 2 
22. 4 
21. 6 
20. 8 
19. 9 
19. 1 

18. 4 
17. 6 
16. 8 
16. 0 
'l5. 3 
14. 6 
13. 9 
13. 2 
12. 5 
11. 9 
11. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 

5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
34 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
1. 1 

1. 0 
9 
. 8 
. 7 
. 6 
. 5 

23. 3 
22. 4 
21. 6 
20. 8 
20. 0 
19. 1 

18. 4 
17. 6 
16. 8 
16. 0 
15. 3 
14. 6 
13. 9 
13. 2 
12. 5 
11. 9 
11. 2 
10. 6 
10. 0 
9. 5 
8. 9 
8. 4 
7. 9 
7. 4 
6. 9 
6. 5 
6. 1 
5. 7 
5. 3 
5. 0 
4. 7 
4. 4 
4. 1 

3. 9 
3. 7 
3. 4 
3. 2 
3. 0 
2. 8 
2. 7 
2. 5 
2. 3 
2. 1 

1. 9 
1. 8 
1. 6 
1. 4 
1. 3 
11 
1. 0 

. 9 

. 8 

. 7 

. 6 

. 5 

'The multiples in this table are not applicable to annuities for a term certain; 
for such cases see sec. 1. 72-5(c) of the Income Tax Regulations. 



Section 72 
If (a) the terms of the contract involve 

a life or lives, and are such that the above 
tables cannot be correctly applied, and (b) 
the amounts received under the contract 
are at least partly "amounts received as 
an annuity" under a contract to which sec- 
tion 72 applies, the taxpayer may submit 
with his return an actuarial computation 
based upon the applicable annuity table 
(described below) with ages set back one 
year, showing the appropriate factors ap- 
plied in his case, subject to the approval 
of the Commissioner upon examination 
of such return. The applicable annuity ta- 
ble is the 1937 Standard Annuity Table 
(if the investment in the contract does not 
include a post-June 1986 investment in the 
contract) or the gender-neutral version of 
the 1983 Basic Table (if the investment in 
the contract includes a post-June 1986 in- 

vestment in the contract). In the case of 
a contract to which 111. 72 — 6(d) (relating 
to contracts in which amounts were in- 

vested both before July 1, 1986, and after 
June 30, 1986 applies, the actuarial com- 
putation shall be based on both tables in 

accordance with the principles of $1. 72— 
6(d). Computations involving factors to 
compensate for the effects of contin- 
gencies other than mortality, such as 
marriage or remarriage, reemployment, 
recovery from disability, or the like, will 

not be approved. 
Par. 7. Section 51. 72 — 11 is amended by 

revising paragraph (c) to read as follows: 

111. 72 — 11 Amounts not received as an- 

nuity payments. 

(c) Amounts received in the nature of 
a refund of the consideration under a con- 
tract and in full discharge of the obligation 
thereof. (1) Any amount received under 
a contract to which section 72 applies, if 
it is at least in part a refund of the con- 
sideration paid, including amounts pay- 
able to a beneficiary after the death of an 

annuitant by reason of a provision in the 
contract for a life annuity with minimum 

period of payments certain or with a min- 

imum amount which must be paid in any 

event, shall be considered an amount re- 

ceived in the nature of a refund of the 
consideration paid for such contract. If 
such an amount is in full discharge of an 

obligation to pay a fixed amount (whether 
in a lump sum or otherwise) or to pay 
amounts for a fixed number of years (in- 

cluding amounts described in paragraph 

(b)(3)(i) of (i1. 72 — 2), it shall be included 

in the gross income of the recipient only 

to the extent that it, when added to 
amounts previously received under the 
contract which were excludable from gross 
income under the law applicable at the 
time of receipt, exceeds the aggregate of 
premiums or other consideration paid. See 
section 73(e)(2)(A). This paragraph shall 
not apply if the total of the amounts to 
be paid in discharge of the obligation can 
in any event exceed the total of the an- 

nuity payments which would otherwise 
fully discharge the obligation. For rules 
to be applied in such a case, see paragraph 
(e) of this section. 

(2) The principles of subparagraph (1) 
of this paragraph may be illustrated by 
the following examples: 

Example (I). A, a male employee, retired on De- 
cember 31, 1954, at the age of 60. A life annuity of 
$75 per month was payable to him beginning January 
31, 1955. The annuity contract guaranteed that if A 
did not live for at least ten years after his retirement 
his beneficiary, B, would receive the monthly pay- 
ments for any balance of such ten year period which 

remained at the date of A's death. Under section 72, 
A was deemed to have paid $3, 600 toward the cost 
of the annuity. A lived for five years after his retire- 
ment receiving a total of $4, 500 in annuity payments. 
After A's death, B began receiving the monthly pay- 
ments of $75 beginning with the January 31, 1960 
payment. B will exclude such payments from his gross 
income throughout 1960, 1961, and 1962, and will 

exclude only $18 of the first payment in 1963 from his 

gross income for that year. Thereafter, B will include 
the entire amount of all such payments in his gross 
income for the taxable year of receipt. This result is 

determined as follows: 

A's investment in the contract 
(unadjusted) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Multiple from Table III of 11. 72 — 9 for 
male, age 60, where duration of guar- 
anteed amount is 10 years 
(percent) 

Subtract value of the refund feature to 
the nearest dollar (11 percent of 
$3, 600) 

Investment in the contract adjusted for 
the present value of the refund fea- 
ture without discount for interest . . . 

Aggregate of premiums or other con- 
sideration paid . . . . . . . . . . . . . . . . . . . . . . . . . . . 

A's exclusion ratio ($3, 204 —: $16, 380 
[$900 x 18. 2]) (percent) . . . . . . . . . . . . . . 

Subract amount excludable during five 

years A received payments (19. 6 per- 
cent of $4, 500 l$900 x 5]) 

Remainder of aggregate of premiums or 
other consideration paid excludable 
from gross income of B under section 
72(e) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . . . . . 

$3, 600 

396 

3, 204 

3, 600 

19. 6 

2, 718 

As a result of the above computation, the number of 
payments to B which will exhaust the remainder of 
consideration paid which is excludable from gross in- 
come of the recipient is 36vts ($2. 718 —: $75) and B 
will exclude the payments from his gross income for 
three years, then exclude only $18 of the first payment 
for the fourth year from his gross income, and there- 
after include the entire amount of all payments he 
receives in his gross income. 

A s mvestment in the contract 
(unadlusted) 

Multiple from Table VII, age 60, 10 years 
(percent) 

Subract value of the refund feature (4 
percent of $3, 600) 

Investment in the contract adjusted for 
the present value of the refund fea- 
ture without discount for interest . . . 

Aggregate of premiums or other con- 
sideration paid . . . . . . . . . . . . . . . . . . . . . . . . . . . 

$144 

$3, 456 

Example (2). The facts are the same as in example 

(1), except that B, the beneficiary, elects to receive 
$50 per month for his life in lieu of the payments 
guaranteed under the original contractual obligation. 
Since such amounts will be received as an annuity and 

may, because of the length of time B may live, exceed 
the amount guaranteed, they are not amounts to which 

this paragraph applies. See paragraph (e) of this sec- 
tion. 

Example (3). The facts are the same as in example 

(1), except that B, the beneficiary, elects to receive 
the remaining guaranteed amount in installments which 

are larger or smaller than the $75 per month provided 

until, under the terms of the contract, the guaranteed 
amount is exhausted. The rule of subparagraph (1) 
of this paragraph and the computation illustrated in 

example (I) apply to such installments since the total 
of such installments will not exceed the original amount 

guaranteed to be paid at A's death in any event. 
Example (4). C pays $12, 000 for a contract pro- 

viding that he is to be paid an annuity of $1, 000 per 
year for 15 years. His exclusion ratio is therefore 80 
percent ($12, 000 —: $15, 000). He directs that the an- 

nuity is to be paid to D, his beneficiary, if he should 
die before the full 15 years period has expired. C dies 
after 5 years and D is paid $1, 000 in 1960. D will 

include $200 ($1, 000 — $800 (80 percent of $1, 000)) in 

his gross income for the taxable year in which he 
receives the $1, 000 since section 72(e) and this section 
do not apply to the annuity payments made in ac- 
cordance with the provisions and during the term of 
the contract. D will continue with the same exclusion. 
ratio used by C (80 percent). 

Example (5). In 1954, E paid $50, 000 into a fund 
and was promised an annual income for life the amount 
of which would depend in part upon the earnings 
realized from the investment of the fund in accord- 
ance with an agreed formula. The contract also spec- 
ified that if E should die before ten years had clasped, 
his beneficiary, F, would be paid the amounts deter- 
mined annually under the formula until ten payments 
had been received by E and F together. E died in 

1960, having received five payments totaling $30, 000. 
Assuming that $22, 000 of this amount was properly 
excludable from E's gross income prior to his death, 
F will exclude from his gross income the payments he 
received until the taxable year in which his total re- 
ceipts from the fund exceed $28, 000 ($50, 000— 
$22, 000). F will include any excess over the $28, 000 
in his gross income for that taxable year. Thereafter, 
F win include in his gross income the entire amount 
of any payments made to him from the fund. 

Example (6). Assume the facts are the saine as in 

example (1), except that the total investment in the 
contract is made after June 30, 1986, that A is to 
receive payments under the life annuity contract be- 
ginning on January 31, 1987, and that B will begin to 
receive the monthly payments on January 31, 1992. 
B will exclude the $75 monthly payments from gross 
mcome throughout 1992, 1993, and 1994. B will ex- 
clude only the first two monthly payments and $21 of 
the third monthly payment in 1995. This is determined 
as follows: 
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A's exclusion ratio ($3, 456 —: $21, 780 
l$900 x 24. 2]) (percent) 

Subtract amount excludable during five 

years A Received payments (15. 9 
percent of $4, 500 f900 x 5]) 

Remainder of aggregate of premiums or 
other consideration paid excludable 
from gross income of B under section 
72(e) 

15. 9 

$715. 50 

$2, 884. 50 

As a result of the above computation, the 
number of payments to B which will ex- 
haust the remainder of consideration paid 
which is excludable from gross income of 
the recipient is 3823/50 ($2, 884. 50 —: 75) 
and B will exclude the payments from gross 
income for three years, exclude only the 
first two monthly payments and $34. 50 of 
the third. Thereafter B shall include the 
entire amount of all payments received in 

gross income. 

(3) For the purpose of applying the rule 

contained in subparagraph (1) of this par- 
agraph, it is immaterial whether the re- 
cipient of the amount received in full 

discharge of the obligation is the same 
person as the recipient of amounts pre- 
viously received under the contact which 

were excludable from gross income, ex- 
cept in the case of a contract transferred 
for a valuable consideration, with respect 
to which see paragraph (a) of IJ1. 72 — 10. 
For the limit on the tax, for taxable years 
beginning before January 1, 1964, attrib- 
utable to the receipt of a lump sum to 
which this paragraph applies, see para- 

graph (g) of this section. 

(d) Exclusion allowance — (1) ' ' ' 
(4) Determination of excludable 

amounts by allocation of contribu- 
ttorts. 

(iv) The lesser of the number of years 

of service credited through the end of the 

41. 403 [Amended] 

Par. 8. Section 1. 403(b) — 1(d)(4) is 
amended by adding the words "to a de- 

fined benefit plan" following the words 

"employer contributions" in the first sen- 

tence. 
Par. 9. Section 1. 403(b) — 1(d)(4)(ii) is 

amended by removing the words "the em- 

ployee's sex and the". 
Par. 10. Section 1. 403(b) — 1(d)(4) is 

amended by revising Tables I and II and 

paragraph (d)(4)(iv) to read as follows: 

I)1. 403(b) — 1 Taxability of beneficiary un- 

der annuity purchased by section 501(c)(3) 
organization or public school. 

TABLE I. — VALUE AT NORMAL RETIREMENT ACES 

OF ANNUITY OF $1. 00 PER ANNUM PAYABLE IN 

EOUAL MONTHLY INSTALLMENTS DURING 11IE 
LIFE OF THE EMPLOYEE 

(For taxable years beginning after July 1, 1986l 

40 . 
41 . . 
42 . 
43 

45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 

56 . . . . 
57 
58 
59 . 

61 
62 
63 
64 
65 

67 
68 
69 
70 
71 
72 
73 
74 
75 . . . . . 
76 . 
77 
78 . 
79 . 

Ages Values 

11. 49 
11. 40 
11. 31 
11. 22 
11. 12 
11. 01 
10. 91 
10. 79 
10. 68 
10. 56 
10. 43 
10. 30 
10. 18 
10. 04 
9. 89 
9. 75 
9. 60 
9. 44 
9. 28 
9. 13 
8. 96 
8. 79 
8. 62 
8. 44 
8. 25 
8. 08 
7. 88 
7. 70 
7. 50 
7. 29 
7. 10 
6. 88 
6. 68 
6. 46 
6. 25 
6. 03 
5. 82 
5. 61 
5. 40 
5. 20 
4. 99 

Note. — If the normal form of retirement benefit 
under the plan is other than a straight life annuity, 
the value from Table I above should be divided by 
the figure set forth below opposite the normal form 
of retirement beneftt provided by the plan: 

Annuity for 5 years certain and life 
thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Annuity for 10 years certain and life 
thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Annuity for 15 years certain and life 
thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Annuity for 20 years certain and life 
thereafter . . . . . . . . . . . . . . . . . . . . . „„, . . . . , . . . . 

Life annuity with instaument refund . . . . 
Life annuity with cash refund 

0. 97 

0. 90 

0. 80 

0. 70 

0. 80 

0. 75 

I The term "cash refund" refers to refund of ac- 
cumulated employer contributions, and does not refer 
to refund of employer contributions only, often re- 

ferred to as "modified cash refund" 

taxable year or the number of years that 
the plan has been in existence at such time. 
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TABLE Il. — LEVEL ANNUAL CONTRIBUTION WHICH 

WILL ACCUMULATE TO $1. 00 AT EIID OF NUMBER 

OF YEARS 

lFor taxable years beginning after July I, 1986] 

I 
2 
3 
4. 
5 . 
6 . 
7 
8 . . . . . . 
9 . 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 

24 

25 
26 . 
27 
28 . . . . . 
29 . 
30 . 
31 
32 
33 . 
34 . 
35 . 
36 . 
37 . 
38 . 
39 . . 

41 
42 
43 . 

45, 
46 . 
47 . 
48 . 
49 . 
50 . 

Number of years Amounts 

$1, 0000 

. 3080 

. 2219 

. 1705 

. 1363 

. 1121 

. 0940 

. 0801 

. 0690 

. 0601 

. 0527 

. 0465 

. 0413 

. 0368 

. 0330 

. 0296 

. 0267 

. 0241 

. 0219 

. 0198 

. 0180 

. 0164 

. 0150 

. 0137 

. 0125 

. 0114 

. 0105 

. 0081 

. 0075 

. 0069 

. 0058 

. 0053 

. 0049 

. 0045 

. 0042 

. 0039 

. 0036 

. 0033 

. 0026 

. 0024 

. 0022 

. 0020 

. 0019 

. 0017 

PART 602 — REPORTING AND 
RECORD KEEPING 
REQUIREMENTS 

Par. 13. The authority for Part 602 con- 
tinues to read as follows: 

IJ1. 401(a) — 18 [Removed] 
Par. 11. Section 1. 401(a)-18 is re- 

moved, 
ill. 401(j) — 1 through 1. 401(j) — 6 [Re- 

moved] 
Par. 12. Sections 1. 401(j)-1 through 

1. 401(j) — 6 are removed. 
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Authority: 26 U. S. C. 7805 
f)602. 101 [Amended] 
Par. 14. Section 602. 101 (c) is amended 

by inserting in the appropriate places in 
the table "$1. 72 — 6. . . 1545 — 0074" and 
"I)1. 72-9. . . 1545-0074". 

LAWRENCE B. GIBBS, 
Commissioner of 

Internal Revenue. 

Approved November 28, 1986. 

J. RQGER MENTz, 
Assistant Secretary 

of the Treasury. 

(Filed by the Office of the Federal Register on De- 
cember 16, 1986, 3:59 p. m. , and published in the 
issue of the Federal Register for December 19, 
1986, 51 F. R. 45690) 

Part III. — Items Specifically Excluded From 
Gross Income 

Section 103. — Interest on State and 

Local Bonds 
26 CFR 1. 103 — I: Interest upon obligations of a State, 

Territory, erc. 

Listing of information pertaining to "average area 

purchase prices" for use by issuers of mortgage rev- 

enue bonds and mortgage credit certificates. See Rev. 

Proc. 87-20, page 713. 

26 CFR 1. 103 — I: Interest upon obligations of u State, 

Territory, etc. 

Listing of the average annual aggregate principal 

amount of mortgages executed dunng 1983, 1984, and 

1985 for use by issuers of mortgage revcnuc bonds 

and mortgage credit certificates. See Rev. Proc. 87- 
31, page 774. 

26 CFR 1. 103 — It Interest upon obligations of a State 

or local bonds. 

Whether the waiver of a right under an interest 

adjustment clause to receive additional interest re- 

sults in a reissuance of a municipal bond. See Rev. 

Rul. 87-19, page 249. 

26 CFR 1. 103 — 8: Interest on bonds to finance certain 

exempt facilities. 

(Also Sections 61, 142; 1. 61-7. ) 

State and local bonds. An investor- 

owned public utility serving no more than 

two contiguous counties has an undivided 

interest in a nuclear generating plant that 

provides service to more than two such 

counties. The undivided interest does not 

qualify as a facility for the local furnishing 

of electric energy for purposes of section 

142(a)(8) of the Code. 
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. ISSUE 

Whether an undivided interest in a nu- 

clear generating plant that provides ser- 

vice to more than two contiguous counties 

qualifies as a facility for the local furnish- 

ing of electric energy for purposes of sec- 

tion 142(a)(8) of the Internal Revenue 

Code if the user of the undivided interest 

provides service to no more than two such 

counties. 

FACTS 

PU, an investor-owned public utility, 
is engaged in the business, of generafing, 
transmitting, and distributing electric en- 

ergy to a service area within two contig- 
uous counties of state X, PU entered into 
an agreement with other utilities to con- 
struct a nuclear power plant in which PU 
will own an undivided interest. 

PU is obligated to pay for a portion of 
the capital, operating, and maintenance 
costs of the nuclear generating plant in 

proportion to its ownership interest, and 
is entitled to a pro rata share of the ca- 

pacity and output of the plant. PVs share 
of the electric energy will be in amount 
needed to supply customers in its two- 

county area. The electric energy will be 
transmitted from the nuclear power plant, 
which is located outside the two-county 
area, to the two counties. PVs share of 
such capacity and output will enable PU 
to reduce both its purchases and its own 
local generation of higher-cost energy, a 
reduction that will allow PU to avoid in- 

creased fuel costs that otherwise would 
be incurred by its customers. The energy 
entitlements of the other public utilities 
with ownership interests in the plant will 

be transmitted to their service areas in 
other counties in state X and other states 
in the region. 

LAW AND ANALYSIS 

Section 103(a) of the Code provides 
generally that gross income does not in- 
clude interest on any state or local bond. 
Section 103(b) provides that section 103(a) 
shall not apply to any private activity bond 
which is not a qualified bond. Under sec- 
tions 141(d)(1)(A) and 142(a)(8), private 
activity bonds issued to provide "facilities 
for the local furnishing of electric energy 
or gas" are treated as qualified bonds if 
they meet certain requirements. Section 
142(f) provides that, for this purpose, the 
local furnishing of electric energy or gas 
from a facility shall only include furnish- 
ing solely within the area consisting of a 

city and 1 contiguous county, or 2 contig- 
uous counties. 

The exemption for bonds issued to pro- 
vide "facilities for the local furnishing of 
electric energy or gas" was formerly con- 
tained in section 103(b)(4)(E) of the Code. 
Section 1. 103 — 8(f)(2)(iii) of the Income 
Tax Regulations defines such facilities as 

property that- 
(a) Is either property of a character 

subject to the allowance for depre- 
ciation provided in section 167 or 
land, 

(b) Is used to produce, collect, gen- 

erate, transmit store, distribute, or 
convey electric energy or gas, 

(c) Is used in the trade or business of 

furnishing electric energy or gas, and 

(d) Is a part of a system providing ser- 

vice to the general populace of one 
or more communities or munici- 

palities, but in no event more than 

2 contiguous counties (or a political 
equivalent) whether or not such 

counties are located in one State. 
Section 1. 103 — 8(f)(2)(iii) of the regu- 

lations provides further that the facilities 
need not be located in the area they serve. 

Example (13) in section 1. 103 — 7(c) of 
the regulations treats as undivided inter- 
est in an electric generating facility as a 
separate property interest for purposes of 
determining whether bonds are industrial 
development bonds. 

If PVs undivided interest in the plant 
were treated separately for purposes of 
applying section 142(a)(8) of the Code, 
the interest could qualify as part of a sys- 
tem which provides service to no more 
than two contiguous counties. However, 
the plant is a single integrated facility that 
will provide service to a larger area com- 
prised of several states. To view PV s un- 
divided interest as a system separate from 
the other undivided interests in the facility 
for purposes of applying section 142(a)(8) 
is inconsistent with the ordinary meaning 
of the term "system. " Moreover, such a 
view would permit tax-exempt financing 
for facilities that serve a large geographic 
area, in contravention of the Congres- 
sional intent to limit the exemption to fa- 
cilities that serve a small geographical area. 

The considerations which led to treat- 
ing the undivided interest in Example (13) 
as a separate property interest do not ap- 

ply here. The issue in Example (13) is 

whether the undivided interest is to be 
used in the trade or business of the other 

nonexempt owner, whereas the issue here 

is the geographic area in which electric 



energy produced at the facility is to be 
furnished. Since the plant is a single in- 

tegrated facility that will furnish electric 
energy to an area larger than two contig- 
uous counties, no portion of the plant can 
qualify as a facility for the local furnishing 
of electric energy. 

HOLDING 

An undivided interest in a nuclear gen- 
erating plant, under these circumstances, 
does not qualify as a facility for the local 
furnishing of electric energy for purposes 
of section 142(a)(8) of the Code. 

26 CFR 3f. l03 — it Obligations issued after December 

31, 1982, required to be in registered form. 

T. D. 8111 

TITLE 26 — INTERNAL REVENUE. — 
CHAPTER 1, SUBCHAPTER A, PART 

5f — TEMPORARY INCOME TAX 

REGULATIONS UNDER THE TAX 

EQUITY AND FISCAL 
RESPONSIBILITY ACT OF 1982; PART 

35a — TEMPORARY EMPLOYMENT 
REGULATIONS UNDER THE 
INTEREST AND DIVIDEND TAX 

COMPLIANCE ACT OF 1983; PART 

602 — OMB CONTROL NUMBERS 
UNDER THE PAPERWORK 
REDUCTION ACT 

Registration Requirements With Respect 
To Certain Debt Obligations 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Amendment of Temporary 
regulations. 

SUMMARY: This document contains 
amendments to the temporary regulations 
issued under T. D. 7852 [1982 — 2 C. B. 47] 
and T. D. 7967 [1984 — 2 C. B. 329], which 

were published in the Federal Register 
beginning at 47 FR 51361 and 49 FR 33239, 
respectively. The temporary regulations 
issued under T. D. 7852 provide generally 
that a registration-required obligation is- 

sued after December 31, 1982 is required 
to be in registered form and provide a 
definition of registered form. This amend- 

ment clarifies the definition of "registered 
form" as applied to certain types of ob- 
ligations. The temporary regulations is- 

sued under T. D. 7967 provide temporary 
regulations relating to the repeal of 30 
percent withholding by the Tax Reform 
Act of 1984 and to the application of in- 

formation reporting and backup with- 

holding in light of such repeal. This 
amendment revises A — 8, A — 18, and A— 

19 of $35a. 9999 — 5 with respect to the ap- 

plication of the exception from 30 percent 
withholding for portfolio interest to ob- 

ligations that would be considered regis- 

tered if they were not convertible to bearer 

form and with respect to the certification 
requirements applicable to foreign-tar- 

geted registered obligations. In addition, 
this amendment revises A — 1 and A — 8 with 

respect to the requirement that an obli- 

gation must be a registration-required ob- 
ligation. Finally, this amendment adds new 

Q & A 22, providing additional rules with 

respect to the application of the repeal of 
30 percent withholding to mortgage pass 
through certificates, and adds new para- 

graph (f) providing rules with respect to 
the exclusion from portfolio interest of 
interest received by related parties. 

EFFECTIVE DATE: The amendment to 
temporary regulations $5f. 103 — I is effec- 
tive after January 20, 1987. The amend- 

ments to temporary regulations t135a. 9999— 
5 are effective after July 18, 1984, except 
for the following: Q and A — 22 of para- 
graph (e) of II35a. 9999 — 5 is effective after 
December 31, 1986. Paragraph (f) of 
rt35a. 9999 — 5 is effective after January 20, 
1987. 

FOR FURTHER INFORMATION 
CONTACT: Carl Cooper of the Office of 
the Associate Chief Counsel (Interna- 
tional) within the Office of the Chief 
Counsel, Internal Revenue Service, 1111 
Constitution Avenue N. W. , Washington, 
D. C. 20224 (202-566-3388, not a toll-free 
call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

The temporary regulations under sec- 
tion 103(j) of the Internal Revenue Code 
provide that an obligation is in registered 
form in one or both of the following two 
situations. First, an obligation is in reg- 
istered form if it is registered as to both 
principal and any stated interest and may 
be transferred only by the surrender of 
the old instrument and either the reissu- 
ance by the issuer of the old instrument 
to the new holder or the issuance by the 
issuer of a new instrument to the new 

holder. Second, an obligation is in reg- 
istered form if the right to the principal 
of, and stated interest on, the obligation 
may be transferred only through a book 
entry system. An obligation shall be con- 
sidered transferable through a book entry 
system if the ownership of an interest in 

the obligation is required to be reflected 
in a book entry, whether or not physical 

Section 103 
securities are issued. A book entry is a 

record of ownership that identifies the 
owner of an interest in the obligation. 

Q & A — 8 of I135a. 9999 — 5, provides in 

part that interest paid on an obligation 

issued 30 days after August 22, 1984 that 
would otherwise be in registered form but 
for the fact that it is convertible into bearer 
form is not portfolio interest and there- 
fore not eligible for exemption from 30 
percent withholding under section 871(h) 
or 881(c) of the Code. Q & A — 18 of 
)35a. 9999-5 provides rules concerning the 

application of the portfolio interest ex- 
emption to the conversion of foreign-tar- 
geted bearer and registered obligations to 
registered obligations that are subject to 
Q & A-9 of II35a. 9999-5. Q & A-19 of 
)35a. 9999 — 5 describes the circumstances 
in which an ownership certificate (Form 
1001) is required to be provided in the 
case of a payment of portfolio interest. 

Q & A — 1 and Q & A — 8 provide in part 
that interest is portfolio interest if, in ad- 
dition to other conditions, the obligations 
on which the interest is paid are registra- 
tion-required obligations within the 
meaning of section 163(f)(2)(A) or would 
be registration-required obligations within 

the meaning of section 163(f)(2)(A) but 
for the fact that they are described in sec- 
tion 163(f)(2)(B). Q & A — 20 also provides 
in part that a pass through certificate will 

be considered as issued after July 18, 1984, 
only to the extent that the obligations held 

by the fund or trust to which the pass 
through certificate relates are issued after 
July 18, 1984. 

Section 871(h)(3) and section 881(c)(3) 
provide in part that the term "portfolio 
interest" shall not include any interest 
which would otherwise be portfolio in- 

terest that is received by a 10 percent 
shareholder of the issuer of the obligation 
on which interest is paid or by a controlled 
foreign corporation from a related party. 

NEED FOR AMENDMENT 

This amendment to the temporary reg- 
ulations first provides that, to be in reg- 
istered form, an obligation must be 
registered with the issuer (or its agent) if 
it is to be described in paragraph (c)(1)(i) 
of t)5f. 103 — 1, and the right to the principal 
of, and stated interest on, an obligation 
must be transferred only through a book 
entry system maintained by the issuer if 
it is to be described in paragraph (c)(1)(ii) 
of t)5f. 103 — 1. Second, this amendment 
provides that an obligation that would 
otherwise be considered registered under 
this definition of "registered form" is not 
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in registered form if it may be transferred 
by any means other than a book entry or 
the surrender and reissuance of the ob- 
ligation to the new holder or the issuance 
of a new obligation to the new holder. 
Third, this amendment provides that an 
obligation that is not considered to be is- 
sued in registered form at one point in 
time is considered to be in registered form 
at a later time when it satisfies the re- 
quirements for registered form. This 
amendment to the definition of "regis- 
tered form" clarifies and amplifies the 
meaning of the term under the temporary 
regulations. 

This amendment to the temporary reg- 
ulations also deletes the rule under A — 8 
of 535a. 9999 — 5 that interest cannot be el- 
igible for the portfolio interest exemption 
from 30 percent withholding if it is inter- 
est with respect to an obligation that would 
be considered registered if it were not 
convertible into bearer form. 

This amendment changes the condi- 
tions contained in A — 18 of t)35a. 9999 — 5 
for satisfying the portfolio interest ex- 
emption in the case of an obligation con- 
verted from foreign-targeted bearer form 
into registered form. A — 18 permitted the 
use of the certificate described in A — 9 with 

respect to an obligation converted from 
foreign-targeted bearer form into regis- 
tered form, but did not permit the use of 
the certificate described in A — 14. As re- 
vised, A — 18 permits the use of the certif- 
icate described in A — 14 with respect to an 
obligation converted from foreign-tar- 
geted bearer form into registered form 
under certain circumstances. A new Q & 
A — 19 has been added. New A — 19 permits 
the use of the certificate described in A— 
14 with respect to a foreign-targeted reg- 
istered obligation that satisfies the con- 

ditions of A — 12 with respect to an interest 
payment even if the obligation was pre- 
viously subject to the certificate require- 
ments of A — 9. 

This amendment changes the old A — 19 
(now A — 20) by deleting the requirement 
that an ownership certification (Form 1001) 
must be provided with respect to a pay- 
ment of portfolio interest on a registered 
obligation with respect to which the cer- 
tificate described in A — 9 is required. An 
additional subdivision is added consoli- 

dating the rules (also contained in Q & 
A's 9 and 15) regarding the filing of a 

1042S with respect to portfolio interest on 

a registered obligation. 

This amendment deletes the require- 
ment under A — 1 and A — 8 that interest is 

portfolio interest if, in addition to other 

REGULATORY FLEXIBILITY ACT 
No general notice of proposed rule- 

making is required by 5 U. S. C. 553(b) for 
this regulation. Accordingly, the Regu- 
latory Flexibility Act does not apply and 
no Regulatory Flexibility Analysis is re- 
quired for this rule. There is a need for 
immediate guidance with respect to the 
provisions contained in this Treasury de- 
cision by reason of the repeal of 30% 
withholding on obligations issued after July 

18, 1984. For this reason, it is found im- 

practicable to issue it with notice and pub- 
lic procedure under subsection (b) of 
section 553 of Title 5 of the United States 
Code or subject to the effective date lim- 

itation of subsection (d) of that section. 

conditions, the obligations on which the 
interest is paid are registration-required 
obligations within the meaning of section 
163(f)(2)(A) or would be registration-re- 

quired obligations within the meaning of 
section 163(f)(2)(A) but for the fact that 

they are described in section 163(f)(2)(B). 
This new amendment adds new A — 22 

providing an exception, in the case of cer- 
tain mortgage pass through certificates, to 
the rule of A — 20 that a pass through cer- 
tificate will be considered as issued after 
July 18, 1984, only to the extent that the 
obligations held by the fund or trust to 
which the pass through certificate relates 
are issued after July 18, 1984. 

Finally, this amendment adds new sub- 
division (f) containing Q & A — 23 through 
Q & A — 28 providing rules implementing 
the exclusion from portfolio interest of 
interest received by 10 percent share- 
holders of the issuer of the obligation on 
which the interest is paid and by con- 
trolled foreign corporations from related 
parties. 

These clarifications and changes are in- 
tended to resolve questions raised by 
commenters to the temporary regulations 
of August 22, 1984, under section 
163(f)(2)(B) and 871(h) regarding the 
treatment of obligations that are other- 
wise registered but that may be converted 
at the holder's option into an obligation 
payable to bearer, of obligations recorded 
with a recording agency at the option of 
a holder under the laws of a foreign coun- 
try, and of foreign-targeted registered ob- 
ligations. 

Q & As — 1, 8 and 18 of li35a. 9999 — 5, 
which are being amended, and Q & A— 
19, and 22 through 28, which are being 
added, are not intended to address com- 
prehensively the issues raised by the re- 
peal of 30 percent withholding. Taxpayers 
may rely for guidance on these Q & As, 
which the Internal Revenue Service will 
follow in resolving issues expressly raised 
herein arising under section 127 of the 
Tax Reform Act of 1984 and the infor- 
mation reporting and backup withhhold- 
ing rules affected thereby. No inference, 
however, should be drawn regarding 
questions not expressly raised and an- 
swered. 

PAPERWORK REDUCTION ACT 

The collection of information require- 
ments contained in this regulation have 
been submitted to the Office of Manage- 
ment and Budget (OMB) in accordance 
with the Paperwork Reduction Act of 1980. 
These requirements have been approved 
by OMB under Control No. 1545 — 0974. 

DRAFI'ING INFORMATION 

The principal authors of these regula- 
tions are P. Ann Fisher and Carl Cooper 
of the Office of Associate Chief Counsel 
(International) within the Office of Chief 
Counsel, Internal Revenue Service. Per- 
sonnel from other offices of the Internal 
Revenue Service and the Treasury De- 
partment participated, however, in de- 
veloping the regulations on matters of both 
substance and style. 

NON-APPLICABILITY OF 
EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue has determined that this temporary 
rule is not a major rule as defined in Ex- 
ecutive Order 12291 and that a regulatory 
impact analysis therefore is not required. 

55f. 103 — 1 Obligations issued after De 
cember 31, 1982, required to be in reg- 
istered form. 

(c) Registered form — (1) General rule, 

Adoption of amendments to the 
regulations 

The following amendments to 26 CFR 
Part 5f and 26 CFR Part 35a are hereby 
adopted: 

Paragraph 1. The authority for Part 5f 
continues to read in part: 

Authority: 26 U. S. C. 7805 * ' * Sec- 
tion 5f. 103 — 1 also issued under 26 U. S. C, 
103(j). 

Par. 2. Section 5f. 103 — 1 is amended by 
revising paragraph (c)(1), by adding a new 
paragraph (e), by revising Example (2) of 
paragraph (f), and by adding examples 
(4), (5) and (6) to paragraph (f), all to 
read as follows: 
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An obligation issued after January 20, 
1987, pursuant to a binding contract en- 
tered into after January 20, 1987, is in 

registered form if- 
(i) The obligation is registered as to 

both principal and any stated interest with 
the issuer (or its agent) and transfer of 
the obligation may be effected only by 
surrender of the old instrument and either 
the reissuance by the issuer of the old 
instrument to the new holder or the is- 

suance by the issuer of a new instrument 
to the new holder, 

(ii) The right to the principal of, and 
stated interest on, the obligation may be 
transferred only through a book entry sys- 
tem maintained by the issuer (or its agent) 
(as described in paragraph (c)(2) of this 
section), or 

(iii) The obligation is registered as to 
both principal and any stated interest with 

the issuer (or its agent) and may be trans- 
ferred through both of the methods de- 
scribed in subdivisions (i) and (ii). 

(e) Special rules. The following special 
rules apply to obligations issued after Jan- 
uary 20, 1987, pursuant to a binding con- 
tract entered into after January 20, 1987. 

(1) An obligation that is not in regis- 
tered form under paragraph (c) of this 
section is considered to be in bearer form. 

(2) An obligation is not considered to 
be in registered form as of a particular 
time if it can be transferred at that time 
or at any time until its maturity by any 
means not described in paragraph (c) of 
this section. 

(3) An obligation that as of a particular 
time is not considered to be in registered 
form by virtue of subparagraph (2) of this 

paragraph (e) and that, during a period 
beginning with a later time and ending 
with the maturity of the obligation, can 
be transferred only by a means described 
in paragraph (c) of this section, is consid- 
ered to be in registered form at aH times 
during such period. 

(f) Examples. * ' * 

Example (2). Municipality Y issues a single obli- 

gation on January 4, 1983 to Bank M provided that 

(i) Bank M will not at any time transfer any interest 
in the obligation to any person unless the transfer is 

recorded on Municipality Y's records (except by means 

of a transfer permitted in (ii) of this example) and 

(ii) interests in the obligation that are sold by Bank 
M (and any persons who acquire interests from M) 
will be reflected in book entries. C, an individual, 

buys an interest in Y's obligation from Bank M. Bank 
M receives the interest or principal payments with 

respect to C's interest in the obligation as agent for 
C, Bank M records interests in the Municipality Y 
obligation as agent of Municipality Y. Any transfer 

of C's interest must be rettected in a book entry in 

accordance with Bank M's agreement with Munici- 

pality Y. Since C's interest can only be tran ferred 

through a book entry system maintained by the issuer 

(or its agent), the obligation is considered issued in 

registered form. Interest received by C is excludable 

from gross income under section 103(a). 

Example (4). Corporation A issues an obligation 
that is registered with the corporation as to both prin- 

cipal and any stated interest. Transfer may be effected 

by the surrender of the old instrument and either the 
reissuance by the issuer of the old instrument to the 
new holder or the issuance by the issuer of a ncw 

instrument to thc new holder. The obligation can be 
converted into a form in which the right to the prin- 

cipal of, or stated interest on, the obligation may be 
effected by physical transfer of the obligation. Under 
fsf. 103 — 1(c) and (e), the obligation is not considered 
to be in registered form and is considered to be in 

hearer form. 

Example (5). Corporation B issues its obligations 
in a public offering in bearer definitive form. Begin- 
ning at X months after the issuance of the obligations, 
a purchaser (either the original purchaser or a pur- 
chaser in the secondary market) may deliver the de- 
finitive bond in bearer form to the issuer in exchange 
for a registration receipt evidencing a book entry rec- 
ord of the ownership of the obligation. The issuer 
maintains the book entry system. The purchaser iden- 

tified in the book entry as the owner of record has 
the right to receive a definitive bearer obligation at 

any time. Under $5f. 103 — 1(c) and (e), the obligation 
is not considered to be issued in registered form and 
is considered to be issued in bearer form. All pur- 
chasers of the obligation arc considered to hold an 

obligation in bearer form. 

Example (6). Corporation C issues obligations in 

bearer form. A foreign person purchases a degnitive 

bearer obligation and then sells it to a United States 
person. At the time of the sale, the United States 
person delivers the bearer obligation to Corporation 
C and receives an obligation that is identical except 
that the obligation is registered as to both principal 
and any stated interest with the issuer or its agent and 

may be transferred at all times until its maturity only 
through a means described in gsf. 103-1(c). Under 
g5f. t03 — 1(e), the obligation is considered to be in 

registered form from the time it is delivered to Cor- 
poration C until its maturity. 

Par. 3. The authority for Part 35a is 
added to read as follows and all of the 
authority citations at the end of the var- 
ious sections are withdrawn: 

Authority: 26 U. S. C. 7805; 35a. 9999— 
1 also issued under 26 U. S. C. 3406(a), 
(b), (c), (e), (g), (h), and (i), sec. 6042(a), 
sec. 6044(a), sec. 6045, sec. 6049(a), (b), 
and (d), sec. 6103(q), sec. 6109, sec. 
6302(c), sec. 6676; 
35a. 9999 — 2 also issued under 26 U. S. C. 
3406(a), (b), (c), (e), (g), (h), and (i), sec. 
6041, sec. 6041A(a), sec. 6042(a), sec. 
6044(a), sec. 6045, sec. 6049(a), (b), and 

(d), sec. 6103(q), sec. 6109, sec. 6302(c), 
sec. 6676; 
35a. 9999 — 3 also issued under 26 U. S. C. 
3406(a), (b), (c), (e), (g), (h), and (i) and 
sec. 6045; 

35a. 9999 — 3A also issued under 26 U. S. C. 
3406(b), (g), (h), and (i), sec. 6045; 
35a. 9999 — 4 also issued under 26 U. S. C. 
3406, secs. 6041, 6045, 6049; 
35a. 9999-5 also issued under 26 U. S. C. 
871, secs. 881, 1441, 1442, 3406, 6041, 
6045, 6049. 

Par. 4. In ft35a. 9999 — 5: 
1. Paragraph (a) is amended by revis- 

ing Q and A — 1. 
2. Paragraph (b) is amended by revis- 

ing Q and A — 8. 
3. Paragraph (c) is amended by revis- 

ing Q and A — 18 and by adding new Q and 
A — 19. 

4. Paragraph (d) is amended by revis- 
ing and redesignating Q and A — 19 as Q 
and A-20. 

5. Paragraph (e) is amended by revis- 

ing and redesignating Q and A — 20 as Q 
and A — 21 and by adding new Q and A— 
22. 

6. Paragraph (f) consisting of Q and 
A — 23 through Q and A — 27 is added. 

r)35a. 9999 — 5 Question and answers relat- 
ing to repeal of 30 percent withholding by 
section 127 of the Tax Reform Act of 1984 
and to the application of information re- 
porting and backup withholding in light 
of such repeal. 

(a) Rules Concerning Obligations in 
Bearer Form. 

Q — 1. When will interest qualify as 
portfolio interest within the meaning of 
section 871(h) (2)(A) or section 
881(c)(2)(A)? 

A — 1. Interest is portfolio interest within 
the meaning of section 871(h)(2)(A) or 
section 881(c)(2)(A) only if it paid with 

respect to an obligation issued after July 
18, 1984, that is in bearer form and de- 
scribed in section 163(f)(2)(B). 

(b) Rules Concerning Obligations in 
Registered Form. 

Q — 8. When will interest qualify as 
portfolio interest within the meaning of 
section 871(h)(2)(B) or 881(c)? 

A — 8. To qualify as portfolio interest 
described in section 871(h)(2)(B) or 
881(c)(2)(B), the interest must be paid 
with respect to an obligation (i) that is in 

registered form (within the meaning of 
section 163(f)), issued after July 18, 1984, 
and (ii) with respect to which the United 
States person (including a foreign paying 
agent of an issuer who is a United States 
person) who would otherwise be required 
to deduct and withhold tax from the in- 
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terest under section 1441(a) or 1442(a) 
receives the statement described in A — 9 
(or described in A — 14, in the circumstan- 
ces described in A — 12) from the beneficial 
owner or a financial institution described 
in section 871(b)(4)(B). 

(c) Convertibility of Obligations. 
Q — 18. May a bearer obligation be con- 

verted into a registered obligation that is 
subject to the certification requirements 
of A — 9 or A — 14 with respect to any in- 

terest payment? 
A — 18. A bearer obligation can be con- 

verted into a registred obligation that is 

subject to the certification requirements 
of A-9 or, if the requirements of A — 12 
are met with respect to an interest pay- 
ment and the obligation has been targeted 
to foreign markets under A — 13, to the 
certification requirements of A — 14. That 
a certificate under A — 9 was required to 
be provided with respect to a previous 
interest payment on the obligation is ir- 

relevant to whether such a certificate 
(rather than a certificate under A — 14) must 

be provided with respect to the present 
interest payment. Unless the certfication 
requirements of A — 14 apply, the general 
information reporting and backup with- 

holding requirements of sections 6045, 
6049, and 3406 apply to a registered ob- 
ligation. An obligation that would oth- 
erwise be in registered form but for the 
fact that it!s convertible into bearer form 
is considered to be in bearer form. See 
A-1 or t!35a. 9999 — 5(a) concerning the 
conditions that must be satisfied for in- 

terest with respect to a bearer obligation 
to qualify as portfolio interest. 

Q — 19. Under what circumstances is a 
certificate described in A — 9 required with 

respect to a registered obligation that is 

considered to be targeted to foreign mar- 

kets under A — 12? 
A — 19. The certificate described in A— 

9 is required with respect to interest paid 
on a registered obligation that has been 
targeted to foreign markets under A — 13 
only if the requirements of A — 12 are not 
satisfied. Provided that the requirements 
of A — 12 are met with respect to an obli- 
gation at the time of an interest payment, 
that a certificate under A — 9 was required 
to be provided with respect to a previous 
interest payment on the obligation is ir- 

relevant to whether such a certificate must 

be provided with respect to the present 
interest payment. Also the general infor- 

mation reporting and backup withholding 

provisions of section 6045, 6049, and 3406 

apply unless the certification require- 
ments of A — 14 apply. 

(d) Form 1042S Requirements. 

Q — 20. Is the owner of an obligation the 

interest on which qualifies as portfolio in- 

terest (within the meaning of section 
871(h)(2) or section 881(c)(2)) required 
to file an ownership certificate described 
in li1. 1461 — 1(b) (Form 1001) with respect 
to the obligation or is the withholding agent 

required to file an information return on 

Form 1042S? 
A — 20. (i) The owner of an obligation 

the interest on which qualifies as portfolio 
interest is not required to file the certifi- 
cate described in tl1. 1461 — 1(b) (Form 
1001). Pursuant to A — 8, the statement de- 

scribed in A — 9 (or described in A — 14, in 

the circumstances described in A — 12) is 

required to be provided to the withhold- 

ing agent with respect to portfolio interest 
on a registered obligation. 

(ii) If a statement is required pursuant 
to A — 9 with respect to portfolio interest 
on a registered obligation, an information 
return on Form 1042S, accompanied by 
the statement (which may be a Form 
W — 8) described in A — 9, is required to be 
filed with the Internal Revenue Service 
for the calendar year in which the pay- 
ment is made. See A — 9 of this section. 
However, if a statement is required pur- 
suant to A — 14 with respect to portfolio 
interest on a registered obligation, an in- 

formation return on Form 1042S is not 
required unless a Form W — 8 (or substan- 
tially similar form completed under pen- 
alties of perjury) is provided. See A— 

15(ii)(A) of this section. With respect to 
a payment of portfolio interest on a bearer 
obligation, an information return on Form 
1042S is not required to be filed. 

(e) Application of Repeal of 30 Percent 
Withholding to Pass- Through Certificates. 

Q — 21. Will interest paid to a holder of 
a pass-through certificate is described in 

i)1. 163 — 5T(d)(1) qualify as portfolio in- 

terest for purposes of the exemption from 
30 percent withholding under section 
871(h)(2) or section 881(c)(2)? 

A — 21. Interest paid to a holder of a 
pass-through certificate will qualify as 
portfolio interest under section 871(h)(2) 
or section 881(c)(2) for purposes of the 
exemption from 30 percent withholding if 
the interest satisfies the conditions de- 
scribed in A — 1 or A — 8 of this section. For 
purposes of A — 1 or A — 8 of this section 
and sections 871(h) and 881(c), interest is 

considered to be paid on or with respect 
to the pass-through certificate and not on 

or with respect to any obligations held by 
the fund or trust to which the pass-through 
certificate relates. Thus, except as set forth 
in the last sentence of this answer, interest 
paid to the holder of a pass-through cer- 
tificate is portfolio interest if the pass- 
through certificate is described in A — 1 or 
A — 8 of this section, without regard to 
whether any obligation held by the fund 
or trust to which the pass-through certif- 
icate relates is described in A — 1 or A — 8 
of this section. For example, a mortgage 
pass-through certificate in bearer form must 

meet the requirements set forth in A — 1 of 
this section, but the obligations held by 
the fund or trust to which the mortgage 
pass-through certificate relates need not 
meet the requirements set forth in A — 1 or 
A — 8 of this section. However, for pur- 

poses of A — 1 and A — 8 of this section and 
section 127 of the Tax Reform Act of 1984, 
a pass-through certificate will be consid- 
ered as issued after July 18, 1984 only to 
the extent that the obligations held by the 
fund or trust to which the pass-through 
certificate relates are issued after July 18, 
1984. 

Q — 22. In the case of a mortgage pass 
through certificate, under what circum- 
stances will the mortgage obligations held 

by the fund or trust to which the mortgage 
pass through certificate relates be consid- 
ered to have been issued after July 18, 
1984? 

A — 22. In general, a mortgage pass- 
through certificate will be considered to 
have been issued after July 18, 1984, if all 
of the mortgages held by the fund or trust 
were issued after July 18, 1984. If some 
of the mortgages held by the fund or trust 
were issued before July 19, 1984, then the 
portion of any interest payment which 
represents interest on those mortgages shall 
not be considered to be portfolio interest. 
The preceding sentence shall not apply, 
however, if all of the following conditions 
are satisfied: 

(i) The mortgage pass-through certifi- 
cate is issued after December 31, 1986; 

(ii) Payment of the mortgage pass- 
through certificate is guaranteed by, and 
a guarantee commitment has been issued 
by, an entity that is independent from the 
issuer of the underlying obligation; 

(iii) The guarantee commitment with 
respect to the mortgage pass-through cer- 
tificate cannot have been issued more than 
14 months prior to the date on which the 
mortgage pass-through certificate is is- 

sued. 

(iv) The fund or trust to which the 
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mortgage pass-through certificate relates 
cannot contain mortgage obligations on 
which the first scheduled monthly pay- 
ment of principal and interest was made 
more than twelve months before the date 
on which the guarantee commitment was 
made. 

(f) Rules Concerning the Exclusion from 
Portfolio Interest of Interest Received by 
Related Parties. 

Q — 23. Is the person who is required to 
deduct and withhold tax under section 
1441(a) or 1442(a) ("the withholding 
agent") required to deduct and withhold 
such tax from interest which is otherwise 
portfolio interest within the meaning of 
section 871(h)(2) or 881(c)(2) if it is re- 
ceived by a 10 percent shareholder (within 
the meaning of section 871(h)(3)(B)) or 
received by a controlled foreign corpo- 
ration from a related person (within the 
meaning of section 864(d)(4))? 

A — 23. The withholding agent is re- 
quired to deduct and withhold tax from 
interest which is otherwise portfolio in- 

terest if the interest is received by a 10 
percent shareholder or by a controlled 
foreign corporation from a related per- 
son. The withholding agent shall consider 
interest paid on an obligation issued after 
January 20, 1987, which would otherwise 
be portfolio interest to be received by a 
10 percent shareholder or received by a 
controlled foreign corporation from a re- 
lated person unless one of the exceptions 
set forth in A-24 is satisfied. 

Q — 24. When shall the withholding agent 
not consider interest that would otherwise 

qualify as portfolio interest to be received 

by a person who is a 10 percent share- 
holder or by a controlled foreign corpo- 
ration from a related person? 

A — 24. The withholding agent shall not 
consider interest to be received by a 10 
percent shareholder or by a controlled 

foreign corporation from a related person 
if the conditions of one of the following 
subdivisions are satisfied. 

(i) The interest is paid on an obligation 
which is publicly issued, and the with- 

holding agent does not have actual knowl- 

edge that the interest is received by a 10 
percent shareholder or by a controlled 

foreign corporation from a related per- 
son. 

(ii) The stock of both the issuer (if the 
issuer is a corporation) and the lender (if 
the lender is a corporation) is publicly 

traded, and the withholding agent does 
not have actual knowledge that the inter- 

est is received by a 10 percent shareholder 

or by a controlled fore! gn corporation from 

a related person. 

(iii) The stock of one of the issuer (if 
the issuer is a corporation) or the lender 

(if the lender is a corporation) is publicly 

traded and the stock of the other (if the 

other is a corporation) is not publicly traded 

or the other is not a corporation, and the 

wi'hholding agent has in its records a writ- 

ten statement (and does not have actual 
knowledge that such statement is false) 
made by the party which is not a publicly 

traded corporation or which is not a cor- 
poration that the interest is not received 

by a 10 percent shareholder or by a con- 
trolled foreign corporation from a related 
person. 

(iv) Subdivisions (i), (ii) and (iii) do 
not apply and the withholding agent has 

in its records a written statement (and does 
not have actual knowledge that such 
statement is false) made by each of the 
issuer and the lender that such interest is 
not received by a 10 percent shareholder 
or by a controlled foreign corporation from 

a related person. 

Q — 25. Under what circumstances shall 

the withholding agent consider an obli- 

gation to be publicly issued for purposes 
of A-24? 

A — 25. The withholding agent shall con- 
sider an obligation to be publicly issued 
if: 

(1) the obligation is listed on an ex- 

change described in section 1. 897 — 1(m)(1) 
or (2); 

(2) the obligation is not subject to any 
restrictions on its offering, sale, or resale 
that may be required to comply with U. S. 
Federal securities law, other than restric- 
tions relating to citizenship, nationality, 
residence, or jurisdiction of incorporation 
of the purchaser; and 

(3) on original issuance either (A) the 
obligation is offered for sale to the public 

by means of an arrangement with a fi- 

nancial institution (as defined in section 
1. 165 — 12(c)(1)(v)) that is in the business 
of underwriting the sale of obligations 
traded in a securities market (an "under- 
writer") which agrees with the issuer to 
make its best efforts to sefi the obligation 
in exchange for a commission or other 
compensation, 

(B) the obligation is sold to an under- 
writer and the isssuer of the obligation has 
no reason to believe that such underwriter 
is not purchasing the obligation for resale 
to or for the account of another person 
who is not a 10 percent shareholder of the 
issuer or a controlled foreign corporation 
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to which the issuer is a related party, or 

(C) the issue of which the obligation is 

a part is sold to more than thirty-five pur- 

chasers each of which either (i) acquires 
an obligation or obligations in the issue 

for its own account or (ii) is an under- 

writer described in (A) or (B). 
Q — 26. Under what circumstances shall 

the withholding agent consider stock of a 
corporate issuer or lender to be publicly 
traded? 

A — 26. The withholding agent shall 
consider the stock of a corporate issuer 
or lender to be publicly traded if a sub- 

stantial portion of each outstanding class 
of stock is regularly traded in an estab- 
lished securities market. A class of stock 
that is nonvoting, nonparticipating, lim- 

ited and preferred as to dividends and in 

liquidation shall not be taken into account 
in determining whether the stock of a cor- 
porate issuer or lender is publicly traded 
for purposes of this paragraph (f). Stock 
is regularly traded if it is regularly quoted 
by brokers or dealers making a market in 

such stock. The term "established secu- 
rities market" means an established se- 
curities market as defined in!J1. 897 — 1(m). 
In determining whether stock of an issuer 
or lender is publicly traded the withhold- 

ing agent may rely upon published market 
quotations listing the stock of the issuer 
or lender. Stock of an issuer or lender will 

not be considered to be publicly traded if 
the certificates representing interests in 

the issuer or the lender are bearer certif- 
icates or if bearer depository receipts are 
issued for such stock. If the issuer is a 
member of an affiliated group (within the 
meaning of section 1504(a)(4) (without 
regard to section 1504(b)(3)), and the ul- 

timate parent corporation of the issuer is 
publ!cly traded, then the issuer will be 
considered to be publicly traded. If the 
lender i» a member of an affiliated group 
(within the meaning of section 1504(a) 
(without regard to section 1504(b)(3)), and 
the ultimate parent corporation of the 
lender is publicly traded, then the lender 
will be considered to be publicly traded. 
However, stock of an issuer or lender will 

not be considered to publicly traded if the 
issuer and lender are members of an af- 

filiated group and the issuer and the lender 
are members of the same affiliated group. 

Q — 27. What is the statement that is re- 
quired under A — 24? 

A — 27. For purposes of A — 24(iii) and 

(iv) the written statement referred to 
therein must include: (i) a statement that 
the interest received with respect to the 
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particular obligation is not received by a 
10 percent shareholder or by a controlled 
foreign corporation from a related per- 
son; (ii) a declaration that the statement 
is made under penalties of perjury: (iii) 
the name and address of the person mak- 
ing the statement; and (iv) information 
sufficient on its face to confirm the validity 
of the statement. Such information must 
identify the ultimate individual beneficial 
owners of the person making the state- 
ment, and identify the stock or partner- 
ship interests in the other party held 
actually and constructively by the person 
making the statement. Constructive own- 
ership shall be determined pursuant to 
section 871(h)(3)(C) for purposes of in- 
formation regarding the determination 
whether interest is received by a 10 per- 
cent shareholder, and pursuant to section 
881(c)(3)(C) for purposes of determining 
whether interest is received by a con- 
trolled foreign corporation from a related 
party. For purposes of applying section 
871(h)(3)(C), stock held by a corporation 
shall not be attributed to the persons who 
actually or constructively own stock in that 
corporation if both of the following con- 
ditions are satisfied: (v) The corporation 
is a publicly traded corporation within the 
meaning of A — 26; and (vi) The stock ac- 
tually and constructively held by a share- 
holder in that publicly traded corporation 
possesses live percent or less of the total 
value of shares of all classes of stock of 
that corporation. Information with re- 
spect to ultimate individual beneficial 
owners is not required to be provided by 
a person whose principal function is pro- 
viding pensions or other similar benefits 
to retired employees, a mutual insurance 
company (except such a company with 
fewer than 500 policyholders at the time 
the interest is paid), a foreign government 
(within the meaning of section 892), or a 
charitable organization (within the mean- 
ing of section 501(c)(3) without regard to 
section 508(a)). This information will be 
considered sufficient on its face to confirm 
the validity of the statement if the infor- 
mation, along with the information re- 
quired to be provided in the statements 
of other parties to the transaction, dis- 
closes no common ownership between the 
issuer and the lender. If the information 
does disclose any common ownership be- 
tween the issuer and the lender, then ad- 
ditional information clearly showing that 
the interest is not received by a 10 percent 
shareholder or by a controlled foreign 
corporation from a related person must 
be provided. Statements must be pre- 
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pared, renewed, submitted and retained 
in accordance with the procedures pre- 
scribed in Reg. 35a. 9999 — 5(b) A — 9. Once 
information sufficient to confirm the va- 

lidity of the statement has been provided 
to the withholding agent, that information 

may be updated by providing to the with- 

holding agent, with the statement, either 
the changes to that information or a state- 
ment that the information has not changed 
since the last statement was provided. 

Par. 5. Section 602. 101(c) is amended 

by inserting in the appropriate places in 

the table 55f. 103 — 1 . . . 1545-0974 and 
535a. 9999-5. . . 1545-0974. 

LAWRENCE B. GIBBS, 
Commissioner of 
Internal Revenue. 

Approved October 29, 1986. 

J. ROGER MENTZ, 
Assistant Secretary 
of the Treasury. 

(Filed by the Office of the Federal Register on De- 
cember 16, 1986, 4:32 p. m. , and published in the 
issue of the Federal Register for December 19, 
1986, 51 F. R. 45461) 

26 CFR 6a. 103A — 2: Qualified mortgage bond. 
Listing of information pertaining to "average arcs 

purchase prices" as described in section 143 of the 
Code. See Rev. Proc. 87-20, page 713. 

Section 149. — Bonds Must Be Registered 
to Be Tax Exempt; Other Requirements 
26 CFR 1. 149(e)-l Tt Information reporting require- 

ments for tas-exempt bonds (Temporary). 

T. D. 8129 
TITLE 26. — INTERNAL REVENUE. — 
CHAPTER I, SUBCHAPTER A, PART 

1 — INCOME TAX REGULATIONS; 

PART 5f — INCOME TAX 

REGULATIONS UNDER TEFRA 1982; 
PART 602 — OMB CONTROL 
NUMBERS UNDER THE PAPERWORK 
REDUCTION ACT 

Information Reporting for Tax-exempt Bond 

Issues 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Temporary regulations and fi- 

nal regulations. Section 107. — Rental Value of Parsonages 

26 CFR 1. 107-1 i Rental value of parsonages. SUMMARY: This document contains 
rules implementing the provisions of sec- 
tion 1301(a) of the Tax Reform Act of 
1986 (Pub. L. No. 99 — 514), which added 
section 149(e) to the Internal Revenue 
Code of 1986. These regulations affect is- 
suers and purchasers of tax-exempt bonds. 
In addition, the text of the temporary reg- 
ulations set forth in this document serves 
as the comment document for the pro- 
posed regulations * * * [page 806, this 
Bulletin]. 

Whether a minister of the gospel or a member of 
the military service may deduct interest and taxes paid 
on a personal residence if the amounts expended are 
allocable to a rental allowance or housing allowance 
that is otherwise excludable from gross income. See 
Rev. Rul. 87-32, page 131. 

Part IV. — Tax Exemption Requirements for 
State and Local Bonds 

Section 142. — Exempt Facility Bonds 

An investor-owned public utility serving no more 
than two contiguous counties has an undivided inter- 
est in a nuclear generating plant that provides service 
to more than two such counties; the undivided interest 
does not qualify as a facility for the local furnishing 
of electric energy for purposes of section 142(a)(8). 
See Rev. Rul. 87-30, page 68. 

DATE: These regulations apply to all 
bonds issued after December 31, 1986 (in- 
cluding bonds issued to refund a prior is- 
sue of bonds). 

FOR FURTHER INFORMATION 
CONTACT: Robert Beatson of the Leg- 
islation and Regulations Division, Office 
of Chief Counsel, Internal Revenue Ser- 
vice, 1111 Constitution Avenue, N. W. , 
Washington, D. C. 20224 (Attention; 
CC:LR: T) (202 — 566 — 3459, not a toll-free 
call). 

Section 143. -Mortgage Revenue Bonds: 
Qualified Mortgage Bond and Qualified 
Veterans' Mortgage Bond 
26 CFR 6a. 103A — 2: Qualified mortgage bond. 

Average area purchase price safe harbor limita- 
tions for Guam, Puerto Rico. and the Commonwealth 
of the Northern Mariana Islands are added to the list 
in Rev. Proc. 85 — 42, 1985-2 C. B. 496. See Rev. Proc. 
87-19, page 712. 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

This document contains temporary reg- 
ulations and final regulations to be added 

26 CFR 6a. l03A — 2i Qualified mongage bond. 

Listing of the avcragc annual aggregate principal 
amount of mortgages executed during 1983, 1984, and 
1985 for use by issuers of mortgage revenue bonds 
and mortgage credit certificates. See Rev. Proc. 87— 

31, page 774. 
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to the Income Tax Regulations (26 CFR 
Part 1) under section 149(e) of the Inter- 
nal Revenue Code of 1986, and tempo- 
rary regulations under 26 CFR Part Sf. 
The amendments are issued to provide 
regulations implementing changes made 

by section 1301(a) of the Tax Reform Act 
of 1986. 

EXPLANATION OF PROVISIONS 

Section 103(a) provides generally that 
gross income does not include interest on 
any State or local bond (that is, an obli- 
gation of a State or a political subdivision 
thereof). 

Prior to January 1, 1987, sections 103(l) 
and 103A(j)(3) of the Internal Revenue 
Code required issuers of tax-exempt in- 

dustrial development bonds, student loan 
bonds, obligations a major portion of the 
proceeds of which are used by section 
501(c)(3) organizations, qualified mort- 

gage bonds, and qualified veterans' mort- 

gage bonds to report certain information 
to the Internal Revenue Service. The in- 

terest on an issue that did not satisfy these 
information reporting requirements was 
not excluded from gross income. 

Temporary and proposed regulations 
under section 103(l) (t15f. 103 — 3) were is- 

sued on May 6, 1983 (48 FR 21120) [1983— 
1 C. B. 30] Final regulations under section 
103A(j)(3) (PL103A — 2(k)(2)) were pub- 
lished on August 29, 1985 (50 FR 35540) 
[T. D. 8049, 1985 — 2 C. B. 41]. These reg- 
ulations provide that issuers satisfy the 
information reporting requirement by fil- 

ing Form 8038, Information Return for 
Private Activity Bond Issues, with the In- 
ternal Revenue Service by the 15th day 
of the second month after the close of the 
calendar quarter in which the obligations 
are issued. In addition, 51. 103A — 2(k)(2)(ii) 
required issuers of qualified mortgage 
bonds and qualified veterans' mortgage 
bonds to submit annual reports containing 
information on the borrowers of the orig- 
inal proceeds of each issue. Section 
1. 103A — 2(l) required that issuers of qual- 
ified mortgage bonds publish a policy 
statement by the last day of the year pre- 
ceding the year in which such bonds are 
issued. 

Section 1301(a) of the Tax Reform Act 
of 1986 amended the information report- 
ing requirements of sections 103(l) and 

103A(j)(3) by adding section 149(e) to the 
Internal Revenue Code of 1986. Section 
149(e) revises the information required to 
be reported and extends the information 
reporting requirements to all tax-exempt 

bonds (including bonds issued to refund 
a prior issue of bonds). 

FINAL REGULATIONS 

The amendments to paragraphs (k), (l), 
and (m) of 51. 103A — 2 are final rules. These 
amendments conform existing final reg- 

ulations to provisions contained in the Tax 
Reform Act of 1986. 

TEMPORARY REGULATIONS 

The amendment to Part 1 which adds 
ri1. 149(e) — 1T to the regulations, and the 
amendment to Part 5f, which adds a sen- 

tence to 55f. 103 — 3(a), are temporary reg- 
ulations. These regulations provide issuers 

with guidance regarding compliance with 

the information reporting requirement of 
section 149(e). In general, revised Form 
8038, Information Return for Tax-Ex- 
empt Private Activity Bond Issues Under 
Section 149(e), is to be filed for each issue 
of tax-exempt private activity bonds is- 

sued after December 31, 1986. Form 8038— 

G, Information Return for Tax-Exempt 
Governmental Bond Issues Under Sec- 
tion 149(e), is to be filed for each issue of 
tax-exempt bonds other than private ac- 

tivity bonds (" governmental bonds") is- 

sued after December 31, 1986, except that 
with respect to all issues of governmental 
bonds with an issue price of less than 

$100, 000, the issuer must annually file a 
single Form 8038 — GC, Consolidated In- 
formation Return for Small Tax-Exempt 
Governmental Bond Issues Under Sec- 
tion 149(e). Form 8038 — GC will require 
the reporting of less detailed information 
than Form 8038 — G, such as information 
concerning the types of issues; a brief de- 
scription of the characteristics of the com- 
bined issues and any refunded bonds (if 
applicable); the amount of the bonds des- 

ignated by the issuer under section 
265(b)(3)(B)(ii); the amount of the pro- 
ceeds of the issues used to make loans to 
other governmental units; and the amount 
of the proceeds of the issues derived from 
loans made from the proceeds of other 
tax-exempt bonds. Form 8038 — GC may 
be completed on the basis of information 

readily available to the issuer at the close 
of the calendar year, supplemented by good 
faith estimates. 

Forms 8038 and 8038 — G are to be filed 

on or before the 15th day of the second 
calendar month after the close of the cal- 
endar quarter in which the issue is issued. 
Form 8038 — GC is to be filed on or before 
February 15th of the following calendar 
year. All forms are to be filed with the 

Internal Revenue Service Center, Phila- 

delphia, Pa. 19255. Revised Form 8038 
and Form 8038 — G are available. Form 
8038-GC will be available in sufficient time 

for issuers to file in a timely manner. 

NON-APPLICABILITY OF 
EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue has determined that these temporary 
regulations are not a major rule as defined 

in Executive Order 12291 and that a reg- 

ulatory impact analysis therefore is not 
required. 

REGULATORY FLEXIBILITY ACT 

Although this document is a notice of 
proposed rulemaking that solicits public 
comment, the Internal Revenue Service 
has concluded that the regulations pro- 
posed herein are interpretative and that 

the notice and public procedure require- 
ments of 5 U. S. C. 553 do not apply. Ac- 

cordingly, these proposed regulations do 
not constitute regulations subject to the 

Regulatory Flexibility Act (5 U. S. C. 
chapter 6). 

PAPERWORK REDUCTION ACT 

The collection of information con- 
tained in these regulations has been sub- 

mitted to the Office of Management and 

Budget (OMB) in accordance with the re- 
quirements of the Paperwork Reduction 
Act of 1980. These requirements have been 

approved by OMB. 

DRAFTING INFORMATION 

The principal author of these regula- 
tions is Robert Beatson of the Legislation 
and Regulations Division of the Office of 
Chief Counsel, Internal Revenue Service. 
Personnel from other offices of the Inter- 
nal Revenue Service and the Treasury 
Department participated, however, in de- 

veloping the regulations on matters of both 
substance and style. 

Adoption of amendments to the 

regulations 

Accordingly, 26 CFR Parts 1, Sf, and 
602 are amended as follows: 

FINAL REGULATIONS 
PART 1 

INCOME TAX REGULATIONS 

Paragraph 1. The authority for Part 1 

is amended by adding the following ci- 
tations: 

1987 — 1 C. B. 75 
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Authority: 26 U. S. C. 7805. * ' * Sec- 

tion 1. 103A — 2 also issued under 26 U. S. C. 
103A(j). * * * Section 1. 149(e) — 1T also 
issued under 26 U. S. C. 149(e). 

Par. 2. Section 1. 103A — 2 is amended 
by adding a sentence at the end of para- 
graph (k)(1), by adding a sentence at the 
end of paragraph (l)(1)(ii), and by revis- 

ing the last sentence of paragraph (m)(1). 
These added and revised provisions read 
as follows: 

liL103A — 2 Qualifie mortgage bond. 

(k) Information reporting require- 
ment — (1) In general. * * * With respect 
to bonds issued after December 31, 1986, 
see the regulations under section 149(e). 

(l) Policy statement — (1) In general. 

(ii) * * * With respect to reports re- 

quired to be published and submitted to 
the Commissioner not later than Decem- 
ber 31, 1986, the Commissioner has de- 

termined that there is a reasonable cause 
for the failure to publish and file such re- 

ports in a timely fashion; such reports will 

be considered published and filed in a 

timely fashion if, not later than December 
31, 1987, the report is published (after 
having a public hearing following reason- 
able public notice) and a copy is submit- 

ted to the Commissioner. 

(m) State certification requirements— 

(1) In general. * * * The requirements of 
this paragraph apply to obligations issued 
after December 31, 1984; see section 149(e) 
and the regulations thereunder with re- 
spect to obligations issued after Decem- 
ber 31, 1986. 

TEMPORARY REGULATIONS 
PART 1 

INCOME TAX REGULATIONS 

Par. 3. A new t1L149(e) — 1T is added 
immediately following t11. 143 — 1 to read as 
follows: 

ti1. 149(e) — 1T Information reporting re- 
quirements for tax-exempt bonds (Tem- 
porary). 

(a) General rule. Under section 149(e) 
and this section, interest on any bond is- 

sued as part of an issue issued after De- 
cember 31, 1986 (including any bond issued 
to refund a bond issued on or before De- 
cember 31, 1986) shall be included in gross 
income unless the requirements of this 

76 1987 — 1 C. B. 

(c) Requirements for governmental 
bonds. A bond other than a private ac- 
tivity bond satisfies the requirements of 
this section if it is issued as part of an issue 
with respect to which the issuer files with 
the Internal Revenue Service— 

section are satisfied with respect to the 

issue of which the bond is a part. 

(b) Requirements for private activity 

bonds — (1) In general. A private activity 
bond satisfies the requirements of this sec- 
tion if it is issued as part of an issue with 

respect to which- 
(i) The issuer files with the Internal 

Revenue Service a completed Form 8038, 
Information Return for Tax-Exempt Pri- 
vate Activity Bond Issues Under Section 
149(e), not later than the 15th day of the 
second calendar month after the close of 
the calendar quarter in which the issue is 
issued; 

(ii) If any bond is taken into account 
under section 146 (relating to volume cap 
on private activity bonds), the State cer- 
tification requirement of paragraph (b)(2) 
of this section is satisfied; and 

(iii) If any bond is a qualified mortgage 
bond or qualified veterans' mortgage bond 
(within the meaning of section 143(a) or 
(b) or section 103A(c)(1) or (3) as in ef- 
fect on the day before enactment of the 
Tax Reform Act of 1986) the issuer sub- 
mits the annual report containing infor- 
mation on the borrowers of the original 
proceeds of the issue as required under 
tiL103A — 2(k)(2)(ii) and (k)(3) through 

(k)(6) 
(2) State certification — (i) In general. 

An issue satisfies the requirements of this 
paragraph (b)(2) if a State official desig- 
nated by State law (or, if there is no such 
official, the Governor or his delegate) cer- 
tifies that the issue meets the require- 
ments of section 146 (relating to volume 
cap on private activity bonds), and the 
certification is attached to the Form 8038 
filed with respect to the issue. In the case 
of any constitutional home rule city (as 
defined in section 146(d)(3)(C)), the pre- 
ceding sentence shall be applied by sub- 
stituting "city" for "State" and "chief 
executive officer" for "Governor. " 

(ii) Certification. The certifying official 
need not perform an independent inves- 
tigation in order to certify that the issue 
meets the requirements of section 146. 
For example, the certifying official may 
rely on an affidavit executed by an officer 
of the issuer responsible for issuing the 
bonds which sets forth, in brief and sum- 
mary terms, facts necessary to determine 
that the issue meets the requirements of 
section 146, after comparing the infor- 
mation in that affidavit to other readily 
available information with respect to that 
issuer (e. g. , previous affidavits and cer- 
tifications for other private activity bonds 
issued by that issuer). 

(1) In the case of any issue with an 
issue price of $100, 000 or more, a com- 
pleted Form 8038 — G, Information Return 
for Tax-Exempt Governmental Bond Is- 
sues Under Section 149(e), not later than 
the 15th day of the second calendar month 
after the close of the calendar quarter in 

which the issue is issued; or 

(2) In the case of any issue with an 
issue price of less than $100, 000, a com- 
pleted Form 8038-GC, Consolidated In- 
formation Return for Small Tax-Exempt 
Governmental Bond Issues Under Sec- 
tion 149(e), with respect to all such issues 
issued by the issuer during the calendar 
year, not later than February 15th of the 
calendar year following the year in which 

the issue is issued. 

(d) Filing of forms and special rules— 
(1) Completed form. For purposes of this 
section— 

(i) Good faith effort. A form shall be 
treated as completed if the issuer (or a 
person acting on behalf of the issuer) has 
made a good faith effort to complete the 
form in accordance with the form and the 
instructions for the form. An inadvertent 
failure to file the correct form with respect 
to an issue shall be disregarded for pur- 
poses of determining whether the issue 
meets the requirements of this section. 

(ii) Information. Form 8038 and Form 
8038 — G shall be completed on the basis 
of available information and reasonable 
expectations as of the date the issue is 
issued. Form 8038 — GC may be completed 
on the basis of information readily avail- 
able to the issuer at the close of the cal- 
endar year to which the form relates, 
supplemented by estimates made in good 
faith. 

(iii) Certain information not required. 
The Commissioner has determined that 
the information specified in the first sen- 
tence of section 149(e)(2) which is not 
required to be reported to the Internal 
Revenue Service pursuant to this section 
is not necessary to carry out the purposes 
of section 149(e). Accordingly, the re- 

porting of such information is not re- 

quired in order to satisfy the requirements 

of section 149(e) or this section. 

(iv) Revised or renumbered forms. If 
any form is revised or renumbered, any 

reference in this section to the form shall 



Section 162 

be treated as a reference to the revised or 
renumbered form. 

(2) Manner of filing. (i) Place for fil- 
ing. A form is filed when it is mailed to 
the Internal Revenue Service Center, 
Philadelphia, Pennsylvania 19255 (or any 
other location specified on the form or the 
instructions for the form). 

(ii) Extension of time. The Commis- 
sioner may grant an extension of time to 
file any form (or attachment) required un- 

der this section if the Commissioner de- 

termines that the failure to file in a timely 
manner was not due to willful neglect. 
Such a determination may be made with 

respect to an issue or a class of issues. 

(e) Definitions. For purposes of this 
section— 

(1) Private activity bond. The term 
"private activity bond' has the meaning 
given that term in section 141(a), except 
that such term does not include any bond 
described in section 1312(c) of the Tax 
Reform Act of 1986 to which section 1312 
or 1313 of the Tax Reform Act of 1986 
applies. 

(2) Issue — (i) In general. Except as 
otherwise provided in this paragraph 
(e)(2), bonds shall not be treated as part 
of the same issue if the bonds are not 
issued (A) by the same issuer, (B) on the 
same date, and (C) pursuant to a single 
transaction (or series of related transac- 
tions). 

(ii) Draw-down loans, commercial pa- 
per, elc. Bonds issued during the same 
calendar year (A) pursuant to a loan 
agreement under which amounts are to 
be advanced periodically (" draw-down 
loan" ), or (B) with a term not in excess 
of 270 days, may be treated as part of the 
same issue if the bonds are equally and 
ratably secured under a single indenture 
or loan agreement and issued pursuant to 
a common financing arrangement (e. g. , 
pursuant to the same official statement, 
periodically updated to reflect changing 
factual circumstances). In addition, in the 
case of bonds issued pursuant to a draw- 

down loan which meets the requirements 
of the preceding sentence, bonds issued 
during different calendar years may be 
treated as part of the same issue if all the 
amounts to be advanced pursuant to the 
draw-down loan are reasonably expected 
to be advanced within 3 years of the date 
of issue of the first bond. 

(iii) Leases and installment sales. Bonds 
other than private activity bonds may be 
treated as part of the same issue if (A) 
the bonds are issued pursuant to a single 

agreement that is in the form of a lease 

or installment sale, and (B) afl of the 
property covered by that agreement is 
reasonably expected to be delivered within 

3 years of the date of issue of the first 
bond. 

(iv) Qualified SOI (c) (3) bonds. If an is- 
suer elects pursuant to section 141(b)(8) 
to treat a portion of an issue as a qualified 
501(c)(3) bond, that portion shall be 
treated as a separate issue. 

(3) Date of issue — (i) Bond. A bond 
is issued on the date the bond is ex- 
changed by the issuer for the underwrit- 
er's (or other purchaser's) funds. A bond 
issued as part of an issue that is in the 
form of a lease or installment sale is issued 
on the date interest begins to accrue on 
the bond for Federal income tax pur- 
poses. 

(ii) Issue. An issue is issued on the date 
of issue of the first bond issued as part of 
the issue. See paragraph (e)(2)(ii) and (iii) 
of this section for rules relating to draw- 
down loans, commercial paper, elc. , and 
leases and installment sales. 

(iii) Bonds fo which prior law applied. 
Notwithstanding the provisions of this 

paragraph (e)(3), an issue for which an 
information report was required to be filed 
under section 103(l) or 103A(j)(3) shall 
be treated as issued prior to January 1, 
1987. 

(4) Issue price. The term "issue price" 
has the same meaning as when used in 
section 148(h), except that such term shall 
not include interest accrued to the date 
of issue (if payable at regular intervals of 
1 year or less). 

PART Sf 
TEMPORARY INCOME TAX 

REGULATIONS 
UNDER TEFRA 1982 

Par. 4. The authority citation for Part 
Sf continues to read as follows: 

Authority: 26 U. S. C. 7805. * ' ' 
Par. 5. Section Sf. 103 — 3(a) is amended 

by adding a new sentence following the 
first sentence. This added provision reads 
as follows: 

]iSf. 103 — 3 Information reporting require- 
ments for certain bonds. 

(a) General rule. * * * For rules con- 
cerning bonds issued after December 31, 
1986, see ]iL149(e) — 1T. * ' * 

PART 602 — OMB CONTROL 
NUMBERS UNDER THE 

PAPERWORK REDUCTION ACT 

Par. 6. The authority citation for Part 
Sf continues to read as follows: 

Authority: 26 U. S. C. 7805. ' * ' 
Par. 7. Section 601. 101(c) is amended 

by inserting in the appropriate place in 

the table "51. 149(e) — 1T. . . 1545 — 0720. " 
LAWRENCE B. GIBBS, 

Commissioner of 
Internal Revenue, 

Approved February 25, 1987. 

J. ROGER MENTZ, 

Assistant Secrefary 

of the Treasury. 

(Filed by the Office of the Federal Register on March 
10, 1987, 8:45 a. m. , and published in the issue of 
the Federal Register for March 11, 1987, 52 F. R. 
7449) 

Part Vl. — ltemizod Deductions for 
Individuals and Corporations 

Section 162. — Trade or Business Expenses 

26 CFR 1. 162-1: Allowance of deductions. 

(Also Section 62; 1. 62-1. 1 

Ct. D. 2037 

SUPREME COURT 
OF THE 

UNITED STATES 

Syllabus 

COMMISSIONER OF INTERNAL 
REVENUE v. GROETZINGER 

CERTIORARI TO THE UNITED 
STATES COURT OF APPEALS FOR 

THE SEVENTH CIRCUIT 

No. 85 — 1226. Argued December 8, 
1986 — Decided February 24, 1987 

For most of 1978, respondent devoted 60 to 80 
hours per week to parimutuel wagering on dog races 
with a view to earning a living from such activity, had 

no other employment, and gambled solely for his own 

account. His efforts generated gross winnings of $70, 000 
on bets of $72, 032, for a net gambling loss for the 

year of $2, 032. Although he reported this loss on his 

1978 tax return, he did not utilize it in computing his 

adjusted gross income or claim it as a deduction. Upon 
audit, the Commissioner of Internal Revenue deter- 
mined that, under the Internal Revenue Code of 1954 
(Code) as it existed in 1978, respondent was subject 
to a minimum tax because part of the gambling loss 
deduction to which he was entitled was an "ite[m] of 
tax preference. " Under the Code, such items could 
be lessened by certain deductions that were "attrib- 
utable to a trade or business carried on by the tax- 

payer. 
" In redetermining tespondent's tax deficiency, 

the Tax Court held that he was in the "trade or busi- 
ness" of gambling, so that no part of his gambling 
losses were an item of tax preference subjecting him 

to a minimum tax for 1978. The Court of Appeals 
affirmed. 

1987 — 1 C. B. 77 
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Held: A full-time gambler who makes wagers solely 

for his own account is engaged in a "trade or business" 
within the meaning of Code tt162(a) and 62(1). Pp. 
4-14. 

771 F. 2d 269, affirmed. 

BLAcKMUN, J. , delivered the opinion 
of the Court, in which BRENNAN, 
MARSHALL, POWEr l. , STEVENS, and 
0"CONNOR, J. J. , joined. WHITE, J. , filed 

a dissenting opinion, in which REHNoUIST, 

C. J. , and SCALIA, J. , joined. 
JUsTIcE BLAcKMUN delivered the 

opinion of the Court. 

The issue in this case is whether a full- 

time gambler who makes wagers solely for 
his own account is engaged in a "trade or 
business, " within the meaning of IJ5162(a) 
and 62(1) of the Internal Revenue Code 
of 1954, as amended, 26 U. S. C. 5 )162(a) 
and 62(1). ' The tax year with which we 

here are concerned is the calendar year 
1978; technically then, we look to the Code 
as it read at that time. 

There is no dispute as to the facts. The 
critical ones are stipulated. See App. 9. 
Respondent Robert P. Groetzinger had 
worked for 20 years in sales and market 
research for an Illinois manufacturer when 

his position was terminated in February 
1978. During the remainder of that year, 
respondent busied himself with parimu- 
tuel wagering, primarily on greyhound 
races. He gambled at tracks in Florida and 
Colorado. He went to the track 6 days a 
week for 48 weeks in 1978. He spent a 
substantial amount of time stud)4ng rac- 
ing forms, programs, and other materials. 
He devoted from 60 to 80 hours each week 

to these gambling-related endeavors. He 
never placed bets on behalf of any other 
person, or sold tips, or collected com- 
missions for placing bets, or functioned 
as a bookmaker. He gambled solely for 
his own account. He had no other profes- 
sion or type of employment. 

Respondent kept a detailed accounting 
of his wagers and every day noted his win- 

nings and losses in a record book. In 1978, 

'All references herein to the Internal Revenue Code 
are, unless otherwise described, to the 1954 Code, 
not to the Internal Revenue Code of 1986, as it has 

been designated by 92(a) of the Tax Reform Act of 
1986, Stat, 

The Tax Court put it this way: "It is not disputed 

that petitioner during 1978 was engaged fulltime in 

parimutuel wagering on dog races, had no other em- 

ployment during that period, gambled solely for his 

own account, and devoted an extraordinary amount 

of time and effort to his gambling with a view to 
earning a living from such activity. " 82 T. C. 793, 795 
(1984). 
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no part of his gambling losses constituted 
an item of tax preference in determining 
any minimum tax for 1978 82 T C 793 
(1984). In so ruling, the court adhered to 
its earlier court-reviewed decision in Dr- 
tunno v. Commissioner, 80 T. C. 362 (1'983) 
The court in Difunno, id, , at 371, had 
overruled Gentile v. Commissioner, 65 
T. C. 1 (1975), a case where it had rejected 
the Commissioner's contention (contrary 
to his position here) that a full-time gam- 
bler was in a trade or business and there- 
fore was subject to self-employment tax. 

The United States Court of Appeals for 
the Seventh Circuit affirmed. 771 F. 2d 
269 (1985). Because of a conflict on the 
issue among Courts of Appeals, ' we 

granted certiorari. U. S. 
(1986). 

he had gross winnings of $70, 000, but he 

bet $72, 032; he thus realized a net gam- 

bling loss for the year of $2, 032. 
Respondent received $6, 498 in income 

from other sources in 1978. This came 

from interest, dividends, capital gains, and 

salary earned before his job was termi- 

nated. 
On the federal income tax return he 

filed for the calendar year 1978 respond- 

ent reported as income only the $6, 498 
realized from nongambling sources. He 

did not report any gambling winnings or 
deduct any gambling losses. He did not 
itemize deductions. Instead, he computed 
his tax liability from the tax tables. 

Upon audit, the Commissioner of In- 

ternal Revenue determined that respond- 
ent's $70, 000 in gambling winnings were 

to be included in his gross income and 

that, pursuant to $165(d) of the Code, 26 

U. S. C. l)165(d), a deduction was to be 
allowed for his gambling losses to the ex- 
tent of these gambling gains. But the 
Commissioner further determined that, 
under the law as it was in 1978, a portion 
of respondent's $70, 000 gambling-loss de- 

duction was an item of tax preference and 

operated to subject him to the minimum 

tax under $56(a) of the Code, 26 U. S. C. 
556(a) (1976 ed. ). At that time, under 
statutory provisions in effect from 1976 
until 1982, "items of tax preference" were 
lessened by certain deductions, but not 

by deductions not "attributable to a trade 
or business carried on by the taxpayer. ' 

IJli57(a)(1) and (b)(1)(A), and 562(1), 26 
U. S. C. I))57(a)(1) and (b)(1)(A), and 
562(1) (1976 ed. and Supp. I), 

These determinations by the Commis- 
sioner produced a l)56(a) minimum tax of 
$2, 142 and, with certain other adjust- 
ments not now in dispute, resulted in a 
total asserted tax deficiency of $2, 522 for 
respondent for 1978. 

Respondent sought redetermination of 
the deficiency in the United States Tax 
Court. That court, in a reviewed decision, 
with only two judges dissenting, held that 
respondent was in the trade or business 
of gambling, and that, as a consequence, 

The phrase "trade or business" has been 
in l)162(a) and in that section's predeces- 
sors for many years. Indeed, the phrase 
is common in the Code, for it appears in 

over 50 sections and 800 subsections and 
in hundreds of places in proposed and fi- 

nal income tax regulations. The slightly 

longer phrases, "carrying on a trade or 
business" and "engaging in a trade or 
business, 

" themselves are used no less than 
60 times in the Code. The concept thus 
has a well-known and almost constant 
presence on our tax-law terrain. Despite 
this, the Code has never contained a def- 
inition of the words "trade or business" 
for general application, and no regulation 
has been issued expounding its meaning 
for all purposes. 

' 
Neither has a broadly 

applicable authoritative judicial definition 

i Respondent, however, did report his net gambling 
loss of $2, 032 in Schedule E (Supplemental Income 
Schedule) of his return, but he did not utilize that 
amount in computing his adjusted gross income or 
claim it as an itemized deduction. 

This statutory scheme was amended by the Tax 
Equity and Fiscal Responsibility Act of 1982, 9201(a), 
96 Stat. 411. For tax years after 1982, gambling-loss 
deductions explicitly are excluded from the minimum 
tax base. The Commissioner acknowledges that a tax- 
payer like respondent for a year after 1982 would not 
be subject to minimum tax liability because of his 
gambling-loss deduction Brief for Petitioner 4, n. 4. 

Compare Nipper v. Commissioner, 746 F. 2d 813 
(CA11 1984), affg, without opinion, 47 TCM 136, 
tl83. 644 P-H Memo TC (1983), and the Seventh Cir- 

cuit's decision in the present case, with Gajewski v. 
Commissioner, 723 F. 2d 1062 (CA2 1983), cert. de- 

nied, 469 U. S. 818 (1984); Estate of Cull v. Commis- 

sioner, 746 F. 2d 1148 (CA6 1984), cert. denied, 472 
U. S. 1007 (1985), and Nolo v. United States, 770 F. 
2d 1073 (CA3 1985), aff'g, without opinion, 598 F. 
Supp. 440 (NJ 1984). 

Despite the interim reversals by the Second and 

Sixth Circuits in Gajewski and Cull, supra, the Tax 
Court has adhered to its position that a full-time gam- 

bler is engaged in a trade or business. See, e. g. , Mer- 

edith v. Commissioner, 49 TCM 318, ll84. 651 P-H 

Memo TC (1984); Barrish v. Commissioner, 49 TCM 
115, II84. 602 P-H Memo TC (1984). It has drawn no 

distinction between the gambler and the active market 

trader. See also Barter v. United Srates, 633 F. Supp, 

912 (Nev. 1986). 
Some sections of the Code, however, do define 

the term for limited purposes. See 9355(b)(2), 26 

U. S. C. &355(b)(2) (distribution of stock of controlled 

corporafion); 99502(b) and 513(b), 26 U. S. C, N502(b) 

and 513(b) (exempt organizations); and 97701(a)(26), 

26 U. S. C. 97701(a)(26) (defining the term to include 

"the performance of the functions of a public office" ), 



emerged. Our task in this case is to as- 
certain the meaning of the phrase as it 
appears in the sections of the Code with 
which we are here concerned. " 

In one of its early tax cases, Flint v. 
Stone Tracy Co. , 220 U. S. 107 (1911), the 
Court was concerned with the Corpora- 
tion Tax imposed by the Tariff Act of 
1909, 36 Stat. , ch 6, 11, 112 — 117, and the 
status of being engaged in business. It said: 
"Business' is a very comprehensive term 
and embraces everything about which a 
person can be employed. " 220 U. S. , at 
171. It embraced the Bouvier Dictionary 
definition: "That which occupies the time, 
attention and labor of men for the pur- 

pose of a livelihood or profit. " Ibid. See 
also Helvering v. Horst, 311 U. S. 112, 1181 
(1940). And Justice Frankfurter has ob- 
served that "we assume that Congress uses 

common words in their popular meaning, 
as used in the common speech of men. " 
Frankfurter, Some Refiections on the 
Reading of Statutes, 47 Colum. L. Rev. 
527, 536 (1947). 

With these general comments as sig- 

nificant background, we turn to pertinent 
cases decided here. Snyder v. Commis- 

sioner, 295 U. S. 134 (1935), had to do 
with margin trading and capital gains, and 

held, in that context, that an investor, 
seeking merely to increase his holdings, 
was not engaged in a trade or business. 
Justice Brandeis, in his opinion for the 
Court, noted that the Board of Tax Ap- 
peals theretofore had ruled that a tax- 

payer who devoted the major portion of 
his time to transactions on the stock ex- 
change for the purpose of making a liv- 

elihood could treat losses incurred as 

having been sustained in the course of a 
trade or business. He went on to observe 
that no facts were adduced in Snyder to 
show that the taxpayer "might properly 
be characterized as a "trader on an ex- 
change who makes a living in buying and 

selling securities. ' " Id. , at 139. These ob- 
servations, thus, are dicta, but, by their 
use, the Court appears to have drawn a 
distinction between an active trader and 
an investor. 

Judge Friendly some tips ago observed that "the 
courts have properly assumed that the term includes 

all means of gaining a livelihood by work, even those 

which would scarcely be so characterized in common 

speech. " Trent v. Commissioner, 291 F. 2d 669, 671 

(CA2 1961). 
8 
We caution that in this opinion our interpretation 

of the phrase "trade or business" is confined to the 

specific sections of the Code at issue here. We do not 

purport to construe the phrase where it appears in 

other places. 

In Deputy v. Du Pont, 308 U. S. 488 
(1940), the Court was concerned with what 

were "ordinary and necessary" expenses 
of a taxpayer's trade or business, within 

the meaning of l)23(a) of the Revenue Act 
of 1928, 45 Stat. 799. In ascertaining 
whether carrying charges on short sales 
of stock were deductible as ordinary and 
necessary expenses of the taxpayer's busi- 

ness, the Court assumed that the activities 
of the taxpayer in conserving and en- 
hancing his estate constituted a trade or 
business, but nevertheless disallowed the 
claimed deductions because they were not 
"ordinary" or "necessary. " 308 U. S. at 
493&97. Justice Frankfurter, in a con- 
curring opinion joined by Justice Reed, 
did not join the majority. He took the 
position that whether the taxpayer's ac- 
tivities constituted a trade or business was 
"open for determination, " i d. , at 499, and 
observed: 

" '. . . carrying on any trade or busi- 

ness, ' within the contemplation of 
II23(a), involves holding one's self out 
to others as engaged in the selling of 
goods or services. This the taxpayer did 

not do. . . . Without elaborating the 
reasons for this construction and not 
unmindful of opposing considerations, 
including appropriate regard for ad- 

ministrative practice, I prefer to make 
the conclusion explicit instead of mak- 

ing the hypothetical litigation-breeding 
assuming that this taxpayer's activities, 
for which expenses were sought to be 
deducted, did constitute a "trade or 
business. ' " Ibid. 

Next came Higgins v. Commissioner, 
312 U. S. 212 (1941). There the Court, in 

a bare and brief unanimous opinion, ruled 
that salaries and other expenses incident 
to looking after one's own investments in 

bonds and stocks were not deductible un- 

der l)23(a) of the Revenue Act of 1932, 
47 Stat. 179, as expenses paid or incurred 
in carrying on a trade or business. While 
surely cutting baclc on FIint's broad ap- 
proach, the Court seemed to do little more 
than announce that since 1918 "the pres- 
ent form [of the statute] was fixed and has 
so continued"; that "[n]o regulation has 
ever been promulgated which interprets 
the meaning of 'carrying on a business' "; 
that the comprehensive definition of 
"business" in Flint was "not controlling 
in this dissimilar inquiry"; that the facts 
in each case must be examined; that not 
all expenses of every business transaction 
are deductible; and that "[n]o matter how 

large the estate or how continuous or ex- 

Section 162 
tended the work required may be, such 

facts are not sufficient as a matter of law 

to permit the courts to reverse the deci- 
sion of the Board. " 312 U. S. , at 215 — 218. 
The opinion, therefore, — although de- 
void of analysis and not setting forth what 

elements, if any, in addition to profit mo- 

tive and regularity, were required to ren- 
der an activity a trade or business — must 
stand for the propositions that full-time 

market activity in managing and preserv- 

ing one's own estate is not embraced within 

the phrase "carrying on a business, " and 
that salaries and other expenses incident 
to the operation are not deductible as hav- 

ing been paid or incurred in a trade or 
business. 

' See also United States v. Gil- 

more, 372 U. S. 39, 4445 (1963); Whipple 
v. Commissioner, 373 U. S. 193 (1963). It 
is of interest to note that, although Justice 
Frankfurter was on the Higgins Court and 
this time did not write separately, and al- 

though Justice Reed, who had joined the 
concurring opinion in Du Pont, was the 
author of the Higgins opinion, the Court 
in that case did not even cite Du Pont and 
thus paid no heed whatsoever to the con- 
tent of Justice Frankfurter's pronounce- 

10 
ment in his concurring opinion. Adoption 
of the Frankfurter gloss obviously would 
have disposed of the case in the Com- 
missioner's favor handily and automati- 
cally, but that easy route was not followed. 

Less than three months later, the Court 
considered the issue of the deductibility, 
as business expenses, of estate and trust 
fees. In unanimous opinions issued the 
same day and written by Justice Black, 
the Court ruled that the efforts of an es- 
tate or trust in asset conservation and 
maintenance did not constitute a trade or 
business. City Bank Farmers Trust Co. v. 
Helvering, 313 U. S. 121 (1941); United 
States v. Pyne, 313 U. S. 127 (1941). The 
Higgins case was deemed to be relevant 
and controlling. Again, no mention was 

made of the Frankfurter concurrence in 

See, however, 1212 of the 1954 Code, 26 U. S. C. 
1212. This section has its roots in 923(a)(2) of the 
1939 Code, as added by 9121 of the Revenue Act of 
1942, 56 Stat. 819. It allows as a deduction all the 

ordinary and necessary expenses paid or incurred "for 
the management, conservation, or maintenance of 
property held for the production of income, " 

and thus 

overcame the specific ruling in Higgins that expense~ 

of that kind were not deductible. The statutory change, 
of course, does not read directly on the term "trade 
or business. " Obviously, though, Congress sought to 
overcome Higgins and achieved that end. 

' 
Deputy v. Du Pont, 308 U. S. 488 (1940), how- 

ever, was cited by the parties m their Higgms buefs 
submitted to this Court. See Bnef for Petitioner 28, 
29, 40, and 61. and Brief for Respondent 17 and 18, 
in Higgins v Commissioner, O. T. 1940, No. 253. 
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Du Pont. Yet Justices Reed and Frank- 
furter were on the Court. 

Snow v. Commissioner, 416 U. S. 500 
(1974), concerned a taxpayer who had ad- 
vanced capital to a partnership formed to 
develop an invention. On audit of his 1966 
return, a claimed deduction under 
$174(a)(1) of the 1954 Code for his pro 
rata share of the partnership's operating 
loss was disallowed. The Tax Court and 
the Sixth Circuit upheld that disallow- 
ance. This Court reversed. Justice Doug- 
las, writing for the eight Justices who 
participated, observed: "Section 174 was 
enacted in 1954 to dilute some of the con- 
ception of 'ordinary and necessary' busi- 
ness expenses under 5162(a) (then 
$23(a)(1) of the Internal Revenue Code 
of 1939) adumbrated by Mr. Justice 
Frankfurter is a concurring opinion in 

Deputy v. Du Pont. . . where he said that 
the section in question. . . 'involves hold- 

ing one's self out to others as engaged in 

the selling of goods or services. ' " 416 U. S. , 
at 502 — 503. He went on to state, id. , at 
503, that 11162(a) "is more narrowly writ- 

ten than is 5174. " 
From these observations and decisions, 

we conclude (1) that, to be sure, the stat- 
utory words are broad and comprehensive 
(Flint); (2) that, however, expenses inci- 

dent to caring for one's own investments, 
even though that endeavor is full-time, 
are not deductible as paid or incurred in 

carrying on a trade or business (Higgins; 
City Bank; Pyne); (3) that the opposite 
conclusion may follow for an active trader 
(Snyder); (4) that Justice Frankfurter's at- 
tempted gloss upon the decision in Du 
Pont was not adopted by the Court in that 
case; (5) that the Court, indeed, later 
characterized it as an "adumbration" 
(Snow); and (6) that the Frankfurter ob- 
servation, specifically or by implication, 
never has been accepted as law by a ma- 

jority opinion of the Court, and more than 
once has been totally ignored. We must 
regard the Frankfurter gloss merely as a 
two-Justice pronouncement in a passing 
moment and, while entitled to respect, as 
never having achieved the status of a Court 
ruling. One also must acknowledge that 
Higgins, with its stress on examining the 
facts in each case, affords no readily help- 
ful standard, in the usual sense, with which 

to decide the present case and others sim- 

ilar to it. The Court's cases, thus, give us 
results, but little general guidance. 

Federal and state legislation and court 
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that basic concepts of fairness (if there be 
much of that in the income tax law) de- 
mand that his activity be regarded as a 
trade or business just as any other readily 
accepted activity, such as being a retail 
store proprietor or, to come closer cate- 
gorically, as being a casino operator or as 
being an active trader on the exchanges. 

It is argued, however, that a full-time 

gambler is not offering goods or his ser- 

vices, within the line of demarcation that 

Justice Frankfurter would have drawn in 

Du Pont. Respondent replies that he in- 

deed is supplying goods and services, not 

only to himself but, as well, to the gam- 

bling market; thus, he says, he comes 
within the Frankfurter test even if that 

were to be imposed as the proper meas- 

ure. "It takes two to gamble. *' Brief for 
Respondent 3. Surely, one who clearly 
satisfies the Frankfurter adumbration 
usually is in a trade or business. But does 
it necessarily follow that one who does 
not satisfy the Frankfurter adumbration 

is not in a trade or business? One might 

well feel that a full-time gambler ought to 
qualify as much as a full-time trader, " 

as 

Justice Brandeis in Snyder implied and as 

courts have held. " The Commissioner, 

indeed, accepts the trader result. Tr. of 
Oral Arg. 17. In any event, while the of- 

fering of goods and services usually would 

qualify the activity as a trade or business, 

this factor, it seems to us, is not an ab- 

solute prerequisite. 
We are not satisfied that the Frank- 

furter gloss would add any helpful di- 

mension to the resolution of cases such as 

this one, or that it provides a "sensible 

test, " as the Commissioner urges. See Brief 
for Petitioner 36. It might assist now and 

then, when the answer is obvious and pos- 

itive, but is surely is capable of breeding 

litigation over the meaning of "goods, " 
the meaning of "services, " or the meaning 

of "holding one's self out. " And we sus- 

pect that — apart from gambling — almost 

decisions, perhaps understandably, until 

recently have not been noticeably favor- 

able to gambling endeavors and even have 

been reluctant to treat gambling on a par- 

ity with more "legitimate" means of mak- 

ing a living. See, e. g. , 11114401 el seq. of 
the Code; Marchelli v. United States, 390 
U. S. 39, 44-46, and nn. 5 and 6 (1968). " 
And the confinement of gambling-loss de- 

ductions to the amount of gambling gains, 

a provision brought into the income tax 

law as li23(g) of the Revenue Act of 1934, 
48 Stat. 689, and carried forward into 

r)165(d) of the 1954 Code, closed the door 
on suspected abuses, see H. R. Rep. No. 
704, 73d Cong. , 2d Sess. , 22 (1934); S. 
Rep. No. 558, 73d Cong. , 2 Sess. , 25 

(1934), but served partially to differen- 
tiate genuine gambling losses from many 

other types of adverse financial conse- 

quences sustained during the tax year. 
Gambling winnings, however, have not 
been isolated from gambling losses. The 
Congress has been realistic enough to rec- 
ognize that such losses do exist and do 
have some effect on income, which is the 
primary focus of the federal income tax. 

The issue this case presents has "been 
around" for a long time and, as indicated 
above, has not met with consistent treat- 
ment in the Tax Court itself or in the Fed- 
eral Courts of Appeals. The Seventh 
Circuit, in the present case, said the issue 
"has proven to be most difficult and trou- 
blesome over the years. " 771 F. 2d, at 
271. The difficulty has not been amelio- 
rated by the persistent absence of an all- 

purpose definition, by statute or regula- 
tion, of the phrase "trade or business" 
which so frequently appears in the Code. 
Of course, this very frequency well may 
be the explanation for legislative and ad- 
ministrative reluctance to take a position 
as to one use that might affect, with con- 
fusion, so many others. 

Be that as it may, this taxpayer's case 
must be decided and, from what we have 
outlined above, must be decided in the 
face of a decisional history that is not pos- 
itive or even fairly indicative, as we read 
the cases, of what the result should be. 
There are, however, some helpful indi- 
cators. 

If a taxpayer, as Groetzinger is stipu- 
lated to have done in 1978, devotes his 
full-time activity to gambling, and it is his 
intended livelihood source, it would seem 

II 
Today, however, the vast majority of States per- 

mit some form of public gambling. The lottery, bingo, 
parimutuel bettmg, lai alai, casinos, and slot machines 
easily come to mind. 

It takes a buyer to make a seller and rt takes an 

opposing gambler to make a bet. " Boyle, What is a 

Trade or Business?, 39 Tax Lawyer 737, 763 (1986). 
Levin v. Uniied Stares, 597 F. 2d 760, 765 (Ct. 

Cl. 1979); Commissioner v. IV'uhisr, 185 F 2d 584, 588 

(CA4 1950), cert. denied, 341 U. S. 925 (1951); Fuld 

v, Commissioner, 139 F. 2d 465. 468 — 469 (CA2 1943) 

See also Moiler v. United Stares, 721 F. 2d 810 (CA 

Fed. 1983), cert. denied, 467 U S 1251 (1984); Purvis 

v. Commissioner, 530 F. 2d 1332, 1334 (CA9 1976). 
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every activity would satisfy the gloss. A 
test that everyone passes is not a test at 
all. We therefore now formally reject the 
Frankfurter gloss which the Court has 
never adopted anyway. 

Of course, not every income-producing 
and profit-making endeavor constitutes a 
trade or business. The income tax law, 
almost from the beginning, has distin- 
guished between a business or trade, on 
the one hand, and "transactions entered 
into for profit but not connected with. . . 

business or trade, " on the other. See Rev- 
enue Act of 1916, ti5(a) Fifth, 39 Stat. 
759. Congress "distinguished the broad 
range of income or profit producing ac- 
tivities from those satisfying the narrow 

category of trade or business. " 
Whipple 

v. Commissioner, 373 U. S. 193, 197 (1963). 
We accept the fact that to be engaged in 

a trade or business, the taxpayer must be 
involved in the activity with continuity and 

regularity and that the taxpayer's primary 

purpose for engaging in the activity must 

be for income or profit. A sporadic activ- 

ity, a hobby, or an amusement diversion 
does not qualify. 

It is suggested that we should defer to 
the position taken by the Commissioner 
and by the Solicitor General, but, in the 
absence of guidance, for over several dec- 
ades now, through the medium of defin- 

itive statutes or regulations, we see little 
reason to do so. We would defer, instead, 
to the Code's normal focus on what we 

regard as a common-sense concept of what 

is a trade or business. Otherwise, as here, 
in the context of a minimum tax, it is not 
too extreme to say that the taxpayer is 

being taxed on his gambling losses, ' a 

' Each of the three cases in connict with the Sev- 

enth Circuit's decision in the present case, see n. 5, 
supra, was a gambler's case and adopted the Frank- 
furter gloss. Because the same courts, in cases not 

involving gamblers, have not referred to the Frank- 

furter gloss, see Bessenyey v. Co~missioner, 379 F. 
2d 252 (CA2), cert. denied, 389 U. S. 931 (1967); 
Gestrick v. Commissioner, 681 F. 2d 805 (CA3 1982), 
aff'g, without opinion, 74 T. C. 525 (1980), Main Line 

Distributors, Inc. v. Commissioner, 321 F. 2d 562 (CA6 
1963), it would appear that thcsc courts in effect were 

creating a special class of, and with special rules for, 
the full-time gambler. We find no warrant for this in 

the Code. 
"The more he lost, the more minimum tax he has 

to pay. 
" Boyle, 39 Tax Lawyer, at 754. The Com- 

missioner concedes that application of the goods-or- 

services-test here "visits somewhat harsh consc- 
qucnccs" on taxpayer Groetzingcr, Brief t'or Peti- 

tioner 36, and "points to perhaps unfortunate 

drattsmanship. 
" Ibid. Sce also Reply Brief for Peti- 

oner 11. 

result distinctly out of line with the Code's 
focus on income. 

We do not overrule or cut back on the 
Court's holding in Higgins when we con- 
clude that if one's gambling activity is pur- 
sued full time, in good faith, and with 

regularity, to the production of income 
for a livelihood, and is not a mere hobby, 
it is a trade or business within the meaning 
of the statutes with which we are here 
concerned. Respondent Groetzinger sat- 
isfied that test in 1978. Constant and large- 
scale effort on his part was made. Skill 
was required and was applied. He did what 

he did for a livelihood, though with a less 
than successful result. This was not a hobby 
or a passing fancy or an occasional bet for 
amusement. 

We therefore adhere to the general po- 
sition of the Higgins Court, taken 45 years 
ago, that resolution of this issue "requires 
an examination of the facts in each case. " 
312 U. S. , at 217. This may be thought by 
some to be a less-than-satisfactory solu- 

tion, for facts vary. See Boyle, What is a 
Trade or Business?, 39 Tax Lawyer 737, 
767 (1986); Note, The Business of Bet- 
ting: Proposals for Reforming the Taxa- 
tion of Business Gamblers, 38 Tax Lawyer 
759 (1985); Lopez, Defining "Trade of 
Business" under the Internal Revenue 
Code: A Survey of Relevant Cases, 11 
Fla. St. L. Rev. 949 (1984). Cf. Com- 

ment, Continuing Vitality of the "Goods 
or Services" Test, 15 U. Balt. L. Rev. 108 
(1985). But the difficulty rests in the Code's 

wide utilization in various contexts of the 
term "trade or business, " 

in the absence 
of an all-purpose definition by statute or 
regulation, and in our concern that an at- 

tempt judicially to formulate and impose 
a test for all situations would be counter- 

productive, unhelpful, and even some- 
what precarious for the overall integrity 
of the Code. We leave repair or revision, 
if any be needed, which we doubt, to the 

Congress where we feel, at this late date, 
the ultimate responsibility rests. Cf. Flood 
v. Kuhn, 407 U. S. 258, 269 — 285 (1972). " 

The judgment of the Court of Appeals 
is affirmed. 

ll is so ordered. 

u lt is possible, of course, that our conclusion here 

may subject the gambler to self-employment tax, see 
rttj1401 — 1403 of thc Code, and thcrcfore may not be 
an unmixed blessing for him. Federal taxes, however, 
rest where Cimgress has placed them. 

Section 163. — Interest 

26 CFR 1. 163 — Ii Interest deduction in general. 

An acceptable method for deductmg points ratably 
over the period of the indebtedness, when taxpayers 
are required to allocate the points over the period of 
the indebtedness. See Rev. Proc. 87-15, page 624. 

26 CFR 1. 163-1i Interest deduction in general. 

lf a taxpayer pays points on the refinancing of a 

mortgage loan secured by the principal residence of 
the taxpayer, is the payment deductible in full, under 

section 461(g)(2) of the Code, for the taxable year in 

which the points are paid. See Rev. Rul. 87-22, 

page 146. 

26 CFR 1. 163 — Ii Inreresi deduction in general. 

Whether a minister of the gospel or a member of 
the military service may deduct interest and taxes paid 
on a personal residence if the amounts expended are 
allocable to a rental allowance or housing auowance 

that is otherwise excludable from gross income. See 
Rev. Rul. 87-32, page 131. 

26 CFR 1. 163 — 5i Denial of interest deduction on cer- 
tain obligations issued after December 31, 1982, unless 

issued in registered form. 

T. O. 8110 

TITLE 26, — INTERNAL REVENUE. — 
CHAPTER I, SUBCHAPTER A, PART 
1 — INCOME TAX; TAXABLE YEARS 
BEGINNING AFTER DECEMBER 31, 
1953; PART 602 — OMB CONTROL 
NUMBERS UNDER THE PAPERWORK 
REDUCTION ACT 

Income Taxes; Sanctions on Issuers and 
Holders of Registration-Required Obligations 
Not in Registered Form 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Final regulations. 

SUMMARY: This document contains fi- 

nal regulations relating to the definition 
of the term "registration-required obli- 
gation" with respect to obligations issued 
to certain foreign persons. This document 
also contains final regulations on the im- 
position of sanctions on issuers issuing 
registration-required obligations in bearer 
form and on persons holding registration- 
required obligations in bearer form. This 
document provides final regulations with 
respect to the proposed regulations pub- 
lished in the FEDERAL REGISTER AT 
49 FR 33276 and 50 FR 33552. 

DATES: The regulations apply generally 
to obligations issued after January 20, 1987. 
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FOR FURTHER INFORMATION 
CONTACT: Carl Cooper of the Office of 
the Associate Chief Counsel (Interna- 
tional) within the Office of Chief Counsel, 
Internal Revenue Service, 1111 Consti- 
tution Avenue, N. W. , Washington, D. C. 
20224 (Attention: CC:LR:T) (202-566- 
3388). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

On August 22, 1984, the FEDERAL 
REGISTER published temporary regu- 
lations under T. D. 7965 (49 FR 33228) 
[1984-2 C. B. 38] and proposed amend- 
ments (49 FR 33276) to the Income Tax 
Regulations (26 CFR Part 1) under sec- 
tions 163, 165, and 1287 of the Internal 
Revenue Code of 1954. A number of writ- 

ten comments responding to the notice 
were received. A public hearing was held 
on January 28, 1985. On August 20, 1985, 
the FEDERAL REGISTER published 
T. D. 8046 (50 FR 33522), an amendment 
of the temporary regulations under T. D. 
7965, and an amendment of the notice of 
proposed rulemaking (50 FR 33552). After 
consideration of all comments regarding 
the proposed regulations, these final reg- 
ulations published in this document are 
adopted. 

Section 310 of TEFRA added new sec- 
tions 163(f), 165(j), and 1232(c) to the 
Code. The Tax Reform Act of 1984 (Pub. 
L. 98 — 369; 98 Stat. 552) redesignated sec- 
tion 1232(c) as section 1287. Section 163(f) 
disallows an interest deduction otherwise 
allowable under section 163(a), or any 
other provision of the Code, if the interest 
is attributable to a registration-required 
obligation that is held in bearer form. Sec- 
tion 165(j) disallows a deduction for any 
loss sustained on a registration-required 
obligation that is held in bearer form. Sec- 
tion 1287(a) provides that, if a registra- 
tion-required obligation is held in bearer 
form, any gain on the sale or other dis- 
position of such obligation shall be treated 
as ordinary income. 

EXPLANATION OF PROVISIONS 

The final regulations contained in this 
document provide rules for determining 
whether an issuer may claim an interest 
deduction for interest paid on an obliga- 
tion in bearer form, which is otherwise a 
registration-required obligation, because 
the issuer satisfies the conditions set forth 
in section 163(f)(2)(B). Under section 
163(f)(2)(B), an obligation is not a reg- 
istration-required obligation if it meets the 
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following conditions: interest on the ob- 
ligation is payable only outside the United 
States and its possessions; on the face of 
the obligation there is a statement that 
any person who holds the obligation will 

be subject to limitations under United 
States income tax laws; and there are ar- 

rangements reasonably designed to en- 
sure its sale (or resale in connection with 

the original issue) only to a person who 
is not a United States person. 

Section 1. 163 — 5T(c)(1) of the former 
temporary regulations provides that an 
obligation cannot be considered to be is- 

sued pursuant to arrangements reasona- 
bly designed to ensure sale to non-United 
States persons if, once the obligation has 
been made payable to a named payee, the 
obligation may be made payable to bearer. 
A number of commenters raised ques- 
tions concerning the scope of this rule (the 
conversion rule), such as its application 
to the voluntary recording of obligations 
under the laws of certain foreign coun- 
tries. Other commenters questioned 
whether this rule is necessary to ensure 
tax compliance by United States taxpay- 
ers. In the final regulations, the conver- 
sion rule is deleted. Under section 103(j) 
and the regulations thereunder, an obli- 
gation that is otherwise considered to be 
in registered form is not considered to be 
in registered form as of a particular time 
if, at that time or at any time until its 
maturity, it can be transferred by a means 
other than the reissuance of the obliga- 
tion, issuance of a new obligation, or a 
book-entry notation by the issuer (or its 
agent). Such an obligation (a convertible 
obligation) is therefore considered to be 
in bearer form. As a result of the deletion 
of the conversion rule, a convertible ob- 
ligation can be foreign-targeted in the same 
manner as any other bearer obligation. 

Section 1. 163 — 5T(c)(1)(ii)(B) requires 
a legend on the face of any bearer obli- 
gation or on any detachable interest cou- 
pon for the purpose of notifying purchasers 
of the penalties imposed under the United 
States income tax laws on a United States 
person who purchases it. The final regu- 
lations clarify that the legend requirement 
applies to a bearer obligation evidenced 
by a book entry. With respect to such an 
obligation, the legend must appear in the 
book or record in which the book entry 
is made. 

Section 1. 163 — 5T(c)(1)(i) requires that 
there be arrangements reasonably de- 
signed to ensure that an obligation will be 
sold (or resold in connection with its orig- 

inal issuance) only to a person who is not 
a United States person or a United States 
person that is a financial institution that 
agrees to comply with certain require- 
ments contained in section 165(j) and the 
regulations thereunder. Paragraph (c)(2)(i) 
of the regulations provides three alter- 
native ways to satisfy this requirement. 
These methods, which are described in 
subdivisions (A), (B), and (C) of para- 
graph (c)(2)(i), impose certain require- 
ments in connection with the original 
issuance of an obligation. The third method 
under subdivision (C) applies to an obli- 
gation that is issued outside the United 
States and its possessions by an issuer that 
does not significantly engage in interstate 
commerce with respect to the issuance of 
the obligation. 

In applying the test of arrangements 
reasonably designed to ensure sale to non- 
United States persons, commenters asked 
for clarification of the meaning and du- 

ration of an "original issuance" or of an 
"issuance" for purposes of the issuer 
sanctions. Commenters have raised the 
question of whether an assumption or an 
assignment of an obligation is an event 
that requires the new obligor to comply 
with one of these alternative arrange- 
ments reasonably designed to ensure sale 
to non-United States persons or to certain 
United States persons. Commenters have 
also asked whether a material change in 
an obligation's terms, which results in the 
recognition of gain or loss under section 
1001, is an event that requires an obligor 
to comply with one of these alternative 
arrangements. Commenters have asked 
that the final regulations be clarified to 
state that the substitution of an obliga- 
tion, even an obligation with materially 
different terms, does not impose a re- 
quirement to comply with one of these 
alternative arrangements as long as the 
obligation surrendered was issued under 
one of these alternative arrangements. 

The final regulations do not define an 
original issuance in terms of a time period 
because the activities that constitute an 
original issuance are completed within 
different time frames depending on the 
circumstances of the transaction. How- 
ever, the final regulations clarify that an 
exchange of one obligation for another is 
an original issuance only if the exchange 
constitutes a disposition of property for 
purposes of section 1001 of the Code. Thus, 
in connection with an exchange that does 
not constitute the disposition of an obli- 

gation under section 1001, an obligor does 
not have to comply with one of the alter- 



native arrangements. In connection with 
an exchange of obligations that is defined 
as a disposition for purposes of section 
1001, the linal regulations do require an 
obligor to comply with one of the alter- 
native arrangements. This requirement is 
imposed in order to provide more assur- 
ance that bearer obligations will not be- 
come readily available to United States 
persons. 

In applying the test of arrangements 
reasonably designed to ensure sale to non- 
United States persons, commenters also 
asked whether this requirement applies to 
the issuance of a temporary global secu- 
rity. The final regulations contain a state- 
ment that a temporary global security need 
not satisfy the conditions of $1. 163— 
5(c)(2)(i). 

Section 1. 163 — 5(c)(2)(i)(A) provides 
that the test of arrangements reasonably 
designed to ensure sale to non-United 
States persors is met if the obligation is 

offered for sale and delivered only outside 
the United States and its possessions and 
need not be registered under the Securi- 
ties Act of 1933 because it is intended for 
distribution to persons who are not United 
States persons. Commenters asked that 
this method of satisfying the test of ar- 
rangements reasonably designed be avail- 

able to an issuer of an obligation that is 

registered under the Securities Act of 1933 
or exempt from registration under section 
three or four of the Act or because the 
obligation does not qualify as a security. 
This change was not made in the final 

regulations because the evidence that this 
test has been satisfied is a written opinion 
of Counsel that the security need not be 
registered under the Securities Act of 1933 
for the reason that it is intended for dis- 

tribution to persons who are not United 
States persons. Although a commenter 
requested that their requirement of a 
written opinion of counsel be deleted on 
the basis of cost, the requirement was re- 
tained. Its purpose is to document the 
specific steps to be taken to place an ob- 
ligation in the hands of non-United States 
persons, and such an analysis would be 
required in any event to ensure that an 
issuer would not violate the Securities Act 
of 1933. 

Section 1. 163 — 5(c)(2)(i)(B) provides 
that the test of arrangements reasonably 
designed to ensure sale to non-United 
States persons is met if the obligation is 

registered under the Securities Act of 1933, 
if it is exempt from registration under sec- 
tion 3 or 4 of the Act, or if the obligation 
does not qualify as a security and if five 

conditions are met, including the place of 
offer, sale, and delivery, the execution of 
a convenant by the issuer, each under- 

writer, and each member of the selling 

group, the delivery of a confirmation, the 

receipt of a certificate, and the require- 
ment of no actual knowledge that the cer- 
tificate is false. Several commenters noted 
that the certificate requirement contem- 
plates purchase of a bearer obligation by 
a United States person acquiring through 
a financial institution but that the rest of 
the conditions of the test under paragraph 

(c)(2)(i)(B) do not specifically provide for 
the purchase by a United States person 
acquiring through a financial institution. 
These commenters also objected to the 
requirement of offer, sale, and delivery 

only outside the United States given that 
the purchase by United States persons 
through financial institutions is contem- 
plated under this test. 

Because of the statutory requirement 
of arrangements reasonably designed to 
ensure sale (or resale in connection with 

original issuance) only to non-United States 
persons, the Treasury Department does 
not have the authority to permit the offer, 
sale, or delivery of bearer obligations in- 

side the United States in connections with 
their original issuance. Therefore, the 
regulation was not changed in this re- 
spect. However, the final regulations have 
been clarified to the effect that a bearer 
obligation may be offered and sold out- 
side the United States to a financial in- 

stitution purchasing for the account of a 
customer that is a United States person if 
the financial institution agrees as a con- 
dition of the purchase to provide on de- 
livery a statement under penalties of 
perjury that it is a financial institution, 
that it will comply with the requirements 
in section 165(j)(3)(A), (B), or (C) and 
the regulations thereunder and that it is 

not purchasing for offer to resell or for 
resale inside the United States. The other 
conditions of this test have been revised 
to be consistent with this change. 

In addition, the statement to be pro- 
vided by any person under this test has 
been changed by the addition of the state- 
ment that the obligation is not being ac- 
quired for offer to resell or for resale to 
any person inside the United States. 

In connection with the third test of 
compliance with arrangements reasona- 
bly designed to ensure sale to non-United 
States persons, the test applicable to is- 
suers who are not significantly involved 
in interstate commerce with respect to the 
issuance of an obligation, commenters ob- 
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jected that the threshold of "significant" 
involvement in interstate commerce un- 

der the temporary regulations is too strict. 
Generally these commenters were con- 
cerned because failure to meet the inter- 

state commerce test would subject an 
issuance of a certificate of deposit by a 
foreign branch of a United States bank or 
by a controlled foreign corporation en- 

gaged in the banking business to require- 
ments stricter than the maintenance of 
documentary evidence of non-United 
States beneficial ownership. The inter- 
state commerce test, as published in the 
former temporary regulations, has been 
retained. 

As suggested by a commenter, docu- 
mentary evidence has been defined using 
one reference point. The reference point 
selected is the definition under subdivi- 
sion (iii) of A — 5 of 535a. 9999-4T for con- 
sistency with the information reporting and 
backup withholding rules. Under the (C) 
alternative, a purchaser of an individual 
certificate of deposit whose status as a for- 
eign person is not established by docu- 
menatary evidence must provide a signed 
statement that the obligation is not being 
acquired by or on behalf of a United States 
person or that, if a beneficial interest in 

the obligation is being acquired by a United 
States person, such person is a financial 
institution or is acquiring through a fi- 

nancial institution and the obligation is 

held by a financial institution that has 

agreed to comply with section 165(j)(3) 
and the regulations thereunder. 

The interstate commerce test has been 
retained. As in the temporary regulations 

published on August 22, 1984, foreign 
branches of United States banks and con- 
trolled foreign corporations engaged in the 
active conduct of the banking business 

outside the United States can satisfy this 
alternative only under the conditions de- 

scribed in )1. 163-5(c)(2)(i)(C)(2), (3), and 

(4). 
In connection with the interstate com- 

merce test, some commenters objected to 
the rule that substantially identical loans 
disqualify an obligation from the inter- 
state commerce test and other commen- 
ters suggested that the rule be applied only 
where the obligations are identical. The 
regulations have not been changed be- 

cause the existence of a substantially iden- 

tical obligation of a United States 
shareholder may indicate the involvement 

of the shareholder in the issuance, and 

the interstate commerce test should be 
available only if the facts clearly indicate 
that the transaction takes place only out- 
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side the United States and between for- 

eign persons. 
Section 1. 163 — 5(c)(2)(v) requires that 

interest, including original issue discount, 
be payable only outside the United States 
and its possessions. A commenter sug- 
gested that this requirement be consid- 
ered satisfied even if a person presents an 
original issue discount obligation inside 
the United States provided an amount 
equal to the original issue discount is pay- 
able only outside the United States and 
its possessions. This suggestion was not 
adopted because the requirement that an 

obligation be presented outside the United 
States tends to reduce the convenience of 
disposing of bearer obligations by United 
States persons. At the request of a com- 
menter, the place of payment rule was 

changed by the addition of language to 
the effect that the amount of interest to 
be considered payable only outside the 
United States and its possessions is not 
affected by the amount of market dis- 

count determined under section 1278(a). 
A commenter suggested that the re- 

quirement that interest on a bearer obli- 

gation be payable only outside the United 
States be changed to a requirement that 
the issuer, underwriter, and members of 
the selling group must agree at the time 
of original issuance to pay interest only 
outside the United States. This suggestion 
was not adopted because the requirement 
to pay interest only outside the United 
States, like the requirement of a legend, 
applies throughout the term of the obli- 
gation. 

The effective date provision of the is- 

suer sanctions has been clarified by stating 
that the former temporary regulations un- 

der section Sf. 163 — 1(c) and the former 
proposed regulations under section 1. 163— 

5(c) published in September, 1983, only 

apply to an obligation issued after De- 
cember 31, 1982 and on or before Sep- 
tember 21, 1984. This change makes it 
clear that the Service will not apply the 
former temporary or proposed regula- 
tions to the determination of whether an 
obligation issued on or before December 
31, 1982 satisfied section 163(f)(2)(B)(i) 
for the purpose of satisfying section 
127(g)(3) of the Tax Reform Act of 1984. 
Consistent with the effective date change 
to the foreign-targeting regulations, the 
effective date provisions of the holder 
sanctions under 51. 165 — 12 and 51. 1287 — 1 
with respect to the definition of registered 
form have been changed to apply the def- 

inition to obligations issued after Decem- 
ber 31, 1982. 
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financial institution for its own account or 
for the account of an exempt organiza- 
tion. Further, the requirement to report 
payments of interest and gross proceeds 
with respect to bearer bonds held through 
financial institutions has been expanded 
by requiring such reporting in the case of 
payments to exempt recipients under 
$1. 6049-4(c)(1) (ii) . 

Although some commenters asked for 
a change in the confirmation and docu- 

mentary evidence requirements applica- 
ble to deliveries outside the U. S. , the final 
regulations were not changed to eliminate 
the requirement of a confirmation on de- 
livery to a financial institution and of doc- 
umentary evidence on delivery to a person 
who is not a financial institution. These 
requirements were included in the former 
temporary regulations in lieu of the more 
stringent certificate requirement in the 
former proposed regulations issued in 

September of 1983. At the time the cer- 
tificate requirement was deleted, the con- 
firmation and documentary evidence 
requirements were viewed as workable and 
as minimizing the administrative burden 
while providing a degree of assurance that 
bearer obligations would not be readily 
available to United States persons; there 
is no reason to further relax these rules. 

NON-APPLICABILITY OF 
EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue has determined that this final rule is 
not a major rule as defined in Executive 
Order 12291 and that a regulatory impact 
analysis therefore is not required. 

REGULATORY FLEXIBILITY ACT 

Although a notice of proposed rule- 
making that solicited public comment was 
issued, the Internal Revenue Service con- 
cluded when the notice was issued that 
the regulations are interpretative and that 
the notice and public procedure require- 
ments of 5 U. S. C. did not apply. Ac- 
cordingly, the final regulations do not 
constitute regulations subject to the Reg- 
ulatory Flexibility Act (5 U. S. C. chapter 
G). 

PAPERWORK REDUCTION ACT 

The collection of information require- 
ments contained in this regulation have 
been submitted to the Office of Manage- 
ment and Budget (OMB) in accordance 
with the requirements of the Paperwork 
Reduction Act of 1980. These require- 
ments have been approved by OMB un- 

der Control No. 1545-0786. 

The effective date of the definition of 
registered form was also changed to pro- 
vide that the former temporary regula- 
tions under 5f. 163 — 1 or the former 
proposed regulations published on Sep- 
tember 2, 1983 apply to the definition of 
registered form with respect to obliga- 
tions issued after September 21, 1984 pur- 
suant to the exercise of a warrant or the 
conversion of a convertible obligation, 
which warrant or convertible obligation 
(including conversion privilege) was is- 
sued on or before September 21, 1984. 

The holder sanctions under 51. 165 — 12 
and 5L1287 — 1 have been revised in a 
number of ways in response to suggestions 
by various commenters. First, a person 
holding a bearer obligation under 51. 165— 
12(c)(1) and qualifying as a registered 
broker-dealer (or a person exempt from 
such registration because it is a bank) is 
not required to hold the obligation out- 
side the United States in connection with 

a trade or business conducted outside the 
United States, and a financial institution 
is not required to hold a bearer obligation 
outside the United States. A registered 
broker-dealer (or a person exempt from 
such registration because it is a bank) is 
allowed to hold a bearer obligation inside 
the United States for sale to customers in 
the ordinary course of its trade or business 
conducted inside or outside the United 
States. A financial institution is allowed 
to hold a bearer obligation inside the 
United States for sale to customers in the 
ordinary course of its trade or business 
conducted outside the United States only 
if the financial institution offers to sell, 
sells, and delivers the obligation outside 
the United States. Second, a broker-dealer 
holding an obligation under 51. 165— 
12(c)(1) is allowed to offer to sell and sell 
inside the United States in a transaction 
consisting of the purchase of a block of 
obligations with a total denomination of 
at least $1, 000, 000 to a financial institu- 
tion that provides a statement under pen- 
alties of perjury that it is a financial 
institution purchasing for its own account 
or for the account of another financial in- 
stitution or exempt organization as de- 
fined in section 501(c)(3) and that it will 
comply with section 165(j)(3)(A), (B), or 
(C) and the regulations thereunder. Sim- 
ilarly, the final regulations provide that a 
financial institution holding for its own 
account under tjL165 — 12(c)(2) or a per- 
son holding a bearer obligation through a 
financial institution under )1. 165 — 12(c)(3) 
is permitted to offer and resell the obli- 
gation inside the United States only to a 



DRAFTING INFORMATION 

The principal author of this regulation 
is P. Ann Fisher of the Office of the As- 
sociate Chief Counsel (International) 
within the Office of Chief Counsel, In- 
ternal Revenue Service. Personnel from 
other offices of the Internal Revenue Ser- 
vice and Treasury Department, however, 
participated in developing the regula- 
tions, on matters of both substance and 
style. 

Adoption of amendments to the 
regulations 

Accordingly, 26 CFR Parts 1 and 602 
are amended as follows: 

Paragraph 1. The authority for Part 1 

is amended by adding the following ci- 
tation: 

Authority: 26 U. S. C. 7805. * * * Sec- 
tions 1. 165 — 12 and 1. 1287 — 1 also issued 
under 26 U. S. C. 165(j)(3). 

Par. 2. Section 1. 163 — 5T is removed. 
New $1. 163 — 5 is inserted in its place, to 
read as follows: 

51. 163 — 5 Denial of interest deduction on 
certain obligations issued after December 
31, 1982, unless issued in registered form. 

(a) [Reserved] 
(b) [Reserved] 
(c) Obligations issued to foreign per- 

sons after September 21, 1984 — (1) In 
general. A determination of whether an 
obligation satisfies each of the require- 
ments of this paragraph shall be made on 
an obligation-by-obligation basis. An ob- 
ligation issued directly (or through affili- 

ated entities) in bearer form by, or 
guaranteed by, a United States Govern- 
ment-owned agency or a United States 
Government-sponsored enterprise, such 
as the Federal National Mortgage Asso- 
ciation, the Federal Home Loan Banks, 
the Federal Loan Mortgage Corporation, 
the Farm Credit Administration, and the 
Student Loan Marketing Association, may 
not satisfy this paragraph (c). An obli- 

gation issued after September 21, 1984 is 

described in this paragraph if- 
(i) There are arrangements reasonably 

designed to ensure that such obligation 
will be sold (or resold in connection with 

its original issuance) only to a person who 

is not a United States person or who is a 
United States person that is a financial 
institution (as defined in ts1. 165 — 12(c) 
(1)(v)) purchasing for its own account or 
for the account of a customer and that 
agrees to comply with the requirements 

of section 165(j)(3)(A), (B), or (C) and 

the regulations thereunder, and 

(ii) In the case of an obligation which 

is not in registered form— 
(A) Interest on such obligation is pay- 

able only outside the United States and 

its possessions, and 

(B) Unless the obligation is described 
in subparagraph (2)(i)(C) of this para- 

graph or is a temporary global security, 
the following statement in English either 

appears on the face of the obligation and 

on any interest coupons which may be 
detached therefrom or, if the obligation 
is evidenced by a book entry, appears in 

the book or record in which the book en- 

try is made: "Any United States person 
who holds this obligation will be subject 
to limitations under the United States in- 

come tax laws, including the limitations 

provided in sections 165(j) and 1287(a) of 
the Internal Revenue Code. " For pur- 

poses of this paragraph, the term "tem- 

porary global security" means a security 
which is held for the benefit of the pur- 
chasers of the obligations of the issuer and 
interests in which are exchangeable for 
securities in definitive registered or bearer 
form prior to its stated maturity. 

(2) Rules for the application of this par- 
agraph — (i) Arrangements reasonably de- 

signed to ensure sale to non-United States 
persons. An obligation will be considered 
to satisfy paragraph (c)(1)(i) of this sec- 
tion if the conditions of subdivision (A), 
(B), or (C) of this subdivision (i) are met 
in connection with the original issuance 
of the obligation. An exchange of one ob- 
ligation for another is considered an orig- 
inal issuance if and only if the exchange 
constitutes a disposition of property for 
purposes of section 1001 of the Code. Ob- 
ligations that meet the conditions of sub- 
divisions (A), (B) and (C) (other than 
certificates of deposit issued under the 
conditions of subdivision (C) by a United 
States person or by a controlled foreign 
corporation within the meaning of section 
957(a) that is engaged in the active con- 
duct of a banking business within the 
meaning of section 954(c)(3)(B) as in ef- 
fect prior to the Tax Reform Act of 1986, 
and the regulations thereunder) may be 
issued in a single public offering. A tem- 

porary global security is not required to 
satisfy the conditions of this subdivision 

(i). 
(A) In connection with the original is- 

suance of an obligation, the obligation is 
offered for sale or resale only outside of 
the United States and its possessions, is 
delivered only outside the United States 
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and its possessions and is not registered 
under the Securities Act of 1933 because 
it is intended for distribution to persons 
who are not United States persons. An 
obligation will not be considered to be 
required to be registered under the Se- 
curities Act of 1933 if the issuer, in reli- 
ance on the written opinion of counsel 
received prior to the issuance thereof, de- 
termines in good faith that the obligation 
need not be registered under the Securi- 
ties Act of 1933 for the reason that it is 
intended for distribution to persons who 
are not United States persons. Solely for 
purposes of this subdivision (i)(A), the 
term "United States person" has the same 
meaning as it has for purposes of deter- 
mining whether an obligation is intended 
for distribution to persons under the Se- 
curities Act of 1933. 

(B) The obligation is registered under 
the Securities Act of 1933, the obligation 
is exempt from registration by reason of 
section 3 or section 4 of such Act, or the 
obligation does not qualify as a security 
under the Securities Act of 1933, and all 
the conditions set forth in paragraph 
(c)(2)(i)(B)(1), (2), (3), (4) and (5) are 
met with respect to such obligation. 

(1) In connection with the original is- 
suance of an obligation in bearer form, 
the obligation is offered for sale or resale 
only outside the United States and its pos- 
sessions. 

(2) The issuer does not, and each un- 
derwriter and each member of the selling 
group, if any, covenants that it will not, 
in connection with the original issuance 
of the obligation, offer to sell or resell the 
obligation in bearer form to any person 
inside the United States or to a United 
States person unless such United States 
person is a financial institution as defined 
in ri1. 165 — 12(c)(v) purchasing for its own 
account or for the account of a customer, 
which financial institution, as a condition 
of the purchase, agrees to provide on de- 
livery of the obligation (or on issuance, if 
the obligation is not in definitive form) 
the certificate required under paragraph 
(c)(2)(i)(B)(4). 

(3) In connection with its sale or resale 
during the original issuance of the obli- 
gation in bearer form, each underwriter 
and each member of the selling group, if 
any, or the issuer, if there is no under- 
writer or selling group, sends a confir- 
mation to the purchaser of the bearer 
obligation stating that the purchaser rep- 
resents that it is not a United States per- 
son or, if it is a United States person, it 
is a financial institution as defined in 
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ti1. 165 — 12(c)(v) purchasing for its own ac- 
count or for the account of a customer 
and that the financial institution will com- 

ply with the requirements of section 
165(j)(3)(A), (B), or (C) and the regu- 
lations thereunder. The confirmation must 
also state that, if the purchaser is a dealer, 
it will send similar confirmations to 
whomever purchases from it. 

(4) In connection with the original is- 
suance of the obligation in bearer form, 
it is delivered in definitive form (or issued, 
if the obligation is not in definitive form) 
to the person entitled to physical delivery 
thereof only upon presentation of a cer- 
tificate signed by such person to the is- 

suer, underwriter, or member of the selling 

group, which certificate states that the ob- 
ligation is not being acquired by or on 
behalf of a United States person, or for 
offer to resell or for resale to a United 
States person or any person inside the 
United States, or, if a beneficial interest 
in the obligation is being acquired by a 
United States person, that such person is 
a financial institution as defined in 51. 165— 
12(c)(v) or is acquiring through a financial 
institution and that the obligation is held 
by a financial institution that has agreed 
to comply with the requirements of sec- 
tion 165(j)(3)(A), (B), or (C) and the reg- 
ulations thereunder and that is not 
purchasing for offer to resell or for resale 
inside the United States. When a certifi- 
cate is provided by a clearing organiza- 
tion, it must be based on statements 
provided to it by its member organiza- 
tions. A clearing organization is an entity 
which is in the business of holding obli- 
gations for member organizations and 
transferring obligations among such 
members by credit or debit to the account 
of a member without the necessity of 
physical delivery of the obligation. For 
purposes of paragraph (c)(2)(i)(B), the 
term "delivery" does not include the de- 
livery of an obligation to an underwriter 
or member of the selling group, if any. 

(5) The issuer, underwriter, or mem- 

ber of the selling group does not have 
actual knowledge that the certificate de- 
scribed in paragraph (c)(2)(i)(B)(4) of this 

section is false. The issuer, underwriter, 
or member of the selling group shall be 
deemed to have actual knowledge that the 
certificate described in paragraph 
(c)(2)(i)(B)(4) of this section is false if the 
issuer, underwriter, or member of the 
selling group has a United States address 
for the beneficial owner (other than a fi- 

nancial institution as defined in I11. 165— 

12(c)(v) that represents that it will comply 
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section 957(a) that is engaged in the active 
conduct of a banking business outside the 
United States within the meaning of sec- 
tion 954(c)(3)(B) as in effect before the 
Tax Reform Act of 1986, and the regu- 
lations thereunder, can only satisfy the 
provisions of this paragraph (c)(2)(i)(C), 
if it meets the requirements of this par- 
agraph (c)(2)(i)(C)(2), (3) and (4). 

(ii) Special rules. An obligation shall 

not be considered to be described in par- 

agraph (c)(2)(i)(C) of this section if it is— 

(A) Guaranteed by a United States 
shareholder of the issuer; 

(B) Convertible into a debt or eq- 
uity interest in a United States share- 
holder of the issuer; or 

(C) Substantially identical to an ob- 
ligation issued by a United States 
shareholder of the issuer. 

For purposes of this paragraph (c)(2)(ii), 
the term "United States shareholder" is 
defined as it is defined in section 951(b) 
and the regulations thereunder. For pur- 
poses of this paragraph (c)(2)(ii)(C), ob- 
ligations are substantially identical if the 
face amount, interest rate, term of the 
issue, due dates for payments, and ma- 

turity date of each is substantially iden- 

tical to the other. 
(iii) Interstate commerce. For purposes 

of this paragraph, the term "interstate 
commerce" means trade or commerce in 

obligations or any transportation or com- 
munication relating thereto between any 
foreign country and the United States or 
its possessions. 

(A) An issuer will not be considered 
to engage significantly in interstate com- 
merce with respect to the issuance of an 
obligation if the only activities with re- 
spect to which the issuer uses the means 
or instrumentalities of interstate com- 
merce are activities of a preparatory or 
auxiliary character that do not involve 
communication between a prospective 
purchaser and an issuer, its agent, an un- 

derwriter, or member of the selling group 
if either is inside the United States or its 
possessions. Activities of a preparatory or 
auxiliary character include, but are not 
limited to, the following activities: 

(I) Establishment or participation in 

establishment of policies concerning the 
issuance of obligations and the allocation 
of funding by a United States shareholder 
with respect to obligations issued by a for- 

eign corporation or by a United States 
office with respect to obligations issued 

by a foreign branch; 

(2) Negotiation between the issuer and 

with the requirements of section 
165(j)(3)(A), (B), or (C) and the regu- 

lations thereunder) and does not have 

documentary evidence as described in 

subdivision (iii) of A — 5 of t135a. 9999 — 4T 
that the beneficial owner is not a United 

States person. 

(C) The obligation is issued only out- 

side the United States and its possessions 

by an issuer that does not significantly en- 

gage in interstate commerce with respect 
to the issuance of such obligation either 

directly or through its agent, an under- 

writer, or a member of the selling group. 
In the case of an issuer that is a United 
States person, such issuer may only satisfy 

the test set forth in this paragraph 
(c)(2)(i)(C) if— 

(I) It is engaged through a branch 
in the active conduct of a banking busi- 

ness, within the meaning of section 

954(c)(3)(B) as in effect before the Tax 
Reform Act of 1986, and the regula- 
tions thereunder, outside the United 
States; 

(2) The obligation is issued outside 
of the United States by the branch in 

connection with that trade or business; 

(3) The obligation that is so issued 
is sold directly to the public and is not 
issued as a part of a larger issuance 
made by means of a public offering; 
and 

(4) The issuer either maintains doc- 
umentary evidence as described in sub- 

division (iii) of A-5 of 35a. 9999-4T that 
the purchaser is not a United States 
person (provided that the issuer has no 
actual knowledge that the documen- 
tary evidence is false) or on delivery of 
the obligation the issuer receives a 
statement signed by the person entitled 
to physical delivery thereof and stating 
either that the obligation is not being 
acquired by or on behalf of a United 
States person or that, if a beneficial in- 
terest in the obligation is being ac- 
quired by a United States person, such 
person is a financial institution as de- 
fined in 51. 165 — 12(c)(v) or is acquiring 
through a financial institution and the 
obligation is held by a financial insti- 
tution that has agreed to comply with 
the requirements of 165(j)(3)(A), (B), 
or (C) and the regulations thereunder 
and that it is not purchasing for offer 
to resell or for resale inside the United 
States (provided that the issuer has no 
actual knowledge that the statement is 
false). 

In addition, an issuer that is a controlled 
foreign corporation within the meaning of 
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underwriters as to the terms and pricing 
of an issue; 

(3) Transfer of funds to an office of an 
issuer in the United States or its posses- 
sions by a foreign branch or to a United 
States shareholder by a foreign corpora- 
tion; 

(4) Consultation by an issuer with ac- 
countants and lawyers or other financial 
advisors in the United States or its pos- 
sessions regarding the issuance of an ob- 
ligation; 

(5) Document drafting and printing; 
and 

(6) Provision of payment or delivery 
instructions to members of the selling group 
by an issuer's office or agent that is lo- 
cated in the United States or its posses- 
sions. 

(B) Activities that will not be consid- 
ered to be of a preparatory or auxiliary 
character include, but are not limited to, 
any of the following activities: 

(I) Negotiation or communication be- 
tween a prospective purchaser and an is- 
suer, its agent, an underwriter, or a 
member of the selling group concerning 
the sale of an obligation if either is inside 
the United States or its possessions; 

(2) Involvement of an issuer's office, 
its agent, an underwriter, or a member of 
the selling group in the United States or 
its possessions in the offer or sale of a 
particular obligation, either directly with 

the prospective purchaser, or through the 
issuer in a foreign country; 

(3) Delivery of an obligation in the 
United States or its possessions; or 

(4) Advertising or otherwise promot- 

ing an obligation in the United States or 
its possessions. 

(C) The following examples illustrate 

the application of this subdivision (iii) of 
(i l. 163 — 5(c)(2). 

Example (l). Foreign corporation A, a corporation 

organized in and doing business in foreign country Z, 
and not a controlled foreign corporation within the 

meaning of section 957(a) that is engaged in the con- 

duct of a banking business within the meaning of sec- 

tion 954(c)(3)(B) as in effect before the Tax Reform 

Act of 1986, issues its debentures outside the United 

States. The debentures are not guaranteed by a United 

States shareholder of A, nor are they convertible into 

a debt or equity interest of a United States share- 

holder of A, nor are they substantially identical to an 

obligation issued by a United States shareholder of 
A. A consults its accountants and lawyers in the United 

States for certain securities and tax advice regarding 

the debt offering. The underwriting and selling group 
in respect of A's offering is composed entirely of for- 

eign securities firms, some of which are foreign sub- 

sidiaries of United States securities firms. A U. S. 
affiliate of the foreign underwriter commumcates pay- 

ment and delivery instructions to the selling group. 
All offering circulars for the offering are mailed and 

dehvered outside the United States and its posses- 

sions. All debentures are delivered and paid for out- 

side the United States and its possessions. No office 

located m the United States or in a United States 

possession is involved in the sale of debentures. in- 

terest on the debentures is payable only outside the 

United States and its possessions. A is not signifi- 

cantly engaged in interstate commerce with respect 

to the offering. 
Example (2). B, a United States bank, docs busi- 

ness in foreign country X through a branch located 

in X. The branch is a staffed and operating unit en- 

gaged in the active conduct of a banking business 

consisting of one or more of the activities set forth in 

61. 954 — 2(d)(2)(ii). As part of its ongoing business, 

the branch in X issues negotiable certificates of de- 

posit with a maturity in excess of onc year to cus- 

tomers upon request. The certificates of deposit arc 

not guaranteed by a United States shareholder of B, 
nor are they convertible into a debt or equity interest 

of a United States shareholder of B, nor are they 

substantially identical to an obligation issued by a 

United States shareholder of B. Policies regarding the 

issuance of negotiable certificates of deposit and fund- 

ing allocations for foreign branches are sct in the United 

States at B's main office. Branch personnel decide 
whether to issue a negotiable certificate of deposit 

based on the guidelines established by the United 

States offices of B, but without communicating with 

the United States obgces of B with respect to the 
issuance of a particular obligation. Negotiable certif- 
icates of deposits are delivered and paid for outside 
the United States and its possessions. Interest on the 
negotiable certificates of deposit is payable only out- 
side the United States and its possessions. B maintains 

documentary evidence described in tn163- 
5(c)(2)(i)(C)(4), After the issuance of negotiable cer- 
tificates of deposit by the foreign branch of B, the 
foreign branch sends the funds to a United States 
branch of B for use in domestic operations. B is not 
significantly engaged in interstate commerce with re- 

spect to the issuance of such obligation. 
Example (3). The facts in Example (2) apply except 

that the foreign branch of B consulted, by telephone, 
the main office in the United States to request ap- 
proval of the issuance of the certilicate of deposit at 
a particular rate of interest. The main office granted 
permission to issue the negotiable certificate of de- 
posit to the customer by a telex sent from the main 
office of B to the branch in X. B is significantly en- 

gaged in interstate commerce with respect to the is- 

suance of the obligation as a result of the involvement 
of B's United States office in the issuance of the ob- 
ligation. 

Example (4). The facts in Example (2) apply with 

the additional fact that a customer contacted the for- 

eign branch of B through a telex originating in the 
United States or its possessions. Subsequent to the 
telex, the foreign branch issued the negotiable cer- 
tificate of deposit and recorded it on the books. B is 

significantly engaged in interstate commerce with re- 

spect to the issuance of the obligation as a result of 
its communication by telex with a customer in the 
United States. 

(iv) Possessions. For purposes of this 

section, the term "possessions" includes 

Puerto Rico, the U. S. Virgin Islands, 
Guam, American Samoa, Wake Island, 
and Northern Mariana Islands. 

(v) Interest payable outside of the United 

States. Interest will be considered payable 
only outside the United States and its pos- 
sessions if payment of such interest can 

be made only upon presentation of a cou- 

pon, or upon making of any other demand 

for payment, outside of the United States 
and its possessions to the issuer or a pay- 

ing agent. The fact that payment is made 

by a draft drawn on a United States bank 

account or by a wire or other electronic 

transfer from a United States account does 

not affect this result. Interest payments 
will be considered to be made within the 

United States if the payments are made 

by a transfer of funds into an account 
maintained by the payee in the United 

States or mailed to an address in the United 

States, if— 
(A) The interest is paid on an ob- 

ligation issued by either a United States 
person, a controlled foreign corpora- 
tion as defined in section 957(a), or a 

foreign corporation if 50 percent or more 

of the gross income of the foreign cor- 
poration from all sources of the 3-year 

period ending with the close of its tax- 

able year preceding the original issu- 

ance of the obligation (or for such part 
of the period that the foreign corpo- 
ration has been in existence) was ef- 
fectively connected with, the conduct 
of a trade or business within the United 
States; and 

(B) The interest is paid to a person 
other than— 

(I) A person who may satisfy the 
requirements of section 165(j)(3)(A), 
(B), or (C) and the regulations there- 
under; and 

(2) A financial institution as a step 
in the clearance of funds and such in- 

terest is promptly credited to an ac- 
count maintained outside the United 
States for such financial institution or 
for persons for which the financial in- 

stitution has collected such interest. 

Interest is considered to be paid within 

the United States and its possessions if a 
coupon is presented, or a demand for pay- 
ment is otherwise made, to the issuer or 
a paying agent (whether a United States 
or foreign person) in the United States 
and its possessions even if the funds paid 
are credited to an account maintained by 
the payee outside the United States and 
its possessions. Interest will be considered 
payable only outside the United States 
and its possessions notwithstanding that 
such interest may become payable at the 
office of the issuer or its United States 
paying agent under the following condi- 
tions: the issuer has appointed paying 
agents located outside the United States 
and its possessions with the reasonable 
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expectation that such paying agents will 
be able to pay the interest in United States 
dollars, and the full amount of such pay- 
ment at the offices of all such paying agents 
is illegal or effectively precluded because 
of the imposition of exchange controls or 
other similar restrictions on the full pay- 
ment or receipt of interest in United States 
dollars. A lawsuit brought in the United 
States or its possessions for payment of 
the obligation or interest thereon as a re- 
sult of a default shall not be considered 
to be a demand for payment. For pur- 
poses of this subdivision (v), interest in- 
cludes original issue discount as defined 
in section 1273(a). Therefore, an amount 
equal to the original issue discount as de- 
fined in section 1273(a) is payable only 
outside the United States and its posses- 
sions. The amount of market discount as 
defined in section 1278(a) does not affect 
the amount of interest to be considered 
payable only outside the United States 
and its possessions. 

(vi) Rules relating to obligations issued 
after December 31, 1982 and on or before 
September 21, 1984. Whether an obliga- 
tion originally issued after December 31, 
1982 and on or before September 21, 1984, 
or an obligation originally issued after 
September 21, 1984 pursuant to the ex- 
ercise of a warrant or the conversion of a 
convertible obligation, which warrant or 
obligation (including conversion privi- 

lege) was issued after December 31, 1982 
and on or before September 21, 1984, is 

described in section 163(f)(2)(B) shall be 
determined under the rules provided in 

55f. 163 — 1(c) as in effect prior to its re- 

moval. Notwithstanding the preceding 
sentence, an issuer will be considered to 
satisfy the requirements of section 
163(f)(2)(B) with respect to an obligation 
issued after December 31, 1982 and on or 
before September 21, 1984 or after Sep- 
tember 21, 1984 pursuant to the exercise 
of a warrant or the conversion of a con- 
vertible obligation, which warrant or ob- 

ligation (including conversion privilege) 
was issued after December 31, 1982 and 

on or before September 21, 1984, if the 
issuer substantially complied with the pro- 
posed regulations provided in li1. 163 — 5(c), 
which were published in the Federal Reg- 
ister on September 2, 1983 (48 FR 39953) 
and superseded by temporary regulations 

published in the Federal Register on Au- 

gust 22, 1984 (49 FR 33228). 

(3) Effective Date. These regulations 

apply generally to obligations issued after 
January 20, 1987. A taxpayer may choose 
to apply th= rules of ill. 163 — 5(c) with re- 

spect to an obligation issued after Decem- 

ber 31, 1982 and on or before January 20, 
1987. 

If this choice is made, the rules of 
ill. 163 — 5(c) will apply in lieu of li1. 163— 

5T(c) except that the legend requirement 

under t11. 163 — 5(c)(1)(ii)(B) does not ap- 

ply with respect to a bearer obligation evi- 

denced exclusively by a book entry and 

that the certification requirement under 

IJ5f. 163 — 1(c)(2)(i)(B)(4) applies in lieu of 
the certification under 51. 163— 
5(c)(2)(i)(B)(4) 

Par. 3. Section 1. 165 — 12T is removed. 
New li1. 165 — 12 is inserted in its place, to 
read as follows: 

li1. 165 — 12 Denial of deduction for losses 
on registration-required obligations not in 

registered form. 

(a) In general. Except as provided in 

paragraph (c) of this section, nothing in 

section 165(a) and the regulations there- 

under, or in any other provision of law, 

shall be construed to provide a deduction 
for any loss sustained on any registration- 
required obligation held after December 
31, 1982, unless the obligation is in reg- 
istere. ' form or the issuance of the obli- 

gatioi was subject to tax under section 
4701. The term "registration-required ob- 
ligation" has the meaning given to that 
term in section 163(f)(2), except that clause 

(iv) of subparagraph (A) thereof shall not 
apply. Therefore, although an obligation 
that is not in registered form is described 
in tJ1. 163 — 5(c)(1), the holder of such an 
obligation shall not be allowed a deduc- 
tion for any loss sustained on such obli- 
gation unless paragraph (c) of this section 
applies. The term "holder" means the 
person that would be denied a loss de- 
duction under section 165(j)(1) or denied 
capital gain treatment under section 
1287(a). 

(b) Registered form — (1) Obligations 
issued after September 21, 1984. With re- 
spect to any obligation originally issued 
after September 21, 1984, the term "reg- 
istered form" has the meaning given that 
term in section 103(j)(3) and the regula- 
tions thereunder. Therefore, an obliga- 
tion 'i hat would otherwise be in registered 
form is not considered to be in registered 
form if it can be transferred at that time 
or at any time until its maturity by any 
means not described in IJ5f. 103 — 1(c). An 
obligation that, as of a particular time, is 
not considered to be in registered form 
because it can be transferred by any means 
not described in &5f. 103 — 1(c) is consid- 

ered to be in registered form at all times 
during the period beginning with a later 
time and ending with the maturity of the 
obligation in which the obligation can be 
transferred only by a means described in 
tj5f. 103 — 1(c). 

(2) Obligations issued after December 
31, 1982 and on or before September 21, 
1984. With respect to any obligation orig- 
inally issued after December 31, 1982 and 
on or before September 21, 1984 or an 

obligation originally issued after Septem- 
ber 21, 1984 pursuant to the exercise of 
a warrant or the conversion of a convert- 
ible obligation, which warrant or obliga- 
tion (including conversion privilege) was 

issued after December 31, 1982 and on or 
before September 21, 1984, that obliga- 
tion will be considered in registered form 
if it satisfied ti5f. 1631 — 1 or the proposed 
regulations provided in III. 163 — 5(c) and 
published in the Federal Register on Sep- 
tember 2, 1983 (48 FR 39953). 

(c) Registration-required obligations nor 

in registered form which are nor subject to 
section 165(j) (i). Notwithstanding the fact 
that an obligation is a registration-re- 
quired obligation that is not in registered 
form, the holder will not be subject to 
section 165(j)(1) if the holder meets the 
conditions of any one of the following 

subparagraphs (1), (2), (3), or (4) of this 

paragraph (c). 
(1) Persons permitted ro hold in con- 

nection with the conduct of a trade or busi- 

ness. (i) The holder is an underwriter, 
broker, dealer, bank, or other financial 

institution (defiined in paragraph (c)(1)(v)) 
that holds such obligation in connection 
with its trade or business conducted out- 
side the United States; or the holder is a 
broker-dealer (registered under Federal 
or State law or exempted from registra- 
tion by the provisions of such law because 
it is a bank) that holds such obligation for 
sale to customers in the ordinary course 
of its trade or business. 

(ii) The holder must offer to sell, sell 

and deliver the obligation in bearer form 
only outside of the United States except 
that a holder that is a registered broker- 
dealer as described in paragraph (c)(1)(i) 
may offer to sell and sell the obligation 
in bearer form inside the United States to 
a financial institution as defined in para- 

graph (c)(1)(v) for its own account or for 
the account of another financial institu- 

tion or exempt organization as defined in 

section 501(c)(3) if the transaction con- 

sists of the purchase of a block of obli- 

gations the total denominations of which 

are at least $1, 000, 000. 
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(iii) If a financial institution purchases 
an obligation in bearer form that is of- 
fered or sold inside the United States, it 
must agree as a condition of the purchase 
to provide on delivery the statement de- 
scribed in paragraph (c)(1)(iv). 

(iv) The holder may deliver an obli- 
gation in bearer form that is offered or 
sold inside the United States only if the 
holder delivers it to a financial institution 
that states that it is a financial institution 
as defined in li1. 165 — 12(c)(1)(v) that is 
purchasing for its own account or for the 
account of another financial institution or 
exempt organization, that will comply with 

the requirements of section 165(j)(3)(A), 
(B), or (C) and the regulations there- 
under and the holder has no actual knowl- 

edge that the statement is false. The 
statement must contain the name and ad- 

dress of the person entitled to delivery 
and must be signed by such person under 
penalties of prejury. The holder may de- 
liver an obligation in bearer form that is 
offered and sold outside the United States 
to a financial institution if it delivers to 
such person a confirmation stating that 
any United States taxpayer who holds this 
obligation in bearer form and who is not 
exempt under section 165(j)(3)(A), (B) 
or (C) and the regulations thereunder will, 
for purposes of the United States income 
tax, be denied a deduction for any loss 
incurred with respect to the obligation and 
will be denied capital gain treatment with 

respect to the obligation. The holder may 
deliver a registration-required obligation 
in bearer form that is offered and sold 
outside the United States to a person other 
than a financial institution only if the holder 
has documentary evidence as described in 

subdivision (iii) of A — 5 of li35a. 9999 — 4T 
that the person is not a United States per- 
son. For purposes of this paragraph (c), 
the word "deliver" includes the transfer 
of an obligation evidenced by a book en- 

try including a book entry notation by a 
clearing organization evidencing transfer 
of the obligation from one member of the 
organization to another member. For pur- 

poses of this paragraph (c), the word "de- 
liver" does not include a transfer of an 

obligation to the issuer or its agent for 
cancellation or extinguishment. If a holder 
that is a member of a clearing organiza- 
tion (defined in $1. 163 — 5(c)(2)(i)(B)(4)) 
delivers an obligation to another member 

of the same or another clearing organi- 
zation by transfer of the obligation be- 

tween the clearing organization accounts 

of such members, the selling member shall 

receive the statement from the purchasing 

member (in the case of obligations offered 
or sold inside the United States) or send 

the confirmation to the purchasing mem- 

ber (in the case of obligations offered and 

sold outside the United States). 

(v) For purposes of paragraph (c) of 
this section, the term "financial institu- 
tion" means a person which itself is, or 
more than 50 percent of the total com- 

bined voting power of all classes of whose 

stock entitled to vote is owned by a person 
which is— 

(A) Engaged in the conduct of a bank- 

ing, financing, or similar business within 

the meaning of section 954(c)(3)(B) as in 

effect before the Tax Reform Act of 1986, 
and the regulations thereunder; 

(B) Engaged in business as a broker or 
dealer in securities; 

(C) An insurance company; 

(D) A person that provides pensions 
or other similar benefits to retired em- 

ployees; 
(E) Primarily engaged in the business 

of rendering investment advice; 

(F) A regulated investment company 
or other mutual fund; or 

(G) A finance corporation a substan- 
tial part of the business of which consists 
of making loans (including the acquisition 
of obligations under a lease which is en- 
tered into primarily as a financing trans- 

action), acquiring accounts receivable, 
notes or installment obligations arising out 
of the sale of tangible personal property 
or the performing of services, or servicing 
debt obligations. 

(2) Persons permitted to hold obliga- 
ri ons for their own investment account. The 
holder is a financial institution holding the 
obligation for its own investment account 
that satisfies the conditions set forth in 

subdivisions (i), (ii), (iii), and (iv) of this 

paragraph (c)(2). 
(i) The holder reports on its Federal 

income tax return for the taxable year any 
interest payments received (including 
original issue discount includable in gross 
income for such taxable year) with respect 
to such obligation and gain or loss on the 
sale or other disposition of such obliga- 
tion; 

(ii) The holder indicates on its Federal 
income tax return that income, gain or 
loss described in paragraph (c)(2)(i) is at- 
tributable to registration-required obli- 

gations held in bearer form for its own 
account; 

(iii) The holder of a bearer obligation 
that resells the obligation inside the United 
States resells the obligation only to an- 

other linancial institution for its own ac- 

count or for the account of another financial 

institution or exempt organization and 

(iv) The holder delivers such obliga- 
tion in bearer form to any other person 
in accordance with paragraph (c)(1)(ii) and 

(iv) of this section. 

(3) Persons permitted to hold through 

financial institutions. The holder is any 

person that purchases and holds a regis- 
tration-required obligation in bearer form 
through a financial institution with which 

the holder maintains a customer, custo- 

dial or nominee relationship and such in- 

stitution agrees to satisfy, and does in fact 
satisfy, the conditions set forth in subdi- 

. visions (i), (ii), (iii), (iv) and (v) of this 

paragraph (c)(3). 
(i) The financial institution makes a re- 

turn of information to the Internal Rev- 
enue Service with respect to any interest 

payments received. The financial institu- 

tion must report original issue discount 
includable in the holder's gross income for 
the taxable year on any obligation so held, 
but only if the obligation appears in an 
Internal Revenue Service publication of 
obligations issued at an original issue dis- 
count and only in an amount determined 
in accordance with information contained 
in that publication. An information return 
for any interest payment shall be made 
on a Form 1099 for the calendar year. It 
shall indicate the aggregate amount of the 
payment received, the name, address and 
taxpayer identification number of the 
holder, and such other information as is 
required by the form. No return of infor- 
mation is required under this subdivision 
if the financial institution reports pay- 
ments under section 6041 or 6049. 

(ii) The financial institition makes a re- 
turn of information on Form 1099B with 
respect to any disposition by the holder 
of such obligation. The return shall show 
the name, address, and taxpayer identi- 
fication number of the holder of the ob- 
ligation, Committe on Uniform Security 
Information Procedures (CUSIP), gross 
proceeds, sale date, and such other in- 

formation as may be required by the form. 
No return of information is required un- 

der this subdivision if such financial 
institution reports with respect to the dis- 

position under section 6045. 
(iii) In the case of a bearer obligation 

offered for resale or resold in the United 
States, the financial institution may resell 
the obligation only to another financial 
institution for its own account or for the 
account of an exempt organization. 

(iv) The financial institution covenants 
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ssnth the holder that the financial institu- 
tion will deliver the obligation in bearer 
form in accordance with the requirements 
set forth in paragraph (c)(1)(ii) and (iv). 

(v) The financial institution delivers the 
obligation in bearer form in accordance 
with paragraph (c)(1)(ii) and (iv) as if the 
financial institution delivering the obli- 
gation were the holder. referred to in such 

paragraph. 

(4) Conversion of obligations into reg- 
istered form. The holder is not a person 
described in paragraph (c)(1), (2), or (3) 
of this section, and within thirty days of 
the date when the seller or other trans- 
feror is reasonably able to make the bearer 
obligation available to the holder, the 
holder surrenders the obligation to a 
transfer agent or the issuer for conversion 
of the obligation into registered form. If 
such obligation is not registered within 
such 30 day period, the holder shall be 
subject to sections 165(j) and 1287(a). 

(d) Effective Date. These regulations 

apply generally to obligations issued after 
January 20, 1987. However, a taxpayer 
may choose to apply the rules of III. 165- 
12 with respect to an obligation issued 
after December 31, 1982 and on or before 
January 20, 1987, which obligation is held 
after January 20, 1987. 

Par, 4. Section 1. 1287 — 1T is removed. 
New III. 1287 — 1 is inserted in its place, to 
read as follows: 

III. 1287 — 1 Denial of capital gains treat- 
ment for gains on registration-required 
obligations not in registered form. 

(a) In genera!. Except as provided in 

paragraph (c) of this section, any gain on 
the sale or other disposition of a registra- 
tion-required obligation held after De- 
cember 31, 1982, that is not in registered 
form shall be treated as ordinary income 
unless the issuance of the obligation was 
subject to tax under section 4701. The 
term "repstration-required obligation" has 
the meaning given to that term in section 
163(f)(2), except that clause (iv) of sub- 

paragraph (A) thereof shall not apply. 
Therefore, although an obligation that is 
not in registered form is described in 
III. 163 — 5(c)(1), the holder of such an ob- 
ligation shall be required to treat the gain 
on the sale or other disposition of such 
obligation as ordinary income. The term 
"holder" means the person that would be 
denied a loss deduction under section 
165(j)(1) or denied capital gain treatment 
under section 1287(a). 

(b) Registered form — (I) Obligalions 

90 1987 — 1 C. B. 

Par. 6. Section 602. 101(c) is amended 
by inserting in the appropriate places in 
the table "I)1, 165 — 12. . . 1545-0786" and 
"III. 1287-1. . . 1545-0786. " 

issued after September 21, 1984. With re- 
spect to any obligation originally issued 
after September 21, 1984, the term "reg- 
istered form" has the meaning given that 
term in section 103(j)(3) and the regula- 
tions thereunder. Therefore, an obliga- 
tion that would otherwise be in registered 
form is not considered to be in registered 
form if it can be transferred at that time 
or at any time until its maturity by any 
means not described in II5f. 103 — 1(c). An 
obligation that, as of a particular time, is 
not considered to be in registered form 
because it can be transferred by any means 
not described in II5f. 103-1(c) is consid- 
ered to be in registered form at all times 
during the period beginning with a later 
time and ending with the maturity of the 
obligation in which the obligation can be 
transferred only by a means described in 

II5f. 103 — 1(c). 
(2) Obligations-issued after December 

31, 1982 and on or before September 21, 
1984. With respect to any obligation orig- 
inally issued after December 31, 1982 and 
on or before September 21, 1984 or an 
obligation originally issued after Septem- 
ber 21, 1984 pursuant to the exercise of 
a warrant or the conversion of a convert- 
ible obligation, which warrant or obliga- 
tion (including conversion privilege) was 
issued after December 31, 1982 and on or 
before September 21, 1984 that obligation 
will be considered to be in registered form 
if it satisfied I)5f. 163-1 or the proposed 
regulations provided in I)1. 163 — 5(c) and 
published in the Federal Register on Sep- 
tember 2, 1983 (48 FR 39953). 

(c) Registration-required obligations nol 
in registered form which are nol subject lo 
section 1287(c). Notwithstanding the fact 
than an obligation is a registration-re- 
quired obligation that is not in registered 
form, the holder will not be subject to 
section 1287(a) if the holder meets the 
conditions of III. 165 — 12(c). 

(d) Effective Date. These regulations 
apply generally to obligations issued after 
January 20, 1987. However, a taxpayer 
may choose to apply the rules of I)1. 1287- 
1 with respect to an obligation issued after 
December 31, 1982 and on or before Jan- 
uary 20, 1987, which obligation is held 
after January 20, 1987. 

LAWRENCE B. GIBBS, 
Commissioner of 
Internal Revenue. 

Approved October 29, 1986. 

J, ROGER MENTZ, 
Assistant Secretary 
of the Treasury. 

(Filed by the Office of the Federal Register on De- 
cember 16, 1986, 4:31 p. m. , and published in the 
issue of the Federal Register for December 19, 
1986, 51 F. R. 45453) 

Section 164. -Taxes 
26 CFR 1. 164-1: Deduction for taxes. 

Whether a minister of the gospel or a member of 
:be military service may deduct interest and taxes paid 
on a personal residence if the amounts expended are 
allocable to a rental allowance or housing allowance 
that is otherwise excludable from gross income. See 
Rev. Rul. 87-32, page 131. 

Section 168. -Accelerated Cost Rivery 
System 

26 CFR 1. 168-5: Special rules. 

T. D. 8116 

TITLE 26. — liNTERNAL REVENUE. — 
CHAPTER 1, SUBCHAPTER A, PART 

1 — INCOME TAX; TAXABLE YEARS 
BEGINNING AFTER DECEMBER 31, 
1953 
Accelerated Cost Recovety System- 
Retirement-Replacement-Betterment (RRB) 

Propefty 

AGENCY: Internal Revenue Service, 
Treasury 

ACTION: Final regulations. 

26 CFR PART 602 

OMB control numbers under the pa- 
perwork reduction act. 

Par. 5. The authority citation for Part 
602 continues to read as follows: 

Authority: 26 U. S. C. 7805. 

SUMMARY: This document contains fi- 

nal regulations relating to the cost recov- 

ery of retirement-replacement-betterment 

(RRB) property under the Accelerated 
Cost Recovery System (ACRS). Changes 
to the applicable law made by the Eco- 
nomic Recovery Tax Act of 1981 (ERTA), 
are reflected in this document. These reg- 

ulations provide the guidance necessary 

for compliance with the law. 

DATES: The regulations are effective for 

eligible property placed in service befo. e 

January 1, 1985. 
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FOR FURTHER INFORMATION 
CONTACT: Ada S. Rousso of the Leg- 
islation and Regulations Division, Office 
of Chief Counsel, Internal Revenue Ser- 
vice, 1111 Constitution Avenue, N. W. , 
Washington, D. C. 20224 (Attention: 
CC:LR: T), telephone 202 — 566-3287 (not 
a toll-free call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

On February 16, 1984, the FEDERAL 
REGISTER (49 FR 5940) published pro- 
posed amendments to the Income Tax 
Regulations (26 CFR Part 1) under sec- 
tion 168 of the Internal Revenue Code of 
1954 (Code). The amendments were pro- 
posed to conform the regulations to sec- 
tions 201 and 203 of the Economic 
Recovery Tax Act of 1981 (Pub. L. 97— 

34; 95 Stat. 203, 221), sections 205 and 
206 of the Tax Equity and Fiscal Respon- 
sibility Act of 1982 (Pub. L. 97 — 248; 96 
Stat. 427, 431), and section 102 of the 
Technical Corrections Act of 1982 (Pub. 
received a number of written comments 
responding to the notice of proposed rule- 

making. One of those comments re- 
sponded to the special rules for retirement- 
replacement-betterment (RRB) prop- 
erty. A public hearing was held on May 
21, 1984. The Service believes it is nec- 
essary to adopt li1. 168-5(a) of the pro- 
posed amendments (relating to the cost 
recovery of RRB property) at this time 
in order to provide the public with the 
guidance found in that part of the amend- 

ments. However, the Service emphasizes 
that the unadopted parts of the proposed 
amendments are not being withdrawn. The 
balance of the proposed amendments will 

be adopted at a later date. Accordingly, 
after consideration of the comments, those 

proposed amendments as revised by this 

document are adopted by this Treasury 
decision. 

SUMMARY OF COMMENTS 

Code section 168(f)(3)(A) and pro- 
posed li1. 168 — 5(a)(1)(i) contain a special 
transitional rule for RRB replacement 

property placed in service before January 

1, 1985. Proposed $1. 168 — 5(a)(1)(ii) fur- 

ther provides that the transitional rule does 
not apply to any taxpayer who did not use 

the RRB method of depreciation under 

section 167 as of December 31, 1980. The 
commentator wrote that denying the tran- 

sitional rule to such a taxpayer is not sup- 

ported by either the statute of its legislative 

history. 

In repealing the RRB method of de- 

preciation, Congress generally intended 

that all property placed in service after 
December 31, 1980, would be subject to 
the ACRS. This special transitional rule 
for RRB replacement property placed in 

service before January 1, 1985, was in- 

tended to apply only in the case of prop- 
erty that would have been expensed had 
the RRB method not been repealed. Al- 

lowing transitional relief to taxpayers who 
did not use the RRB method of depre- 
ciation prior to January 1, 1981, would 

thus thwart Congressional intent. Ac- 
cordingly, no change has been made to 
ti1. 168 — 5(a)(1)(ii) in the final regulations. 

In addition, $1. 168 — 5(a)(4) of the pro- 
posed regulations provides a rule for the 
recovery of the adjusted basis of RRB 
property as of December 31, 1980. That 
rule has been clarified in the final regu- 
lations to provide that if a taxpayer has 
consistently used the RRB method of de- 

preciation for all periods after February 
28, 1913, the adjusted basis of RRB prop- 
erty as of December 31, 1980, is not re- 
quired to be reduced for depreciation 
sustained prior to March 1, 1913. 

NON-APPLICABILITY OF 
EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue has determined that this final rule is 

not a major rule as defined in Executive 
Order 12291 and that a Regulatory Im- 

pact Analysis is therefore not required. 

REGULATORY FLEXIBILITY ACT 

Although a notice of proposed rule- 

making which solicited public comments 
was issued, the Internal Revenue Service 
concluded when the notice was issued that 
the regulations are interpretative and that 
the notice and public procedure require- 
ments of 5 U. S. C. 553 did not apply. Ac- 

cordingly, the final regulations do not 
constitute regulations subject to the Reg- 
ulatory Flexibility Act (5 U. S. C. chapter 
6). 

DRAFTING INFORMATION 

The principal author of these regula- 

tions is Ada S. Rousso of the Legislation 
and Regulations Division of the Office of 
Chief Counsel, Internal Revenue Service. 
However, personnel from other offices of 
the Internal Revenue Service and Treas- 
ury Department participated in develop- 

ing the regulations, on matters of both 
substance and style. 

Adoption of amendments to the 

reg ulati ons 

Accordingly, 26 CFR Part 1 is amended 
as follows: 

INCOME TAX 
PART 1 

Paragraph 1. The authority for Part 1 

continues to read in part: 
Authority: 26 U. S. C. 7805. " ' " 

Par. 2. Section 1. 168 — 1 is redesignated 
as ill. 168A — 1. Section 1. 168A — 1 as so re- 
designated is amended as follows: 

1. Paragraph (a) is amended by re- 

moving "tl1. 168 — 5" and "ill. 168-2" from 
the second and third sentences and in- 

serting "ll1. 168A — 5" and "f11. 168A — 2, " 
respectively, in lieu thereof. 

2. Paragraph (c) is amended by re- 

moving "fi1. 168 — 6" from the last sentence 
and inserting ")1. 168A — 6" in lieu thereof. 

Par. 3. Section 1. 168 — 2 is redesignated 
as foal. 168A — 2. Section 1. 168A — 2 as so re- 
designated is amended by removing 
"ill. 168 — 1" from the second sentence of 
paragraph (a) and inserting "li1. 168A-I" 
in lieu thereof. 

Par. 4. Section 1. 168 — 3 is redesignated 
as tJL168A-3. 

Par. 5. Section 1. 168 — 4 is redesignated 
as 5L168A — 4. 

Par. 6. Section 1. 168 — 5 is redesignated 
as ill. 168A — 5. Section 1. 168A — 5 as so re- 
designated is amended by substituting 
"ti1. 168A-6" for "ill. 168 — 6" in the last 
sentence of paragraph (a)(3). 

Par. 7. Section 1. 168 — 6 is redesignated 
as t)1. 168A — 6. Section 1. 168A — 6 as so re- 
designated is amended by substituting 
"$1. 168A — 5" for "lt1. 168 — 5" wherever it 

appears. 
Par. 8. Section 1. 168 — 7 is redesignated 

as li1. 168A — 7 and amended by substitut- 

ing "li1. 168A — 5" for "t)1. 168 — 5" wher- 
ever it appears. 

Par. 9. Redesignated ltlt1. 168A — 1 

through 1. 168A — 7 will be added after 
$1. 168(j) — 1T and before ll1. 169 — 1. 

Par. 10. Section 1. 168 — 5 is added im- 

mediately following $1. 167(m) — 1 to read 
as follows: 

ct1. 168 — 5 Special rules. 

(a) Retirement-replacement-betterment 
(RRB) property — (I) RRB replacement 
property placed in service before January 
1, 1985. (i) Except as provided in para- 
graph (a)(1)(ii) of this section, the recov- 
ery deduction for the taxable year for 
retirement-replacement-betterment 
(RRB) replacement property (as defined 

1987 — 1 C. B. 91 



And the year thc property 
lf the recovery year is: is placed in service is: 

1981 1982 1983 1984 

The applicable percentage is: 

1 . . . 
2 . . . 
3 . . . 
4 

100 50 
50 

33 
45 
22 

25 

38 
25 

12 

(ii) The provisions of paragraph 
(a)(1)(i) of this section do not apply to 
any taxpayer who did not use the RRB 
method of depreciation under section 167 
as of December 31, 1980. In such case, 
RRB replacement property placed in ser- 
vice by the taxpayer after December 31, 
1980, shall be treated as other 5-year re- 
covery property under section 168. 

(2) RRB replacement property placed 
in service after December 31, 1984. RRB 
replacement property placed in service 
after December 31, 1984, is treated as other 
5-year recovery property under section 168. 

(3) RRB replacement property defined. 
RRB replacement property, for purposes 
of section 168, means replacement track 
material (including rail, ties, other track 
material, and ballast) installed by a rail- 
road (including a railroad switching or 
terminal company) if- 

(i) The replacement is made pursuant 
to a scheduled program for replacement, 

(ii) The replacement is made pursuant 
to observations by maintenance-of-way 
personnel of specific track material need- 
ing replacement, 

(iii) The replacement is made pursuant 
to the detection by a rail-test car of spe- 
cific track material needing replacement, 
or 

(iv) The replacement is made as a re- 
sult of a casualty. 

Replacements made as a result of a cas- 
ualty shall be RRB replacement property 
only to the extent that in the case of each 
casualty, the replacement cost with re- 
spect to the replacement track material 
exceeds $50, 000. 

(4) Recovery of adjusted basis of RRB 
property as of December 31, 1980. The 
taxpayer shall recover the adjusted basis 
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in paragraph (a)(3) of this section) placed 
in service before January I, 1985, shall be 
(in lieu of the amount determined under 
section 168(b)) an amount determined by 
applying to the unadjusted basis (as de- 
fined in section 168(d)(1) and the regu- 
lations thereunder) of such property the 
applicable percentage determined in ac- 
cordance with the following table: 

of RRB property (as defined in section 
168(g)(8)) as of December 31, 1980, over 
a period of not less than 5 years and not 
more than 50 years, using a rate of re- 

covery consistent with any method de- 
scribed in section 167(b), including the 
method described in section 167(b)(2), 
switching to the method described in sec- 
tion 167(b)(3) at a time to maximize the 
deduction. For purposes of determining 
the recovery allowance under this sub- 

paragraph, salvage value shall be disre- 
garded and, in the case of a taxpayer that 
depreciated RRB property placed in ser- 
vice before January 1, 1981, using the RRB 
method consistently for all periods after 
February 28, 1913, the adjusted basis of 
RRB property is the adjusted basis for 
purpose of determining the deduction for 
retirements under the RRB method, with 
no adjustment for depreciation sustained 
prior to March 1, 1913. 

(5) RRB property (which is not RRB 
replacement property) placed in service after 
December 31, 1980. Property placed in 
service by the taxpayer after December 
31, 1980, which is not RRB replacement 
property and which, under the taxpayer's 
method of depreciation as of December 
31, 1980, would have been depreciated by 
the taxpayer under the RRB method, is 
treated as other property under section 
168. 

(b) — (f) [Reserved] 

LAWRENCE B. GIBBS, 
Commissioner of 

Internal Revenue. 

Approved December 5, 1986. 

J ROGER MENTZ | 
Assistant Secretary 

of the Treasury. 

(Filed by the Office of the Federal Register on De- 
cember 23, 1986, 8:45 a. m. , and published in the 
issue of the Federal Register for December 24, 
1986, 5i F. R. 46618) 

T. D. 8121 

TITLE 26. — INTERNAL REVENUE— 
SUBCHAPTER A, Part 1, — INCOME 
TAX; TAXABLE YEARS BEGINNING 
AFTER DECEMBER 31, 1953 
Election To Expense Certain Depreciable 
Business Assets 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Final regulations. 

SUMMARY: This document provides fi- 

nal regulations relating to the election to 
expense certain depreciable business as- 
sets. Changes in the applicable tax law 
were made by the Economic Recovery 
Tax Act of 1981 [1981 — 2 C. B. 256], the 
Subchapter S Revision Act of 1982 [1982— 
2 C. B. 702], and the Tax Reform Act of 
1984 (Division A of the Deficit Reduction 
Act of 1984) [1984-3 C. B. Vol. 1]. The 
regulations provide the public with the 
guidance needed when making an elec- 
tion to expense certain depreciable busi- 
ness assets. 

DATES: The regulations are effective for 
property placed in service after December 
31, 1980, except amendments made to 
()$1. 179 — 1(f)(2), 1. 179 — 1(h), 1. 179 — 2(a), 
and 1. 179 — 2(d) by the Subchapter S Re- 
vision Act of 1982 which are effective for 
taxable years beginning after December 
31, 1982. 

FOR FURTHER INFORMATION 
CONTACT: Maurice B. Foley of the 
Legislation and Regulations Division, Of- 
fice of Chief Counsel, Internal Revenue 
Service, 1111 Constitution Avenue, N. W. , 
Washington, D. C. 20224, At tention: 
CC:LR: T (202) 566-3287, (not a toll-free 
call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

Section 172. — Net Operating Loss Deduction 
Whether an election under section 172(b)(3)(C) of 

the Code to relinquish the entire carryback period for 
a net operating loss for regular tax purposes is nec- 
essary and sufficient to relinquish the carryback pe- 
riod for purposes of the alternative minimum tax net 
operating loss. See Rev. Rul. 87-44, page 3. 

Section 179. — Election to Expense Certain 
Depreciable Business Assets 

26 CFR I. I79-I: Election to expense certain depre- 
ciable assets. 

(Also I. I 79-2 through I. 179 — 5. ) 

On September 26, 1985, the FED- 
ERAL REGISTER (50 FR 39018) pub- 
lished proposed amendments to the Income 
Tax Regulations (26 CFR Part 1) under 
sections 179, 263, 1033, and 1245 of the 
Internal Revenue Code of 1954 (Code). 
The amendments were proposed to con- 
form the regulations to sections 202(a) and 
209 of the Economic Recovery Tax Act 
of 1981 (Pub. L, 97 — 34, 95 Stat. 219, 226) 
[1981 — 2 C. B. 256], section 3(f) of the Sub- 
chapter S Revision Act of 1982 (Pub. L. 
97 — 354, 96 Stat. 1689) [1982 — 2 C. B. 702], 
section 102(aa) of the Technical Correc- 
tions Act of 1982 (Pub. L. 97 — 448, 96 Stat. 
2369), and section 13 of the Tax Reform 



Act of 1984 (Pub. L. 98 — 369, 98 Stat. 505) 
[1984-3 C. B. Vol. I]. After consideration 
of all comments regarding the proposed 
amendments, those amendments are 
adopted as revised by this Treasury de- 
cision. 

In General 

Section 179, as amended by the Eco- 
nomic Recovery Tax Act of 1981, allows 
taxpayers (other than trusts, estates, and 
certain noncorporate lessors) to elect to 
expense the cost (or a portion of the cost) 
of certain depreciable business assets, 
which they would otherwise be required 
to capitalize. A section 179 expense elec- 
tion may be made for the taxable year in 

which the section 179 property is placed 
in service. The terms "section 179 prop- 
erty" and "placed in service" are defined 
in sections 1. 179 — 3(a) and (f), respec- 
tively. 

CLARIFYING CHANGES MADE IN 
RESPONSE TO COMMENTS 

Section 1. 179 — 1(e)(1) of the proposed 
regulations provided that a taxpayer must 
recapture any benefit derived from ex- 
pensing section 179 property if such prop- 
erty is not used predominantly in a trade 
or business at any time before the close 
of the second taxable year following the 
taxable year in which the property is placed 
in service. The benefit derived from ex- 
pensing the property is equal to the excess 
of the amount expensed over the total 
amount that would have been allowable 
under section 168. However, the pro- 
posed regulations did not clearly state a 
rule regarding the amount to be recap- 
tured by a partner or S corporation share- 
holder if the section 179(b) dollar limitation 
prevented such partner or shareholder 
from deducting all (or a portion of the 
amount) of a section 179 expense. This 
Treasury decision provides that in such 
cases the "amount expensed" shall not 
include any amount that was not allowed 
as a deduction to a taxpayer because the 
taxpayer's aggregate amount of allowable 
section 179 expenses exceeded the section 
179(b) dollar limitation. 

Section 1. 179 — 1(f)(2) of the proposed 
regulations provided that the basis of a 
partnership's or S corporation's section 
179 property must be reduced to reflect 
the amount of section 179 expense elected 
by the partner. However, these regula- 
tions did not state whether the partner- 
ship's basis in the property must be reduced 
when the section 179(b) dollar limitation 

prevents the partner or shareholder from 

deducting its allocable share of the section 
179 expense. This Treasury decision pro- 
vides that such reduction must be made 
even if a partner or S corporation share- 
holder is not allowed to deduct all (or a 
portion of the amount) of the section 179 
expense allocated to him. 

Section 1. 179 — 1(f)(2) of the proposed 
regulations also provided that a partner- 
ship is not required to reduce its basis in 

section 179 property by the amount of the 
section 179 expense allocated to a trust or 
estate. However, these regulations did not 
clearly state what happened to that por- 
tion of the basis of partnership property 
which is attributable to such trust or es- 
tate's allocable amount of section 179 ex- 

pense. In response, this Treasury decision 
provides that the partnership may claim 
a section 168 deduction or a section 38 
credit with respect to any unadjusted basis 
resulting from the trust or estate's inabil- 

ity to claim its allocable portion of the 
partnership's section 179 expense. 

PAPERWORK REDUCTION ACT 

The collection of information require- 
ments contained in these final regulations 
have been submitted to the Office of Man- 

agement and Budget (OMB) for review 
under the Paperwork Reduction Act of 
1980. The requirements have been ap- 
proved by OMB (control number 1545— 
0172). 

REGULATORY FLEXIBILITY ACT 
AND EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue has determined that this final rule is 

not a major rule as defined in Executive 
Order 12291 and that a Regulatory Im- 

pact Analysis is therefore not required. 
Although a notice of proposed rule- 
making that solicited public comment was 

issued, the Internal Revenue Service con- 
cluded when the notice was issued that 
these regulations are interpretative and 
that the notice and public procedure re- 
quirements of 5 U. S. C. 553 did not apply. 
Accordingly, the final regulations do not 
constitute regulations subject to the Reg- 
ulatory Flexibility Act (5 U. S. C. chapter 
6). 

DRAFTING INFORMATION 

The principal author of these regula- 

tions is Maurice B. Foley of the Legisla- 
tion and Regulations Division, Office of 
Chief Counsel, Internal Revenue Service. 
However, personnel from other offices of 
the Internal Revenue Service and Treas- 
ury Department participated in develop- 

Section 179 

ing the regulation, both on matters of 
substance and style. 

Adoption of amendments to the 

regulations 

Accordingly, 26 CFR Part 1 is amended 

as follows: 

Paragraph 1. The authority for Part 1 

continues to read in part: 
Authority: 26 U. S. C. 7805. * " * Sec- 

tion 1. 179 — 1 also issued under 26 U. S. C. 
179(d). Section 1. 179 — 4 also issued under 

26 U. S. C. 179(c). ' * * 

Par. 2. Sections 1. 179 — 1 through 1. 179— 
4 are revised to read as set forth below. 

$1. 179 — 1 Election to expense certain de- 

preciable assets. 

(a) In general. Section 179 allows a 
taxpayer to elect to expense the cost (as 
defined in 51. 179 — 3(e)), or portion of the 
cost, of section 179 property (as defined 

in t)1. 179 — 3(a)) for the taxable year in- 

which the property is placed in service (as 
defined in ti1. 179 — 3(f)). The election is 

not available for trusts, estates, and cer- 
tain noncorporate lessors. See paragraph 

(i)(2) of this section relating to noncor- 

porate lessors. 

(b) Amount subject to expense. The ex- 
pense deduction under section 179 is al- 

lowed for the entire cost or a portion of 
the cost of one item of section 179 prop- 
erty, or the entire cost or a portion of the 
cost of several items of section 179 prop- 
erty, subject to the dollar limitation of 
section 179(b) and ts1. 179 — 2. The prop- 
erties and apportionment of cost to be 
subject to the election shall be selected 

by the taxpayer. 

(c) Proration nor required. The ex- 

pense deduction under section 179 is de- 
termined without any proration based on 
the period of time the section 179 prop- 
erty has been in service during the taxable 
year. For example, a taxpayer, a corpo- 
ration which files its income tax returns 
on the calendar year basis, purchases and 

places in service on December 1, 1983, 
section 179 property costing $10, 000. The 
corporation may elect to claim a section 
179 expense deduction for the taxable year 
ending December 31, 1983, for the cost 
of the property (up to the $5. 000 limita- 

tion imposed under section 179(b)(1)) 
without proration for the number of days 
in 1983 during which the property was in 

service. 

(d) Partial business use. If a taxpayer 
uses section 179 property for both trade 
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or business and non-trade or business pur- 
poses, the portion of the cost of the prop- 
erty attributable to the trade or business 
use is eligible for expensing under section 
179, provided that more than 50 percent 
of the property's use in the taxable year 
the property is placed in service is for trade 
or business purposes. The dollar limita- 
tion of section 179(b) is then applied to 
the portion of the cost attributable to the 
trade or business use. For example, a tax- 
payer in 1983 purchases section 179 prop- 
erty costing $10, 000 for which 80 percent 
of its use will be in the taxpayer's trade 
or business. The cost of the property, ad- 
justed to reflect the business use of the 
property, is $8, 000 (80 percent x $10, 000). 
Thus, the taxpayer could elect to expense 
up to $5, 000 of the cost of the property 
(see section 179(b)). However, for prop- 
erty placed in service after June 18, 1984, 
in taxable years ending after such date, 
see section 280F(d)(1) relating to the co- 
ordination of section 179 with the limi- 

tation on the amount of depreciation and 
investment tax credit for luxury auto- 
mobiles and where certain property is used 
for personal purposes. Furthermore, see 
paragraphs (e)(1) through (3) of this sec- 
tion relating to recapture where the prop- 
erty is no longer predominantly used in 
the taxpayer's trade or business. 

(e) Change in use; recapture — (1) In 
general. If a taxpayer's section 179 prop- 
erty is not used predominantly in a trade 
or business of the taxpayer at any time 
before the close of the second taxable year 
following the taxable year in which the 
property is placed in service by the tax- 
payer (recapture period), the taxpayer 
must recapture in the taxable year in which 
the section 179 property is not used pre- 
dominantly in a trade or business any ben- 

efit derived from expensing such property. 
The benefit derived from expensing the 
property is equal to the excess of the 
amount expensed under this section over 
the total amount that would have been 
allowable for prior taxable years and the 
taxable year of recapture as a deduction 
under section 168 (had section 179 not 
been elected) for the portion of the cost 
of the property to which the expensing 
relates (regardless of whether such excess 
reduced the taxpayer's tax liability). For 
purposes of the preceding sentence, (i) 
the "amount expensed under this section" 
shall not include any amount that was not 
allowed as a deduction to a taxpayer be- 
cause the taxpayer's aggregate amount of 
allowable section 179 expenses exceeded 
the section 179(b) dollar limitation, and 

(ii) in the case of an individual who does 
not elect to itemize deductions under sec- 

tion 63(g) in the taxable year of recapture, 
the amount allowable as a deduction un- 

der section 168 in the taxable year of re- 

capture shall be determined by treating 

property used in the production of income 
other than rents or royalties as being 

property used for personal purposes. The 
amount to be recaptured shall be treated 
as ordinary income for the taxable year 
in which the property is no longer used 

predominantly in a trade or business of 
the taxpayer. For taxable years following 
the year of recapture, the taxpayer's de- 

ductions under section 168(a) shall be de- 

termined as if no section 179 election with 

respect to the property had been made. 
However, for property placed in service 
after June 18, 1984, in taxable years end- 

ing after such date, see section 280F(d)(1) 
relating to the coordination of section 179 
with the limitation on the amount of de- 

preciation and investment tax credit for 
luxury automobiles and where certain 
property is used for personal purposes. If 
the recapture rules of both section 
280F(b)(3) and this paragraph (e)(1) ap- 

ply to an item of section 179 property, the 
amount of recapture shall be determined 
only under the rules of section 280F(b)(3) 
with respect to such property. 

(2) Predominant use. Property will be 
treated as not used predominantly in a 
trade or business of the taxpayer if 50 
percent or more of the use of such prop- 
erty during any taxable year within the 
recapture period is for a use other than 
in a trade or business of the taxpayer. If 
during any taxable year of the recapture 
period the taxpayer disposes of the prop- 
erty (other than in a disposition to which 

section 1245(a) applies) or ceases to use 
the property in a trade or business in a 
manner that had the taxpayer claimed a 
credit under section 38 for such property 
such disposition or cessation in use would 
cause recapture under section 47, the 
property will be treated as not used in a 
trade or business of the taxpayer. How- 
ever, for purposes of applying the recap- 
ture rules of section 47 pursuant to the 
preceding sentence, converting the use of 
the property from use in a trade or busi- 
ness to use in the production of income 
will be treated as a conversion to personal 
use. 

(3) Basis: application with section I245. 
The basis of property with respect to which 
there is recapture under paragraph (e)(1) 
of this section shall be increased imme- 

diately before the event resulting in such 
recapture by the amount recaptured. If 
section 1245(a) applies to a disposition of 
property, there is no recapture under par- 
agraph (e)(1) of this section. 

(4) Examples. Paragraphs (e)(1) 
through (3) of this section are illustrated 

by the following examples: 

Example (I). A, an individual who is a calendar 

year taxpayer, purchases and places in service on Jan- 

uary I, 1983, section 179 property, which is also 3- 

year recovery property under section 168, costing 
$10, 0II0. A elects to expense $5, 000 of the cost (see 
section 179(b)(1) and makes no election under section 

168(b)(3). On January 1, 1984, A converts the prop- 
erty from usc in A's business to use for the production 
of income, and A uses the property in the latter ca- 

pacity for the entire year. A elects to itemize deduc- 

tions for 1984. Since the property was not 
predominantly used in a trade or business of A in 

1984, which was the first taxable year following the 
taxable year the property was placed in service. A 
must recapture any benefit derived from expensing 
the property under section 179. Had A not elected 
to expense the $5, 000 in 1983, A would have been 
entitled to deduct, under section 168(a) and (b), 25 
percent of the $5, 000 in 1983, and 38 percent of the 

$5, 000 in 1984. Therefore. A must include in ordinary 

income for the 1984 taxable year, the excess of $5, 000 
(the section 179 expense amount) over $3, 150 (63 
percent of $5, 000), or $1, 650. For purposes of com- 

puting the deduction under section 168 in 1985, the 
unadlusted basis of the property would be increased 

by $5, 000. 

Example (2). Assume the facts are the same as in 

example (1), except that during 1984 A uses the prop- 
erty 40 percent for trade or business purposes and 60 
percent for personal use. Had A not elected to ex- 
pense the $5, 000 in 1983, A would have been entitled 
to deduct, under section 168(a), 25 percent of the 
$5, 000 in 1983 and 15. 2 percent (40 percent of 38 
percent) of the $5, 000 in 1984. See section 168(d)(1) 
and the regulations thereunder. Therefore, A must 
include in ordmary income for the 1984 taxable year 
the excess of $5, 000 over $2, 010 (40. 2 percent of 
$5, 000), or $2, 990. If A uses the property solely in 
A's trade or business during 1985, A may deduct 37 
percent of $5, 000 in 1985 under section 168(a). This 
deduction is in addition to the 37 percent section 168 
deduction allowable on the portion of the original cost 
basis not expensed under section 179 (i. e. , $5, 000). 

(f) Basis — (I) In general. A taxpayer 
who elects to expense under section 179 
must reduce the unadjusted basis of the 
section 179 property by the amount of the 
section 179 expense deduction. See sec- 
tion 168(d)(1) and the regulations there- 
under. 

(2) Special rules for partnerships and S 
corporations. Generally, the basis of a 
partnership or S corporation's section 179 
property must be reduced to reflect the 
amount of section 179 expense elected by 
the partnership or S corporation. This re- 
duction must be made even if the section 
179(b) dollar limitation prevents a partner 
in a partnership or shareholder in an S 
corporation from deducting all or a por- 
tion of the amount of the section 179 ex- 
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pense allocated by the partnership or S 
corporation. 

(3) Special rules with respect fo trusts 
and estates which are partners or S cor- 
poration shareholders. Since the section 
179 election is not available for trusts or 
estates, a partner or S corporation share- 
holder that is a trust or estate may not 
deduct its allocable share of the section 
179 expense elected by the partnership or 
S corporation. The partnership or S cor- 
poration's basis in section 179 property 
shall not be reduced to reflect any portion 
of the section 179 expense that is allocable 
to the trust or estate. Accordingly, the 
partnership or S corporation may claim a 
section 168 deduction or section 38 credit 
with respect to any unadjusted basis re- 

sulting from the trust or estate's inability 

to claim its allocable portion of the section 
179 expense. 

(g) Disallowance of the section 38 credit. 

If a taxpayer elects to expense under sec- 
tion 179, no section 38 credit is allowable 
for the portion of the cost expensed. In 

addition, no section 38 credit shall be al- 

lowed under section 48(d) to a lessee of 
property for the portion of the cost of the 
property that the lessor expensed under 
section 179. 

(h) Partnersht'ps and S corporations. In 

the case of property purchased and placed 
in service by a partnership or S corpora- 
tion, the determination of whether the 

property is section 179 property is to be 
made at the partnership or S corporation 
level, and the election to expense the cost 
of section 179 property is made by the 

partnership or S corporation. See sections 
703(b), 1363(c), 6221, 6231(a)(3), 6241, 
and 6245. This paragraph (h) is illustrated 

by the fofiowing example: 

Example. A ts an individual taxpayer who owns 

certain residential property as an investment. A, and 

others, from ABC partnership whose function is to 

rent and manage such property. A and ABC part- 

nership fil their income tax returns on a calendar 

year basis. In 1984, ABC partnership purchases and 

places in service section 179 property. Assuming ABC 
partnership satisfies the section 179 election require- 

ments and chooses to make an election for the prop- 

erty purchased. A wifi be entitled, subject to the 

limitation contamed m section 179(b), to deduct A' s 

share of the expense allocated to A by the partner- 

ship. Although such property was only for the pro- 

duction of income with respect to A, the property was 

being used in ABC's trade or business. Therefore, 

since thc determination of whether property is section 

179 property is made at the partnership level, the 

property was properly expenscd. 

(i) Leasing of section 179 property— 
(I) ln generaL A lessor of section 179 

property who is treated as the owner of 
the property for Federal tax purposes will 

be entitled to the section 179 expense de- 

duction if the requirements of section 179 
and the regulations thereunder are met. 
These requirements will not be met if the 
lessor merely holds the property for the 
production of income. For certain leases 
entered into prior to January I, 1984, the 
safe harbor provisions of section 168(f)(8) 
apply in determining whether an agree- 
ment is treated as a lease for Federal tax 
purposes. 

(2) ltloncorporate lessor. In determin- 
ing the class of taxpayers (other than an 
estate or trust) for which section 179 is 

applicable, section 179(d)(5) provides that 
if a taxpayer is a noncorporate lessor (as 
described in section 46(e)(3)) the tax- 

payer shall not be entitled to claim a sec- 
tion 179 expense for property purchased 
by the taxpayer unless a credit under sec- 
tion 38 is allowable to the taxpayer for 
such property (determined without re- 

gard to section 179). Thus, for example, 
if a taxpayer, a noncorporate lessor, pur- 
chases section 179 property and leases it 
and the taxpayer would be entitled to a 
section 38 credit for the property, by hav- 

ing satisfied all the requirements of sub- 

paragraph (A) or (B) of section 46(e)(3) 
and the regulations thereunder, the tax- 

payer is not precluded by section 179(d)(5) 
from electing to claim a section 179 ex- 
pense for such property. 

(j) Cross references. See section 453(i) 
and the regulations thereunder with re- 

spect to installment sales of section 179 
property. See section 263(a)(1)(H) and 
the regulations thereunder with respect to 
capitalizing section 179 property. See sec- 
tion 1033(g)(3) and the regulations there- 
under relating to condemnation of outdoor 
advertising displays. See section 1245(a) 
and the regulations thereunder with re- 
spect to recapture rules for section 179 
property. 

IJ1. 179 — 2 Dollar limitation. 

(a) Maximum amount subject fo elec- 

tion. Section 179(b) limits the aggregate 
cost of section 179 property that a tax- 

payer may elect to expense under section 
179 for any one taxable year. For a tax- 
able year beginning in 1982, 1983, 1984, 
1985, 1986, or 1987, the dollar limitation 

on the amount that can be expensed is 

$5, 000; for a taxable year beginning in 

1988 or 1989, $7, 500; and for a taxable 

year beginning after 1989, $10, 000. The 
dollar limitation of section 179(b) applies 
to each taxpayer and not to each trade or 
business in which the taxpayer has an in- 

terest. However, for property placed in 

service after June 18, 1984. in taxable years 

ending after such date, see sections 280F(a) 
and (d)(1) relating to the coordination of 
section 179 with the limitation on the 
amount of investment tax credit and de- 

preciation for luxury automobiles. See 
paragraphs (b) through (f) of this section 
for special rules on applying the dollar 

limitation of section 179(b) with respect 
to controlled groups of corporations, 
partnerships, S corporations, and married 
individuals. 

(b) Component members of a con- 
trolled group — (I) In general. Compo- 
nent members of a controlled group (as 
defined in paragraph (g) of li1. 179 — 3) on 

a December 31 shall be treated as one 
taxpayer in applying the dollar limitation 
of section 179(b) and paragraph (a) of this 
section. The expense deduction under 
section 179 may be taken by any one such 
member or allocated (for the taxable year 
of each such member which includes such 

December 31) among the several mem- 

bers in any manner, pursuant to an allo- 
cation by the common parent corporation 
if a consolidated return is filed for all com- 

ponent members of the group, or in ac- 
cordance with an agreement entered into 

by the members of the group if separate 
returns are filed. If a consolidated return 
is filed by some component members of 
the group and separate returns are filed 

by other component members, then the 
common parent of the group filing the 
consolidated return shall enter into an 

agreement with those members who do 
not join in filing the consolidated return 
allocating the amount between the group 
filing the consolidated return and the other 
component members of the controlled 
group who do not join in filing the con- 
solidated return. The amount of the ex- 

pense allocated to any component member, 
however, shall not exceed the cost of the 
section 179 property actually purchased 
by the member and placed in service by 
the member in the taxable year. If com- 
ponent members have different taxable 
years, the term "taxable year" in section 
179(b)(1) shall mean the taxable year of 
the member whose taxable year begins on 
the earliest date. 

(2) Statemenf fo be filed. If a consoli- 
dated return is filed, the common parent 
corporation shall file a separate statement 
attached to the income tax return in which 
an election is made to claim an expense 
deduction under section 179. See t)1. 179— 
4. If separate returns are filed hy some or 
all component members of the group, each 
component member not included in a 
consolidated return to which is allocated 
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any part of the deduction under section 
179 shall file a separate statement at- 
tached to the income tax return in which 
an election is made to claim an expense 
deduction. Such statement shall include 
the name, address, employer identifica- 
tion number, and the taxable year of each 
component member of the controlled 
group, a copy of the allocation agreement 
signed by persons duly authorized to act 
on behalf of the component members, and 
a description of the manner in which the 
deduction under section 179 has been di- 

vided among them. 

(3) Revocation. If a consolidated re- 
turn is filed for all component members 
of the group, an allocation among such 
members of the expense deduction under 
section 179 shall not be revoked after the 
due date of the return (including exten- 
sions of time) of the common parent cor- 
poration for the taxable year for which an 
election to take an expense deduction is 

made. If some or all of the component 
members of the controlled group file sep- 
arate returns for taxable years including 
a particular December 31 for which an 
election to take the expense deduction is 
made, the allocation as to all members of 
the group shall not be revoked after the 
due date of the return (including exten- 
sions of time) of the component member 
of the controlled group whose taxable year 
which includes such December 31 ends on 
the latest date. 

(c) Partnership — (1) In general. The 
dollar limitation of section 179(b) and 
paragraph (a) of this section applies to the 
partnership as well as to each partner. 
Thus, neither a partnership nor a partner 
may deduct as a section 179 expense more 
than the amount provided for in section 
179(b) and paragraph (a) of this section 
in any taxable year. In the case of a part- 
ner who is a member of two or more part- 
nerships that elect section 179, the partner's 

aggregate share of the partnership section 
179 expense may not exceed the dollar 
limitation of section 179(b). In the case 
of a member of a partnership that elects 
under section 179 who also has separately 
acquired section 179 property, the aggre- 

gate amount of the member's partnership 
and nonpartnership section 179 expense 
may not exceed the dollar limitation of 
section 179(b). 

(2) Partner's share of section I79 ex- 

pense. Section 704 and the regulations 
thereunder shall govern the determina- 
tion of a partner's share of a partnership's 
section 179 expense for any taxable year. 
However, no allocation among partners 

96 1987 — 1 C. B. 

taxpayers purchase and place in service 
in 1983 section 179 property costing 
$10, 000. H and W file separate income 
tax returns for the 1983 taxable year. H 
elects to claim $2, 000 as an expense and 
W elects to expense $2, 000. After the due 
date of the return H and W elect under 
section 6013(b) to file a joint income tax 
return for 1983. H and W may only elect 
to expense $4, 000 on their joint income 
tax return. 

(f) Married individuals filing sepa- 
l rateiy. In the case of an individual who is 

married but files a separate tax return, the 
maximum amount of section 179 property 
which the taxpayer may elect to expense 
is 50 percent of the amount otherwise de- 
termined under section 179(b)(1) and par- 
agraph (a) of this section. For this purpose, 
marital status shall be determined under 
section 143 and the regulations there- 
under. For example, H and W are cal- 
endar year taxpayers. In 1983, H and W 
purchased and placed in service section 
179 property costing $10, 000. For the 1983 
taxable year, H and W are living apart 
within the meaning of section 143(b) and 
therefore are not considered married. H 
and W are each entitled to claim a section 
179 expense of up to $5, 000. 

l)1. 179 — 3 Definitions. 

The following definitions apply for pur- 
poses of section 179 and tJtJ1. 179 — 1 through 
1. 179-5: 

(a) Section I79 property. The term 
"section 179 property" means any recov- 
ery property which is section 38 property 
and which is acquired by purchase for use 
in the taxpayer's trade or business. For 
this purpose, the term "trade or business" 
has the same meaning as in section 162 
and the regulations thereunder. For def- 
initions of the terms "recovery property, " 
"section 38 property, " and "purchase, " 
see paragraphs (b), (c), and (d) of this 
section. 

(b) Recovery property. The term "re- 
covery property" shall have the same 
meaning assigned to it in section 168 
(c)(1)(A) and the regulations thereunder. 

(c) Section 38 property. The term "sec- 
tion 38 property" shall have the same 
meaning assigned to it in section 48(a) and 
the regulations thereunder. 

(d) Purchase. (1)(i) Except as other- 
wise provided in paragraph (d)(2) of this 
section, the term "purchase" means any 
acquisition of the property, but only if all 

the requirements of paragraphs (d)(1)(ii), 
(ui) and (iv) of this section are satisfied. 

(ii) Property is not acquired by pur- 

of the section 179 expense shall be mod- 

ified after the due date of the partnership 
return (without regard to extensions of 
time) for the year for which the election 
under section 179 is made. 

(3) Taxable year. If the taxable years 
of a partner and the partnership do not 
coincide, then for purposes of section 179, 
the amount of a partnership's section 179 
expense attributable to a partner is de- 
termined in accordance with the provi- 
sions of section 706 and the regulations 
thereunder. For example, partnership AB 
has a taxable year ending January 31. 
Taxpayer A, a member of the AB part- 
nership, has a taxable year ending No- 
vember 30. On March 10, 1984, the AB 
partnership purchases and places in ser- 
vice section 179 property. Under the pro- 
visions of section 706(a) and t)1. 706— 
1(a)(1), taxpayer A will be unable to claim 
any section 179 expense until A's taxable 
year ending November 30, 1985. 

(d) S Corporations. For taxable years 
beginning after December 31, 1982, rules 
similar to those contained in paragraphs 
(c)(1) through (3) of this section shall ap- 

ply in the case of S corporations (as de- 
fined in section 1361(a)) and their 
shareholders. Each shareholder's share of 
the section 179 expense of an S corpo- 
ration shall be determined under section 
1366. 

(e) Joint returns — (1) In general. A 
husband and wife who file a joint income 
tax return under section 6013(a) shall be 
treated as one taxpayer in applying the 
dollar limitation of section 179(b)(1) and 

paragraph (a) of this section, regardless 
of which spouse purchased the property. 

(2) Joint returns filed after separate re- 

turns. In the case of a husband and wife 
who elect under section 6013(b) to file a 
joint income tax return for a taxable year 
after the time prescribed by law for filing 
the return for such taxable year has ex- 
pired, the dollar limitation under section 
179 shall be the full dollar amount per- 
mitted by section 179(b)(1) provided the 
amount of one or both of the spouses' 
section 179 expense elections on their sep- 
arate returns was limited as a result of the 
dollar limitation of section 179(b)(2) and 
paragraph (f) of this section. However, 
where neither of the spouses' section 179 
expense elections on their separate re- 
turns was limited by the section 179(b)(2) 
dollar limitation, then the maximum dol- 
lar amount permitted on the joint return 
is the aggregate dollar amount the spouses 
elected on their separate returns. For ex- 
ample, H and W, who are calendar year 



chase if it is acquired from a person whose 
relationship to the person acquiring it 
would result in the disallowance of losses 
under section 267 or 707(b). The property 
is considered not acquired by purchase 
only to the extent that losses would be 
disallowed under section 267 or 707(b). 
Thus, for example, if property is pur- 
chased by a husband and wife jointly from 
the husband's father, the property wiH be 
treated as not acquired by purchase only 
to the extent of the husband's interest in 
the property. However, in applying the 
rules of section 267(b) and (c) for this 
purpose, section 267(c)(4) shall be treated 
as providing that the family of an individ- 
ual will include only his spouse, ancestors, 
and lineal descendants. For example, a 
purchase of property from a corporation 
by a taxpayer who owns, directly or in- 

directly, more than 50 percent in value of 
the outstanding stock of such corporation 
does not qualify as a purchase under sec- 
tion 179(d)(2); nor does the purchase of 
property by a husband from his wife. 
However, the purchase of section 179 
property by a taxpayer from his brother 
or sister does qualify as a purchase for 
purposes of section 179(d)(2). 

(iii) The property is not acquired by 
purchase if acquired from a component 
member of a controHed group of corpo- 
rations (as defined in paragraph (g) of this 
section) by another component member 
of the same group. 

(iv) The property is not acquired by 
purchase if the basis of the property in 

the hands of the person acquiring it is 
determined in whole or in part by refer- 
ence to the adjusted basis of such prop- 
erty in the hands of the person from whom 

acquired, or is determined under section 
1014(a), relating to property acquired from 
a decedent. For example, property ac- 

quired by gift or bequest does not qualify 
as property acquired by purchase for pur- 

poses of section 179(d)(2); nor does prop- 
erty received in a corporate distribution 
the basis of which is determined under 
section 301(d)(2)(B), property acquired 

by a corporation in a transaction to which 

section 351 applies, property acquired by 
a partnership through contribution (sec- 
tion 723), or property received in a part- 

nership distribution which has a carryover 
basis under section 732(a)(1). 

(2) Property deemed to have been ac- 

quired by a new target corporation as a 
result of a section 338 election (relating 
to certain stock purchases treated as asset 

acquisitions) will be considered acquired 

by purchase. 

(e) Cost. The cost of section 179 prop- 
erty does not include so much of the basis 
of such property as is determined by ref- 

erence to the basis of other property held 
at any time by the taxpayer. For example, 
X Corporation purchases a new drill press 
costing $10, 000 in November 1984 which 

qualifies as section 179 property, and is 

granted a trade-in allowance of $2, 000 on 
its old drill press. The old drill press had 
a basis of $1, 200. Under the provisions of 
sections 1012 and 1031(d), the basis of the 
new drill press is $9, 200 ($1, 200 basis of 
oil drill press plus cash expended of 
$8, 000). However, only $8, 000 of the ba- 
sis of the new drill press qualifies as cost 
for purposes of the section 179 expense 
deduction; the remaining $1, 200 is not part 
of the cost because it is determined by 
reference to the basis of the old drill press. 

(f) Placed in service. The term "placed 
in service" means the time that property 
is first placed by the taxpayer in a con- 
dition or state of readiness and availability 
for a specifically assigned function, whether 
for use in a trade or business, for the pro- 
duction of income, in a tax-exempt activ- 

ity, or in a personal activity. See l)1. 46— 

3(d)(2) for examples regarding when 
property shall be considered in a condi- 
tion or state of readiness and availability 
for a specifically assigned function. 

(g) Controlled group of corporations 
and component member of controlled 
group. The terms "controlled group of 
corporations" and "component member" 
of a controlled group of corporations shall 

have the same meaning assigned to those 
terms in section 1563(a) and (b), except 
that the phrase "more than 50 percent" 
shall be substituted for the phrase "at least 
80 percent" each place it appears in sec- 
tion 1563(a)(1). 

tj1. 179 — 4 Time and manner of making 
election. 

(a) Election. A separate election must 

be made for each taxable year in which a 
section 179 expense deduction is claimed 
with respect to section 179 property. The 
election under section 179 and rtL179 — 1 

to claim a section 179 expense deduction 
for section 179 property shall be made on 
the taxpayer's first income tax return for 
the taxable year to which the election ap- 
plies (whether or not the return is timely) 
or on an amended return filed within the 
time prescribed by law (including exten- 
sions) for filing the return for such taxable 
year. The election shall be made by show- 

ing as a separate item on the taxpayer's 
income tax return the following items: 

Section 179 

(1) The total section 179 expense de- 

duction claimed with respect to afi section 
179 property selected; and 

(2) The portion of that deduction al- 

locable to each specific item. The person 
shall maintain records which permit spe- 
cific identification of each piece of section 
179 property and refiect how and from 
whom such property was acquired and 
when such property was placed in service. 
The election to claim a section 179 ex- 

pense deduction under this section, with 

respect to any property, is irrevocable and 
will be binding on the taxpayer with re- 

spect to such property for the taxable year 
for which the election is made and for aH 

subsequent taxable years, unless the 
Commissioner consents to the revocation 
of the election. Similarly, the selection of 
section 179 property by the taxpayer to 
be subject to the expense deduction and 
apportionment scheme must be adhered 
to in computing the taxpayer's taxable in- 

come for the taxable year for which the 
election is made and for aH subsequent 
taxable years, unless consent to change is 

given by the Commissioner. 

(L) Revocation. Any election made 
under section 179, and any specification 
contained in such election, may not be 
revoked except with the consent of the 
Commissioner. Such consent will be 
granted only in extraordinary circum- 
stances. Requests for consent must be filed 
with the Commissioner of Internal Rev- 
enue, Washington, D. C. , 20224. The re- 

quest must include the name, address, and 

taxpayer identification number of the tax- 

payer and must be signed by the taxpayer 
or his duly authorized representative, it 
must be accompanied by a statement 
showing the year and property involved, 
and must set forth in detail the reasons 
for the request. 

Par. 3. A new f11. 179 — 5 is added im- 

mediately following ti1. 179 — 4 to read as 
set forth below. 

i)1. 179 — 5 Effective date. 

In general, the provisions of t)ill. 179— 
1 through 1. 179 — 4 apply to property placed 
in service after December 31, 1980, in 

taxable years ending after such date. 
However, t)1. 179 — 2(d), relating to the ap- 
plication of the dollar limitation rules with 

respect to S corporations, shall be effec- 
tive for taxable years beginning after De- 
cember 31, 1982. 

Par. 4. Section 1. 263(a) — 1 is amended 

by redesignating paragraphs (c)(4) and (5) 
as (c)(5) and (6) respectively, and adding 
a new paragraph (c)(4) before redesig- 
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nated paragraph (c)(5) to read as set forth 
below. 

IJL263(a) — 1 Capital expenditures, in gen- 
eral 

(c) * ' * 

(4) Section 179 and II)1. 179 — 1 through 
1. 179-5, relating to election to expense 
certain depreciable business assets. 

Par. 5. Section 1. 263(a) — 3 is amended 

by redesignating paragraphs (b)(5), (6), 
(7), (8), (9), and (10) as (b)(6), (7), (8), 
(9), (10) and (11) respectively, and adding 
a new paragraph (b)(5) before redesig- 
nated paragraph (b)(6) to read as set forth 
below. 

111. 263(a) — 3 Election to deduct or capi- 
talize certain expenditures. 

(b) 
(5) Section 179 (election to expense 

certain depreciable business assets). 

Par. 6. Section 1. 1033(g) — 1 is amended 

by revising the fourth sentence of para- 
graph (b)(1) to read as set forth below. 

III. 1033(g) — 1 Condemnation of real prop- 
erty held for productive use in trade or 
business or for investment. 

(b) Election to treat outdoor advertis- 

ing displays as real property — (1) * * * No 
election may be made with respect to any 

property for which (i) the investment credit 
under section 38 has been claimed, or (ii) 
an election to expense certain depreciable 
business assets under section 179(a) is in 

effect. 

rJ1. 1245 — 2 [Amended] 

Par. 7. The second sentence of para- 

graph (a)(3) of II L1245 — 2 is amended by 
removing "additional first-year deprecia- 
tion allowance for small business" and 

adding in its place "expense allowance 
(additional first-year depreciation allow- 

ance for property placed in service before 
January 1, 1981). " 

JAMES I. OWENS) 

Acting Commissioner of 
Internal Revenue. 

Approved December 16, 1986. 

J. ROGER MENTZ, 

Assistant Secretary 

of Treasury. 
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(Filed by the Office of the Federal Register on Jan- 

uary 5, 1987, at 8:45 a. m. , and published in the 

issue ol' the Federal Register for January 6, 1987, 
52 F. R. 409) 

26 CFR 1. 179-2: Dollar limitation. 

Final regulations under section 179 relate ro the 

election ro expense certain depreciable business as- 

sets. See T. D. 8121, page 92. 

26 CFR 1. 179-3: Definitions. 

Final regulations under section 179 relate to the 
election io expense certain depreciable business as- 

sets. See T. D. 8121, page 92. 

26 CFR 1. 179-4t Time and manner of making elec- 

tion. 

Final regulations under section 179 relate io the 
election io expense certain depreciable business as- 

sets. See T. D. 8121, page 92. 

26 CFR 1. 179-5: Effective date. 

Final regulations under section 179 relate ro the 
election ro expense certain depreciable business as- 

sets. See T. D. 8121, page 92. 

Part IX. — Items Isot Qaductible 

Section 263A;Capitalization and Inclusion 

in Inventory Costs of Certain Expenses 

26 CFR 1. 263A-tri Capitalization and inclusion in 
inventory of costs of certain expenses. 

T. IJ. 8131 
TITLE 26. — INTERNAL REVENUE. — 
CHAPTER 1, SUBCHAPTER A, 

SUBCHAPTER H, PART 1 — INCOME 
TAX; TAXABLE YEARS BEGINNING 
AFTER DECEMBER 31, 1953; Part 
602 — OMB CONTROL NUMBERS 
UNDER THE PAPERWORK 
REDUCTION ACT 

Capitalization and Inclusiolt in Inventory 
of Certain Costs 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Temporary Regulations. 

SUMMARY: This document contains 
temporary regulations relating to ac- 
counting for costs incurred in producing 
and acquiring property for resale. In ad- 
dition, the text of the temporary regula- 
tions set forth in this document also serves 
as the text of the proposed regulations 
cross-referenced in the Notice of Pro- 
posed Rulemaking a a ' page 808, this 
Bulletin. Changes to the applicable tax law 

were made by the Tax Reform Act of 
1986. 

DATES: In general, the amendments are 
effective for costs incurred after Decem- 
ber 31, 1986 or, in the case of inventories, 
for taxable years beginning after Decem- 
ber 31, 1986. 

FOR FURTHER INFORMATION 
CONTACT: Paulette C. Galanko of the 
Legislation and Regulations Division, Of- 
fice of Chief Counsel, Internal Revenue 
Service, 1111 Constitution Avenue, N. W. , 
Washington, D. C. 20224 (Attention: 
CC:LR: T), (202) 566-3288, not a toll-free 
call. 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

This document contains amendments 
to the Income Tax Regulations (26 CFR 
Part 1) under sections 174, 263, 263A, 
446, 471, and 1502 of the Internal Rev- 
enue Code of 1986. These amendments 
conform the regulations to the require- 
ments of section 803 of the Tax Reform 
Act of 1986 (Pub. L. 99 — 514), 100 Stat. 
2085 (the "Act"). The temporary regu- 
lations contained in this document will re- 
main in effect until additional temporary 
or final regulations are published in the 
FEDERAL REGISTER. 

UNIFORM COSTING RULES 

Under prior law, the type and amount 
of costs required to be absorbed or cap- 
italized by taxpayers engaged in the pro- 
duction of property were determined under 
various sections of the Internal Revenue 
Code and regulations. As a result, differ- 
ent rules applied to the costs incurred in 
the production of property depending on 
the type of property produced and the 
intended use of the property in connec- 
tion with the taxpayer's activities. In some 
cases, costs incurred in producing prop- 
erty were permitted to be deducted cur- 
rently, rather than being properly matched 
with the future income associated with that 
property. Thus, for example, production 
costs were permitted to be deducted cur- 
rently, rather than being recovered when 
the related property was sold or used in 
the course of the taxpayer's trade or busi- 
ness. Similarly, costs incurred in the ac- 
quiring, handling, and storage of property 
(including property acquired by the tax- 
payer for resale to others) were frequently 
allowed to be deducted currently rather 
than being properly matched with the ap- 
propriate income, 



In response to this disparity in treat- 
ment, section 263A was added to the Code 
to provide a uniform set of rules to be 
applied in determining the costs required 
to be capitalized or included in inventory 
costs. (For purposes of this preamble and 
the regulations, the term "capitalize" shall, 
except as provided to the contrary, denote 
the capitalization of costs, i. e. , the charg- 
ing of costs to capital account or basis, as 
well as the addition or absorption of costs 
to items of inventory). Except as pro- 
vided, these rules apply to all costs in- 
curred in connection with the production 
of real and personal tangible property to 
be held in inventory or held for sale in 
the ordinary course of business. The rules 
also apply to the production of other 
property, including property or improve- 
ments to property constructed by a tax- 

payer for use in its trade or business or 
in an activity engaged in for profit. Fi- 
nally, in the case of property acquired for 
resale, these rules generally apply to costs 
incurred for the storage, purchase, re- 
packaging or processing of such property, 
including an allocable amount of general 
and administrative costs. 

TREATMENT OF CERTAIN COSTS 

The temporary regulations do not ap- 
ply to tangible drilling and development 
costs of oil and gas or geothermal wells 
allowable as a deduction under section 
263(c) or development costs of mineral 
properties allowable as a deduction under 
sections 616(a) and 617(a) of the Code. 

Similarly, the temporary regulations 
generally do not apply to property pro- 
duced by a taxpayer pursuant to a long- 
term contract. Section 460 of the Code, 
enacted into law under section 804 of the 
Act, determines the federal income tax 
treatment of long-term contracts, Never- 
theless, these temporary regulations pro- 
vide guidance with respect to two aspects 
of the treatment of long-term contracts. 
First, section 460(c)(3) of the Code pro- 
vides that production interest shall be al- 
located to long-term contracts in the same 
manner as interest is allocated to property 
produced by the taxpayer under section 
263A(f). Second, these regulations apply 
to costs incurred by a taxpayer (e. g. , in- 

terest and administrative costs), with re- 

spect to property produced by a contractor 
for the taxpayer under a long-term con- 
tract. 

Section 263A does not apply to the 
growing of timber as defined under prior 
law. For this purpose, the definition of 

timber includes evergreen trees that are 
more than six years old when severed from 

the roots (whether or not such trees are 
sold for ornamental purposes). In the case 
of timber, the law in effect prior to the 
enactment of section 263A is to continue 
to apply with respect to the determination 
of the costs that are to be treated as de- 

ductible and those that are required to be 
charged to capital accounts. 

INTEREST 

Interest expense paid or incurred in the 
course of production is included in the 
costs required to be capitalized under sec- 

tion 263A. The temporary regulations 
contain general rules relating to the al- 

location of interest with respect to pro- 
duction activities under the "avoided cost" 
concept. Detailed regulations relating 
specifically to the allocation of interest ex- 
pense under section 263A will be issued 
in a separate document. 

TANGIBLE AND INTANGIBLE 
PROPERTY 

In the case of production activities, the 
rules contained in the temporary regula- 
tions apply to costs allocable to the pro- 
duction of real and tangible personal 
property. With respect to costs incurred 
in connection with property acquired for 
resale, the rules apply to both tangible 
and intangible property. (For example, 
the rules contained in the temporary reg- 
ulations apply to persons acquiring se- 
curities or commodity contracts described 
in section 1221(l) for resale to others). For 
purposes of these regulations, films, re- 
cordings, video tapes, books and other 
similar property are treated as tangible 
personal property, and thus are subject 
to the capitalization rules regarding pro- 
duction of tangible personal property. 
These regulations are not intended to pro- 
vide guidance (under prior or present law) 
as to whether the subject matter of a par- 
ticular production activity is to be treated 
as a tangible or intangible asset for other 
purposes of the Code. 

Under the new rules, the costs of pro- 
ducing films, recordings, video tapes, 
books, and other similar property must 
be capitalized under the provisions of sec- 
tion 263A. For example, as the legislative 
history to the Act provides, "the uniform 
capitalization rules apply to the costs of 
producing a motion picture or researching 
and writing a book. " H. R. Rep. No. 99— 
841 (Conf. Rep. ), 99th Cong. , 2d Sess. 
II — 308, n. I (1986) (the "Conference Re- 
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port"). The capitalization requirements 
of section 263A apply to these properties 
regardless of whether the costs of these 
properties are treated as intangible or tan- 

gible costs under other provisions of the 
Code (e. g. , the provisions regarding the 
availability of investment tax credit). Thus, 
for example, the costs of producing a book 
(including teaching aids, and other similar 

properties) which are required to be cap- 
italized under section 263A include, with- 

out limitation, prepublication expenditures 
of publishers, such as payments made to 
the authors of literary works, as well as 
costs incurred by the publishers in the 
writing, editing, compiling, illustrating, 
designing, and development of books or 
similar property. Such costs are to be cap- 
italized under section 263A regardless of 
whether such costs relate to the produc- 
tion of the manuscript or copyright of a 
book, as opposed to the physical costs 
(e. g. , paper and ink) of printing and bind- 
ing a book. Moreover, although research 
and experimental expenditures within the 
meaning of section 174 are not subject to 
the capitalization rules of section 263A, 
capitalization of prepublication expendi- 
tures with respect to books and similar 
properties is consistent with the definition 
of research and experimental expendi- 
tures in the existing regulations under sec- 
tion 174. See section 1. 174-2(a)(1) of the 
Income Tax Regulations, which provides 
that the term "research and experimental 
expenditures" does not include expendi- 
tures incurred for research in connection 
with literary, historical, or similar proj- 
ects. 

Section 2119 of the Tax Reform Act of 
1976 (Pub. L. 94-455) (the "1976 Act") 
provides that any regulations issued after 
the date of enactment of such Act dealing 
with the application of various Code sec- 
tions (including sections 174 and 263) to 
prepublication expenditures "shall apply 
only with respect to taxable years begin- 

ning after the date on which such regu- 
lations are issued. " Section 2119 of the 
1976 Act (90 Stat. 1912) was not amended 
in the Tax Reform Act of 1986 to expand 
this restriction on effective dates to in- 

clude regulations applying 263A. More- 
over, in enacting section 263A of the Code, 
Congress simultaneously repealed section 
280 of the Code, which dealt with ex- 
penditures incurred by individuals and 
certain entities in the production of books 
and other properties. The repeal of sec- 
tion 280, the legislative history to section 
263A applying the provisions of section 
263A to the costs of "researching and 
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writing a book, " and the statutory re- 
quirement to capitalize the costs of pro- 
ducing books as if they were tangible 
property, clearly evidence an intent to: 
(i) apply the uniform capitalization rules 
of section 263A to the costs of producing 
books (indicating that such costs are not 
allowable as a deduction under section 
174 because section 263A is not applicable 
to such deductions); and (ii) expand the 
persons subject to these capitalization rules 
beyond the range of section 280 which 
only applied to individuals and certain 
entities. 

If, and to the extent, that section 2119 
of the 1976 Act would otherwise contra- 
vene the clear Congressional intent un- 

derlying section 263A of the Tax Reform 
Act of 1986 regarding the production of 
books, then section 263A, the more re- 

cent expression of Congressional intent, 
is properly viewed as the legally deter- 
minative provision and section 2119 is 

viewed as modified, accordingly. 
Thus, based on the foregoing, section 

263A is applicable to all prepublication 
expenditures with respect to costs in- 

curred after December 31, 1986, in tax- 
able years ending after such date. If such 

prepublication expenditures relate or per- 
tain to inventory property, section 263A 
shall apply to taxable years beginning after 
December 31, 1986, and shall require a 

change in method of accounting necessi- 
tating, for example, an adjustment under 
section 481. 

SEPARATE TRADE OR BUSINESS 

Under the regulations, taxpayers may 
elect the use of various simplified methods 
and other procedures with respect to each 
trade or business of the taxpayer. The reg- 
ulations clarify that, for purposes of these 
provisions, activities of the taxpayer shall 

not constitute a separate trade or business 

solely by reason of classification as a "nat- 
ural business unit" or a similar inventory 

pool. 

GROSS RECEIPTS EXCEPTION 

The new capitalization rules for per- 
sonal property acquired for resale do not 

apply if the taxpayer's average annual gross 
receipts for the three preceding taxable 
years are $10 million or less. This $10 mil- 

lion threshold test is not available with 

respect to real property acquired by the 

taxpayer for resale. The rules in effect 
before the enactment of section 263A to 
the Code continue to apply to taxpayers 
with average annual gross receipts of $10 
million or less. Aggregation rules to take 

into account the gross receipts of certain 

related parties are provided for purposes 
of this provision. 

PROPERTY ACQUIRED FOR 
RESALE 

Taxpayers acquiring real or personal 

property for resale are subject to the pro- 
visions of section 263A. Taxpayers ac- 

quiring such property may elect a simplified 

method of accounting for the costs re- 

quired to be capitalized under the tem- 

porary regulations (the "simplified resale 

method" ). The allocation rules applicable 
to production activities will apply to those 
taxpayers that acquire property for resale 
who do not elect to use the simplified re- 

sale method. Thus, absent the election of 
the simplified resale method, taxpayers 
acquiring property for resale are required 
to allocate the additional costs required 
to be capitalized under section 263A with 

the same degree of specificity as was re- 

quired of manufacturers of inventory un- 

der prior law. The regulations provide, 
however, that such taxpayers are gener- 
ally required to allocate the same types 
of costs (e. g. , costs pertaining to pur- 

chasing, handling, storage, and aflocable 
general and administrative activities) to 
property acquired for resale as taxpayers 
electing to use the simplified resale method. 
Moreover, the definitions of such costs 
under the simplified resale method are 
equally applicable to taxpayers acquiring 
property for resale although those tax- 
payers may not elect the use of such 
method. (In addition, pursuant to the leg- 
islative history of the Act, the regulations 
clarify that taxpayers producing property 
must also capitalize purchasing, handling 
and storage costs under section 263A). 

The costs required to be allocated to 
property acquired for resale under the 
simplified resale method relate to the costs 
incurred in connection with purchasing 
("purchasing"), handling, processing and 
repackaging (" handling" ), and off-site 
storage and warehousing ("storage") of 
such property. In addition, such costs in- 
clude the general and administrative costs 
allocable to these functions. The tempo- 
rary regulations provide guidelines for de- 
termining what costs are incurred in 
connection with these activities and the 
methods by which such costs are to be 
allocated to the property acquired and 
held. The temporary regulations contain 
examples that apply the simplified resale 
method to inventories in cases involving 
the use of both the last-in first-out 

(" LIFO" ) and the first-in first-out 
(" FIFO" ) methods. 

The simplified resale method as set forth 
in the temporary regulations generally 
follows the simplified method described 
in the legislative history of the Act (Con- 
ference Report at II 305 — 08). However, 
the simplified resale method differs from 
the simplified method set forth in the 
Conference Report in two minor respects. 
The differences between the two methods 
concern: (i) the inclusion of beginning in- 

ventory balances in determining certain 
allocation ratios under the simplified 
method; and (ii) the allocation ratio used 
to apportion general and administrative 
expenses. 

The simplified method set forth in the 
Conference Report provides that the al- 

location ratio for apportioning storage costs 
and handling costs shall be determined by 
dividing (i) the amount of such costs, by 

(ii) beginning inventory balances and gross 
purchases during the year. The simplified 
resale method as set forth in the tempo- 
rary regulations provides that the denom- 
inator of the fraction, as described above, 
shall consist only of gross purchases dur- 

ing the year. Beginning inventory bal- 
ances are excluded from the calculation 
of the allocation ratio in the simplified 
resale method. 

This change has been made to provide 
consistency with the treatment of begin- 
ning inventory balances under the sim- 

plified resale method. Under both versions 

of the method, storage and handling costs 
incurred during the year are only allo- 
cated to units in ending inventory which 
are not viewed as being present in begin- 
ning inventory for the year in question. 
Thus, for example, with respect to a LIFO 
taxpayer, such costs are allocated to units 
in the LIFO "increment" for such year. 
Similarly, with respect to a FIFO tax- 
payer, such costs are allocated only to the 
extent that units in ending inventory are 
treated as being purchased during the year 
under the FIFO cost flow assumption. In- 
clusion of beginning inventory balances in 

the denominator of the allocation fraction 
would be justified only if storage and han- 

dling costs were viewed as benefitting, and 

being incurred by reason of, units in be- 

ginning inventory. However, such a view 

is inconsistent with the determination that 
beginning inventory balances do not ac- 

cumulate accretions of annual storage and 

handling costs. Accordingly, the simpli- 

fied resale method differs from the sim- 

plified method in the Conference Report 
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with respect to the determination of these 
allocation ratios. 

The simplified resale method also dif- 
fers from the method provided in the 
Conference Report with regard to the al- 
location of general and administrative ex- 
penses that are afiocable in part to storage, 
purchasing, and handling activities, and 
in part to activities for which capitaliza- 
tion is not required under the simplified 
method (" mixed service costs"). The 
Conference Report provides that mixed 
service costs shall be allocated to activities 
based on the ratio of payroll costs in- 

curred in a particular function divided by 
the taxpayer's total gross payroll costs. 
This procedure requires the denominator 
of the allocation fraction to include pay- 
roll costs which are themselves mixed ser- 
vice costs. The inclusion of mixed service 
costs in the denominator would imply that 
costs qualifying as mixed service costs are 
being allocated, in part, to such mixed 
service costs themselves. Such a result 
would only be appropriate if such amounts 

initially allocated were eventuafly real- 
located to either activities subject, or not 

subject, to capitalization. However, the 
mechanics of the simplified method in the 
Conference Report do not provide for any 
such reallocation procedure, but rather 
only require an initial allocation of service 
costs to the activities of the taxpayer. Based 
on the foregoing, the simplified resale 
method provides that the labor costs of 
mixed service functions are subtracted from 

the denominator of the allocation fraction 
which is used to determine the amount of 
mixed service costs allocable to activities 
subject to capitalization. In addition, the 
simplified resale method contains a "de 
minimis" rule to be used in determining 
whether the cost of a particular activity is 

a mixed service cost under the regula- 
tions. 

The Conference Report provides that 
"the simplified method provided under 

rules of regulations generally will follow 

the examples. . . [contained in the Con- 
ference Report] and that, until rules or 
regulations are issued, taxpayers may rely 

on these examples. " Conference Report 
at II — 305. Additionally, the Conference 
Report provides, that "[t]he Treasury De- 

partment may modify the simplified 
method or permit the use of other meth- 

ods by rules or regulations. " The changes 

made to the simplified method in the tem- 

porary regulations are changes of a tech- 

nical and minor nature that do not alter 
the general mechanics of the method or 

the simplifying assumptions underlying its 

use. In light of the publication of these 

temporary regulations, taxpayers electing 

to use the simplified method for property 

acquired for resale are required to use the 

simplified resale method as provided herein 

in determining their taxable income for 
their taxable years beginning after De- 

cember 31, 1986, and in determining their 

estimated tax payments for all periods in 

such years. The election to use the sim- 

plified resale method shall be made sep- 

arately with respect to each trade or 

business of the taxpaver. 

INVENTORIES 

For taxable years beginning after De- 
cember 31, 1986, the temporary regula- 

tions require a restatement or revaluation 

of beginning inventory balances to reflect 

the additional amounts required to be in- 

cluded in inventory costs under the uni- 

form capitalization rules. Goods on hand 

as of the effective date are to be revalued 
as if the new capitalization rules had been 

in effect for all prior periods; such reval- 

uation is treated as a change in the tax- 
payer's method of accounting for inventory 

costs. For taxpayers using the "dollar- 
value" LIFO method of valuing inven- 

tories, the revalued year prior to the year 
of change will become the new base year 
for purposes of determining future in- 

dexes. 
For taxpayers required to change their 

method of accounting under the tempo- 
rary regulations, sufficient data required 
to make an accurate revaluation of all costs 
or layers in a taxpayer's inventory may be 
unavailable or difficult to obtain. For ex- 

ample, in cases where goods held in in- 

ventory are no longer produced by the 
taxpayer or the taxpayer is treated as hav- 

ing acquired or produced an item of in- 

ventory a number of years prior to the 
date of revaluation, the taxpayer may not 
have the information necessary to com- 

pute the actual amount of additional costs 
allocable to such inventory items. For this 
reason, the temporary regulations pro- 
vide rules that permit certain taxpayers to 
estimate the costs to be used in the re- 
valuation of inventory costs or layers that 
relate to prior periods. 

With respect to LIFO taxpayers re- 

quired to account for the costs of pro- 
ducing inventory or acquiring property for 
resale under section 263A, it is intended 
that the provisions of prior law be con- 
tinued with respect to the circumstances 
whereunder a LIFO election may be dis- 
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allowed or terminated. Thus. for exam- 

ple, in determining inventory cost for the 

year of a LIFO election and any subse- 

quent year, the failure to include (or ex- 

clude) an item cost as required by section 
263A will not warrant disallowance of ter- 

mination of a LIFO election. (See Rev- 

enue Procedure 79 — 23, 1979 — 1 C. B. 564). 
Similarly, it is intended that the allocation 
of costs under section 263A shall not re- 

sult in a violation of the "LIFO conform- 

ity requirement" in section 1. 472 — 2 of the 
Income Tax Regulations in situations 
where a similar allocation of production 
costs under section 1. 471 — 11 of the In- 
come Tax Regulations (the "full absorp- 
tion" regulations) would not result in any 
such violation. 

SIMPLIFIED PRODUCTION 
METHOD 

Taxpayers producing inventory prop- 
erty may elect a simplified method of ac- 
counting for the costs required to be 
allocated under the temporary regula- 
tions (the "simplified production 
method" ). Absent the election of the sim- 

plified production method, taxpayers are 
required to allocate additional costs re- 

quired to be capitalized under section 263A 
with the same degree of specificity as was 

required of inventoriable costs under prior 
law. The simplified production method 
shall be treated as a method of accounting 
under the Code. Once a taxpayer has cho- 
sen either the simplified production 
method, or the methods generally avail- 
able to producers of property under the 
Code, such taxpayer may not change its 
method without obtaining the permission 
of the Commissioner. 

The simplified production method is 
similar to the simplified resale method 
available to taxpayers acquiring property 
for resale. Under the simplified produc- 
tion method, a taxpayer shall determine 
all of the additional costs (other than in- 

terest expense) which are required to be 
included by the taxpayer in inventoriable 
costs for the year under section 263A and 
the regulations (the "additional section 
263A costs"). (Interest, however, shall be 
excluded from the additional section 263A 
costs under the simplified production 
method and allocated separately). The 
amount of the additional section 263A costs 
shall vary with respect to each taxpayer, 
depending on the amount and types of 
costs that such taxpayer included in the 
computation of inventoriable costs under 
prior law. The additional section 263A 
costs shall then be allocated to inventory 
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based on the ratio (the "absorption ra- 
tio") of such costs to the taxpayer's total 
"section 471 costs" incurred for the year 
under the taxpayer's method of account- 
ing. The taxpayer's "section 471 costs" 
are defined as the costs required to be 
included in inventoriable costs by the tax- 
payer under the full absorption regula- 
tions. The taxpayer shall determine the 
additional section 263A costs to be allo- 
cated to ending inventory by multiplying 
the absorption ratio by the amounts con- 
tained in the taxpayer's ending section 471 
inventory balance which are treated as costs 
incurred during the current year under the 
taxpayer's method of accounting. The 
taxpayer's "section 471 inventory bal- 
ance" is defined as the inventory balance 
of the taxpayer's section 471 costs at the 
specified point in time. The temporary 
regulations contain examples which pro- 
vide guidance to taxpayers regarding the 
application of the simplified production 
method. 

For purposes of the simplified produc- 
tion method, taxpayers will initially cal- 
culate their inventory balances without 
regard to the new uniform capitalization 
rules. Taxpayers will then determine the 
amounts of additional section 263A costs 
that must be capitalized, and add such 
amounts, along with amounts of addi- 
tional section 263A costs contained in be- 

ginning inventory balances (where 
appropriate), to their preliminary inven- 

tory balances to determine their final bal- 
ances. Thus, for example, with respect to 
a taxpayer using the LIFO method, the 
calculation of a particular year's LIFO in- 

dex will be made without regard to the 
new capitalization rules. However, costs 
capitalized under the simplified produc- 
tion method will be added to the LIFO 
layers applicable to the various years for 
which the costs were accumulated. Al- 

though the additional section 263A costs 
are not included with the taxpayer's sec- 
tion 471 costs in calculating a particular 
year's LIFO index, the additional section 
263A costs shall be treated as inventory 
costs for all purposes of the Code. Thus, 
for example, with respect to a FIFO tax- 

payer which properly elects to value its 

inventory at the lower of cost or market 

(as described in section 1. 471 — 2(c) of the 
Income Tax Regulations), the additional 
section 263A costs which are applicable 
to the taxpayer's section 471 costs shall 

be treated as costs of inventory for pur- 

poses of determining: (i) whether the cost 
of inventory exceeds its market value; and 

(ii) the amount of the reduction in the 
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which is not described in Section 1221(1). 
Similarly, the simplified production method 
is not available with respect to property 
produced under a long-term contract even 
though an inventory method may be used 

by the taxpayer to account for such pro- 
duction. Finally, the simplified produc- 
tion method is not available to taxpayers 
acquiring property for resale who do not 
elect to use the simplified resale method, 
and thus are required to use the general 
rules applicable to the production of 
property. 

In the case of a single trade or business 

that consists of operations including both 

the production of property and the ac- 

quisition of property for resale, the sim- 

plified production method, if elected, must 

be applied with respect to all operations 
of that trade or business. In such a case, 
a taxpayer is not permitted to apply the 
simplified production method to only a 
portion of the operations of such trade or 
business; moreover, the taxpayer may not 

apply the simplified resale method to any 
portion of such trade or business. 

The election to use the simplified pro- 
duction method shall be made separately 
with respect to each trade or business of 
the taxpayer. 

The temporary regulations provide a 
simplified method for producers of prop- 
erty in order to reduce the administrative 
costs of taxpayer compliance with the cap- 
italization requirements of Section 263A 
while preserving the statute's basic pur- 
pose to apply uniform capitalization rules 
to the costs of producing property. The 
Internal Revenue Service welcomes com- 
ments and suggestions as to how the sim- 

plified production method may be 
improved to accomplish these objectives 
most adequately. 

inventory cost which is allowed under the 
regulations to value the inventory at mar- 

ket. 

The determination by a taxpayer of its 

section 471 costs under the simplified pro- 
duction method shall be made by refer- 

ence to the methods of accounting used 

by such taxpayer immediately prior to the 
effective date of the Act. Any change in 

the determination of section 471 costs 
which would constitute a change in method 

of accounting under law prior to the Act 
shall be deemed to constitute a change in 

method of accounting under section 263A, 
and is thus subject to all requirements of 
law regarding such change. 

Taxpayers may elect to use the simpli- 

fied production method with respect to 
the production of inventory property. In 
addition, taxpayers may elect to use the 
simplified production method with re- 

spect to production of property which is 

held primarily for sale to customers in the 
ordinary course of the taxpayer's busi- 

ness, although that property may not 
qualify as inventory property under the 
Code (e. g. houses constructed by a builder 
and offered for sale to customers). With 
respect to a taxpayer eligible to use the 
simplified production method, but which 

properly does not account for its produc- 
tion costs under the full absorption reg- 
ulations, the term "section 471 costs" as 
used above, shall be defmed as the costs 
required to be allocated to production un- 

der the taxpayer's method of accounting 
immediately prior to the effective date of 
the Act. 

The simplified production method is 
designed to alleviate the administrative 
burdens of complying with the new cap- 
italizat. 'on rules in situations where mass 
production of assets occurs on a repetitive 
and routine basis, with a typically high 
"turnover" rate for the produced assets. 
Such a production process is especially 
amendable to the simplified production 
method, which essentiafiy allows alloca- 
tion of additional section 263A costs to 
the aggregate inventory balances of the 
taxpayer based on the aggregate "turn- 
over" rate of the taxpayer's inventory. 
Based on the foregoing, the simplified 
production method is not appropriate for 
use in accounting for casual or occasional 
production of property. Thus, the sim- 
plified production method may not be uti- 
lized with respect to property cons;ructed 
by a taxpayer for use in its trade or busi- 
ness (" self-constructed" property), or any 
other property produced by a taxpayer 

GENERAL AND ADMINISTRATIVE 
EXPENSES — SIMPLIFIED METHOD 

The temporary regulations also pro- 
vide a simplified procedure (the "simpli- 
fied service cost method") for determining 
the amount of certain indirect costs which 
are required to be allocated by the tax- 
payer to inventory production under sec- 
tion 263A. The simplified service cost 
method shall be treated as a method of 
accounting under the Code. Once a tax- 

payer has chosen either the simplified ser- 

vice cost method, or other methods 
available for allocating such costs, such 

taxpayer may not change its method of 
accounting without obtaining the permis- 

sion of the Commissioner. The simplified 

service cost method shall only be used to 



determine the total amount of certain in- 
direct costs which are required to be al- 
located to inventory production under 
section 263A ("inventoriable mixed ser- 
vice costs"). The allocation of such indi- 
rect costs to particular items of inventory 
shall be made pursuant to other methods 
allowed under the temporary regulations. 

The amount of inventoriable mixed 
service costs for a particular taxable year 
shall be determined by multiplying (i) the 
total mixed service costs of the taxpayer 
incurred in the particular trade or busi- 
ness for such year, by (ii) the ratio of (a) 
(aH of the taxpayer's production costs in- 
curred during the year excluding aH mixed 
service costs and afi interest, to (b) aH of 
the taxpayer's costs of operations in- 
curred during such year excluding aH mixed 
service costs and aH interest). For pur- 
poses of this procedure, aH of the tax- 
payer's production costs incurred during 
the year include aH of the inventoriable 
costs incurred in the particular trade or 
business as determined under section 263A 
and this section. Thus, for example, such 
costs include aH of the taxpayer's section 
471 costs, in addition to aH of the tax- 
payer's additional section 263A costs. 

In addition, for purposes of this pro- 
cedure, aH of the taxpayer's costs of op- 
erations incurred during the taxable year 
include afi of the taxpayer's production 
costs incurred during the year, in addition 
to afi of the taxpayer's other costs of op- 
erations incurred in the particular trade 
or business. Such costs include, but are 
not limited to (i) salaries and related costs 
of aH personnel, (ii) aH depreciation taken 
for federal income tax purposes, (iii) re- 
search and experimental expenses, and (iv) 
selling, marketing and distribution ex- 
penses. Such costs of operation shall not 
include however, federal, state, or local 
income taxes (or taxes similar to income 
taxes, e. g. , franchise taxes assessed on in- 

come). The regulations contain examples 
which provide guidance as to the appli- 
cation of the simplified service cost method. 

The indirect costs for which the sim- 

plified service cost method may be used 
are indirect general and administrative 
costs which directly benefit, or which are 
incurred by reason of the performance of 
the inventory production activities of the 
taxpayer, but which also benefit other ac- 
tivities of the taxpayer which are not in- 

ventory production activities. For purposes 
of this provision, such costs shall be de- 

fined as "mixed service costs. " The sim- 

plified service cost method, however, shall 

not be used with respect to mixed service 

costs which the taxpayer is properly al- 

locating under its method of accounting 
(prior to the Act) to production activities 
under the full absorption regulations. Such 
general and administrative costs are out- 
side the scope of this provision, and shall 
be allocated to production activities under 
the general provisions of this section. 

In addition, mixed service costs do not 
include indirect costs which directly ben- 

efit or which are incurred by reason of the 
production activities of the taxpayer, if 
such costs do not benefit other activities 
to any extent ("production service costs"). 
Moreover, mixed service costs do not in- 

clude indirect costs which do not directly 
benefit and are not incurred by reason of 
the taxpayer's inventory production ac- 
tivities to any extent (" policy service 
costs"). 

In determining whetner indirect costs 
shall be treated as production service costs 
or policy service costs, the predominant 
nature of the indirect costs shall be the 
controlling factor. For purposes of this 
method, the predominant nature of a in- 

direct cost shall be viewed as attributable 
to a particular activity if 90% or more of 
that cost directly benefits, or is incurred 

by reason of, such activity. In such a case, 
the taxpayer shall disregard the portion 
of the cost which is attributable to the 
activities which are not predominant. For 
example, assume that 90% of the costs of 
a particular department directly benefit, 
or are incurred by reason of the taxpayer's 
inventory production activities. For pur- 
poses of this method, the taxpayer shaH 
treat 100% of the costs of the department 
as if such costs were production service 
costs. Similarly, assume that 90% of the 
costs of a particular department directly 
benefit, or are incurred by reason of the 
taxpayer's policy making activities. For 
purposes of this method, the taxpayer shall 
treat 100% of the costs of the department 
as if such costs were policy service costs. 

Taxpayers engaged in production of in- 

ventory may incur mixed service costs 
which are allocable to more than one trade 
or business. In such a case, the amount 
of mixed service costs which are allocable 
to the particular trade or business for which 
the simplified service cost method has been 
elected, shall be determined using any 
reasonable allocation method generally 
allowed under these regulations. Similar 
rules shall apply to the taxpayer's cost of 
operations which are incurred in more than 
one trade or business. 

A taxpayer may elect to use the sim- 
plified service cost method regardless of 

Section 263A 

whether such taxpayer elects to use the 
simplified production method. Thus, for 
example, a taxpayer may determine its 
inventoriable mixed service costs under 
the simplified service cost method, and 
then allocate such mixed service costs to 
its production activities under the general 
provisions of the regulations. In such a 
situation, the taxpayer shall allocate in- 

ventoriable mixed service costs based on 
any reasonable allocation procedure al- 

lowed under the regulations. In the case 
of a taxpayer that elects to use the sim- 

plified production method and also elects 
to use the simplified mixed service cost 
method, the amount of inventoriable mixed 
service costs shall be included with the 
additional section 263A costs, and allo- 
cated to ending inventory based on the 
procedures required under the simplified 
production method. Taxpayers may elect 
to use the simplified service cost method 
only with respect to production of the same 

types of property for which an election 
may be made to use the simplified pro- 
duction cost method, i. e. , inventory prop- 
erty and property held primarily for sale 
to customers in the ordinary course of 
business. 

The election to use the simplified ser- 
vice cost method shall be made separately 
with respect to each trade or business of 
the taxpayer. 

FARMING BUSINESSES 

The provisions of the temporary reg- 
ulations also apply to property produced 
in a farming business. In general, the tem- 

porary regulations apply to costs allocable 
to the production of property with a "pre- 
productive period" that exceeds two years. 
Taxpayers required to use an accrual 
method of accounting under sections 447 
and 448(a)(3), however, must allocate costs 
under section 263A and the temporary 
regulations without regard to the pre- 
productive period of the property pro- 
duced. The temporary regulations permit 
the use of the farm-price method and the 
unit-livestock-price method ("unit-live- 
stock method") in accounting for the costs 
allocable to property produced in a farm- 
ing business. A special rule, described be- 
low, is provided for tax shelters using the 
unit-livestock method. 

Under the unit-livestock method as 
currently applied under section 1. 471 — 6 of 
the Income Tax Regulations, no increase 
in unit cost is required in the taxable year 
of purchase for certain animals which are 
purchased during the last six months of 
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such taxable year. As a result, in some 
cases the use of the method may not result 
in an adequate allocation of costs con- 
sistent with the principles of section 263A, 
particularly in the case of tax shelters where 
anticipated tax consequences are likely to 
play a significant role in the determination 
of when to purchase livestock. 

Thus, the temporary regulations pro- 
vide that tax shelters using the unit-live- 
stock method of accounting must include 
in inventory the annual cost increment for 
all animals purchased during the taxable 
year, including those purchased during the 
last six months of the taxable year. For 
purposes of this provision, the term "tax 
shelter" is defined as any tax shelter re- 
quired to use an accrual method of ac- 
counting under section 448(a)(3). 

Section 263A(d)(3) allows certain tax- 
payers to elect not to have the provisions 
of section 263A apply to any plant or an- 

imal produced in any farming business 
carried on by such taxpayer. The election 
procedures are described in detail in the 
temporary regulations relating to elec- 
tions under the Tax Reform Act of 1986 
(Section 5h. 5(c) of the Income Tax Reg- 
ulations). In addition, the temporary reg- 
ulations under section 263A herein provide 
guidance with respect to various features 
of the election, including the determina- 
tion of eligibility for the election, and the 
effect of such election on the farming 
businesses of the taxpayer. 

Under the election procedures, tax- 

payers may elect to account for farming 
production costs under the rules in effect 
before the enactment of section 263A 
subject to certain conditions relating to 
the cost recovery of property used in any 
farming business of the taxpayer and the 
treatment upon disposition of the prop- 
erty being produced in the business. The 
election not to have section 263A apply 
is effective as to all the farming activities 
of the electing taxpayer. 

Section 263A does not apply to costs 
incurred on or after October 22, 1986, by 
certain taxpayers for replanting edible 
crops lost or damaged by reason of var- 

ious types of casualty. The temporary reg- 
ulations provide guidance with respect to 
this provision. Persons, other than the 
taxpayer that owned the property at the 
time of loss or damage, are permitted to 
deduct costs of replanting if certain own- 

ership and participation criteria are met. 

PRACTICAL CAPACITY 

Under section 1. 471 — 11(d)(4) of the full 

absorption regulations applicable to man- 
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utilization of the funding standards under 
section 412 in determining the nature of 
pension costs for purposes of section 263A. 
(See S. Rep. No. 99 — 313, 99th Cong. , 2d 
Sess. at 142 — 43 (1986)). Accordingly, the 
Internal Revenue Service is presently 
considering this matter, and may revise, 
at some future date, the regulations under 
section 263A defining past service costs 
for purposes of the uniform capitalization 
rules. Alternative provisions under con- 
sideration include the utilization, in whole 

or in part, of financial reporting standards 

in determining past service costs. Any 
amendments to these regulations which 

alter the determination of past service costs 
under section 263A will be applied in a 
prospective manner, i. e. , with respect to 
costs incurred after the publication of such 

amendments (or, in the case of inventory 

property, with respect to taxable years be- 

ginning after the publication of such 
amendments). 

ufacturers of inventory under prior law, 

taxpayers were permitted to use the 
"practical capacity concept" in determin- 

ing the amounts of fixed indirect produc- 

tion costs which were subject to inclusion 

in ending inventory. Under the practical 

capacity concept, taxpayers were re- 
quired to apportion only a percentage of 
their fixed indirect production costs to units 

of production; this percentage corre- 
sponded to the percentage of productive 

capacity at which the particular manufac- 

turing facility was operating. The remain- 

ing amounts of fixed indirect production 
costs were then currently deducted by the 

taxpayer. 
The temporary regulations do not pro- 

vide guidance with respect to the availa- 

bility of the practical capacity concept 
under the uniform capitalization rules of 
section 263A. The Internal Revenue Ser- 
vice is considering this issue and will pro- 
vide future guidance with respect to the 
practical capacity concept under section 
263A. It is possible that the forthcoming 
regulations will prohibit the use of the 
practical capacity concept under section 
263A, subject to the effective date pro- 
visions of section 803(d)(2) of the Act 
generally applicable to inventory prop- 
erty. 

The fact that these temporary regula- 
tions provide no guidance with respect to 
the practical capacity concept under sec- 
tion 263A creates no inference as to the 
availability of the concept in accounting 
for costs under a long-term contract under 
sections 451 or 460 of the Code. 

ALLOCATION METHODS 

In accordance with the legislative his- 

tory of the Act, the temporary regulations 
provide cost capitalization rules that are 
consistent with the rules contained in sec- 
tion 1. 451 — 3 of the Income Tax Regula- 
tions and permit the use of cost allocation 
methods similar to those described in sec- 
tions 1. 451 — 3 and 1. 471 — 11 of the regu- 
lations. In general, the temporary 
regulations provide that indirect costs are 
to be allocated to property using methods 
that result in a reasonable allocation of 
costs to and among activities, including 
the specific identification method, the 
standard cost method, and methods using 
burden rates. Allocations of administra- 
tive, service, or support costs that benefit 
or are incurred by reason of an activity 
are to be made on the basis of a factor or 
relationship that reasonably relates such 
costs with the benefit provided to the ac- 
tivity. The temporary regulations permit 
the use of any reasonable method of al- 

locating general and administrative costs 
that is consistently applied. 

PENSION COSTS — PAST SERVICE 
COSTS 

ALLOCATIONS BETWEEN 
RELATED PARTIES 

The temporary regulations provide 
guidance with respect to the providing of 
any good or service ("item") between re- 
lated parties if such item is required to be 
capitalized by the recipient taxpayer un- 

der section 263A and if such item is pro- 
vided at a price which is less than an "arm' s 
length" charge. The temporary regula- 

tions require that both the taxpayer and 

Under the temporary regulations, con- 
tributions paid to or under a pension or 
annuity plan which are allowable under 
section 404 (and section 404A if appli- 
cable), are not subject to the capitaliza- 
tion requirements of section 263A to the 
extent that such contributions represent 
"past service costs. " Until otherwise pro- 
vided to the contrary, past service costs 
shall be determined, for purposes of sec- 
tion 263A, with reference to the alloca- 
tion between "normal costs" and "past 
service costs" under the funding stand- 
ards of section 412. With respect to an 
actuarial method which does not distin- 
guish between normal costs and past ser- 
vice costs, none of the amount allowable 
as a deduction under section 404 shall be 
treated as past service costs. 

The legislative history of the Act evi- 
dences a Congressional concern with the 



the related person account for the trans- 
action as if the taxpayer purchased the 
item in question for its arm's length charge 
from the related person. Thus, for ex- 
ample, the taxpayer would capitalize an 
amount equal to the arm's length charge 
for the item, and the related person would 
typically include in income an amount 
equal to such arm's length charge. 

The temporary regulations provide ex- 
ceptions to the required accounting treat- 
ment of these transactions in situations 
where the principles of section 263A would 
not be contravened by the accounting 
treatment used by the taxpayer and the 
related person. 

For purposes of this provision, the term 
"related persons" shall mean two or more 
organizations, trades, or businesses, owned 
or controlled directly by the same inter- 
ests, within the meaning of section 482. 
The rules under section 482 shall apply in 

determining the arm's length charge of an 
item, and the various correlative adjust- 
ments which shall occur by virtue of the 
required accounting treatment of these 
transactions. The Internal Revenue Ser- 
vice comments with respect to this pro- 
vision. 

SUBSTANTIAL CONSTRUCTION 

In general, the rules contained in the 
temporary regulations apply to costs in- 

curred after December 31, 1986. These 
rules do not apply, however, to costs in- 

curred in connection with property con- 
structed by the taxpayer for use in its trade 
or business if substantial construction had 
occurred with respect to the property be- 
fore March 1, 1986. 

The temporary regulations provide that, 
for purposes of section 263A, substantial 
construction will be deemed to have oc- 
curred if the lesser of: (i) 10 percent of 
the total estimated costs of construction, 
or (ii) (the greater of $10 million or 2 
percent of the total estimated costs of con- 
struction), was incurred before March 1, 
1986. The temporary regulations provide 
an example to illustrate the application of 
this rule. For purposes of this rule, con- 
struction costs are those costs incurred 
during the actual physical construction of 
the property. Costs incurred for prelimi- 

nary activities such as project engineering 
and architectural design activities, do not 
constitute costs incurred for construction. 

NATURAL GAS 

Pursuant to the legislative history of the 

Act, the temporary regulations provide 
that the provisions of section 263A re- 

garding the capitalization of indirect costs 
with respect to property acquired by the 

taxpayer for resale shall not apply to 
"cushion gas. " For this purpose, cushion 

gas is defined as natural gas stored in an 

underground storage facility or reservoir 
which is necessary to maintain the level 

of pressure within such reservoir to allow 

for its operation. (Cushion gas which is 

not recoverable upon the abandonment 
or termination of the storage facility is a 
capital expenditure recoverable through 
depreciation. Revenue Ruling 75 — 233, 
1975 — 1 C. B. 95. ) No inference is intended 

by this exception of cushion gas from the 
capitalization rules of section 263A as to 
the federal income tax treatment of other 
matters (e. g. , the treatment of "line pack 
gas" contained within a natural gas pipe- 
line). Similarly, the exception for cushion 

gas from the capitalization rules of section 
263A does not affect the treatment of 
cushion gas under other sections of the 
Code, where applicable. 

The legislative history of the Act also 
provides that the Treasury Department 
"may" issue regulations providing that 
"emergency gas" (or a portion thereof), 
may be similarly excepted from the cap- 
italization rules of section 263A. Confer- 
ence Report at II — 305. For this purpose, 
emergency gas is defined as natural gas 
stored in an underground storage facility 
or reservoir which is not cushion gas, but 
which nevertheless may be stored by the 
taxpayer in order to be available for pe- 
riods of unusually heavy customer de- 
mand. After careful consideration of the 
matter, the temporary regulations, in 

keeping with the principles of uniformity 
and neutrality underlying the Act, do not 
provide a special exception for emergency 
gas. Accordingly, the capitalization rules 
of section 263A regarding property ac- 
quired for resale are applicable to emer- 

gency gas, which is regarded as part of 
the taxpayer's inventory under the Code. 

APPLICATION OF SECTION 263A 
TO FOREIGN PERSONS 

The provisions of section 263A (in- 
cluding the effective dates thereof) are 
applicable to all persons engaging in the 
production of property, or the acquisition 
of property for resale, including, for ex- 
ample, certain foreign persons which may 
be organized and operated exclusively 
outside the United States. Regulations 
contained in a separate document will be 
issued to provide further detailed guid- 
ance with respect to the application of the 
rules under section 263A for purposes of 
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making certain determinations of the 
earnings and profits of all foreign corpo- 
rations, including for example, determi- 
nations of the earnings and profits for 
purposes of sections 316, 902, 964, 1248. 

TRANSFERS OF INVENTORY 
BETWEEN RELATED PARTIES 

Section 263A(h)(1) of the Code pro- 
vides that the Secretary of the Treasury 
shall prescribe rules to carry out the pur- 
pose of section 263A, including regula- 
tions to prevent the use of related parties, 
pass-thru entities, or intermediaries to 
avoid the application of this section. It has 
come to the attention of the Internal Rev- 
enue Service that certain taxpayers using 
the LIFO method of accounting may have 
contributed (or may contribute) inven- 

tory properties to subsidiaries (also using 
the LIFO method) in transactions de- 
scribed in section 351, shortly before the 
effective date of section 803 of the Act 
(i. e. , taxable years beginning after De- 
cember 31, 1986). Such transactions, al- 

though conducted for legitimate business 
purposes, could have the inadvertent ef- 
fect of allowing the transferee to avoid 
(practically speaking) the necessity to re- 
state beginning inventory balances under 
the change in method of accounting re- 
quired under section 263A. Such avoid- 
ance could take place because, under 
certain authorities, the transferee would 

regard the transferred properties as newly 
acquired. Thus, under these authorities 
the transferee would not be required to 
restate those beginning inventory bal- 
ances with reference to the transferor's 
production history, leading to an avoid- 
ance of the rules of section 263A which 
would have otherwise applied if such 
transfer had not taken place. 

The regulations prevent this avoidance 
of section 263A by requiring that the in- 

ventory restatement be calculated by as- 
suming that the inventory properties were 
still in the hands of the transferor on the 
restatement date. This provision of the 
regulations is effective for transfers of 
property occurring after September 18, 
1986 (the date of filing with respect to the 
Conference Report of H. R. 3838). 

TRANSITIONAL RULES 

With respect to taxpayers accounting 
for the costs of producing inventory, the 
change in accounting method resulting 
from the inclusion under section 263A of 
additional costs in inventory for the year 
of change will generally be treated as an 
automatic change in accounting method, 

1987 — 1 C. B. 105 



Section 263A 

initiated by the taxpayer and approved by 
the Commissioner. Thus, for example, no 
diminution in the amount of the section 
481(a) adjustment shall occur by reason 
of amounts attributable to years preced- 
ing the effective date of the Internal Rev- 
enue Code of 1954. 

The temporary regulations provide 
guidance to taxpayers regarding the 
changes in accounting methods required 
under section 263A and the amount and 
timing of the section 481(a) adjustment. 
Except as modified by the temporary reg- 
ulations, the timing of the section 481(a) 
adjustment shall be determined under the 
administrative procedure applicable to a 
voluntary change in method of accounting 
in effect on January 1, 1987, i. e. , Revenue 
Procedure 84-74, 1984 — 2 C. B. 736. The 
difference between the inventory as val- 
ued under prior law and the revalued in- 
ventory (i. e. , the increase in beginning 
inventory balances for the year of change) 
will represent the amount of adjustment 
to be taken into account under section 481 
of the Code. The section 481(a) adjust- 
ment is allocated over a period not to ex- 
ceed four years. In the case of property 
which is not inventory in the hands of the 
taxpayer, the temporary regulations ap- 
ply to costs incurred after December 31, 
1986, with no restatement of basis or cap- 
ital account and no corresponding ad- 
justment under section 481(a). Thus, for 
example, a real estate developer that holds 
homes for sale in the ordinary course of 
business would not restate the balance in 
its capital accounts or calculate a section 
481(a) adjustment because such homes are 
not treated as merchandise includable in 
inventory. See, e. g. , W. C. and A. N. Miller 
Development v. Commissioner, 81 T. C. 
619 (1983). 

The Internal Revenue Service intends 
to amend the general rules applicable to 
changes in methods of accounting to en- 

sure that taxpayers failing to comply with 

the transitional provisions of section 263A 
will not receive more favorable treatment 
under the rules generally applicable to 
voluntary changes in methods of account- 
ing. 

SPECIAL ANALYSES 

The Commissioner of Internal Reve- 

nue has determined that this temporary 
rule is not a major rule as defined in Ex- 
ecutive Order 12291. Accordingly, a Reg- 

ulatory Impact Analysis is not required. 
A general notice of proposed rulemaking 

is not required for temporary regulations. 

Accordingly, the temporary regulations 
are not subject to the Regulatory Flexi- 
bility Act (5 U. S. C. chapter 6). The col- 
lection of information requirements 
contained in this regulation have been 
submitted to the Office of Management 
and Budget (OMB) in accordance with 
the requirements of the Paperwork Re- 
duction Act of 1980. These requirements 
have been approved by OMB under con- 
trol number 1545-NN. 

DRAFTING INFORMATION 

The principal author of these regula- 
tions is Paulette C. Galanko of the Leg- 
islation and Regulations Division, Office 
of Chief Counsel, Internal Revenue Ser- 
vice. However, personnel from other of- 
fices of the Internal Revenue Service and 
Treasury Department participated in de- 
veloping the regulation with respect to 
matters of both substance and style. 

Amendments to the regulations 

For the reasons set out in the preamble, 
Subchapter A, Part. 1 and Subchapter H, 
Part 602 of Title 26, Chapter 1 of the Code 
of Federal Regulations are amended as 
set forth below: 

INCOME TAX REGULATIONS 
(26 CFR Part 1) 

Paragraph 1. The authority for Part 1 

is amended by adding the following ci- 
tation: 

Authority: 26 U. S. C. 7805. * * * Sec- 
tion 1. 263A — 1T also issued under 26 
U, S, C. 263A. 

Par. 2. New 51. 263A — 1T is added at 
the appropriate place to read as follows: 

5L263A — 1T Capitalization and inclusion 
in inventory costs of certain expenses. 

(a) Introduction and effective date— 
(1) In general. Except as otherwise pro- 
vided, all costs that are incurred with re- 
spect to real or tangible personal property 
which is produced, or property which is 
acquired for resale, are to be capitalized 
with respect to such property. Rules are 
provided herein for the capitalization and 
allocation of costs among the various ac- 
tivities of the taxpayer. This section ap- 
plies to costs incurred for the production 
of real property and tangible personal 
property. In the case of costs incurred with 

respect to property acquired for resale, 
this section applies to tangible and intan- 
gible property. Costs that are not treated 
as capitalized with respect to property 

produced or acquired for resale shall be 
accounted for under a proper method of 
accounting. See section 446(c) and tJL446— 
1. 

(2) Property produced in a farming 
business. See paragraph (c) of this section 
for definitions and special rules applicable 
to costs incurred in a farming business. 

(3) Property acquired for resale. See 
paragraph (d) of this section for rules re- 
lating to accounting for the costs of prop- 
erty acquired for resale. 

(4) Effective date. In general, this sec- 
tion is effective for costs incurred after 
December 31, 1986, in taxable years end- 
ing after such date. In the case of property 
that is inventory in the hands of the tax- 
payer, this section is effective for taxable 
years beginning after December 31, 1986. 
See paragraph (e) of this section regard- 
ing the requirement that taxpayers change 
their method of accounting for inventory 
property. 

(5) Definitions and special rules- 
(i) Capitalize; allocate. For purposes of 
this section, the term "capitalize" means, 
in the case of property that is inventory 
in the hands of the taxpayer, to include 
in inventory costs and, in the case of other 
property, to charge to capital accounts or 
basis. The term "allocate" means to 
apportion costs to various activities in- 

cluding production and resale activities 
with respect to which such costs will be 
capitalized. Capitalized costs are to be 
recovered through depreciation, amorti- 
zation, cost of goods sold, as an adjust- 
ment to basis, or otherwise, at such time 
as the property is used, sold, or otherwise 
disposed of by the taxpayer. The recovery 
of such capitalized costs shall be in ac- 
cordance with the rules in the applicable 
sections of the Code relating to such use, 
sale, or disposition. 

(ii) Produce. For purposes of this sec- 
tion, the term "produce" includes con- 
struct, build, install, manufacture, develop, 
improve, create, raise or grow. Property 
produced for the taxpayer under a con- 
tract with the taxpayer is treated as prop- 
erty produced by the taxpayer to the extent 
that the taxpayer makes payments or oth- 
erwise incurs costs with respect to such 
property. 

(iii) Tangible personal property. 
(A) General rule. For purposes of this 
section, the term "tangible personal prop- 
erty" includes films, sound recordings, 
video tapes, books and other similar 
property containing words, ideas, con- 
cepts, images or sounds. A sound record- 
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ing is a work that results from the fixation 
of a series of musical, spoken, or other 
sounds, regardless of the nature of the 
material objects, such as discs, tapes or 
other phonorecordings, in which such 
sounds are embodied. The requirements 
of this section apply to the production of 
tangible personal property within the 
meaning of this paragraph (a)(5)(iii) with- 
out regard to whether such property is 
treated as tangible or intangible under 
other sections of the Code. Thus, the re- 
quirements of this section apply to the 
costs of the properties enumerated in this 
paragraph (a)(5)(iii) although such costs 
may consist of copyrights, licenses, man- 

uscripts, and other items which may be 
treated as intangible for other purposes 
of the Code. For example, the costs of 
producing a book (including teaching aids 
and other similar property) required to 
be capitalized under this section include 

prepublication expenditures incurred by 
publishers of books and other similar 

property, including payments made to au- 

thors of literary works, as well as costs 
incurred by such publishers in the writing, 
editing, compiling, illustrating, designing 
and development of books or similar 
property. Such costs are required to be 
capitalized under this section without re- 

gard to whether such costs are determined 
to relate to the production of a manuscript 
or copyright of a book, as opposed to the 
physical costs (e. g. , paper and ink) of 
printing and binding a book. See t11. 174- 
2(a)(1) which provides that the term "re- 
search or experimental expenditures" does 
not include expenditures incurred for re- 
search in connection with literary, histor- 

ical, or similar projects. 

(B) Clarification of effective date. The 
provisions of this section as applied to the 

production of tangible personal property 
as defined herein (including prepublica- 
tion expenditures of publishers), shall ap- 

ply to such production activities under the 
effective date provisions of paragraph 

(a)(4) of this section. 

(iv) Trade or business. For purposes of 
this section, activities of the taxpayer shall 

not constitute a separate trade or business 

solely by reason of classilication as an in- 

ventory pool or a business unit (such as 

a "natural business unit" as defined in 

51. 472 — 8(b)). 

(6) Exceptions for certain costs. This 

section does not apply to: 

(i) Any property produced by the tax- 

payer for use by the taxpayer other than 

in a trade or business or an activity con- 
ducted for profit. 

(ii) Any intangible drilling and devel- 

opment costs of oil and gas or geothermal 
wells allowable as a deduction under sec- 
tion 263(c), or any development or ex- 

ploration costs of mineral property 
allowable as a deduction under sections 

616(a) or 617(a) of the Code. 
(iii) Any costs incurred for the pro- 

duction of property by the taxpayer pur- 

suant to a long-term contract as defined 

in section 460, regardless of whether the 

taxpayer uses an inventory method to ac- 

count for such production. (However, this 

section shall apply to property produced 
for the taxpayer under contract with the 

taxpayer to the extent that the taxpayer 
makes payments or otherwise incurs costs 
with respect to such property. ) 

(iv) Any amount allowable as a de- 

duction under section 174. 

(v) Any costs incurred for the produc- 
tion of property for use by the taxpayer 
in its trade or business if substantial con- 
struction of the property had occurred be- 

fore March 1, 1986. For purposes of this 
section, substantial construction is deemed 
to have occurred if the lesser of— 

(A) 10 percent of the total esti- 
mated costs of construction, or 

(B) The greater of- 
(f) $10 million or 
(2) 2 percent of the total estimated 

costs of construction, 
was incurred before March 1, 1986, For 
purposes of this provision, the total esti- 
mated costs of construction shall be de- 
termined by reference to a reasonable 
estimate, on or before March 1, 1986, of 
such amount. Assume, for example, that 
on March 1, 1986, the estimated costs of 
constructing a facility were $150 million. 
Assume that before March 1, 1986, $12 
million of construction costs had been in- 

curred. Based on the above facts, sub- 

stantial construction would be deemed to 
have occurred before March 1, 1986, be- 
cause $12 million (the costs of construc- 
tion incurred before such date) is greater 
than $10 million (the lesser of (i) $15 mil- 

lion or (ii) (the greater of $10 million or 
$3 million)). For purposes of this provi- 
sion, construction costs are defined as those 
costs incurred after construction has com- 
menced at the site of the property being 
constructed (unless the property will not 
be located on land and, therefore, the in- 

itial construction of the property must be- 

gin at a location other than the intended 

site). For example, in the case of a build- 
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ing, construction commences when work 

begins on the building, such as the ex- 

cavation of the site, the pouring of pads 
for the building, or the driving of foun- 

dation pilings into the ground. Prelimi- 

nary activities such as project engineering 
and architectural design do not constitute 
the commencement of construction, nor 
are such costs considered construction 
costs, for purposes of this paragraph 
(a)(6)(v) 

(vi) Any costs incurred by a taxpayer 
with respect to natural gas acquired for 
resale to the extent that such costs would 
otherwise be allocable to "cushion gas. " 
"Cushion gas" is the portion of gas stored 
in an underground storage facility or res- 
ervoir that is required to maintain the level 

of pressure necessary for operation of the 
facility. Costs incurred in connection with 

cushion gas are to be accounted for under 
the rules in effect before the enactment 
of section 263A to the Code. 

(vii) Any costs incurred with respect to 
personal property acquired for resale by 
a taxpayer with average annual gross re- 
ceipts that do not exceed $10 million. See 
paragraph (d)(2) of this section for rules 
and definitions. 

(viii) Any costs incurred in raising, 
growing, or harvesting trees (including the 
costs associated with the real property un- 

derlying such trees), other than trees 
bearing fruit, nuts, or other crops, or or- 
namental trees. For purposes of this sec- 
tion, ornamental trees do not include 
evergreen trees that are more than six years 
old when severed from the roots. See par- 
agraph (c) of this section for the treatment 
of costs incurred in connection with trees 
not covered by this exception. 

(b) Capitalization of costs — (1) ln gen- 
eral. Except as otherwise provided, the 
following rules shall apply in determining 
what costs are properly capitalized with 

respect to property which is produced or 
acquired for resale. (Hereinafter, the ac- 
tivities attributable to such property may 
be referred to as "production or resale 
activities. ") 

(2) Types of costs — (i) Direct costs. Di- 
rect material costs and direct labor costs 
must be capitalized with respect to a pro- 
duction or resale activity. "Direct mate- 
rial costs" include the cost of those 
materials which become an integral part 
of the subject matter and the cost of those 
materials which are consumed in the or- 
dinary course of the activity. "Direct la- 
bor costs" include the cost of labor which 
can be identified or associated with a par- 
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ticular activity. The elements of direct la- 
bor costs include such items as basic 
compensation, overtime pay, vacation and 
holiday pay, sick leave pay (other than 
payments pursuant to a wage continua- 
tion plan under section 105(d) as it existed 
prior to its repeal in 1983), shift differ- 
ential, payroll taxes and payment to a sup- 
plemental unemployment benefit plan paid 
or incurred on behalf of employees en- 
gaged in direct labor. 

(ii) Indirect costs — general description. 
The term "indirect costs" includes all costs 
other than direct material costs and direct 
labor costs. All costs that directly benefit 
or are incurred by reason of the perform- 
ance of a production or resale activity must 
be capitalized with respect to the property 
produced or acquired unless otherwise 
provided in paragraph (b)(2)(v) of this 
section. Certain types of costs may di- 

rectly benefit, or be incurred by reason of 
the performance of a particular activity of 
the taxpayer even though the same types 
of costs also benefit other activities of the 
taxpayer. Accordingly, such costs require 
a reasonable allocation to determine the 
portion of such costs that are attributable 
to each activity of the taxpayer. 

(iii) Examples of indirect costs. Indi- 
rect costs that must be capitalized with 

respect to production or resale activities 
include amounts incurred for: 

(A) Repair of equipment or facilities; 

(B) Maintenance of equipment or fa- 
cilities; 

(C) Utilities, such as heat, light, and 
power, relating to equipment or facilities; 

(D) Rent of equipment, facilities, or 
land; 

(E) Indirect labor and contract super- 
visory wages, including basic compensa- 
tion, overtime pay, vacation and holiday 

pay, sick leave pay (other than payments 
pursuant to a wage continuation plan un- 

der section 105(d) as it existed prior to its 

repeal in 1983), shift differential, payroll 
taxes and contributions to supplemental 
unemployment benefit plans; 

(F) Indirect materials and supplies; 

(G) Tools and equipment the costs of 
which are not otherwise capitalized; 

(H) Quality control and inspection; 

(I) Taxes otherwise allowable as a de- 

duction under section 164 (other than 

State, local, and foreign income taxes) that 
relate to labor, materials, supplies, equip- 

ment, land or facilities, other than taxes 
described in section 164 that are paid or 
accrued by a taxpayer in connection with 

the acquisition of property described in 

paragraph (b)(2)(iii)(J), below, and which 

are treated as part of the cost of such 

acquired property); 

(J) Depreciation, amortization and cost 

recovery allowance on equipment and fa- 

cilities (to the extent allowable as deduc- 

tions under Chapter 1 of the Code); 
(K) Depletion (whether or not in ex- 

cess of cost); 
(L) Administrative costs, whether or 

not performed on a job-site, but not in- 

cluding any cost of selling, or any return 

on capital; 

(M) Direct and indirect costs incurred 

by any administrative, service, or support 
function or department to the extent such 

costs are allocable to particular activities 

pursuant to paragraph (b)(4) of this sec- 
tion; 

(N) Compensation paid to officers at- 
tributable to services performed in con- 
nection with particular activities (but not 
including any cost of selling); 

(0) Insurance, such as insurance on 
plant, machinery or equipment, or insur- 

ance on the subject matter of the activity; 

(P) Contributions paid to or under a 
stock bonus, pension, profit-sharing or 
annuity plan, or other plan deferring the 
receipt of compensation whether or not 
the plan qualifies under section 401(a) 
(except for amounts described in para- 
graph (b)(2)(v)(H) of this section), and 
other employee benefit expenses paid or 
accrued on behalf of labor, to the extent 
such contributions or expenses are oth- 
erwise allowable as deductions under 
chapter 1 of the Code. "Other employee 
benefit expenses" include (but are not 
limited to): worker's compensation; 
amounts deductible or for whose payment 
reduction in earnings and profits is al- 
lowed under section 404A and the regu- 
lations thereunder; payments pursuant to 
a wage contribution plan under section 
105(d) as it existed prior to its repeal in 
1983; amounts includible in the gross in- 
come of employees under a method or 
arrangement of employer contributions 
or compensation which has the effect of 
a stock bonus, pension, profit-sharing or 
annuity plan, or other plan deferring re- 
ceipt of compensation or providing de- 
ferred benefits; premiums on life and health 
insurance; and miscellaneous benefits 
provided for employees such as safety, 
medical treatment, recreational and eat- 
ing facilities, membership dues, etc. ; 

(Q) Rework labor, scrap and spoilage; 
(R) Bidding expenses incurred in the 

solicitation of contracts, (including con- 

tracts pertaining to property acquired for 
resale) ultimately awarded to the tax- 
payer. For purposes of this section the 
term "bidding expenses" does not include 
any research and experimental expenses 
described in section 174 and the regula- 
tions thereunder. The taxpayer shall defer 
all bidding expenses paid or incurred in 
the solicitation of a particular contract un- 
til the contract is awarded. If the contract 
is awarded to the taxpayer, the bidding 
costs become part of the indirect costs 
allocated to the costs of the subject matter 
of the contract. If the contract is not 
awarded to the taxpayer, bidding costs 
become deductible in the taxable year the 
contract is awarded, or in the taxabie year 
the taxpayer is notified in writing that no 
contract will be awarded and that the con- 
tract (or a similar or related contract) will 

not be re-bid, or in the taxable year that 
the taxpayer abandons its bid or proposal, 
whichever occurs first. Abandoning a bid 
does not include modifying, supplement- 

ing, or changing the original bid or pro- 
posal. If the taxpayer is awarded only part 
of the bid (for example, the taxpayer sub- 
mitted one bid to build each of two dif- 

ferent types of products and the taxpayer 
was awarded a contract to build only one 
of the two products), the taxpayer shall 
deduct the portion of the bidding expense 
related to the portion of the bid not 
awarded to the taxpayer. In the case of a 
bid or proposal for a multi-unit contract, 
however, all the bidding expenses shall 
be included in the costs allocated to the 
subject matter of the contract awarded to 
the taxpayer to produce or acquire for 
resale any of such units (for example, where 
the taxpayer submitted one bid to pro- 
duce three similar turbines and the tax- 

payer was awarded a contract to produce 
only two of the three turbines); 

(S) Engineering and design expenses 
(to the extent that such amounts are not 
research and experimental expenses as 
described in section 174 and the regula- 
tions thereunder); and 

(T) To the extent not previously de- 
scribed as a direct or indirect cost subject 
to capitalization, the following items in- 

curred with respect to production or re- 
sale activities: (I) storage and warehousing 

costs; (2) purchasing costs; (3) handling, 

processing, assembly, and repackaging 
costs; and (4) a portion of general and 
administrative costs allocable to these 
functions. (See paragraph (d)(3)(ii) of this 

section for definitions of these various types 
of costs with respect to property acquired 
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for resale. Principles which are similar to 
the provision of paragraph (d)(3)(ii) of 
this section shall apply in defining these 
various types of costs with respect to pro- 
duction activities). 

(iv) Allocation of interest expense to 
production activities — (A) In General. 
Interest on debt incurred or continued to 
finance the production of real or tangible 
personal property to which this section 
otherwise applies must be capitalized, as 
provided in this paragraph. (Interest on 
debt incurred or continued to finance the 
acquisition and holding of property for 
resale is not required to be capitalized 
under this section). Interest paid or in- 
curred during the production period must 
be capitalized if the property produced is: 

(I) Real property; 
(2) Personal property determined 

under section 168 to have a class life of 
20 years or more; 

(3) Personal property with an esti- 
mated production period in excess of 2 
years; or 

(4) Personal property with an esti- 
mated production period in excess of 1 

year if the estimated cost of production 
exceeds $1 million. 

For purposes of this paragraph, the pro- 
duction period begins on the date pro- 
duction of the property begins and ends 
on the date the property is ready to be 
placed in service or ready to be held for 
sale. 

(B) Avoided cost method. The deter- 
mination of the amount of debt that is 
treated as incurred or continued to fi- 

nance production is based on the amount 
of interest expense that would have been 
avoided if production expenditures had 

not been made and the amount of such 
expenditures were used to repay the in- 

debtedness of the taxpayer. Debt that can 
be specifically traced to a production ac- 

tivity must first be allocated to that activ- 

ity. To the extent that production 
expenditures exceed the amount of debt 
specifically traceable to that production 
activity, other debt of the taxpayer is to 
be treated as allocable to the production 
activity. The interest rate to be applied to 
such additional allocable debt is the 
weighted average of the interest rates on 
the taxpayer's debt outstanding during the 

production period, other than debt spe- 
cifically traced to a production activity. 
For purposes of this paragraph 
(b)(2)(iv)(B), production expenditures are 
those costs, including interest expense 
capitalized during the production period, 

required to be capitalized with respect to 
production under the rules of this section, 
without regard to whether such costs are 
incurred during the production period of 
the property to which the costs relate. 
(E. g. , production expenditures include 

planning and design activities which are 
generally incurred before the production 
period commences, as well as the costs of 
raw land and materials acquired before 
the production period commences). 

(C) Advance payments. If production 
is undertaken for a customer who agrees 
to make progress payments or advance 

payments (or any other payments serving 

a similar purpose), for property to be held 

for sale to customers, or used in a trade 
or business or activity conducted for profit, 
the customer is treated as producing the 
property to the extent such progress pay- 
ments or advance payments are made. (See 
paragraph (a)(5)(ii) of this section. ) 
Moreover, the customer is treated as pro- 
ducing the property to the extent that the 
taxpayer incurs other costs (e. g. , general 
and administrative costs) with respect to 
the property under production. Thus, in- 

terest on indebtedness incurred or con- 
tinued during the production period to 
finance the payments made (and costs in- 

curred) by the customer must be capital- 
ized by the customer if such property is 

described in paragraph (b)(2)(iv)(A) of 
this section. In addition, the taxpayer pro- 
ducing the property for the customer must 

capitalize interest costs with respect to the 

property produced under the provisions 
of this paragraph to the extent that the 
production expenditures incurred by the 
taxpayer exceed the accumulated pay- 
ments received from the customer with 

respect to such property. 

(D) Property used in production proc- 
ess. Interest on debt incurred or contin- 
ued to finance any asset (e. g. , 
manufacturing equipment and facilities) 
that is used in the production of property 
described in paragraph (b)(2)(iv)(A) of 
this section shall be capitalized to the ex- 
tent that such interest is paid or incurred 
during the production period of the prop- 
erty. The determination of the amount of 
debt that is treated as incurred or contin- 
ued to finance any asset, and the interest 
attributable to such debt, shall be deter- 
mined under the provisions of paragraph 

(b)(2)(iv)(B) of this section. Where an 

asset is used in the production of property 
and for other purposes, only the portion 
of such interest properly afiocable to the 
production activity shall be capitalized. 
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(v) Costs not capitalized. Costs which 

are not required to be capitalized with 

respect to production or resale activities 
include amounts incurred for: 

(A) Marketing, selling, advertising and 
distribution expenses; 

(B) Bidding expenses incurred in the 
solicitation of contracts not awarded to 
the taxpayer; 

(C) General and administrative ex- 
penses (but not including any cost de- 
scribed in paragraph (b)(2)(iii)(L) or (M) 
of this section, and compensation paid to 
officers attributable to the performance of 
services that do not directly benefit or are 
not incurred by reason of a particular pro- 
duction activity; 

(D) Research and experimental ex- 
penses (described in section 174 and the 
regulations thereunder); 

(E) Losses under section 165 and the 
regulations thereunder; 

(F) Depreciation, amortization and cost 
recovery allowances on equipment and fa- 
cilities that have been placed in service 
but are temporarily idle (for this purpose, 
an asset is not considered to be tempo- 
rarily idle on non-working days, and an 
asset used in construction is considered to 
be idle when it is not enroute to or located 
at a job-site); 

(G) Income taxes; 

(H) (I) Contributions paid to or under 
a pension or annuity plan allowable as a 
deduction under section 404 (and section 
404A if applicable) to the extent such con- 
tributions represent past service costs as 
determined under the particular funding 
method established for the plan for the 
period in question under the provisions 
of section 412; 

(2) [Reserved. ] 
(I) Costs attributable to strikes; and 

(J) Repair expenses that do not relate 
to the manufacture, or production of 
property. 

(vi) Costs provided by a related person. 
(A) Any taxpayer engaging in production 
or resale activities shall capitalize any di- 
rect or indirect costs properly allocable to 
such activities although the materials, la- 

bor, or services (the "items") constituting 
the costs in question are provided to the 
taxpayer by a related person for a price 
which is less than the arm's length charge 
for such items. In such a situation, both 
the taxpayer and the related person shall 
account for the transaction for federal in- 
come tax purposes as if the taxpayer pur- 
chased the items in question for their arm' s 

length charge from the related person. 
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Thus, for example, the taxpayer shall cap- 
italize an amount equal to the arm's length 
charge for such items and the related per- 
son shall include in income and amount 
equal to such arm's length charge. 

(B) The provisions of this paragraph 
(b)(2)(vi) shall not apply if, and to the 
extent, the transaction is properly ac- 
counted for in such a manner as to result 
in the capitalization (or deferral of the 
deduction) of the costs of the items by the 
related party, and the related party does 
not deduct such costs earlier than the time 
that the costs would have been deducted 
by the taxpayer had the costs been ini- 
tially capitalized by the taxpayer. Thus, 
for example, the provisions of this nara- 
graph (b)(2)(vi) shall not apply if, and to 
the extent, that the transaction is treated 
as a deferred intercompany transaction 
under li1. 1502 — 13, and the gain or loss is 
deferred by the selling member under that 
section. In addition, the provisions of this 
paragraph (b)(2)(vi) shall not apply if, and 
to the extent, it would not be appropriate 
under the principles of section 482 for the 
Commissioner to adjust the income of the 
taxpayer or the related person with re- 
spect to the transaction at issue. 

(C) For purposes of this paragraph 
(b)(2)(vi), an "arm's length charge" for 
an item shall mean the arm's length charge 
(or other appropriate charge, where ap- 
plicable) established under the principles 
of section 482. Thus, for example, the term 
"arm's length charge" may refer to the 
cost of an item, if such treatment is al- 
lowed under the principles of section 482. 
In addition, the principles of section 482 
shall apply in determining the various cor- 
relative adjustments which shall occur by 
reason of the required accounting treat- 
ment of these transactions. For purposes 
of this paragraph (b)(2)(vi), a taxpayer 
shall be related to another person if the 
taxpayer and such person are described 
in section 482 of the Code. 

(vii) Practical capacity. [Reserved. ] 
(viii) Examples. 

Example (1). The taxpayer A, owns and operates 
a manufacturing facility which produces tangible per- 
sonal property, the costs of which are subject to the 
capitalization rules of this section. Normally, two sep- 
arate shifs of production workers are employed at the 
facility during a typical work day. However, for var- 

ious business reasons, during a particular period of 
time, none of the production workers report for work 

at the facility, and the facility is not used during any 
of the normally scheduled work days in such period. 
Under this section, the facility is considered to be 

temporarily idle for purposes of paragraph (b)(2)(v)(F) 
of this section, and thus A is allowed to expense de- 

preciation, amortization, and cost recovery allow- 

anccs on thc facility and the equipment contained 
therein with respect to the normally scheduled work 

days for which the facility and equipment are com- 

pletely idle, 

Example (2). Assume the same facts as in example 

(1), except that, for various business reasons, during 
a particular period of time, only onc shift of produc- 
tion workers report for work at the famhty, and the 
facility is not used for the duration of the remaining 
work day. Under this section, the facility is not con- 
sidered to be temporarily idle for purposes of para- 
graph (b)(2)(v)(F) of this section. 

Example (3). The taxpayer B, owns and operates 
a manufacturing facility which produces tangible per- 
sonal property, the costs of which are subject to the 
capitalization rules of this section. The facility nor- 

mally runs 24 hours a day, and typically produces 1000 
units of product for each day's operations. However, 
for various business reasons, during a particular pe- 
riod of time, the facility continues to operate 24 hours 
a day, but only produces 700 units of product for each 
day's operations. The same result occurs as in ex- 

ample (2), l. e. , the facility is not considered to be 
temporarily idle for purposes of paragraph (b)(2)(v)(F) 
of this section. 

(3) Allocation methods — (i) Direct la- 
bor. Direct labor costs incurred during the 
taxable year shall generafiy be allocated 
to or among activities using a specific 
identification (or "tracing") method. 
However, direct labor costs may be al- 
located to or among particular activities 
using any method, provided that the 
method employed reasonably allocates 
direct labor costs among such activities. 
For the purpose of allocating elements of 
direct labor cost (other than basic com- 
pensation) to particular activities, all such 
cost elements may be grouped together 
and then allocated to or among activities 
in proportion to the charge for basic com- 
pensation. Under this paragraph, a tax- 
payer must capitalize all of its direct costs. 
Nevertheless, a taxpayer will not be treated 
as using an incorrect method of account- 
ing if the taxpayer treats any direct costs 
as indirect costs, provided such costs are 
capita]ized to the extent provided by par- 
agraph (b)(3)(iii) of this section. Thus, for 
example, a taxpayer may treat direct la- 

bor costs as part of indirect costs (for ex- 
ample, by use of the conversion cost 
method), provided all such costs are cap- 
italized as provided by paragraph (b)(3)(iii) 
of this section. 

(ii) Direct materials. The cost of direct 
materials shall generally be allocated to 
the activity for that year, using the tax- 
payer's method of accounting for the in- 

ventories containing such materials (e. g. , 
specific identification, FIFO, LIFO). Di- 
rect materials which are not accounted for 
under the provisions of the preceding sen- 
tence shall be allocated to an activity us- 

ing a tracing method or any other method 

which reasonably allocates such direct 
material costs among activities. 

(iii) Indirect costs — (A) In general. (I) 
The indirect costs required to be allocated 
to or among production or resale activities 
under paragraph (b)(2) of this section shall 
be allocated to particular activities using 
either a specific identification (or "trac- 
ing") method, the standard cost method, 
or a method using burden rates (such as 
ratios based on direct costs, hours, or other 
items, or similar formulas), so long as the 
method employed for such allocation rea- 
sonably allocates indirect costs among 
production or resale activities. Indirect 
costs may ordinarily be allocated to pro- 
duction and resale activities on the basis 
of direct labor and material costs, direct 
labor hours, or any other basis which re- 
sults in a reasonable allocation of such 
indirect costs. 

(2) An allocation method under this 
paragraph (b)(3) will not be considered 
to be reasonable if such method does not 
result in the capitalization of all costs that 
directly benefit or are incurred by reason 
of the performance of production or re- 
sale activity as described in paragraph 
(b)(2)(ii) of this section. However, an al- 
location method that fails to meet these 
requirements may be used by the taxpayer 
if, with respect to the taxpayer's produc- 
tion or resale activities taken as a whole- 

(i) The total amounts of such costs 
which the taxpayer capitalizes during 
the taxable year do not differ signifi- 

cantly (tmth appropriate consideration 
being given to the volume of the tax- 
payer's production or resale activities) 
froin the total amounts which would be 
capitalized under the requirements of 
the preceding sentence; and 

(ii) The allocation method is ap- 
plied consistently by the taxpayer, and 
does not result in a significantly dis- 

proportionate allocation of costs to 
production or resale activities in such 
a manner as to circumvent the princi- 
ples of this section. 

The principles of this paragraph 
(b)(3)(iii)(A)(2) shall also be applicable 
with respect to the use of the simplified 
production method (as described in par- 
agraph (b)(5) of this section), the simpli- 
fied service cost method (as described in 

paragraph (b)(6) of this section), and the 
simplified resale method (as described in 

paragraph (d)(3) of this section). Thus, 
the use of various allocation procedures 
under those methods shall be permitted 
although such procedures may otherwise 
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fail to meet the respective requirements 
of those methods, if the procedures satisfy 
the requirements of this paragraph 
(b)(3)(iii)(A)(2). 

(3) In the event that the allocation 
methods (such as burden rates, or the 
standard cost method) utilized by a tax- 

payer under its method of accounting prior 
to the effective date of the Tax Reform 
Act of 1986 do not result in the allocation 
of sufficient amounts of indirect costs to 
production or resale activities under this 
section: 

(i) The taxpayer shall change its bur- 

den rates, standard costs, or other meth- 

ods, to increase the amount of indirect 
costs being allocated to production or re- 
sale activities; or 

(ii) The taxpayer may retain the use of 
its present burden rates, standard costs, 
or other methods, but shall adopt further 
methods (including, but not limited to, 
additional burden rates or standard costs), 
to ensure that adequate amounts of in- 

direct costs are allocated to production or 
resale activities. 

(B) [Reserved. ] 
(C) Burden rates. (1) In general. Bur- 

den rates may be developed in accordance 
with acceptable accounting principles and 

applied in a reasonable manner. If a tax- 

payer chooses, it may allocate different 
indirect costs on the basis of different bur- 

den rates. Thus, for example, the tax- 

payer may use one burden rate for 
allocating rent and another burden rate 
for allocating utilities. Any change in a 

burden rate which is merely a periodic 
adjustment to reflect current operating 
conditions, such as increases in automa- 

tion or changes in operation, does not 
constitute a change in method of account- 

ing under section 446. However, a change 
in the concept under which such rates are 

developed does constitute a change in 

method requiring the consent of the Com- 

missioner, except as provided in para- 

graph (e) of this section. The taxpayer 
shall maintain adequate records and 

working papers to support all burden rate 

calculations. 

(2) Development of burden rates. The 

following factors, among others, may be 

taken into account in developing burden 

rates: 

(i) The selection of an appropriate level 

of activity and period of time upon which 

to base the calculation of rates which will 

reflect operating conditions for purposes 
of unit costs being determined; 

(ii) The selection of an appropriate 

statistical base such as direct labor hours, 

direct labor dollars, or machine hours, or 
a combination thereof, upon which to ap- 

ply the overhead rate to determine costs; 
and 

(iii) The appropriate budgeting, clas- 

sification and analysis of expenses (for ex- 

ample, the analysis of fixed and variable 

costs). 

(3) Operarionoftheburdenratemethod. 
The purpose of the burden rate method 

is to allocate an appropriate amount of 
indirect costs to production or resale ac- 

tivities through the use of predetermined 
rates intended to approximate the actual 

amount of indirect costs incurred. Ac- 

cordingly, the proper use of the burden 

rate method under this section requires 

that any net negative or net positive dif- 

ference between the total predetermined 
amount of costs allocated to property and 

the total amount of indirect costs actually 

incurred and required to be allocated to 
such property (i. e. , the under or over- 

applied burden) must be treated as an ad- 

justment to the taxpayer's ending inven- 

tory or capital account (as the case may 

be) in the taxable year in which such dif- 

ference arises. However, if such adjust- 
ment is not significant in amount in relation 

to the taxpayer's total indirect costs in- 

curred with respect to production or re- 
sale activities for the year, then such 

adjustment need not be allocated to the 

property produced or acquired for resale 
unless such allocation is made in the tax- 
payer's financial reports. The taxpayer 
must treat both positive and negative ad- 

justments consistently. 

(D) Standard cost method. (I) In gen- 
eral. A taxpayer may use the "standard 
cost" method of allocating costs, provided 
that variances are treated in accordance 
with the procedures prescribed. For pur- 
poses of this section, a "net positive over- 
head variance" shall mean the excess of 
total standard indirect costs over total ac- 
tual indirect costs and a "net negative 
overhead variance" shall mean the excess 
of total actual indirect costs over total 
standard indirect costs. 

(2) Treatment of variances. The proper 
use of the standard cost method requires 
that a taxpayer must reallocate to prop- 
erty a pro rata portion of any net negative 
or net positive overhead variances and any 
net negative or net positive direct cost 
variances. The taxpayer must apportion 
such variances to or among the property 
to which the costs are allocable. However, 
if such variances are not significant in 

amount in relation to the taxpayer's total 
indirect costs incurred with respect to pro- 
duction and resale activities for the year, 
then such variances need not be allocated 
to property produced or acquired for re- 

sale unless such allocation is made in the 
taxpayer's financial reports. The taxpayer 
must treat both positive and negative var- 

iances consistently. 

(4) Allocation of administrative, ser- 

vice, or support costs to activities- 
(i) Introduction. If a function or depart- 
ment of the taxpayer incurs costs that di- 

rectly benefit particular production or 
resale activities of the taxpayer, the costs 
of such function or department are allo- 

cable to such activities. See paragraph 

(b)(3) of this section. However, if a func- 

tion or department incurs costs that do 
not directly benefit particular production 
or resale activities but rather, for exam- 

ple, benefit only the overall management 
or policy guidance functions of the tax- 

payer, the costs incurred by such function 
or department are not allocable to pro- 
duction or resale activities. In some cases, 
the costs incurred by a function or de- 

partment may directly benefit particular 
production or resale activities as well as 
the taxpayer's other functions, such as 
overall management or policy guidance 
functions. In such cases, the taxpayer shall 

reasonably allocate the costs of such func- 
tion or department between the taxpay- 
er's production or resale activities and the 
taxpayer's other functions. Paragraph 
(b)(3)(iii) and (4)(iii) of this section pro- 
vide guidance as to what constitutes a rea- 
sonable method of allocating these costs. 

(ii) General rule. The total direct and 
indirect costs ('service costs") of admin- 

istrative, service, or support functions or 
departments ('service departments") that 
directly benefit a particular production or 
resale activity shall be directly allocated 
to such activity; if service costs directly 
benefit more than one production or re- 

sale activity, then such costs shall be al- 

located to particular activities under the 
principles of this paragraph. The service 
costs that benefit production or resale ac- 
tivities as well as other functions (" mixed 
service costs") shall be allocated to par- 
ticular activities or functions on the basis 
of a factor or relationship that reasonably 
relates the incurring of the service cost to 
the benefits received by the activity. In 

general, the direct costs of a service de- 

partment include costs that can be iden- 

tified specifically with the services provided 

by the department, and the indirect costs 
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of a service department include costs not 
identified specifically with the services 
provided by the function or department, 
but incurred by reason of the direct costs 
of the function or department. Such direct 
and indirect costs include, but are not lim- 
ited to, compensation (including compen- 
sation referred to in paragraph (b)(2)(i) 
of this section) of employees directly en- 
gaged in performing the services provided 
by the department, travel, materials and 
supplies consumed by the department, su- 
pervisory and clerical compensation, oc- 
cupancy costs (rents or an allocable share 
of depreciation and property taxes), de- 
preciation or rent of office machines, util- 
ities, telephone, and other department 
overhead. The types of activities that are 
administrative, service or support func- 
tions or departments are not predeter- 
mined, but depend upon the facts and 
circumstances of each taxpayer's activities 
and business organization. In a decen- 
tralized business organization, all costs in- 
curred at higher levels, for example, at a 
parent corporation or organization or at 
the headquarters of a subsidiary corpo- 
ration or division, are not necessarily gen- 
eral and administrative expenses (as 
described in paragraph (b)(2)(v)(C) of this 

section) with respect to particular activi- 
ties. 

(iii) Rules for allocation of service costs. 
The taxpayer shall allocate the total direct 
and indirect costs of a service department 
to activities by applying consistently any 
reasonable method of cost allocation as 
described in paragraph (b)(3)(iii) of this 
section. (However, for purposes of this 
section, a method shall not be considered 
to be reasonable if such method effec- 
tively allocates service department costs 
to other service departments in such a 
manner as to avoid the eventual reallo- 
cation of such costs to production and re- 
sale activities if such reallocation would 

be otherwise required under the princi- 

ples of this section), The following meth- 

ods are provided as examples of reasonable 
methods for allocating service depart- 
ment costs under this section. Any other 
reasonable method, as described in par- 

agraph (b)(3)(iii) of this section, may also 
be used to allocate such service depart- 
ment costs under this section. 

(A) Direct reallocation method. The 
direct reallocation method, whereby the 

total costs (direct and indirect) of all ser- 

vice departments are allocated only to de- 

partments or cost centers engaged in 

production or resale activities and then 

from those departments to particular ac- 
tivities. This direct reallocation method 
ignores benefits provided by one service 
department for other service depart- 
ments, and also excludes such other ser- 
vice departments from the base used to 
make the allocation; or 

(B) Step-allocation. The step-alloca- 
tion method, whereby a sequence of al- 

locations is made beginning with the 
allocation to other service departments and 

to departments engaged in the perform- 
ance of production or resale activities, of 
the total costs (direct and indirect) of the 
service departments, and ending with the 
allocation of the total costs (including the 
costs allocated to it from the other service 
departments) of the service department 
that provides benefits to the least number 
of other service departments. Under this 
allocation method, the cost of service de- 
partments allocated properly to functions 
or departments that are not service de- 

partments or departments performing the 
production or resale activities (for ex- 

ample, payroll costs allocated to a finan- 

cial planning function or department) are 
not reallocated to any other service de- 
partment or department performing the 
activities. The taxpayer shall then allocate 
the costs of the departments performing 
the activities (including the reallocated 
service department costs) to particular 
production or resale activities. 

(iv) Relationship of service costs to 
benefits received. Factors or relationships 
that relate the incurring of service costs 
to the benefits received by particular pro- 
duction or resale activities include meas- 
ures based upon the total output of the 
service department (for example, the ap- 
proximate amount of service hours or the 
approximate number or the dollar value 
of transactions provided to an activity as 
a fraction of the total amount of service 
hours or the total amount or the total dol- 
lar volume of transactions provided by the 
department), or measures based upon the 
relative size of the production or resale 
activity to the size of the taxpayer's other 
activities (for example, the number of di- 
rect labor employees or direct labor hours 
or direct labor costs (as referred to in par- 
agraph (b)(2)(i) of this section) incurred 
in connection with a particular activity as 
a fraction of the total amount of direct 
labor costs incurred by the taxpayer in all 

activities). 

(v) Additional requirements. (A) The 
amount of administrative, service, or sup- 

port costs required to be allocated under 

this section include the costs of purchasing 
such services from a third person. In the 
case of services performed by a related 
party, see paragraph (b)(2)(vi) of this sec- 
tion for the accounting treatment re- 
quired of such transactions. In addition, 
if pursuant to section 482 and the regu- 
lations thereunder the district director 
makes an allocation of income or deduc- 
tions between members of a group of con- 
trolled entities to reflect the performance 
of services or the provision of materials, 
equipment or facilities at other than an 
arm's length charge, any taxpayer that is 
affected by such allocation is required to 
take such allocation into account in mak- 

ing the taxpayer's allocation to produc- 
tion and resale activities of the costs of 
administrative service or support func- 

tions or departments. 

(B) If the taxpayer establishes to the 
satisfaction of the district director that all 
of a particular type of administrative, ser- 
vice or support function is performed only 
at a particular jobsite or location (that is, 
at the offices of a production plant, ware- 

house, storage facility, or at a construc- 
tion site), then all the direct and indirect 
costs of such function incurred at the job- 
site or location shall be directly allocated 
to each particular activity performed at 
that jobsite or location, and no further 
allocation of that type of cost shall be re- 
quired. 

(C) Regardless of the particular allo- 
cation method being used by the taxpayer 
to allocate service costs, the taxpayer shall 
maintain the records used to make service 
cost allocations so that the allocations may 
be readily examined and verified by the 
district director. The taxpayer shall also 
maintain records describing the types of 
costs that the taxpayer has deducted cur- 
rently under paragraph (b)(2)(v)(C) of this 
section (general and administrative ex- 
penses), so that the amount, nature, and 
allocation of such costs may be verified 
readily by the district director. A change 
in the method or base used in allocating 
such service costs (such as changing from 
an allocation base using direct labor cost 
to a base using direct labor hours), or a 
change in the taxpayer's determination of 
what functions or departments of the tax- 

payer are required or not required to be 
allocated is a change in method of ac- 
counting to which section 446(e) and the 
regulations and procedures thereunder 

apply. See 51. 446-1(e) and paragraph 

(e)(11) of this section. 

(vi) Illustration of types of activities with 
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respect to which costs ordinarily are re- 
quired to be allocated. Costs incurred by 
the following types of functions or de- 
partments ordinarily are required to be 
allocated among production or resale ac- 
tivities: 

(A) The administration and coordi- 
nation of production and resale activities 
(wherever performed in the business or- 
ganization of the taxpayer); 

(B) Personnel operations, including the 
cost of recruiting, hiring, relocating, as- 
signing, and maintaining personnel rec- 
ords of employees; 

(C) Purchasing operations, including 
purchasing materials and equipment, 
scheduling and coordinating delivery and 
return of materials and equipment to or 
from factories or jobsites, and expediting 
and fofiow-up; 

(D) Materials handling and warehous- 
ing and storage operations; 

(E) Accounting and data services op- 
erations, including cost accounting, ac- 
counts payable, disbursements, billing, 
accounts receivable and payroll; 

(F) Data processing; 

(G) Security services; and 

(H) Legal departments. 

(vii) Illustration of types of activities with 

respect to which costs ordinarily are not 
required to be allocated. Costs incurred 

by the following types of functions or de- 
partments ordiiiarily are not required to 
be allocated to particular activities: 

(A) Functions or departments respon- 
sible for overall management of the tax- 

payer, or for setting overall policy for aH 

of the taxpayer's activities or trades or 
businesses (such as the board of directors 
(including their immediate staff), and the 
chief executive, financial, accounting and 

legal officers (including their immediate 
staffs) of the taxpayer, provided that no 
substantial part of the cost of such de- 

partments or functions directly benefit a 
particular production or resale activity; 

(B) General business planning; 

(C) Financial accounting (including the 

accounting services required to prepare 
consolidated reports, but not including any 

accounting for particular production or 
resale activities); 

(D) General financial planning (in- 
cluding general budgeting) and financial 

management (including bank relations and 

cash management); 

(E) General economic analysis and 
forecasting; 

(F) Internal audit; 

(G) Shareholder, public and industrial 

relations; 

(H) Tax department; 

(I) Other departments or functions that 

are not responsible for day-to-day oper- 
ations but are instead responsible for set- 

ting policy and establishing procedures to 
be used with respect to aH of the taxpay- 
er's activities or trades or businesses, as 

described in paragraph (b)(4)(viii), be- 

low; and 

(J) Marketing, selling, or advertising. 

(viii) Policy and overall management 

services. Examples of such departments 
or functions that are responsible for set- 

ting policy and establishing procedures 
applicable to afi of the taxpayer's activi- 

ties or trades or businesses (see paragraph 

(b)(4)(vii)(I) of this section) are: 
(A) Personnel policy (such as estab- 

lishing and managing personnel policy in 

general, developing general wage, salary 
and benefit policies, developing employee 
training programs unrelated to particular 
activities, negotiations with labor unions 

and relations with retired workers); 
(B) Quality control policy; 
(C) Safety engineering policy; 
(D) Insurance or risk management 

policy (but not including bid or perform- 
ance bonds or insurance related to par- 
ticular activities); and 

(E) Environmental management pol- 
icy. However, the cost of establishing any 
system or procedure that will only benefit 
a particular production or resale activity 
shall be directly allocated to such activity. 

(F) [Reserved. ] 
(ix) Costs not described. The costs of 

any administrative, service or support 
function or department of the taxpayer 
not described in paragraph (b)(4) of this 
section are required to be allocated to 
particular production or resale activities 
to the extent that the nature of the ben- 
efits provided by such function or de- 
partment more closely resembles the type 
of benefits described in paragraph 
(b)(4)(vi) of this section than the type of 
benefits described in paragraph (b)(4)(vii) 
of this section. 

(x) Illustrations of the allocations re- 

quired by this paragraph (b)(4). The fol- 
lowing illustrate the types of considerations 
that are to be taken into account in mak- 

ing the allocations required by paragraph 
(b)(4)(iii) of this section. The taxpayer 
need not use the same method to allocate 
a particular type of administrative, service 

or support cost as the method described 
in these illustrations provided that the 
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method used by the taxpayer is reasona- 
ble. See paragraph (b)(4) of this section. 
In addition, the particular allocation 
methods illustrated herein may be used 
to allocate other types of service costs not 
illustrated in this paragraph. 

(A) Security services. The cost of se- 

curity or protection services benefit afi 

areas covered by the services and should 
be allocated to each physical area that 
receives the service in proportion either 
to the size of the physical area, number 
of employees in the area, or the relative 
fair market value of assets located in the 
area, or on any other reasonable basis 

applied consistently. That part of the total 
cost allocable to a factory, warehouse, or 
jobsite where only one activity is per- 
formed shaH be directly allocated to that 
activity. The treatment of the cost of se- 

curity services afiocable to other service 
departments depends upon the method of 
allocation adopted by the taxpayer under 
paragraph (b)(4)(iii) of this section. 

(B) Legal services. The cost of a legal 
department includes rent (or an allocation 
of building depreciation and occupancy 
costs), travel, office machines, supplies, 
telephone, library, and other overhead and 
the compensation of the attorneys and 
other employees assigned to the depart- 
ment. For this purpose compensation in- 

cludes compensation described in 
paragraph (b)(2) of this section. These 
costs only benefit activities of the taxpayer 
which require legal services. These costs 
are generaHy allocable directly to a par- 
ticular activity on the basis of the ap- 
proximate number or hours of legal service 
(including research) performed in con- 
nection with the activity, including bid- 
ding, negotiating, drafting, or reviewing 
a contract (including subcontracts and 

supply contracts), obtaining necessary li- 

censes and permits, and m resolving dis- 

putes, termination claims or disputes 
arising from the performance of the ac- 
tivity. Different hourly rates may be ap- 
propriate for different services. In 
determining the number of hours afioca- 
ble to any activity, approximations are ap- 
propriate, detailed time records need not 
be kept, and insubstantial amounts of ser- 
vices provided to an activity by senior le- 

gal staff as an administrator or a reviewer 

may be ignored. The taxpayer shall also 
allocate directly to an activity the cost of 
any outside legal services provided. In- 
stead of an allocation based upon total 
hours of legal services provided to an ac- 
tivity, the taxpayer may choose to allocate 
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the costs of a legal department to partic- 
ular activities on the basis of total direct 
costs (as described in paragraph (b)(2)(i) 
of this section) incurred with respect to 
each activity as a fraction of the total di- 
rect costs incurred with respect to all pro- 
duction or resale activities. Legal activities 
relating to general corporate functions, 
financing, securities law, compliance, an- 
titrust law compliance, tax compliance, 
industrial relations, compliance with laws 
and regulations not related to particular 
activities, after-the-fact review of con- 
tracts to insure compliance with company 
policies, patents and licensing unrelated 
to particular activities, and similar general 
legal functions are not required to be al- 
located to particular activities. 

(C) Centralized payroll department. The 
cost of a payroll department includes rent 
(or an allocation of building depreciation 
and occupancy costs), office machines, 
supplies, telephones and other overhead 
and compensation of employees assigned 
to the department. The department cost 
may also include the cost of data proc- 
essing and file maintenance, or this cost 
may be incurred by a separate data proc- 
essing or records department and allo- 
cated to the payroll department. Payroll 
service costs benefit any department, in- 

cluding other service departments, incur- 

ring labor costs. The cost of payroll 
department is generally allocated on the 
basis of the gross amount of payroll proc- 
essed. 

(D) Centralized data processing. The 
cost of a data processing department in- 

cludes rent or depreciation of data proc- 
essing machines, supplies, rent (or an 

allocation of building depreciation and 

occupancy costs), power, telephone and 

other overhead, and the compensation of 
employees assigned to the department. 
These costs benefit all departments that 

require data processing services. Data 
processing costs are generally allocated 
based upon the number of data processing 
hours supplied. Other reasonable bases, 
such as an allocation based upon total di- 

rect cost, may also be used. The costs of 
data processing systems developed for a 

particular activity shall be directly allo- 

cated to such activity. 

(E) Engineering and design services. 

The cost of an engineering or design de- 

partment includes rent (or an allocation 

of building depreciation and occupancy 

costs), travel, office machines, supplies, 

telephones, library, and other overhead, 
and compensation of employees assigned 

to the department. Unless the engineer- 
ing and design services are properly ac- 
counted for separately, the cost of 
engineering or design service depart- 
ments generally is directly allocable to an 
activity on the basis of the approximate 
number of hours of work performed with 

respect to a particular activity as a fraction 
of the total hours of engineering or design 
work performed for all activities. Differ- 
ent services may be allocated at different 
hourly rates. Engineering and design ser- 
vices may also be treated as direct costs 
of an activity, provided that the taxpayer 
also treats all engineering and design 
overhead as direct or indirect costs of the 
activity. 

(F) Safety engineering. The cost of a 

safety engineering department includes the 
compensation paid to employees assigned 
to the department, rent (or an allocation 
of building depreciation and occupancy 
costs), travel, office machines, supplies, 
telephones, library, and other overhead. 
These costs benefit all activities of the tax- 

payer and should be allocated to partic- 
ular activities on the basis of the 
approximate number of safety inspections 
made in connection with a particular ac- 

tivity as a fraction of total inspections, or 
on the basis of the number of employees 
assigned to an activity as a fraction of total 
employees or on the basis of total labor 
hours worked in connection with an ac- 

tivity as a fraction of total hours, which- 

ever is most reasonable. The cost of a 

safety engineering department responsi- 
ble only for setting safety policy and es- 

tablishing safety procedures to be used in 

all of the taxpayer's activities is not re- 

quired to be allocated. However, in de- 

termining the total costs of a safety 
engineering department to be allocated, 
costs attributable to providing a safety 
program only for a particular activity shall 

be directly assigned to such activity. 

(5) Simplifie method of accounting for 
production costs — (i) In general. Taxpay- 
ers may elect to use the "simplified pro- 
duction method" permitted under this 

paragraph (b)(5) to account for the ad- 

ditional costs required to be capitalized 
under this section with respect to property 
produced by the taxpayer that is: 

(A) Stock in trade of the taxpayer 
or other property that is properly in- 

cludable in the inventory of the tax- 

payer; or 

(B) Property held by the taxpayer 
primarily for sale to customers in the 

ordinary course of the taxpayer's trade 
or business. 

The simplified production method is not 
available with respect to property ac- 
quired for resale, property constructed by 
a taxpayer for use in its trade or business, 
property produced under a long-term 
contract, or any other property produced 
by a taxpayer that is not described in sec- 
tion 1221(l) of the Internal Revenue Code. 
In the case of a single trade or business 
that consists of operations including both 
production of property and the acquisi- 
tion of property for resale, the simplified 
production method, if elected, must be 
applied with respect to all operations of 
the particular trade or business, In such 
a case, a taxpayer is not permitted to ap- 

ply the simplified production method to 
only a portion of the operations of such 
trade or business. In addition, the tax- 

payer may not apply the simplified resale 
method to any portion of such trade or 
business. 

(ii) Allocation of additional section 263A 
costs. Under the simplified production 
method, additional section 263A costs are 
to be allocated to inventory or other prop- 
erty based on the ratio of the taxpayer's 
total additional section 263A costs in- 

curred during the taxable year to the tax- 
payer's total section 471 costs incurred 
during the taxable year (the "absorption 
ratio"). (See paragraph (b)(5)(iii) of this 
section for definitions of the certain terms 
used in this paragraph (b)(5)(ii)). The 
amount of additional section 263A costs 
required to be capitalized is computed by 
multiplying the absorption ratio times the 
amount of section 471 costs remaining in 

the taxpayer's ending "section 471 inven- 

tory balance" that are treated as costs in- 

curred during the taxable year under the 
taxpayer's method of accounting (e. g. , the 
last-in, first-out method or "LIFO" ). Thus, 
in the case of a taxpayer using the LIFO 
method of accounting, the absorption ra- 
tio is applied to the increase (LIFO in- 

crement), if any, in the taxpayer's ending 
section 471 balance for the taxable year. 
In the case of a taxpayer using the first- 

in, first-out (" FIFO" ) method of account- 

ing, the absorption ratio is applied to the 
amounts of section 471 costs remaining in 

the taxpayer's ending section 471 balance 
that are treated as having been incurred 

in the taxable year. 
(iii) Definitions. Additional section 

263A costs are those costs, other than in- 

terest, that were not capitalized or in- 

cluded in inventory costs under the 
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taxpayer's method of accounting imme- 
diately prior to the effective date of this 
section, but that are required to be cap- 
italized under this section. (See paragraph 
(b)(2)(iv) of this section for the rules re- 
lating to the allocation of interest ex- 
pense. ) Although such additional section 
263A costs are allocated under the sim- 
plified production method permitted in this 
paragraph (b)(5), such costs shall other- 
wise be treated as inventory costs for all 
purposes of the Code except as provided 
herein. For purposes of this paragraph 
(b)(5), the costs capitalized or included 
in inventory costs under the taxpayer's 
method of accounting immediately prior 
to the effective date of this section shall 
be referred to as "section 471 costs. " Thus, 
if a taxpayer included a particular cost 
described in 5L471 — 11(c)(2)(iii) in inven- 

tory, such cost is also required to be in- 
cluded in the taxpayer's inventory as a 
section 471 cost for purposes of this par- 
agraph (b)(5). For purposes of this par- 
agraph (b)(5), the taxpayer's section 471 
inventory balance is the balance of section 
471 costs, determined without the inclu- 
sion of any additional section 263A costs, 
(Moreover, the term "section 471 costs" 
shall include any cost includable in pro- 
duction costs under the taxpayer's prior 
method regardless of whether such prior 
method required the absorptiion of costs 
to inventories under t1L471 — 11). 

(iv) LIFO indexes. In the case of a tax- 

payer using the LIFO method of account- 
ing for inventories, the calculation of a 
particular year's index is to be made with- 

out regard to the additional section 263A 
costs. Similarly, the taxpayer shall disre- 

gard the additional section 263A costs in 

adjusting current year costs by the appli- 
cable indexes, in determining whether 
there has been an inventory increment or 
decrement for the current year in question 
for the particular LIFO pool, If the tax- 

payer determines that there has been an 
inventory increment, then the taxpayer 
shall state the amount of the increment 
in current year dollars, and then multiply 

the resulting amount by the absorption 
ratio, as previously described. The re- 

sulting product is equal to the amount of 
the additional section 263A costs which 

the taxpayer is required to capitalize in 

ending inventory. If the taxpayer deter- 

mines that there has been an inventory 

decrement, then the taxpayer shall state 
the amount of the decrement in dollars 

applicable to the particular year for which 

the LIFO cost or layer has been invaded. 

The additional section 263A costs, in- 

curred in prior years, which are applicable 
to the decrement shall be charged to cost 
of goods sold. The additional section 263A 
costs which are applicable to the decre- 
ment are determined by multiplying the 
total amount of such section 263A costs 
allocated to the layer of the particular pool 
in which the decrement occurred, by the 
ratio of the decrement to the total section 
471 costs (excluding, therefore, addi- 
tional section 263A costs) in the layer for 
such pool. 

(v) Examples. The operation of the 
simplified production method is illus- 
trated in the following examples: 

Example (1). The taxpayer A, uses the first-in, first- 

out (FIFO) method of accounting for inventories. A 
includes in inventoriable costs under its section 471 

method of accounting (i) direct production costs as 

described in $1. 471-11(b)(2) ("fug absorption direct 
costs"), and (ii) indirect production costs described 

in ill. 471-11(c)(2)(i) ("category 1 costs"). AU other 
costs incurred by A are excluded from section 471 
costs under A's method of accounting, including costs 
described in 11. 471-11(c)(2)(ii) and (iii) ("category 
2" and "category 3" costs respectively). A deter- 

mines, pursuant to this section, that it incurred $1 
million of additional section 263A costs during the 
taxable year. Furthermore, assume that A had a be- 

ginning section 471 inventory balance (consisting of 
its full absorption direct costs and category 1 costs) 
of $2 million, incurred $10 minion of such section 471 
costs during the year, and had an ending section 471 
inventory balance of $3 miUion. The absorption ratio 
for the year is equal to 10 percent, i. e. , additional 
section 263A costs of $1 million, divided by section 
471 costs incurred during the taxable year of $10 mil- 

lion. AU of A's costs in ending inventory are viewed 
as section 471 costs incurred during the taxable year. 
Thus, for each donar in the ending section 471 in- 

ventory balance, A must capitalize 10 cents of addi- 

tional section 263A costs. Ending inventory for the 
taxable year would be increased by $300, 000. The 
balance of the taxpayer's additional section 263A costs 
would be viewed as included in cost of goods sold, 

Example (2). The taxpayer B uses the last-in, first- 

out (LIFO) method of accounting for inventories. B 
includes in inventoriable costs under its section 471 
method of accounting: (i) full absorption direct costs, 
(ii) category 1 costs, and (iii) certain category 3 costs. 
B determines, pursuant to this section, that it incurred 
$1 million of additional section 263A costs during the 
taxable year. Furthermore, assume that B had a be- 

ginning section 471 inventory balance (consisting of 
full absorption direct costs, category I costs, and cer- 
tain category 3 costs) of $2 million, incurred $10 mil- 

lion of such section 471 costs during the year, and 
had an ending balance of section 471 costs of $3 mil- 

lion. The absorption ratio for the year is equal to 10 
percent, l. e. , additional section 263A costs of 
$1, 000, 000. divided by section 471 costs incurred dur- 

ing the taxable year of $10 million. The increase in 
B's section 471 inventory balance for the taxable year 
is $1 million. Thus, B must capitalize $100, 000 of 
additional section 263A costs in ending inventory (i. e. , 
. 10 times $1, 000, 000). The balance of B's additional 

section 263A costs would be included in cost of goods 
sold for the taxable year. Assume that in the following 

taxable year, B is viewed as disposing of inventory 

acquired in the preceding year having section 471 costs 

Section 263A 

of $500, 000, B would be required to include, in cost 
of goods sold, a proportional amount of its additional 
section 263A costs for such preceding year, i. e. , $50, 000 

(. 10 times $500. 000). 
Example (3). The taxpayer R begins its trade or 

business in Year 1, and uses the LIFO method of 
accounting for inventories. R includes in inventoria- 

ble costs under its section 471 method of accounting: 

(i) full absorption direct costs, and (ii) category 1 

costs. R determines, pursuant to this section, that it 

incurred $1, 000 of additional section 263A costs dur- 

ing the taxable year. Furthermore, assume that R had 
no beginning section 471 inventory balance (due to 
entering the trade or business in Year 1), incurred 

$10, 000 of such section 471 costs during the year, and 

had an ending balance of section 471 costs of $3, 000, 
contained in three LIFO pools (A, B, and C). R 
allocates its additional section 263A costs for taxable 
Year 1 in the following manner: 

Year I 

Additional section 
263A costs 
Section 471 costs 

absorption 
= 10% ratio 

10, 000 

Year 1 

In Year 2, R incurs $400 of additional section 263A 
costs and $2, 000 of section 471 costs. Moreover, R 
has $1, 000 of section 471 cost of goods sold in pools 
A, B, and C. R computes its final inventory for Year 
2 as follows: 

Year 2 

Additional section 
263A costs 
Section 471 costs 

absorption 

2000 
= 20% ratio 

Year 2 

Total 

Beginning section 
471 balance . . . . . . . . . $3, 000 
Current section 
471 costs . . . . . . . . . . . . 2, 000 
Section 471 cost 
of goods sold . . . . . . . ~1, 000 

B C 

$1, 600 $600 $800 

1, 500 300 200 

(300) (300) (400) 

Ending section 
471 balance . . . . . . . . . $4, 000 

Prior period 
additional 
section 263A 
costs . . . . . . . . . . . . . . . 300 
Included in cost 
of goods sold . . . . ~20 

$2, 800 $600 $600 

160 60 80 

(20) 

Remaining prior 
period additional 
section 263A costs 

Current additional 
section 263A costs 

280 

240 240 

Final ending 
inventory balance $4. 520 $3, 200 $660 $660 

Total A B C 
Ending section 
471 balance . . . . . . . . . $3, 000 $1, 600 $600 $800 
Absorption ratio . . . . 10 . 10 . 10 . 10 
Current additional 
section 263A costs 300 160 60 80 

Final ending 
inventory balance $3, 300 $1, 760 $660 $880 
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Pool C is reduced by $200 in Year 2. A portion of 
the additional 263A costs contained in that pool that 
are attributable to Year 1 must be included in cost of 
goods sold in Year 2. The amount is determined by 
dividing the decrement in pool C by the total costs 
accumulated in the Year 1 layer of pool C; the re- 
sulting fraction is then multiplied by the additional 
section 263A costs contained in pool C which are 
attributable to Year 1. Thu, the amount of additional 
section 263A costs which is included in cost of goods 
sold from pool C, attributable to Year 1, is $20, i. e. , 
$200 divided by $800, multiplied by $80. 

(vi) Change in method of accounting. 
The election to use the simplified pro- 
duction method shall be made separately 
for each trade or business of the taxpayer 
on a timely filed income tax return for the 
taxpayer's first taxable year for which this 
section becomes effective. For taxable 
years subsequent to such taxable year of 
the taxpayer, a change in method to, or 
from, the simplified production method 
requires the consent of the Commis- 
sioner. In addition, any change in the de- 
termination of the taxpayer's section 471 
costs which would constitute a change in 
method of accounting under the law in 

effect before the enactment of section 
263A, shall be deemed to constitute a 
change in method of accounting under this 

section. 

(6) Simplified procedure for allocating 
mixed service costs — (i) In general. This 

paragraph provides a simplified method 
(the "simplified service cost method") for 
allocating administrative, support and 
service costs that directly benefit or are 
incurred by reason of the performance of 
production activities but also benefit other 
activities of the taxpayer (" mixed service 
costs"). The simplified service cost method 
provided under this paragraph (b)(6) may 
be used to determine the aggregate por- 
tion of mixed service costs which are re- 
quired to be capitalized as production costs 
("inventoriable mixed service costs"). For 
purposes of this method, mixed service 
costs do not include administrative, sup- 

port, and service costs that directly benefit 

or are incurred by reason of the perform- 
ance of the production activities of the 

taxpayer ("production service costs"), if 
such costs do not benefit other activities 

in the taxpayer's trade or business, or if 
such costs are properly allocated to pro- 
duction activities under the taxpayer's 

method of accounting prior to the effec- 
tive date of the Tax Reform Act of 1986. 
In addition, mixed service costs do not 
include costs (" policy service costs") that 

do not benefit the production activities of 
the taxpayer, but rather, benefit only the 

types of non-production activities de- 

scribed in paragraph (b)(4)(vii) of this 
section (e. g. , overall management or pol- 

icy guidance functions). See paragraph 
(b)(4) of this section for explanations and 
illustrations of the types of mixed service 
costs that are required to be allocated 
among the production activities of the 
taxpayer. 

(ii) Availability. The simplified service 
cost method of this paragraph (b)(6) may 
be used to determine the inventoriable 
mixed service costs with respect to the 
production of real or personal property 
that is: 

(A) Stock in trade of the taxpayer 
or other property that is properly in- 

cludable in the inventory of the tax- 

payer, or 
(B) Property held by a taxpayer pri- 

marily for sale to customers in the or- 

dinary course of the taxpayer's trade or 
business. 

The simplified service cost method is not 
available with respect to property ac- 

quired for resale (except as provided in 

paragraph (b)(5)(i) of this section, relat- 

ing to a single trade or business engaged 
in both production and resale activities). 
Moreover, the simplified service cost 
method is not available with respect to 
property constructed by a taxpayer for use 
in its trade or business, property produced 
under a long-term contract, or any other 
property produced by a taxpayer that is 
not described in section 1221(l) of the In- 

ternal Revenue Code. The inventoriable 
mixed service costs determined under the 
simplified service cost method shall gen- 

erally be allocated to specific properties 
produced by the taxpayer in accordance 
'with the rules relating to the allocation of 
indirect costs under paragraph (b)(3)(iii) 
of this section. If the taxpayer elects to 
use the simplified production method un- 

der paragraph (b)(5) of this section, then 
the inventoriable mixed service costs shall 

be allocated under that method. 
(iii) Determination of inventoriable 

portion. (A) The inventoriable mixed ser- 
vice costs required to be capitalized with 

respect to the taxpayer's production ac- 
tivities shall be determined by multiplying 
the total mixed service costs incurred in 
the taxpayer's trade or business during the 
taxable year by the ratio of— 

(I) The total production costs incurred 
in the taxpayer's trade or business under 
this section (excluding mixed service costs 
and interest) for the taxable year, to— 

(2) The total of all costs incurred in the 
operation of the taxpayer's trade or busi- 

ness (excluding mixed service costs and 
interest) for the taxable year. 

(B) For example, assume that Tax- 
payer A incurs $1, 000 of mixed service 
costs in the taxable year. The total of A' s 

production costs incurred for the taxable 
year, excluding mixed service costs and 
interest, is $10, 000. The total costs in- 

curred for all of A's operations (exclusive 
of mixed service costs and interest) for 
the taxable year is $20, 000. The total in- 

ventoriable mixed service costs allocable 
to A's production activities is $500 for the 
taxable yeari. e. , ($1, 000 x ($10, 000 di- 

vided by $20, 000)). 
(C) For purposes of this method, the 

cost of operations consists of all direct and 
indirect costs of production, and all other 
costs of the taxpayer's operations, includ- 

ing but not limited to salaries and other 
labor costs of all personnel, all deprecia- 
tion taken for federal income tax pur- 

poses, research and experimental costs, 
and selling, marketing and distribution 
costs. Such costs of operations shall not 
include, however, federal, state, local or 
foreign income taxes (or taxes measured 

by income such as franchise taxes assessed 
on income). 

(D) If (I) the taxpayer's mixed service 
costs, or (2) the total costs incurred in the 
taxpayer's operations, are allocable to 
more than one trade or business, then the 
taxpayer shall determine the amount al- 

locable to a particular trade or business 

by using any reasonable method of allo- 
cation (consistently applied) otherwise 
permitted under this section. 

(E) In determining the total mixed ser- 
vice costs incurred in a taxpayer's trade 
or business during the taxable year for 
purposes of the formula described in par- 

agraph (b)(6)(iii)(A) of this section (the 
"allocation formula" ), the taxpayer shall 

utilize the total costs of the various de- 
partments or functions in the taxpayer's 
trade or business that perform mixed ser- 
vice activities (e. g. , the departments or 
functions described in paragraph (b)(4)(x) 
of this section). The total costs of such 

departments or functions shall then be in- 

cluded for purposes of the allocation for- 

mula in determining the inventoriable 

mixed service costs that are required to 
be capitalized as production costs. For 
purposes of the simplified service cost 
method, it shall not be permissible to ex- 

clude policy service costs (or other non- 

production costs) which are otherwise in- 

cluded in the total costs of departments 

or functions performing mixed service ac- 
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tivities, and then include only the re- 
mainder of the costs of such departments 
or functions for purposes of the allocation 
formula. For example, assume that the 
accounting department of the taxpayer 
performs mixed service activities pertain- 
ing to production and non-production ac- 
tivities. For purposes of the simplified 
service cost method, the costs of person- 
nel in the accounting department that per- 
form services relating to non-production 
activities (e. g. , accounts receivable clerks 
which only account for the selling activi- 
ties of the taxpayer) are not permitted to 
be excluded from the mixed service costs 
incurred by the accounting department 
which are subject to the allocation for- 
mula. Instead, under the simplified ser- 
vice cost method, the entire cost of the 
accounting department shall be included 
for purposes of applying the allocation 
formula. Similarly, the labor costs of ad- 

ministrative and managerial personnel that 
are incurred with respect to both produc- 
tion and non-production activities shall be 
accounted for in the same manner, i. e. , 
the total costs of such personnel shall be 
included for purposes of applying the al- 

location formula, without first reducing 
such costs by the amounts therein per- 
taining to non-production activities. 

(iv) De minimis rule. For purposes of 
the simplified service cost method of this 

paragraph (b)(6), the determination of 
whether service costs are to be treated as 

costs solely allocable to production ("pro- 
duction service costs") or as costs solely 
allocable to other non-production func- 

tions of the taxpayer such as functions 

relating to overall management and policy 
(" policy service costs"), is to be based on 

the predominant nature of such service 

costs. For purposes of this paragraph 

(b)(6)(iv), the predominant nature of a 

service cost shaH be treated as solely al- 

locable to a particular activity if 90 per- 

cent or more of that costs directly benefits 

or is incurred by reason of such activity. 

In such a case, the total of such costs shall 

be treated as allocable to such activity. 

For example, assume that 90 percent of 
the costs of a particular department di- 

rectly benefit or are incurred by reason of 
the taxpayer's inventory production ac- 

tivities. For purposes of the simplified ser- 

vice cost method of this paragraph (b)(6), 
the taxpayer shall treat 100 percent of the 

costs of the department as if such costs 

are production service costs. Similarly, as- 

sume that 90 percent of the costs of a 

particular department directly benefit or 

are incurred by reason of the taxpayer's 
overall policy making activities. For pur- 

poses of the simplified mixed service cost 
method of this paragraph (b)(6), the tax- 

payer shall treat 100 percent of the costs 
of that department as policy service costs 
that are not required to be allocated to 
production. 

(v) Change in method of accounting. 
The election to use the simplified service 

cost method shall be made separately for 
each trade or business of the taxpayer on 

a timely filed income tax return for the 
taxpayer's first taxable year for which this 

section becomes effective. For taxable 

years subsequent to such taxable year of 
the taxpayer, a change in method to, or 
from, the simplified service cost method 

requires the consent of the Commis- 
sioner. 

(c) Special rules for property produced 
in a farming business — (1) General rule. 

In general, this section applies to property 
produced in a farming business if such 

property has a preproductive period of 
more than 2 years, or if such farming busi- 

ness is described in paragraph (c)(2) of 
this section. This section does not apply, 
however, if the property is described in 

paragraph (c)(3) of this section or if the 
taxpayer has made the election described 
in paragraph (c)(6) of this section. In ad- 

dition, this section does not apply to an- 

imals produced in a farming business if 
such animals are held primarily for 
slaughter (regardless of the preproductive 
period of such animals), except that this 
section shall apply to the production of 
such animals by a farming business if such 

business is described in paragraph (c)(2) 
of this section. For purposes of this sec- 
tion, an animal is held primarily for 
slaughter regardless of whether the tax- 

payer itself will slaughter the animal or 
instead will sell the animal to others for 
slaughter. 

(2) Taxpayers required to use the ac- 
crual method. 

(i) This section applies to property 
produced in a farming business (including 
aH animals held primarily for slaughter) 
without regard to the preproductive pe- 
riod of such property in the case of a: 

(A) Corporation or partnership re- 

quired to use an accrual method of ac- 

counting under section 447 in computing 
its taxable income from farming, or 

(B) Tax shelter required to use an 

accrual method of accounting under 
section 448(a)(3). 

Thus, for example, this section applies to 

an enterprise involving the feeding of cat- 
tle held for slaughter regardless of the 
preproductive period of such cattle, if the 
enterprise is required to use an accrual 
method of accounting under section 447 
or section 448(a)(3). 

(ii) For purposes of this section, a 

farming business shall be considered a tax 
shelter, and thus required to use an ac- 
crual method of accounting under section 

448(a)(3), if that farming business is: 

(A) A farming syndicate as defined in 

section 464(c); or 

(B) A tax shelter within the meaning 
of section 6661(b)(2)(C)(ii), defined as— 

(I) A partnership or other entity, 

(2) Any investment plan or arrange- 
ment, or 

(3) Any other plan or arrangement, 
if the principal purpose of such part- 
nership, entity, plan, or arrangement 
is the avoidance or evasion of federal 
income tax. 
(iii) For purposes of this section, mar- 

keted arrangements in which persons carry 
on farming activities utilizing the services 
of a common managerial or administra- 
tive service will be presumed to have the 
principal purpose of tax avoidance if such 
persons prepay a substantial portion of 
their farming expenses with borrowed 
funds. 

(3) Exception — (i) In general. This 
section does not apply to costs incurred 
on or after October 22, 1986, that are 
attributable to the replanting, cultivation, 
maintenance, and development of any 
plants bearing an edible crop for human 
consumption (including, but not limited 
to, plants which constitute a grove, or- 
chard, or vineyard) that were lost or dam- 

aged while in the hands of the taxpayer 
by reason of freezing temperatures, dis- 

ease, drought, pests, or casualty. Such re- 
planting or maintenance costs may be 
incurred with respect to property other 
than the property on which the damage 
or loss occurred if the acreage of the prop- 
erty with respect to which the replanting 
or maintenance costs are incurred is not 
in excess of the acreage of the property 
on which the damage or loss occurred. 
Plants bearing crops for human consump- 
tion are those crops that are normally 
eaten or drunk by humans. Thus, for ex- 

ample, costs incurred with respect to re- 

planting plants bearing jojoba beans do 
not qualify for the exception provided in 

this paragraph (c)(3)(i) because that crop 
is not normally eaten or drunk by hu- 

mans. 
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(ii) Ownership; in general. Replanting, 
cultivation, maintenance, and develop- 
ment costs described in paragraph (c)(3)(i) 
of this section generally must be incurred 
by the taxpayer owning the property at 
the time the plants were lost or damaged. 
Paragraph (c)(3)(i) of this section will ap- 
ply, however, to costs incurred by a per- 
son other than the taxpayer owning the 
plants at the time of damage or loss if— 

(A) The taxpayer who owned the 
plants at the time the damage or loss 
occurred owns an equity interest of more 
than 50 percent in such plants or crops, 
and 

(B) Such other person owns any 
portion of the remaining equity interest 
and materially participates in the re- 
planting, cultivating, maintenance or 
development of such plants or crops. 

A person will be treated as materially par- 
ticipating for purposes of this provision if 
such person would otherwise meet the re- 
quirements with respect to material par- 
ticipation within the meaning of section 
2032A of the Code. 

(4) Definitions — (i) Farming business. 

(A) For purposes of this section, a farm- 

ing business means a trade or business 
involving the cultivation of land or the 
raising or harvesting of any agricultural 
or horticultural commodity. Examples in- 

clude the trade or business of operating 
a nursery or sod farm; the raising or har- 
vesting of crops; the raising or harvesting 
of trees bearing fruit, nuts or other crops; 
the raising of ornamental trees; and the 
raising, shearing, feeding, caring for, 
training and management of animals. 

(B) For purposes of this section, an ev- 

ergreen tree that is more than 6 years old 
at the time it is severed from its roots is 

not treated as an ornamental tree regard- 
less of the purpose for which it is sold. 

(C) For purposes of this section, the 
term "farming business" does not include 
the processing of commodities or prod- 
ucts beyond those activities which are 
normally incident to the growing, raising 

or harvesting of such products. Thus, for 
example, assume the taxpayer, a C cor- 
poration, is in the business of growing and 
harvesting wheat and other grains. The 
taxpayer processes grains which it has 

harvested in order to produce breads, cer- 
eals, and other similar food products which 

it then sells to customers in the course of 
its business. Although the taxpayer is in 

the farming business with respect to the 

growing and harvesting of grain, the tax- 

payer is not in the farming business with 

respect to the processing of such grains to 
produce food products which it sells to 
customers. Similarly, assume the tax- 

payer is in the business of raising poultry 
or other livestock. The taxpayer then uses 

such livestock in a meat processing op- 

eration in which the livestock are slaugh- 

tered, processed, and packaged or canned 

in preparation for their sale to customers. 
Although the taxpayer is in the farming 

business with respect to the raising of live- 

stock, the taxpayer is not in the farming 

business with respect to the meat proc- 
essing operation. 

(ii) Preproductive period. (A) For pur- 

poses of this section, the preproductive 
period of property produced in a farming 
business means— 

(I) In the case of a plant or animal 

which will have more than one crop or 
yield, the period before the first market- 

able crop or yield from such plant or an- 

imal, or 
(2) In the case of any other plant or 

animal, the period before such plant or 
animal is reasonably expected to be dis- 

posed of. 
(B) The preproductive period of a plant 

begins when the plant or seed is first 

planted or acquired by the taxpayer. The 
preproductive period ends when the plant 
becomes productive in marketable quan- 
tities or when the plant is reasonably ex- 

pected to be sold or otherwise disposed 
of. 

(C) The preproductive period of an 

animal begins at the time of acquisition, 
breeding, or embryo implantation. The 
preproductive period ends at the time the 
animal is ready to perform the primary 
function intended to be performed by that 
animal (e. g. , when the animal becomes 
productive in marketable quantities), or 
when the animal is reasonably expected 
to be sold or otherwise disposed of. For 
example, in the case of a cow used for 
breeding purposes, the preproductive pe- 
riod with respect to the cow ends on the 
date the first calf is dropped. 

(D) The preproductive period of plants 
grown in commercial quantities in the 
United States shall be based on the 
weighted average preproductive period for 
such plant, determined on a nationwide 
basis. 

(5) Inventory methods — (i) In general. 
Except as otherwise provided, the costs 
required to be allocated to any plant or 
animal under this section may be deter- 
mined using reasonable inventory valua- 
tion methods such as the farm-price method 

or the unit-livestock-price method. See 
section 1. 471 — 6. 

(ii) Availability to tax shelters. Tax 
shelters, as defined in paragraph 
(c)(2)(i)(B) of this section, using the unit- 

livestock-price method of accounting for 
inventories must include in inventory the 
annual standard unit price for all animals 
which are acquired during the taxable year, 
regardless of whether such purchases are 
made during the last 6 months of the tax- 
able year. 

(6) Election not to have this section ap- 

ply. — (i) Introduction. This paragraph 

(c)(6) permits certain taxpayers to make 
an election not to have the rules of this 

section apply to any plant or animal pro- 
duced in a farming business conducted by 
the electing taxpayer. 

(ii) Availability of the election. The 
election described in this section is avail- 

able to any farmer except that no election 

may be made by a corporation, partner- 

ship or tax shelter required to use an ac- 
crual method of accounting under section 
447 or 448(a)(3). Moreover, no election 
may be made with respect to the planting, 
cultivation, maintenance or development 
of pistachio trees. In addition, the elec- 
tion described in this section does not ap- 

ply to any costs incurred for the planting, 
cultivation, maintenance or development 
of any citrus or almond grove (or any part 
thereof) to the extent that such costs are 
incurred within the first four years in which 

such trees were planted. If a citrus or al- 

mond grove is planted in more than one 
taxable year, the portion of the grove 
planted in any one taxable year is treated 
as a separate grove for purposes of de- 

termining the year of planting. 
(iii) Time and manner of making the 

election. Unless consent is obtained from 
the Commissioner, the election described 
in this section may only be made for the 
taxpayer's first taxable year that begins 
after December 31, 1986, and during which 

the taxpayer engages in a farming busi- 

ness. The election shall be made on the 
schedule E, F, or other schedule required 
to be attached to the income tax return 
for the first taxable year for which the 
election is effective. In the case of a part- 
nership or S corporation, the election must 

be made by the partner or shareholder. 

(iv) Election treated as if made if cer- 

tain requirements satisfied. A taxpayer el- 

igible to make the election under paragraph 

(c)(6) of this section shall be treated as 

having made the election if such taxpayer 

does not capitalize the costs of producing 
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property in a farming business as the pro- 
visions of this section would otherwise re- 
quire. 

(v) Revocation. Once the election is 
made, it is revocable only with the con- 
sent of the Commissioner. 

(vi) Special rules for treatment of ex- 

penses. (A) If the election is made, the 
plant or animal produced by the taxpayer 
is treated as section 1245 property and any 
gain resulting from any disposition of such 
property is recaptured (i. e. , treated as or- 
dinary income) to the extent of the total 
amount of the deductions which, but for 
the election, would have been required to 
be capitalized with respect to the plant or 
animal. In calculating the amount of gain 
which is recaptured under this paragraph 
(c)(6)(vi), the taxpayer may use the farm- 

price or unit-livestock methods in deter- 
mining the deductions which otherwise 
would have been capitalized with respect 
to the plant or animal. 

(B) If the taxpayer or a related person 
makes the election, the alternative de- 

preciation system (as defined in section 

168(g)(2)), shall be applied to all property 
used predominantly in any farming busi- 

ness of the taxpayer or related person and 

placed in service in any taxable year dur- 

ing which the election is in effect. The 
requirement to use the alternative depre- 
ciation system by reason of any election 
under paragraph (c)(6) of this section shall 

not prevent any taxpayer from making an 

election under section 179 to expense cer- 

tain depreciable business assets. 

(C) For purposes of this paragraph 

(c)(6), the term "related party" means— 

(I) The taxpayer and members of the 

taxpayer's family (defined, for this pur- 

pose, to include the spouse of the tax- 

payer and any of his or her children who 

have not reached the age of 18 as of the 

last day of the taxable year in question), 

(2) Any corporation (including an S 
corporation) if 50 percent or more of the 

stock (in value) is owned directly or in- 

directly (through the application of sec- 

tion 318) by the taxpayer or members of 
the taxpayer's family. 

(3) A corporation and any other cor- 

poration which is a member of the same 

controlled group (within the meaning of 
section 1563(a)(1)), and, 

(4) Any partnership if 50 percent or 
more (in value) of the interests in such 

partnership is owned directly or indirectly 

(through the application of section 318) 
by the taxpayer or members of the tax- 

payer's family. 

(vii) The operation of the election not 

to have this section apply is illustrated in 

the following examples: 

Example (1) Assume that A, an individual, is en- 

gaged in the trade or business of farming. A raises 

cattle for breeding and dairy purposes. In addition, 

A grows and harvests wheat and other grains. Assume 

further, that the preproductive period of certain of 

the cattle raised by A is morc than two years, as 

defined in paragraph (c)(4)(ii) of this section, and that 

A elects under paragraph (c)(6) of this section not to 
have the rules of this section apply to the costs of 
raising such cattle. A is required to use the alternative 

depreciation system descubed in section 168(g) of the 

Code with respect to all property used predominantly 

in any farming business of A (including the growing 

and harvesting of wheat) if such property is placed in 

service during a year for which the election is in effect. 

Thus, for example, all assets and equipment (includ- 

ing any dairy cattle which A treats as depreciable 

property, and any equipment used to grow and har- 

vest wheat) placed in service during a year for which 

the election is in effect must be depreciated using the 

straight line method over the applicable number of 
years, as provided in section 168(g). 

Example (2) Assume the same facts as in example 

1, except that A and members of A's family (as de- 

fined in paragraph (c)(6)(vi)(c)) also own 51% (in 

value) of the interests in a partnership P, which is 

engaged in the trade or business of growmg and har- 

vesting corn. P is a related person to A under the 
provisions of paragraph (c)(6)(i)(F) of this section. 

Thus, the requirements to use the alternative depre- 

ciation system under section 168(g) also apply to any 

property used predominantly in a trade or business 

of farming which P places in service during a year for 
which the election made by A is in effect. 

(d) Definitions and special rules relat- 

ing fo property acquired for resale — (1) 
General rule — (i) Unless an election is 
made to use the simplified resale method 
provided in paragraph (d)(3) of this sec- 
tion, the rules of this section applicable 
to the production of property shall apply 
to costs incurred with respect to property 
acquired for resale in a trade or business 
or activity conducted for profit. For pur- 

poses of this section, property acquired 
for resale includes stock in trade of the 
taxpayer or other property of a kind which 

would properly be included in the inven- 

tory of the taxpayer if on hand at the 
close of the taxable year, or property held 

by the taxpayer primarily for sale to 
customers in the ordinary course of the 
taxpayer's trade or business. Property ac- 
quired for resale may be real property or 
personal property (whether such personal 
property is of a tangible or intangible na- 

ture). Thus, property held for sale may 
include— 

(A) Literary, musical or artistic 
compositions; stocks, certificates, notes, 
bonds, debentures, or other evidence 
of indebtedness; 

(B) An interest in, or right to sub- 

scribe to or purchase any of the fore- 

going; and 

(C) Other intangible properties. 

Thus, for example, a dealer in securities 
must properly capitalize costs, as required 

by this section, with respect to the secu- 
rities acquired by the dealer for resale. 

(ii) Any taxpayer that does not elect 
to use the simplified resale method with 

respect to property acquired for resale, 
shall capitalize the costs which are re- 

quired to be capitalized in paragraph 

(d)(3)(ii) of this section with respect to 
such method, using the definitions of such 

costs as are provided therein. Thus, for 
example, taxpayers not electing to use the 
simplified resale method shall be required 
to capitalize offsite storage costs, as de- 
fined under the simplified resale method; 
moreover, the definition of distribution 
costs as provided under the simplified re- 
sale method shall apply to such taxpayers 
as well. 

(iii) Taxpayers not electing the use of 
the simplified resale method may not uti- 

lize the various allocation methods or ex- 
pedited procedures provided under such 

method, but rather must use such meth- 
ods and procedures as are allowed with 

respect to the production of property un- 

der this section. Thus, for example, in 

determining the total amount of general 
and administrative expenses allocable to 
offsite storage, purchasing, and handling 
costs, such taxpayers shall not use the 
fraction for allocating such expenses which 

is based on labor costs incurred in the 
various activities, unless such method 
would be otherwise allowed to producers 
of property. Similarly, in determining the 
costs which are attributable to purchasing 
activities, such taxpayers shall not use the 
procedure provided in the simplified re- 
sale method whereunder certain activities 
may be disregarded if they comprise less 
than one-third of the aggregate activities 
being performed. 

(2) Exception for taxpayers with gross 
receipts of $10 million or less — (i) In gen- 
eral. This section does not apply in the 
case of personal property acquired for re- 
sale by a taxpayer whose average annual 
gross receipts (determined under this par- 
agraph (d)(2)) for the 3 taxable years pre- 
ceding the taxable year (or, if less, the 
number of preceding taxable years the 
taxpayer and any predecessor has been in 
existence) do not exceed $10 million. This 
section does apply, however, in the case 
of real property acquired for resale by a 
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taxpayer, regardless of the taxpayer's gross 
receipts. 

(ii) Aggregation of gross receipts. For 
purposes of determining the gross receipts 
of the taxpayer, all persons treated as a 
single employer under section 52(a) or (b), 
or section 414(m) or (o) shall be treated 
as one person. Thus, gross receipts at- 
tributable to transactions between such 
persons treated as a single employer shall 
not be taken into account for purposes of 
this provision. 

(iii) Treatment of short taxable year. In 
the case of any taxable year of less than 
12 months (a short taxable year), the gross 
receipts shall be annualized by (A) mul- 

tiplying the gross receipts for the short 
taxable year by 12, and (8) dividing the 
result by the number of months in the 
short taxable year. 

(iv) Determination of gross receipts— 
(A) In general. The term "gross receipts" 
means the total amount, as determined 
under the taxpayer's method of account- 
ing, received from all trades or businesses 
carried on by the taxpayer (e. g. , revenue 
derived from the sale of inventory before 
reduction for cost of goods sold). 

(B) Amounts excluded. For purposes 
of this paragraph (d)(2), gross receipts shall 

not include amounts representing— 

(I) Returns or allowances, 

(2) Interest, dividends, rents, royal- 
ties, or annuities, not derived in the or- 
dinary course of a trade or business, 

(3) Receipts from the sale or exchange 
of capital assets, as defined in section 1221, 
and 

(4) Receipts from sales or exchanges 
not in the ordinary course of business, 
such as the sale of a trade or business, or 
the sale of property used in a trade or 
business as defined under section 1221(2). 

(3) Simpitfied method of accounting for 
resale costs — (i) In general. Except as 

otherwise provided, taxpayers may elect 
to use the simplified method of this 
paragraph (d)(3) (the "simplified resale 
method") for allocating costs to property 
acquired for resale. The simplified resale 
method must be applied separately to each 

trade or business of the taxpayer. (See 
paragraph (b)(5) of this section which 

provides that only the simplified produc- 

tion method and not the simplified resale 
method shall be available in the case of a 

single trade or business that consists of 
both production and resale activities. ) 
Under the simplified resale method, pre- 

liminary inventory balances are to be 
calculated without the inclusion of the ad- 

ditional costs required to be allocated in 

paragraph (d)(3)(ii) of this section. The 
amount of additional costs attributable to 
prior periods and the amount of addi- 
tional costs determined to be allocable 
under paragraph (d)(3)(ii) of this section 
for the current period are then taken into 
account with the inventory balances as in- 

itially calculated in order to arrive at an 
ending inventory balance. 

(ii) Costs required to be capitalized. The 
fofiowing categories of costs are required 
to be capitalized with respect to property 
acquired for resale, regardless of whether 
a taxpayer elects the simplified resale 
method. This paragraph (d)(3)(ii) pro- 
vides illustrative examples of particular 
items of cost which are required to be 
capitalized under this section. For ex- 

ample, costs of handling generally consist 
of direct and indirect labor costs, tools, 
vehicles, and other enumerated items. 
These examples are not exhaustive in na- 

ture; to the extent that other particular 
items of costs incurred by the taxpayer 
benefit or are incurred by reason of the 
particular activity in question, such costs 
shall be capitalized accordingly. 

(A) Off-site storage or warehousing— 

(I) Definition. Costs attributable to the 
operation of off-site storage or ware- 

housing facilities ("off-site storage facili- 
ties") under this section are required to 
be capitalized with respect to inventory. 
For purposes of this section, an off-site 
storage facility is defined as any storage 
or warehousing facility which is not an on- 

site storage facility. An on-site storage fa- 

cility is a facility which is physically at- 

tached to, and an integral part of, a retail 
sales facility where the taxpayer sells mer- 

chandise stored at the facility to cus- 

tomers physically present at the facility 
("on-site sales" ). Thus, for example, a 

catalog or mail order center which stores 
merchandise for shipment to customers 
who purchase such merchandise through 
orders placed over the telephone, or or- 
ders delivered in the mail, is not an on- 

site storage facility, and thus is treated as 
an off-site storage facility. Similarly, a 
"pooled stock facility" which functions as 
a "back-up" regional storage facility for 
particular retail sales outlets in the nearby 
area is not an on-site storage facility, and 
is thus treated as an off-site storage fa- 
cility. Moreover, a storage or warehous- 
ing area operated by a person making sales 
of goods "wholesale" to persons who in 

turn resell the goods to others, is not an 
on-site storage facility because such fa- 

cility is not an integral part of a retail sales 

facility. 

(2) Dual-function facilities. Except as 

provided in paragraph (d)(3)(ii)(A)(3) of 
this section, if a storage facility serves as 

both an on-site and off-site storage facil- 

ity, a percentage of the facility shall be 

treated as an on-site storage facility equal 

to the ratio of— 
(I) Gross on-site sales of the facility, 

i. e. , gross sales of the facility made to 
retail customers visiting the premises in 

person and purchasing merchandise 
stored therein, to- 

(ll) Total gross sales of the facility. 

The portion of the facility which is not 

treated as an on-site facility under the pre- 

ceding sentence shall be treated as an off- 

site facility. For example, assume a cat- 

alog center conducts on-site sales which 

are equal to 40 percent of the total sales 

made by the facility. For purposes of this 

section, 40 percent of the facility shall be 
viewed as an on-site storage facility; the 
remaining 60 percent shall be viewed as 
an off-site storage facility. 

(3) De minimis rule for dual function 
facilities. If 10 percent or less of the gross 
sales of a facility are attributable to on- 

site sales, then the entire storage facility 
located at the site shall be deemed to be 
an off-site storage facility for purposes of 
this section. If, in contrast, 90 percent or 
more of the gross sales of a facility are 
attributable to on-site sales, then the en- 
tire storage facility located at the site shall 

be deemed to be an on-site storage facil- 

ity. 

(4) Allocation of costs; off-site facili- 
ties. To the extent that costs are incurred 
at an off-site storage facility which do not 
directly benefit, or are not incurred by 
reason of, the storage functions of such 

facility, then such costs shall not be ac- 
counted for as costs of an off-site facility. 
Thus, for example, assume that a catalog 
store incurs costs (e. g. , labor cost of cler- 
ical personnel) attributable to receiving 
and processing customer orders which will 

be filled by directly shipping the mer- 

chandise to the customer's address. Costs 
attributable to these functions will be 
treated as costs allocable to the selling 

function of the taxpayer's business, and 
thus not treated as off-site storage costs. 

(5) Costs attributable to off-site facili- 

ties. Costs attributable to an off-site stor- 

age facility generally consist of direct and 

indirect labor costs (including the costs of 
pension plans and other "fringe benefits" 

as described in paragraphs (b)(2)(ii) and 
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(iii) of this section); occupancy expenses 
including rent, depreciation, insurance, 
security, taxes, utilities and maintenance; 
materials and supplies; tools and equip- 
ment; and, general and administrative costs 
that directly benefit or are incurred by 
reason of the off-site storage activities of 
the taxpayer. 

(B) Purchasing. (I) Costs attributable 
to purchasing activities under this section 
are required to be capitalized with respect 
to inventory. Purchasing activities include 
functions associated with a purchasing de- 
partment or office, and personnel such as 
buyers, assistant buyers, and clerical 
workers, whose function relates to the ac- 
tivities of the selection of merchandise, 
maintenance of stock assortment and vol- 
ume, placement of purchase orders, es- 
tablishment and maintenance of vendor 
contacts, or comparison and testing of 
merchandise. 

(2) The determination of whether a 
person is engaged in purchasing activities 
shall be based upon the actual activities 
performed by such person and not upon 
that person's title or job classification. 
Thus, for example, although a particular 
employee may be described as a "buyer" 
in the employer's job classification sys- 

tem, activities performed by such person 
shall not be considered as purchasing ac- 
tivities unless such treatment is appropri- 
ate based on an analysis of the actual 
responsibilities of the employee. 

(3) Similarly, although a person's job 
function may be described in such a way 
as to denote activities outside the area of 
purchasing (e. g. , a "marketing repre- 
sentative"), such activities shall be ac- 
counted for under this section as purchasing 
activities if such treatment is appropriate 
based an analysis of the actual responsi- 
bilities of the employee. 

(4) In general. (i) If a person performs 
more than one function, a reasonable al- 

location of the labor costs attributable to 
such person shall be made between the 
purchasing and non-purchasing functions 
of such person. 

(ii) For purposes of this paragraph 
(d)(3)(ii)(B)(4), the following formula may 

be applied by a taxpayer with respect to 
all personnel directly performing pur- 

chasing functions in a trade or business in 

allocating the labor costs of such person- 
nel to the functions of the taxpayer. (This 
formula may not be used with respect to 
personnel providing general and admin- 

istrative services which benefit or are in- 

curred by reason of purchasing functions). 

(A) If less than one-third of a person' s 

activities relate to a purchasing function, 

none of the labor costs attributable to that 

person shall be allocated to a purchasing 

function. 

(B) If more than two-thirds of a per- 
son's activities relate to a purchasing func- 

tion, all of the labor costs attributable to 
that person shall be allocated to a pur- 

chasing function. 

(C) In all other cases, an allocation of 
costs between functions must be made. 

(iii) For example, assume that A, B, 
and C are employed by taxpayer M in a 

retail business. Employee A performs ac- 

tivities, 25 percent of which are direct pur- 

chasing functions. Employee B performs 
activities, 70 percent of which are direct 

purchasing functions. Employee C per- 
forms activities, 50 percent of which are 
direct purchasing functions. As a result of 
the application of the formula provided 
in this paragraph, M will treat none of the 
labor costs of employee A as allocable to 
purchasing costs; all of the labor costs of 
employee B as allocable to purchasing 
costs; and 50 percent of the labor costs of 
employee C as allocable to purchasing costs 
and 50 percent as allocable to non-pur- 

chasing labor costs. 
(5) Costs attributable to purchasing 

activities generally consist of direct and 
indirect labor costs (including the costs of 
pension plans and other "fringe benefits" 
as described in paragraphs (b)(2)(ii) and 
(iii) of this section), office machines, sup- 

plies, telephone, travel, and the general 
and administrative costs that directly ben- 
efit or are incurred by reason of the pur- 
chasing activities of the taxpayer. 

(C) Handling, processing, assembly, 
and repackaging — (I) Definition. Costs 
attributable to handling, processing, as- 

sembly, repackaging and other similar ac- 
tivities (" handling costs") under this section 
are required to be allocated to inventory. 
Handling costs include, for example, all 

costs incurred in transporting goods (in- 

cluding loading and unloading costs): 
(i) From the place of purchase to the 

taxpayer's storage facility (to the extent 
not already capitalized by the tax- 
payer), 

(li) From storage facility to storage 
facility, and 

(lii) From a storage facility to a store 
or outlet where the sale of the delivered 

item occurs. 
Similarly, handling costs include the costs 
of processing, assembling, and repack- 

aging goods. To the extent that such pro- 
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cessing activities would be required, under 

the law prior to the effective date of the 
Tax Reform Act of 1986, to be accounted 
for as the costs of manufactured inventory 
under section 1. 471 — 11, then the taxpayer 
shall account for such costs under the rules 

applicable to production of property rather 
than the rules of this paragraph (d)(3). 
(Also, see paragraph (b)(5) of this section 
for rules relating to the simplified method 
available for a single trade or business 
that consists of both production and resale 
activities). 

(2) Exception for repackaging costs after 
sale occurs. For the purpose of this par- 
agraph (d)(3), handling costs shall not in- 

clude the costs of repackaging goods in 

preparation for imminent shipment or de- 

livery directly to a particular customer, if 
such repackaging occurs after the cus- 

tomer has ordered the specific identifiable 
goods in question. 

(3) Exception for distribution costs. For 
the purpose of this paragraph (d)(3), han- 

dling costs shall not include distribution 
costs. Distribution costs are defined as the 
costs of delivering goods directly to the 
customer, e. g. , costs incurred in deliver- 
ing an item from a storage facility to a 
customer's home. Except as provided in 
paragraph (d)(3)(ii)(C)(4), below, distri- 
bution costs do not include costs of trans- 
porting an item from a storage facility to 
a store or outlet where the sale of the item 
occui's. 

(4) Custom delivery of ordered items. 
Costs incurred in delivering goods from a 
storage facility to a store where the sale 
of the goods occurs are presumed to be 
handling costs allocable to the property 
and not distribution costs incurred for de- 
livery of goods directly to the customer. 
This presumption can be overcome only 
if the taxpayer can demonstrate that a de- 
livery to the store or other selling location 
is made to fill an identifiable order of a 
particular customer (placed by such cus- 
tomer before the delivery of the good oc- 
curs) for the particular good in question. 
Factors that may demonstrate the exist- 
ence of a specific, identifiable delivery in- 

clude the following: 

(i) The customer has paid for the item 
in advance of delivery; 

(ii) The customer has submitted a writ- 

ten order for the item; 
(iii) The item is not normally available 

at the retail store for on-site customer 
purchases; or 

(iv) The item will be returned to the 
storage facility (and not held for sale at 
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the store or selling location) if the cus- 
tomer cancels an order. 

(5) Costs attributable to handling. The 
costs attributable to handling activities 
generally consist of direct and indirect la- 
bor (including the costs of pension plans 
and other fringe benefits as described in 
paragraphs (b)(2)(ii) and (iii) of this sec- 
tion); tools; vehicles and equipment; 
maintenance of vehicles and equipment; 
rent, depreciation, and insurance of ve- 
hicles and equipment; materials; supplies; 
and the general and administrative costs 
that directly benefit or are incurred by 
reason of such activities of the taxpayer. 

(D) General and administrative ex- 
penses. A portion of direct and indirect 
costs incurred by any administrative, ser- 
vice or support functions or departments 
("service departments"), that directly 
benefits or is incurred by reason of both 
off-site storage, purchasing, or handling 
activities, as defined in this section, and 
the taxpayer's other activities (" mixed 
service costs") is to be included in inven- 

tory costs under this paragraph (d)(3)- 
(ii)(D). The determination of the aggre- 
gate portion of such mixed service costs 
required to be allocated to the off-site 
storage, purchasing, and handling activi- 

ties described in this paragraph (d)(3) is 
to be macle pursuant to the rules con- 
tained in paragraph (d)(4) of this section. 

(4) Allocation methods under the sim- 

plified resale method — (i) In general. The 
costs that are incurred with respect to the 
categories described in paragraph (d)(3) (ii) 
of this section (i. e. , activities pertaining 
to off-site storage, purchasing, handling, 
and mixed service costs) (" additional sec- 
tion 263A resale costs") are to be allo- 

cated to inventory in the manner provided 
in this paragraph (d)(4). In making all 

computations under this paragraph (d)(4), 
initial inventory balances shall be deter- 
mined without regard to any additional 

section 263A resale costs allocated under 

this paragraph (d)(4). 
(ii) Offsite storage, purchasing and 

handling costs — In general. The addi- 
tional section 263A resale costs of the tax- 

payer for the taxable year are to be 

allocated to inventory based on the ratio 

of such costs to the taxpayer's purchases 

for the year (the "allocation ratio"). The 

taxpayer shall determine the additional 

section 263A resale costs to be capitalized 

in ending inventory by multiplying the al- 

location ratio times the amounts in the 

taxpayer's ending inventory which are 

treated as purchases made during the cur- 

rent year under the taxpayer's method of 
accounting. Taxpayers will initially cal- 

culate their inventory balances without 

regard to the additional costs required to 
be capitalized under paragraph (d)(3)(ii) 
of this section. Taxpayers will then de- 

termine the amounts of additional section 

263A resale costs that must be capitalized 

under this paragraph (d)(4)(ii) of this sec- 

tion, and take into account such amounts, 

along with amounts of additional costs 
contained in beginning inventory bal- 
ances where appropriate, with the prelim- 

inary inventory balances to determine their 

final balances. 
(iii) Determination of mixed service 

costs — (A) In general. The amount of 
mixed service costs which is to be included 

as additional section 263A costs for pur- 

poses of calculating the allocation ratio as 

provided in paragraph (d)(4)(ii) of this 

section is determined in the following 

manner. The amount of mixed service costs 
which is included in additional section 263A 
resale costs shall be determined by mul- 

tiplying the total amount of mixed service 

costs incurred by the taxpayer in the trade 
or business for the taxable year, by the 
ratio of— 

(I) The sum of the labor costs al- 

locable to the off-site storage, pur- 

chasing, and handling activities, 
described in paragraph (d)(3)(ii) of this 

section, to— 
(2) The total of all labor costs in- 

curred in the taxpayer's trade or busi- 

ness, excluding the total amount of labor 

costs included in the mixed service costs 
incurred by the taxpayer in the trade 
or business for the taxable year. 

To the extent that mixed service costs and 

labor costs are incurred in more than one 
trade or business, the taxpayer shall de- 

termine the amounts allocable to the par- 
ticular trade or business in issue by using 

any reasonable method consistent with the 

principles of this section. 

(B) Example. The determination of 
mixed service costs under this provision 
is illustrated by the following example. 

Example. Taxpayer T incurs $1 million in mixed 

service costs in its trade or business for the taxable 

year. The labor costs allocable to T's purchasing, han- 

dling and off-site storage activities are $5 million. The 
labor costs of T's trade or business as a whole (in- 
cluding the labor costs allocable to purchasing, han- 

dling and off-site storage activities, but excluding the 
labor costs contained in the $1 million in mixed service 

costs) are $25 million. The mixed service costs that 
T must treat as additional section 263A resale costs 
are equal to $200, 000 (Ee. , $5 million divided by $25 
miUion, multiplied by $1 million). The $200, 000 in 
mixed service costs are included in additional section 

263A resale costs, and are allocated to ending inven- 

tory using the procedures described in paragraph 
(d)(4)(ii) of this section. 

(C) In determining whether the costs 
of a department or function are mixed 
service costs under this paragraph 
(d)(4)(iii), the taxpayer shall apply the 
principles contained in paragraph (b)(6) 
of this section relating to the simplified 

mixed service cost method applicable to 
the production of inventory. Thus, for ex- 

ample, the taxpayer shall apply the de 
minimis rule described in paragraph 
(b)(6)(iv) of this section in determining 
whether service costs are solely allocable 
to resale activities, or whether service costs 
are solely allocable to non-resale activi- 

ties. Moreover, the taxpayer shall apply 
the principles of paragraph (b)(6)(iii)(E) 
of this section in determining the total 
costs of departments or functions which 

are to be included as mixed service costs 
under this paragraph (d)(4)(iii). Thus, for 
example, in determining the total costs of 
departments or functions performing mixed 

service activities for purposes of this par- 

agraph (d)(4)(iii), the taxpayer shall not 
exclude non-resale related costs which are 
otherwise included in the total costs of 
such departments performing mixed ser- 
vice activities. See the examples relating 
to the costs of an accounting department 
and the labor costs of administrative and 
managerial personnel which are con- 
tained in paragraph (b)(6)(iii)(E) of this 
section. 

(iv) Examples. The application of the 
simplified resale method is illustrated in 

the following examples: 

Example (I). Taxpayer A, using the first-in, ftrst- 

out (FIFO) method of accounting for inventories, in- 

curred $400, 000 of storage costs, $500, 000 of pur- 

chasing costs, $300, 000 in handling and processing 
costs, and $200, 000 of mixed service costs during the 
taxable year (a total of $1. 4 million in additional sec- 

tion 263A resale costs). A's beginning inventory bal- 

ance (excluding additional section 263A resale costs) 
was $2 million. A made $8 million in gross purchases 

during the taxable year, and A's ending inventory 

(excluding additional section 263A resale costs) was 

$3 million. The amounts in ending inventory which 

are viewed as consisting of purchases made during the 

year, under the FIFO method, are $3 million. The 
ratio of additional section 263A resale costs to pur- 

chases made during the taxable year (the allocation 

ratio) is 17. 5 percent i. e. , $1. 4 million divided by $8 
million. The additional section 263A resale costs re- 

quired to be capitalized in ending inventory are equal 
to $525, 000, i. e. , the product of the allocation ratio 

(17. 5 percent) multiplied by the amount of purchases 

for the year which are viewed as being held in ending 

inventory $3, 000, 000). 
Example (2). Taxpayer B uses the last-in, first-out 

method (LIFO) of accounting for inventories. As- 

sume the same facts as Example (I). The amounts in 
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ending inventory which are viewed as consisting of 
purchases made during the taxable year, under the 
LIFO method, are $1 million. The ratio of additional 
section 263A resale costs to purchases made during 
the taxable year is 17. 5 percent. The additional sec- 
tion 263A resale costs required to be capitalized in 
ending inventory are equal to $175, 000, i. e. , the prod- 
uct of the allocation ratio (17. 5 percent) multiplied 

by the amount of purchases for the year which are 
viewed as being held in ending inventory ($1, 000, 000). 

Example (3). Taxpayer X beings its trade or busi- 
ness in Year I, and uses the LIFO method of ac- 
counting for inventories. X had no beginning inventory 
balance for the year (due to entering the trade or 
business in Year 1). X incurred a total of $1, 000 in 
additional section 263A resale costs in Year 1, and 
made $10, 000 in gross purchases. The amounts in 

ending inventory which are viewed as consisting of 
purchases made during the taxable year, under the 
LIFO method, are $3, 000. Such ending inventory 
amounts are contained in pools A, B, and C. X al- 

locates its additional section 263A resale costs for 
Year 1 as follows: 

Year 1 

Additional section 
263A resale costs 
Purchases 

allocation 
= 10% ratio 

$10, 000 

Year 1 

A B C 
$1, 600 $600 $800 

. 10 . 10 . 10 

Total 

Ending balance . . . . $3, 000 
Allocation ratio . . . . 10 
Current additional 
section 263A costs 300 160 60 80 

Year 2 

Additional section 
263A costs 
Purchases 

Year 2 

Total 

Beginning balance $3, 000 
Current purchases 2, 000 
Cost of sales . !. . . . . ~1, 000 

allocation 
= 20% ratio 

A B C 
$1, 600 $600 $800 
1, 500 300 200 

~300 ~300 ~400 

Ending balance . . . . $4, 000 
Prior period 
additional 
section 263A 
costs . . . . . . . . . . . . . . . 300 
Included in costs 
of sales . . . . . . . . . . . ~20 

$2, 800 $600 $600 

~20 

Remaining 
additional section 
263A costs . . . . . . . . . . 
Current additional 

section 263A costs 

280 160 60 60 

240 240 

Final ending 
inventory balance $4, 520 $3, 200 $660 $660 

Final ending 
inventory balance $3, 300 $1, 760 $660 $880 

In Year 2, X incurs $400 of additional section 263A 
costs. Purchases for Year 2 are $2, 000, distributed 

among pools A, B, and C. Cost of sales for Year 2 

are $1, 000. X computes its final inventory for Year 2 

as follows: 

Pool C is reduced by $200 in Year 2. A portion of 

the additional 263A resale costs contained in pool C 

which is attributable to Year 1 must be included in 

cost of goods sold in Year 2. The amount is deter- 

mined by dividing the decrement in pool C by the 

total costs accumulated in the Year 1 layer of pool 

C; the resulting fraction is then multiplied by the ad- 

ditional section 263A costs contained in pool C that 

are attributable to Year 1. Thus, the amount of ad- 

ditional section 263A costs that is included in cost of 

goods sold from pool C, attributable to Year 1, is $20, 

l. e. , $200 divided by $800, multiplied by $80. 

(v) LIFO indexes. Under the simpli- 

fied resale method, a taxpayer using the 

LIFO method of accounting for inven- 

tories must calculate each particular year' s 

index without regard to the additional 

section 263A resale costs required to be 

allocated under this section. Similarly, the 

taxpayer shall disregard the additional 

section 263A resale costs in adjusting cur- 

rent year costs by the appropriate in- 

dexes, in determining whether there has 

been an inventory increment or decre- 

ment for the current year in question for 

the particular pool. If the taxpayer de- 

termines that there has been an inventory 

increment, then the taxpayer shall state 

the amount of the increment in current 

year dollars, and then multiply the re- 

sulting amount by the allocation ratio, as 

previously described. The resulting prod- 

uct is equal to the amount of the addi- 

tional section 263A resale costs which the 

taxpayer is required to capitalize in end- 

ing inventory. If the taxpayer determines 

that there has been an inventory decre- 

ment, then the taxpayer shall state the 
amount of the decrement in dollars ap- 

plicable to the particular year for which 

the LIFO cost or layer has been invaded. 

The additional section 263A resale costs 
incurred in prior years which are appli- 

cable to the decrement shall be charged 

to cost of goods sold. The additional sec- 

tion 263A resale costs which are appli- 

cable to the decrement are determined by 

multiplying the total amount of such sec- 

tion 263A resale costs allocated to the layer 

of the particular pool in which the dec- 

rement occurred, by the ratio of the dec- 

rement to the total costs (excluding section 

263A resale costs) in the layer for such 

pool. 
(5) Section 481 (a) adjustment. Taxpay- 

ers using the simplified resale method to 
allocate costs must apply the simplified 

method in revaluing their inventories for 

purposes of the change in method of ac- 

counting required under this section. See 
paragraph (e) of this section for rules re- 

lating to the methods permitted for in- 

ventory revaluations and the calculation 

of the adjustment under section 481(a). 
(6) Election. The election to use the 

simplified resale method shall be made 

separately for each trade or business of 
the taxpayer on a timely filed income tax 
return for the taxpayer's first taxable year 
for which this section becomes effective 

beginning after December 31, 1986. For 
taxable years subsequent to such taxable 

year of the taxpayer, an election to use 

the simplified resale method requires the 
consent of the Commissioner. In addi- 

tion, taxpayers are required to obtain the 
consent of the Commissioner to change 

from the simplified resale method to the 

general method of this section. 

(e) Invettfories. (1) In general. Under 

this section, taxpayers aie required to 
change their method of accounting with 

respect to inventory property, effective 

for taxable years beginning after Decem- 

ber 31, 1986. The required change in 

method of accounting applies to inventory 

produced by the taxpayer, as well as to 
inventory acquired by the taxpayer for re- 

sale. The change in method of accounting 
is to be made by revaluing the items or 
costs included in beginning inventory in 

the year of change as if the new capital- 
ization rules of section 263A and this sec- 

tion had been in effect during all prior 
periods. In revaluing inventory costs un- 

der this procedure, all of the capitaliza- 

tion provisions of this section (e. g. , the 
requirement to capitalize the entire amount 

of tax depreciation and cost recovery al- 

lowances with respect to equipment and 

facilities), shall apply to all inventory costs 
accumulated in prior periods. The neces- 

sity to revalue beginning inventory as if 
the new capitalization rules had been in 

effect for all prior periods includes, for 
example, the revaluation of costs or layers 
incurred in taxable years preceding the 
transition period to the full absorption 
method of inventory costing as described 
in section 1. 471 — 11(e), regardless of 
whether a taxpayer employed a "cut-off" 
method under those regulations. The dif- 

ference between the inventory as origi- 

nally valued and the inventory as revalued 

by applying the new capitalization rules 

is equal to the amount of the adjustment 

required under section 481(a). For ex- 

ample, with respect to inventories of films, 

sound recordings, video tapes, books, and 

other similar property, the taxpayer shall 

revalue the costs of such items (including, 

for example, the costs of a copyright and 
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manuscript of a book) under the princi- 
ples of this paragraph (e)(1). 

(2) Section 48I(a) adjustment. In the 
case of any taxpayer required by this sec- 
tion to change its method of accounting 
for any taxable year, such change shall be 
treated as initiated by the taxpayer. (In 
addition, such change shall be treated as 
made with the consent of the Commis- 
sioner, subject to the provisions of par- 
agraph (e)(11) of this section). Thus, for 
example, the adjustment required under 
section 481(a) with respect to the change 
in method of accounting for such taxpayer 
shall not be reduced in any manner by 
any amount pertaining to taxable years 
preceding the effective date of the Inter- 
nal Revenue Code of 1954. The adjust- 
ment arising from the change in method 
of accounting is to be taken into account 
over a period not to exceed 4 years. 

(3) Timing of section 481(a) adjust- 
ment. (i) Any taxpayer required to change 
its method of accounting under this sec- 
tion shall take into account the adjust- 
ment required under the administrative 
procedures applicable to a voluntary 
change in method of accounting in effect 
on January 1, 1987, subject to the follow- 

ing modifications: 

(ii) If 75 percent or more of the section 
481(a) adjustment is attributable to the 
1-taxable year period, 2-taxable year pe- 
riod, or 3-taxable year period immedi- 

ately preceding the year of change, the 
highest percent attributable to the 1, 2, 
or 3-taxable year period is to be taken into 
account ratably over a 3-taxable year pe- 
riod beginning with the year of change. 
The remaining balance is to be taken into 
account in the 4th taxable year (the "75 
percent rule" ). The 75 percent rule of this 

paragraph shall only apply if the taxpayer 
has used its present method of accounting 

for more than 3 taxable years. 
(iii) If paragraph (e)(3)(ii) of this sec- 

tion does not apply, the section 481(a) 
adjustment is to be taken into account 

ratably over the number of tax years (not 
to exceed 4) the taxpayer has used its 

present method of accounting. 

(iv) If the taxpayer is a cooperative 
within the meaning of section 1381(a), the 

section 481(a) adjustment may be taken 

into account entirely in the year of change 

or, at the taxpayer's election, may be taken 

into account under the general proce- 

dures applicable to other taxpayers, as 

modified by the rules of this paragraph. 

(v) The use of the expedited procedure 
described in paragraph (e)(4) of this sec- 

tion may be elected by a taxpayer in ap- 

plying the 75 percent rule described in 

paragraph (e)(3)(ii) of this section. 

(vi) Any net operating loss and tax 
credit carryforwards will be allowed to 
offset any positive section 481(a) adjust- 
ment. 

(vii) For purposes of determining es- 

timated tax payments, the section 481(a) 
adjustment will be recognized in taxable 
income ratably through the year in ques- 
tion. 

(4) Expedited procedure for applying 
the 75-percent rule. (i) In general. Any 
taxpayer required to change its method 
nf accounting under this section may elect 
to use the expedited procedure of this par- 
agraph (e)(4)(i) in determining the ap- 
propriate period for taking into account 
the section 481(a) adjustment under the 
provisions of the 75-percent rule con- 
tained in paragraph (e)(3)(ii) of this sec- 
tion. Under the 75-percent rule, the period 
for taking the section 481(a) adjustment 
into account may be accelerated if 75 per- 
cent or more of the adjustment is attrib- 
utable to either the 1-taxable year period, 
2-taxable year period, or 3-taxable year 
period immediately preceding the year of 
change. In order to determine whether 
the 75-percent rule applies to a taxpayer, 
the taxpayer is required to compute the 
section 481(a) adjustment which would 
have been required had the change in 
method of accounting occurred in each of 
the three years preceding the actual year 
of change. Under the procedure provided 
in this paragraph (e)(4), in computing the 
amount of the section 481(a) adjustment 
that would have been required in the three 
taxable years preceding the year of change, 
a taxpayer may— 

(A) Compute the percentage in- 
crease in the balance of beginning in- 

ventory resulting from the change in 
method of accounting for the taxable 
year beginning after December 31, 1986, 
and 

(8) Multiply that percentage in- 
crease by the beginning inventory bal- 
ance for each of the three preceding 
taxable years in issue. 

The resulting product shall be the amount 
of the section 481(a) adjustment for each 
of the preceding taxable years, respec- 
tively. Any taxpayer electing to apply this 
procedure is required to use such proce- 
dure for each of the three taxable years 
in issue. The election to use this proce- 
dure may be made automatically by the 
taxpayer, without obtaining the consent 

of the Commissioner, by adopting such 
procedure in determining the timing of its 
section 481(a) adjustment under this sec- 
tion. 

(ii) Example illustrating procedure. 

Example. B, a calendar year taxpayer, is required 
to change its method of accounting for its taxable year 
beginning January 1, 1987. B's beginning inventory 

balance as of January I, 1987, before the change in 

method of accounting, is $1, 000. The revalued inven- 

tory balance after applying the change in method of 
accounting required by this section is $1, 100 (a ten 

percent increase). B's beginning inventory balance as 
of January I, 1986, was $900. Under this procedure, 
for applying the 75-percent rule, B may assume that 
the amount of the section 481(a) adjustment appli- 

cable to a change in method of accounting for the 

taxable year beginning January 1, 1986, would be $90 
(ten percent multiplied by $900). 

(5) General examples. The following 

examples illustrate the provisions of this 

paragraph. 

Example (I). Y is required to change its method 

of accounting under this section for its taxable year 

beginning January 1, 1987. The adjustment required 

by section 481(a) to effect such change is $1, 000. Y 
has been using its prior method of accounting for 
inventories for the 4-year period preceding the year 
of change. The highest percent of the section 481(a) 
adjustment attributable to either the 1-taxable year 
period, 2-taxable year period, or 3-taxable year pe- 
riod preceding the year of change is 67%. Based on 
the above facts, Y is required to include ratably the 
section 481(a) adjustment in taxable income for its 

four consecutive taxable years beginning with 1987, 
i. e. , $250 of the section 481(a) adjustment should be 
included in taxable income for each of the four years. 

Example (2). Assume the same facts as in example 

(1), except that the highest percent of the section 
481(a) adjustment attributable to either the 1-taxable 
year period, 2-taxable year period, or 3-taxable year 
period, immediately preceding the year of change is 

90%. Based on the above facts, Y is required to in- 

clude 30% of the total section 481(a) adjustment into 
taxable income for each of its three consecutive tax- 
able years beginning with 1987. The remaining 10 
percent of the section 481(a) adjustment shall be in- 

cluded in income for the fourth taxable year, i. e. 1990. 
Example (3). Assume that Y is required under this 

section to change its method of accounting for its 
taxable year beginning January 1, 1987. In addition, 
assume that in accordance with paragraph (e)(3)(iii), 
Y is required to include the section 481(a) adjustment 
in income over 4 years beginning with its 1987 taxable 
year. On December 31, 1987, the aggregate balance 
of Y's inventory to which the section 481(a) adjust- 
ment relates is reduced by more than 33Vs percent of 
the aggregate balance at January I, 1987. Further, 
the inventory is so reduced by at least such percentage 
on December 31, 1988. Y must include the remaining 
balance of the 481(a) adjustment in its income for 
December 31, 1988. 

(6) Revaluation of inventory — (i) In 
general. Generally, in revaluing the costs 
of inventory under the change in method 
of accounting, taxpayers are required to 
make a determination, based on all of the 
facts and circumstances, of the direct and 

indirect costs which are to be assigned to 
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each item of inventory under the capital- 
ization rules of this section (the "facts and 
circumstances revaluation" ). The facts and 
circumstances revaluation shall be re- 
quired for every prior period which is rel- 
evant in determining the total restated 
balance as of the year of change. Para- 
graph (e)(6)(ii) of this section describes 
the facts and circumstances revaluation, 
including the degree of precision and ac- 
curacy which is necessary under that 
method. Paragraph (e)(6)(iii) and (iv) of 
this section permit the use of certain 
methods which determine the revaluation 
of inventory costs through processes of 
estimation and extrapolation which are not 
based on a determination of the facts and 
circumstances of a particular year's data. 
The methods prescribed in this paragraph 
(e)(6)(ii), (iii), and (iv) are available with 
respect to taxpayers producing property, 
or acquiring property for resale, regard- 
less of whether those taxpayers elected to 
use the simplified methods available for 
such activities under this section. 

(ii) Facts and circumstances revalua- 
tion — (A) In general. Under the facts and 
circumstances revaluation, taxpayers gen- 
erally are required to revalue inventories 

by applying the capitalization rules of this 
section to the production and resale ac- 
tivities of the taxpayer, with the same de- 
gree of specificity as required of inventory 
manufacturers under the law immediately 
prior to the effective date of the Tax Re- 
form Act of 1986. Thus, for example, with 

respect to any prior period which is rel- 
evant in determining the total amount of 
the revalued balance as of the year of 
change, the taxpayer must analyze the 
production and resale data for that par- 
ticular period, and apply the rules and 

principles of this section to determine the 
appropriate revalued inventory costs. 
However, under the facts and circum- 
stances revaluation, taxpayers may utilize 
reasonable estimates and procedures in 

valuing inventory costs if: 

(I) Taxpayers lack (and are not able 
to reconstruct, from their books and 

records), actual financial and account- 

ing data which is required to apply the 
capitalization rules of this section to the 
relevant facts and circumstances sur- 

rounding a particular item of inventory 

or cost; and 

(2) The total amounts of costs for 
which reasonable estimates and pro- 
cedures are employed are not signifi- 

cant in comparison to the total restated 
value (including costs previously capi- 

talized under the taxpayer's prior 
method of accounting) of the items or 
costs for the period in question. 

Taxpayers who are not able to comply 
with the latter requirement of the pre- 

ceding sentence because of the existence 
of a significant amount of costs which would 

require the use of estimates and proce- 
dures, shall revalue their inventories un- 

der the procedures provided in paragraph 

(e)(6)(iii) and (iv) of this section. 

(B) Estimates and procedures allowed. 

The estimates and procedures of this par- 

agraph (e)(6)(ii) include— 

(I) The use of available information 
from more recent periods to estimate the 
amount and nature of inventory costs ap- 
plicable to earlier periods; and 

(2) The use of available information 
with respect to comparable items of in- 

ventory produced or acquired during the 
same period in order to estimate the costs 
associated with other items of inventory. 

(C) Examples. The provisions of this 

paragraph (e)(6)(ii) are illustrated by the 
following examples. The principles set forth 
in these examples are applicable both to 
production and resale activities. 

Example (1). Taxpayer X lacks information for the 

years 1973 and earlier, regarding the amount of costs 
incurred in transporting finished goods from X's fac- 

tory to X's warehouse and in storing those goods at 
the warehouse until their sale to customers. X deter- 
mines that, for 1974 and subsequent years, such trans- 

portation and storage costs constitute 4 percent of the 
total costs of comparable goods under X's method of 
accounting for such years (the "section 471 costs*'), 
before revaluation under this section. Under this par- 

agraph (e)(6)(ii), X may assume that transportation 
and storage costs for the years 1973 and earlier con- 
stitute 4 percent of thc total section 471 costs of such 

goods. 

Example (2). Assume the same facts as in example 

(1), except that for the year 1973 and earlier, taxpayer 
X used a different method of accounting for inventory 

costs whereunder significantly fewer costs were cap- 
italized under section 471 than amounts capitalized 
in later years. Thus, thc application of transportation 
and storage based on a percentage of costs for 1974 
and later years would not constitute a reasonable es- 

timate for use in earlier years. X may use the infor- 

mation from 1974 and later years, if appropriate 
adjustments are made to reflect the differences in 

inventory costs for the applicable years, including, for 
example: (i) increasing the percentage of costs which 

are intended to represent transportation and storage 
costs to reflect the aggregate differences in capitalized 

amounts under the two methods of accounting; or (ii) 
taking the absolute dollar amount of transportation 
and storage costs for comparable goods in inventory 

and applying that amount (adjusted for changes in 

general price levels, where appropriate) to goods as- 

sociated with 1973 and pnor periods. 

Example (3). Taxpayer Y lacks information for 1976 
and earlier years regarding the amount of tax depre- 
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ciation applicable to equipment used to manufacture 

inventories. For such years Y capitalized the amount 

of depreciation on such equipment equal to the de- 

preciation which was treated as an inventoriable cost 
for "book" purposes, i. e. , for purposes of financial 

reports. For years 1977 through 1980, Y determines 
that the requirement to capitalize the total amount of 
depreciation allowable for tax purposes under this 

section, results in additional capitalized depreciation 
equal to 5 percent of the total section 471 costs of the 
inventory property. Y may assume that the require- 
ment to capitalize tax depreciation for the years 1976 
and earlier constitutes an additional 5 percent of the 
total section 471 cost of such goods 

Example (4). Assume the same facts as in example 

(3), except that for 1976 and earlier years, taxpayer 
Y generally did not treat depreciation of equipment 
and facilities as an inventoriable cost for book pur- 

poses. Thus, for reasons similar to those set forth m 

example (2), Y may not use the revaluation percent- 
ages for tax depreciation in 1977 through 1980, in 

determining the amount of such depreciation for 1976 
and earlier years. However, Y may use the available 
information for 1977 through 1980, if appropriate ad- 

justments, similar to the adjustments prescribed in 

example (2), are made in determining the applicable 
amounts for 1976 and earlier years. 

Example (5). Taxpayer Z lacks information for cer- 
tain years with respect to factory administrative costs, 
subject to capitalization under this section, incurred 

in the production of inventory in factory A. Z does 
have sufficient information to determine factory ad- 

ministrative costs with respect to production ot in- 

ventory in factory B, wherein inventory items were 
produced during the same years as factory A. Z may 
use the information from factory B to determine the 
appropriate amount of factory administrative costs to 
capitalize as inventory costs for comparable items pro- 
duced in factory A during the same years. 

(iii) Weighted average method — (A) In 
general. Taxpayers using the FIFO method 
of accounting or the specific goods LIFO 
method of accounting or the specific goods 
LIFO method of accounting for inven- 
tories may use the weighted average 
method as provided in this paragraph 
(e)(6)(iii), to estimate the amount of ad- 
ditional costs that must be allocated to 
inventories for prior years. The weighted 
average method under paragraph (e)(6) (iii) 
is only available to taxpayers who lack 
sufficient data to revalue their inventory 
costs under the facts and circumstances 
revaluation method provided for in par- 
agraph (e)(6) of this section. Moreover, 
taxpayers who qualify for the use of the 
weighted average method under this par- 
agraph (e)(6)(iii) shall utilize such method 
only with respect to items or costs for which 

they lack sufficent information to revalue 
under the capitalization rules of this sec- 
tion. Particular items or costs must be re- 
valued under the facts and circumstances 
revaluation method of this paragraph 
(e)(6)(ii), if sufficient information exists 
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to make such a revaluation. If a taxpayer 
lacks sufficient information to otherwise 
apply the weighted average method under 
this paragraph (e)(6)(iii) (e. g. , the tax- 
payer is unable to revalue the costs of any 
of its items in inventory due to a lack of 
information), then the taxpayer shall use 
reasonable estimates and procedures, as 
described in the facts and circumstances 
revaluation method under paragraph 
(e)(6)(ii) of this section, to whatever ex- 
tent is necessary to allow the taxpayer to 
apply the weighted average method. 

(B) Weighted average method for spe- 
cific goods LIFO taxpayers. (I) This par- 
agraph (e)(6)(iii)(B) sets forth the 
mechanics of the weighted average method 
as applicable to LIFO taxpayers using the 
specific goods methods of valuing inven- 
tories. Under the weighted average 
method, the inventory layers with respect 
to an item for which data is available are 
revalued under this section and the in- 
crease in amount for each layer is ex- 
pressed as a percentage of change from 
the cost in the layer as originally valued. 
A weighted average of the percentage of 
change for all layers for each type of good 
is computed and applied to all earlier lay- 
ers for each type of good which lack suf- 
ficient data to allow for revaluation. In 
the case of earlier layers for which suffi- 
cient data exists, such layers are to be 
revalued using actual data. In cases where 
sufficient data is not available to make a 
weighted average estimate with respect to 
a particular item of inventory, a weighted 
average increase is to be determined using 

all other inventory items revalued by the 
taxpayer in the same pool; this percentage 
increase is then used to revalue the cost 
of the item for which data is lacking. If 
the taxpayer lacks sufficient data to re- 
value any of the inventory items con- 
tained in a pool, then the weighted average 
increase of "substantially similar" items 

(as determined by principles similar to the 
rules applicable to dollar-value LIFO tax- 

payer in section 1. 472 — 8(b)(3)) shall be 
applied in the revaluation of the items in 

such pool. If insufficient data exists with 

respect to all the items in a pool and to 
all items which are substantially similar 

(or such items do not exist), then the 
weighted average for all revalued items 

in the taxpayer's inventory shall be ap- 

plied in revaluing items for which data is 

lacking. 

(2) Example. 

Example. Taxpayer M, a manufacturer, produces 

two different parts. Work-in-process inventory is re- 

corded m terms of equivalent umts of finished goods. 
M's records show the following at the end of 1986 
under the specific goods LIFO inventory method: 

LIFO 
product and Carrying 

Layer Number Cost values 

Product ¹1: 
1983 . . . . . . . . . . , . . 150 
1984 . . . . . . . . . . . . 100 
1985 . . . . . . . . . . . . . 100 
1986 . . . . . . . . . . . . . 50 

$5. 00 $7. 50 
6. 00 600 
6. 50 650 
7. 00 350 

$2, 350 

Product ¹2: 
1983 . . . . . . . . . . . . . 200 
1984 . . . . . . . . . . . . . 200 
1985 . . . . . . . . . . . . . 100 
1986 . . . . . . . . . . . . . 100 

$4. 00 $800 
4. 50 900 
5. 00 500 
6. 00 600 

$2, 800 

(C) Weighted average method for FIFO 
taxpayers; (I) This paragraph (e)(6)(iii)(C) 
sets forth the mechanics of the weighted 
average method as applicable to FIFO 
taxpayers. Under the weighted average 
method, an item in ending inventory for 
which sufficient data is not available for 
revaluation under this section shall be re- 
valued by using the weighted average per- 
centage increase with respect to such item 

for the first subsequent year for which suf- 

ficient data is available. With respect to 
an item for which no subsequent data ex- 

ists, such item shall be revalued by using 

the weighted average percentage increase 
with respect to all reasonably comparable 
items in the taxpayer's inventory for the 
same year or the first subsequent year for 
which sufficient data is available. 

(2) Example. 

Total carrying value of 
Product ¹I and ¹2 . . . . . . . . 

Example. Taxpayer A uses the FIFO method of 
valuing inventories. A maintains inventories of bolts, 
two types of which it no longer produces. Bolt A was 

last produced in 1984 and 1985. The revaluation of 
the costs of Bolt A under this section for bolts pro- 
duced in 1984 results in a 20 percent increase of the 

costs of Bolt A. A portion of the inventory of bolt 

A, however, is attributable to 1983. A does not have 

sufficient data for revaluation of the 1983 layer for 
Bolt A. With respect to bolt A, A may apply the 20 
percent increase determined for 1984 to the 1983 pro- 
duction as an acceptable estimate. Bolt B was last 

produced in 1982 and no data exists which would 

allow revaluation of the inventory cost of bolt B pur- 

suant to the rules of this section. The inventories ot' 

all other bolts for which information is available are 
attributable to 1984 and 1985 production. Revalua- 
tion of the costs of these other bolts using available 
data results in an average increase in inventory costs 
of 15 percent for 1984 production. With respect to 
bolt B, the overall 15 percent increase for W's inven- 

tory for 1984 may be used in revaluing the cost of bolt 
B. 

$5, 150 

M has sufficient data to revalue the unit costs of prod- 
uct ¹1 under the new capitalization rules of this sec- 
tion to $7. 00 in 1984, $7. 75 in 1985 and $9. 00 in 1986. 
The available data for product ¹1 results in a weighted 

average percentage change for product ¹1 of 20. 31 
percent [(100 x ($7, 00 — $6. 00)) + (100 x ($7. 75— 
$6. 50)) + (50 x ($9. 00 — $7. 00)) divided by (100 
x $6 00) + (100 x $6 50) + (50 x $7 00)]. M has 

sufficient data to revalue the unit cost of product ¹2 
to $6. 00 on 1985 and $7. 00 in 1986. The available data 
for product ¹2 results in a weighted average per- 
centage change of 18. 18 percent [(100 x ($6. 00— 
$5 00)) + (100 x ($7 00 — $6. 00)) divided by (100 
x $5. 00)) + (100 x $6, 00)]. The revalued costs for 
product ¹1 for 1983 can be estimated by applying the 
weighted average increase determined for product ¹1 
(20. 31 percent) to the unit costs originally carried on 
the taxpayer's records for 1983. The estimated re- 
valued unit cost in the case of product ¹I would be 
$6 02 ($5 00 x 1, 2031). The costs of product ¹2 are 
redetermined in a similar manner for 1983 and 1984 
by applying the weighted average increase deter- 
mined for product ¹2 of 18. 18 percent to the unit 
costs of $4. 00 and $4. 50 for 1983 and 1984, yielding 
revalued unit costs of $4. 73 and $5. 32 respectively. 
M's inventory would be revalued as follows: 

LIFO 
product and 

Layer 
Carrying 

Number Cost values 

Product ¹1: 
1983 . . . . . . . . . . . . . 150 
1984 . . . . . . . . . . . . . 100 
1985 . . . . . . . . . . . . . 100 
1986 . . . . . . . . . . . . . 50 

$6. 02 $903 
7. 00 700 
7. 75 775 
9. 00 450 

$2, 828 

Product ¹2: 
1983 . . . . . . . . . . . . . 200 
1984, . . . . . . . . . . . . 200 
1985 . . . . . . . . . . . . . 100 
1986 . . . . . . . . . . . . . 100 

$4. 73 $946 
5. 32 1, 064 
6. 00 600 
7. 00 700 

$3, 310 

Total of carrying value of Products ¹1 and ¹2 under 
section 263A . . . . . . . . . . . . . . . . . . . . . $6, 138 

Total amount of adjustment required under section 
481(a). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $988 

(iv) 3-year average method — (A) In 
general. Taxpayers using the dollar-value 
LIFO method of accounting for inven- 
tories may revalue all existing LIFO lay- 
ers of a trade or business based on the 
3-year average method as provided in this 
paragraph (e)(6)(iv). The 3-year average 
method is based on the weighted average 
percentage change (the "3-year revalua- 
tion factor") in the current costs of in- 

ventory for each LIFO pool based on the 
three most recent taxable years for which 
the taxpayer has sufficient information 
(typically, the three most recent taxable 
years of such trade or business). The 3- 
year revaluation factor is applied to all 

layers for each pool in beginning inven- 

tory in the year of change. The 3-year 
average method is available to dollar-value 

taxpayers who comply with the require- 

ments of this paragraph (e)(6)(iv) regard- 
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less of whether such taxpayers lack 
sufficient data to revalue their inventory 
costs under the facts and circumstances 
revaluation method prescribed in para- 
graph (e)(6)(ii) of this section. The 3-year 
average method must be applied with re- 
spect to all inventory in a taxpayer's trade 
or business. Taxpayers are not permitted 
to apply the method for the revaluation 
of some, but not all, inventory costs on 
the basis of pools, business units, or other 
measures of inventory amounts which do 
not constitute a separate trade or busi- 
ness. Under the 3-year average method, 
for purposes of determining future in- 

dexes, the year prior to the year of change 
becomes a new base year, and all costs 
are restated in new base year costs for 
purposes of extending such costs in future 
years. However, costs associated with old 
layers retain their separate identity within 
the base year, with such layers being merely 
restated in terms of the new base year 
index. For example, for purposes of de- 
termining whether a particular layer has 
been invaded, each layer shall retain its 
separate indentity; thus, if a decrement 
in an inventory pool occurs, layers accu- 
mulated in more recent years shall be 
viewed as invaded first, in order of prior- 
ity. If a taxpayer lacks sufficient infor- 
mation to otherwise apply the 3-year 
average method under this paragraph 
(e)(6)(iv) (e. g. , the taxpayer is unable to 
revalue the costs of any of its LIFO pools 
for three years due to a lack of informa- 
tion), then the taxpayer shall use reason- 
able estimates and procedures, as described 
in the facts and circumstances revaluation 
method under paragraph (e)(6)(ii) of this 
section, to whatever extent is necessary 
to allow the taxpayer to apply the 3-year 
average method. 

(B) Consecutiveyear requirement. Un- 

der the 3-year average method, if suffi- 

cient production data is available to 
calculate the revaluation factor for more 
than three years, the taxpayer may use 
data from such additional years in deter- 
mining the average percentage increase 
only if the additional years are consecu- 
tive years prior to the year of change. The 
requirement under the preceding sen- 

tence to use consecutive years is appli- 
cable under this method regardless of 
whether any inventory costs in beginning 
inventory as of the year of change are 
viewed as incurred in, or attributable to, 
those consecutive years under the LIFO 
method. Thus, the requirement to use data 
from consecutive years may result in using 

Base year 
costs 

Base layer . . . . . . . . $14, 000 
1981 layer . . . . . . . . 4, 000 
1982 layer . . . . . . . . 5, 000 
1983 layer . . . . . . . . 2, 000 
1984 layer . . . . . . . . 0 
1985 layer . . . . . , . . 4, 000 
1986 layer . . . . . . . . 5, 000 

Total . . . . . . . . . $34, 000 

Index 

1. 00 
1. 20 
1. 30 
1. 35 
1. 40 
1. 50 
1. 60 

LIFO 
carrying 

value 

$14, 000 
4, 800 
6, 500 
2, 700 

0 
6, 000 
8, 000 

$42, 00I) 

G is able to recompute total inventoiiable 
costs incurred under the rules of this section for the 
three preceding taxable years as follows: 

Current 
Year 

Current 
cost as 

recorded 

(piior) 
law 

Current 
cost as 

adjusted 

(263A) 

Weighted 
percentage 

change 

1984 . . . . . . . . . . . . . . . . $35, 000 $45, 150 . 29 
1985 . . . . . . . . . . . . . . . 43, 500 54, 375 . 25 
1986 . . . . . . . . . . . . . . . . 54, 400 70, 720 . 30 

Total . . . . . . . . . $132, 900 $170, 245 . 28 

Applying the average revaluation factor of . 28 to each 
layer, the inventory is restated as fonows: 

LIFO 
Base year carrying 

costs Index value 

Base layer . . . . . . . . $17, 920 
1981 layer . . . . . . . 5, 120 
1982 layer . . . . . . . . 6, 400 
1983 layer . . . . . . . . 2, 560 
1984 layer . . . . . . . . 0 
1985 layer . . . . . . . . 5, 120 
1986 layer . . . . . . . . 6, 400 

Total . . . . . . . . . $43, 520 

1. 00 
1. 20 
1. 30 
1. 35 
1. 40 
l. 50 
1. 60 

$17, 920 
6, 144 

8, 320 
3, 456 

0 
7, 680 

10, 240 

$53, 760 

information from a year in which no LIFO 
increment occurred. For example, if a 

taxpayer has sufficient data to revalue its 

inventory for the years 1981 through 1986, 
the taxpayer may calculate the revalua- 

tion factor using all six years. If, however, 
the taxpayer has sufficient data to revalue 

its inventory for the years 1980 through 

1982, and 1984 through 1986, only the 

years consecutive to the year of change 

(i. e. , 1984 through 1986) may be used in 

determining the revaluation factor. Sim- 

ilarly, for example, a taxpayer with LIFO 
increments in 1985, 1983, amd 1982 may 

not calculate the revaluation factor based 
on the data from those years alone, but 

instead, must use the data from consec- 
utive years for which the taxpayer has in- 

formation. 

(C) Example. 

Example. G, a calendar year taxpayer, first adopted 

the dollar value LIFO method in 1981, using a single 

pool and the double extension method. G's beginning 

LIFO inventory for the year of change is as follows: 

Section 263A 

The adjustment required by section 481(a) is the 
difference between (i) the revalued costs of the tax- 

payer's inventory undci the ncw capitalization rules, 
and (ii) the co~t~ of the taxpayei's inventory before 
the revaluation required under this section. Based on 
these facts, the adjustment required by section 481(a) 
would bc equal to $11, 760 ($53, 760 — $42. 000). In ad- 

dition, the year prior to the year of change in method 
of accounting shall be treated as a new base year for 
the purposes of determining the LIFO index in future 

years. This requires that layers in years prior to the 
base year be restated m terms of the new base year 
index. With respect to G, the restated inventory would 

be as follows: 

Restated 
base year 

costs 

Old base layer . . . $28, 672 
1981 layer . . . . . . . . 8, 192 
1982 layer . . . . . . . . 10, 272 
1983 layer . . . . . . . 4, 114 
1984 layer . . . . . . . . . . . . . . . . 0 
1985 layer . . . . . , . . 8, 188 
Ncw base layer 
(1986) . . . . . . . . . . . . . . 10, 240 

Total . . . . . . . . . $69, 678 

LIFO 
carrying 

Index value 

. 625 $17, 920 

. 75 6, 144 

. 81 8, 320 

. 84 3, 456 

. 875 0 

. 938 7, 680 
1. 00 10, 240 

$53, 760 

(7) Adjustments to inventory costs from 
prior years. (i) General rule. (A) The use 
of the revaluation factor, based on current 
costs, to estimate the revaluation of prior 
inventory layers under the 3-year average 
method as described in paragraph (e)(6) (iv) 
of this section, may result in an allocation 
of costs that include amounts attributable 
to costs not incurred during the year in 

which the layer arose. To the extent that 
a taxpayer can demonstrate that costs 
which contributed to the determination of 
the revaluation factor could not have af- 
fected a prior year, the revaluation factor 
as applied to that year may be adjusted, 
under the restatement adjustment pro- 
cedure, as described in paragraph (e)(9) 
of this section. Except as provided in par- 
agraph (e)(7)(iii) of this section, the de- 
termination that a cost could not have 
affected a prior year shall be made by a 
taxpayer only upon showing that the type 
of cost incurred during the years used to 
calculate the revaluation factor (the "re- 
valuation years"), was not present during 
such prior year. An item of cost will not 
be eligible for the restatement adjustment 
procedure simply by reason of the fact 
that the cost varies in amount from year 
to year or that the same type of cost is 
described or referred to by a different name 
from year to year. Thus, the restatement 
adjustment procedure allowed under par- 
agraph (e)(9) of this section shall not be 
available in a prior year with respect to a 
particular cost if the same type of cost was 
incurred in both the revaluation years and 
in such prior year, although the amount 
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Section 263A 
of such cost (and the name or description 
thereof) may vary. 

(B) The provisions of this paragraph 
(e)(7) shall also be applicable to taxpayers 
using the weighted average method in re- 
valuing inventories under paragraph 
(e)(6)(iii) of this section. Thus, to the ex- 
tent that a taxpayer can demonstrate that 
costs which contributed to the determi- 
nation of the restatement of a particular 
year or item could not have affected a 
prior year or item, the taxpayer may ad- 
just the revaluation of that prior year or 
item accordingly under the weighted av- 
erage method. All the requirements and 
definitions, however, applicable to the re- 
statement adjustment procedure under this 
paragraph (e)(7) shall fully apply to a tax- 
payer using the weighted average method 
to revalue inventories. 

(ii) Examples of costs eligible for re- 
statement adj ustment procedure. 

Example (1). Assume the taxpayer, A, introduced 
a defined benefit pension plan in 1984, and made the 
plan available to personnel whose labor costs were 
(directly or mdirectly) properly allocable to produc- 
tion or resale activities. A determines the revaluation 
factor based on data available for the years 1984 through 
1986, for which the pension plan was in existence. 
Based on these facts, the costs of the pension plan in 

the revaluation years are eligible for the restatement 
adjustment procedure for years prior to 1984. 

Example (2). Assume the same facts as in example 
(1), except that a defined contribution plan was avad- 

ablc, during prior years, to personnel whose labor 
costs were properly allocable to production or resale 
activities. The defined contribution plan was termi- 
nated before the introduction of the defined benefit 
plan in 1984. Based on these facts, the costs oi the 
defined benefit pension plan in the revaluation years 
arc not eligible for the restatement adjustment pro- 
cedure with respect to years for which the defined 
contnbution plan existed. 

Example (3). Assume that the taxpayer, B estab- 
lished a service department in 1981, substantially all 
of the activities of which were devoted to adminis- 

tenng the taxpayer's compliance with certain govern- 
mental regulations which were first issued and made 
effective for the year 1981. The governmental regu- 

lations issued in 1981 dealt with certain activities of 
the taxpayer which, under prior law, had not been 
regulated by any governmental body B determines 
the revaluation factor based on data available for the 

years 1984 through 1986, for which the service de- 

partment was in existence. Based on these facts, the 

costs of the service department in the revaluation years 
are eligible for the restatement adjustment procedure 
for 1980 and prior years. 

Example (4). Assume that the taxpayer, C, estab- 

lished a security department in 1976, to patrol and 

safeguard the production and warehouse areas used 

in C's trade or business. Prior to 1976, C had not been 

required to utilize security personnel in its trade or 

business; C established the security department in 

1976 in response to mcreasing vandalism and theft at 

its plant locations. Based on these facts, the costs of 
the security department are eligible for the restate- 

ment adjustment procedure for years prior to 1976. 
Example (5). Assume that the taxpayer, D, estab- 

lished a payroll department in 1978 to process the 

applicablc for years prior to 1981 based on the facts 
and circumstances of those years. Although the dif- 

ferences in depreciation methods reflect only varying 
amounts of the same type of costs, such differences 
are eligible for the ad)ustment prescribed in para- 

graph (e)(9) of this section, sublect to the require- 

ments of this paragraph (e)(8) regarding any applicable 

pre-cutoff years. 

company's weekly payroll. In the years 1974 through 

1977, D engaged the services of an outside vendor to 
process the company's payroll. Prior to 1974, D's pay- 

roll processing department was done by D's account- 

ing department, which was rcsponsiblc for payroll 

processing as well as for other accounting functions. 
Based on these facts, the costs of the payroll depan- 
ment are not eligible for the restatement adjustment 

procedure. D was incurring thc same type of costs in 

earlier years as D was incurnng in the payroll de- 

panment in 1978 and subsequent years, although these 

costs were designated by a different name or descrip- 
tion. 

Example (6). Assume that the taxpayer, E, estab- 
lished a legal department in 1976 to provide the com- 

pany with legal services on a variety of matters. Prior 
to 1976, E engaged the services of outside counsel to 
obtain any necessary legal services. Based on these 
facts, the costs of thc legal department are not ehgiblc 
for the restatement adjustment procedure. 

Example (7). Assume that the taxpayer, F, estab- 
lishes a computer services department in 1977 in order 
to automate the processing and recordkeeping activ- 
ities of the company. Prior to 1977, the processing 
and recordkeeping activities of the company had been 
performed by bookkeepcrs and other personnel in the 
company's accounting department. Based on these 
facts, the costs of the legal department are not eligible 
for the restatement adjustment procedure. 

(iii) Exception from general rule. Costs 
which are described in this paragraph 
(e)(7)(iii) shall be eligible for the restate- 
ment adjustment procedure under para- 
graph (e)(9) of this section, even though 
such costs do not otherwise meet the re- 
quirement for such eligibility under the 
provisions of paragraph (e)(7)(i) of this 
section. Except as provided in this para- 
graph (e)(7)(iii), no other costs shall be 
eligible for the restatement adjustment 
procedure unless those costs satisfy the 
requirements of paragraph (e)(7)(i) of this 
section. Costs described in this paragraph 
which are eligible for the restatement ad- 
justment procedure are costs attributable 
to different depreciation and cost recov- 
ery (" depreciation" ) methods used for 
federal income tax purposes, except that 
no adjustment shall be made for "appli- 
cable pre-cutoff years" as defined in par- 
agraph (e)(8) of this section. 

(iv) [Reserved. ] 
(v) Example. 

Example Assume that taxpayer, A, depreciated its 
equipment and facilities using the accelerated cost 
recovery system (ACRS) for the taxable years 1981 
through 1986. A determines the revaluation factor 
based on data available for the years 1984 through 
1986. With respect to taxable years prior to 1981, A 
used depreciation methods for federal income tax pur- 
poses which were less accelerated in nature than the 
ACRS system. Due to the requirement under this 
section that all tax depreciation (including the accel- 
erated component thereof) incurred with respect to 
production equipment and facilities be capitalized, 
the use of the revaluation factor determined by ref- 
erence to years 1984 through 1986 results m a higher 
revaluation factor than the factor which would be 

(8) Applicable pre-cutoff years. A tax- 

payer may not adjust the revaluation fac- 
tor by reason of the difference between 
depreciation methods used for federal in- 

come tax purposes, with respect to an ap- 
plicable pre-cutoff year, as defined in this 

paragraph. A year will be considered as 
an applicable pre-cutoff year if (i) for such 

year, the taxpayer included in inventori- 
able costs under its method of accounting, 
less than 10 percent of "book" deprecia- 
tion taken for that year with respect to 
the taxpayer's equipment and facilities used 
for production purposes; and (ii) with re- 
spect to the revaluation years, the tax- 
payer included in inventoriable costs under 
its method of accounting substantially all 

(i. e. , at least 80 percent) of "book" de- 
preciation taken for that year with respect 
to the taxpayer's equipment and facilities 
used for production purposes. Book de- 
preciation, for this paragraph, shall mean 
the total depreciation taken for such year 
with respect to equipment and facilities 
for financial reporting purposes, regard- 
less of whether such book depreciation 
was treated as an inventoriable cost for 
such financial reporting purposes. A year 
may be treated as an applicable pre- 
cutoff year under this paragraph (e)(8) 
if the taxpayer utilized either of the 
cut-off methods described in 51. 471— 
11(e)(3)(ii)(B)(1) or (2) (i. e. , cut-off 
methods available under the transition 
rules to the full absorption method of ac- 
counting) and the year otherwise qualifies 
as an applicable cut-off year under this 
paragraph. Similarly, a year may be treated 
as a pre-cutoff year under this paragraph, 
if the taxpayer changed its method of ac- 
counting for inventoriable costs and uti- 
lized a cut-off method to effectuate such 
change, regardless of whether the change 
in method of accounting was allowed un- 
der the Code, or was approved by the 
Commissioner. Although a particular year 
may be an applicable pre-cutoff year un- 

der this paragraph, the taxpayer will not 
be precluded from adjusting the reval- 
uation factor with respect to differences 
between depreciation methods used for 
federal income tax purposes, for years 
subsequent to the applicable pre-cutoff 

year. 
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(9) Restatement A dj ustment Proce- 
dure. (i) In general. (A) This paragraph 

(e)(9) provides a restatement adjustment 
procedure whereunder taxpayers may ad- 

just the restatement of inventory costs in 

prior taxable years in order to produce a 
different restated value than the value that 
would otherwise occur through applica- 
tion of the revaluation factor to such prior 
taxable years. 

(B) Under the restatement adjustment 
procedure as applied to a particular prior 
year, a taxpayer shall determine the par- 
ticular items of cost which are eligible for 
the restatement adjustment with respect 
to such prior year. The taxpayer shall then 
recompute, by using reasonable estimates 
and procedures, the total inventoriable 
costs which would have been incurred for 
each revaluation year under— 

(I) The taxpayer's previous method 
of accounting for inventories used dur- 

ing the revaluation year, and 

(2) The capitalization rules of this 
section as applied to production activ- 

ities in the revaluation year, 
by making appropriate adjustments in the 
data for such revaluation year to reflect 
the particular costs eligible for adjust- 
ment. 

(C) The taxpayer shall then compute 
the total percentage change with respect 
to each revaluation year, using the revised 
estimates of total inventoriable costs for 
such year as described in this paragraph 
(e)(9)(i)(B). The percentage change shall 

be determined by calculating the ratio of: 
(1) The revised total of the inventori- 

able costs for such revaluation year under 
the capitalization rules of this section, to— 

(2) The revised total of the inventori- 
able costs for such revaluation year under 
the prior method of accounting used for 
such year. 

(D) A weighted average of the result- 

ing percentage change for all revaluation 

years would then be calculated, and the 
resulting average would then be applied 
to the prior year in issue. 

(ii) Examples of restatement adjust- 
rnent procedure 

Example (1). Assume that taxpayer A is eligible 

to make a restatement adjustment by reason of the 

costs of a defined benefit pension plan which was 

introduced in 1984, during the revaluation period. 
The revaluation factor, before adjustment of data to 
rellect the pension costs, is as provided in the example 

in paragraph (e)(6)(iv)(C) of this section. Thus, for 

example, with respect to the year 1984, the total in- 

ventoriable costs under prior law were $35, 000, the 

total inventoriable costs under this section werc 

$45, 150, and the percentage restatement change for 

that year was . 29. Under the prior method of ac- 

counting used by A during 1984, none of the pension 

costs were included as inventoriable costs Thus, the 

total inventoriable cost under prior law would remain 

at $35, 000 if the pension plan had not been in exist- 

ence. Under the restatement adjustment procedure, 
A determmes that the total inventoriable costs under 

this section for 1984, if the pension plan had not been 

in existence, would have bccn $42, 000. The restate- 

ment adjustment for 1984 determined under this par- 

agraph (e)(9) would then be equal to . 20. A would 

make similar calculations with respect to 1985 and 

1986. The weighted average of such amounts for each 

of the three years in the revaluation period would 

then be determined as in thc cxamplc in paragraph 

(e)(6)(iv)(C) of this section. Such weighted average 

would be used to revalue cost layers for years for 

which the pension plan was not in existence. Such 

revalued layers would then be viewed as restated in 

compliance with the requirements of this paragraph. 

With respect to cost layers incurred dunng years for 

which the pension plan was in existence, no adjust- 

ment of the revaluation factor would occur, he. , the 

revaluation factor would be equal to . 29. 
Example (2). Assume the same facts as in example 

(1), except that a portion of the pension costs were 

included as inventoriable costs under the prior method 

of accounting used by A during 1984. Under the re- 

statement adjustment procedure, A determines that 

the total inventoriable costs under the prior method 

of accounting for 1984, if the pension plan had not 

been in existence, would have been $34, 000. Simi- 

larly, A determines that thc total inventoriable costs 

under this section for 1984, if the pension plan had 

not been in existence, would have been $42, 000. The 
restatement adjustment for 1984 determined under 

this paragraph (e)19) would then be equal to . 24. A 

would make similar calculations with respect to 1985 

and 1986. The weighted average of such amounts for 
each of the three years in the revaluation period would 

then be determined as in the example in paragraph 

(e)(6)(iv)(C) of this section. Such weighted average 

would be used to revalue cost layers for years for 

which the pension plan was not in existence. 
Example (3). Assume that taxpayer A is eligible 

to make a restatement adjustment by virtue of using 

ACRS depreciation dunng the revaluation period. 
With respect to certain taxable years before 1981, A 

used the asset depreciation range and class life system 

(ADR) of depreciation. The revaluation factor before 
adjustment of data to reflect the different deprecia- 

tion methods is the same factor as provided in ex- 

ample (1), i. e. , a percentage restatement change for 

1984 of . 29. Under the restatement adjustment pro- 
cedure, A determines, using reasonable assumptions 

and estimates, the total amount of ADR depreciation 
which would have been allowable with respect to A' s 

equipment and facilities in 1984, had the ADR system 

been in effect for such year (and for all relevant prior 

years), and had the ACRS system and deductions 
thereunder not been available. Assuming that only 

ADR depreciation had been used in 1984 for all of 
A's equipment and facilities, A determines the total 

inventoriable costs which would have been incurred 

under the capitalization rules of this section, i. e. rules 

which require the capitalization of all tax depreciation 

taken with respect to equipment and facilities. A de- 

termines that such amount is equal to $40, 000. The 
restatement adjustment determined under this para- 

graph (e)(9) would then be equal to . 14. The . 14 

restatement adjustment would be used to revalue costs 

layers for years for which only the ADR system had 

actually been used by A. With respect to cost layers 

incurred during years for which ACRS depreciation 
was actually taken by A, no adjustment of the re- 

valuation factor would occur. 

(10) Anti-abuse rule — (i) In general. 
Section 263A(h)(1) provides that the Sec- 

retary shall prescribe such regulations as 

may be necessary or appropriate to carry 
out the purposes of section 263A, includ- 

ing regulations to prevent the use of 
related parties, pass-thru entities, or in- 

termediaries to avoid the application of 
this section. One way in which the appli- 

cation of section 263A and this section 
would be otherwise avoided is through the 
use of entities described in the preceding 
sentence in such a manner as to effectively 
avoid the necessity to restate beginning 
inventory balances under the change in 

method of accounting required under this 

section. 

(ii) Deemed avoidance of thissection— 

(A) Scope. For purposes of this para- 

graph, the avoidance of the application of 
section 263A and this section will be 
deemed to occur if a taxpayer using the 

LIFO method of accounting for inven- 

tories, transfers inventory property to a 
related corporation in a transaction de- 

scribed in section 351, and such transfer 
occurs: 

(I) On or before the beginning of the 
transferor's taxable year beginning in 1987; 
and 

(2) After September 18, 1986. 
(B) General rule. Any transaction de- 

scribed in paragraph (e)(10)(ii)(A) of this 
section shall be treated in the following 
manner: 

(1) Notwithstanding any provision to 
the contrary (e. g. , section 381), the trans- 
feree corporation shall be required to re- 
value the inventories acquired from the 
transferor under the provisions of this 

paragraph (e) relating to the change in 

method of accounting and the section 
481(a) adjustment, as if the inventories 
had never been transferred and were still 

in the hands of the transferor; and 

(2) Absent an election as described in 

paragraph (e)(10)(iii) of this section, the 
transferee shall account for the invento- 
ries acquired from the transferor by treat- 
ing such inventories as if they were 
contained in the transferee's LIFO layer(s). 

(iii) Election to use transferor's LIFO 
layers. If a transferee described in para- 

graph (e)(10)(ii) of this section so elects, 
the transferee shall account for the in- 

ventories acquired from the transferor by 
allocating such inventories to LIFO layers 
corresponding to the layers to which such 
properties were properly allocated by the 
transferor, prior to their transfer. The 
transferee shall account for such inven- 
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tories for all subsequent periods with ref- 
erence to such layers to which the LIFO 
costs were allocated. Any such election 
shall be made on a statement attached to 
the timely filed federal income of the 
transferee for the first taxable year for 
which this section applies to the trans- 
feree. 

(iv) Tax avoidance intent not required. 
The provisions of paragraph (e)(10)(ii) of 
this section shall apply to any transaction 
described therein, without regard to 
whether such transaction was consum- 
mated with an intention to avoid federal 
income taxes. 

(v) Related corporation. For purposes 
of this paragraph (e)(10), a taxpayer is 
related to a corporation if (A) the rela- 
tionship between such persons is de- 
scribed in section 267(b)(1), or (B) such 
persons are engaged in trades or busi- 
nesses under common control (within the 
meaning of paragraphs (a) and (b) of sec- 
tion 52). 

(vi) Cross reference. See section 1. 142— 
2T(h) regarding certain limitations on 
changes in taxable years that may apply, 
in some circumstances, to transactions de- 
scribed in this paragraph (e)(10). 

(11) Change in method in accounting. 
(i) In general. Taxpayers who are required 
to change their method of accounting un- 
der this section may automatically change 
such method under the provisions of this 
paragraph (e)(11). The Commissioner may 
require such change in method of ac- 
counting under this paragraph (e)(11) to 
be made in accordance with such addi- 
tional procedures as the Commissioner may 
prescribe, including the filing of an ap- 
plication to effect such change, at such 
time and in such a manner as the Com- 
missioner may determine. 

(ii) Only certain changes allowed. This 
paragraph shall only apply to changes in 
method of accounting required under this 
section. Taxpayers desiring to change their 
method of accounting, other than with re- 
spect to changes in method of account- 
ing described in the preceding sentence, 
shall submit an application for change 
in accounting method under the admin- 

istrative procedures applicable to such 
taxpayers at such time, including the ap- 
plicable procedures regarding the time and 

place of filing the application for change 
in method of accounting. 

(iii) Definition of changesin method re- 

quired. For purposes of this paragraph 

(e)(11), a change in method of accounting 
is required under this paragraph (e)(11) 

if such change is necessary in order for 
the taxpayer to properly capitalize and 
allocate costs with respect to production 
and resale activities in the manner pre- 
scribed in this section. A change in method 
of accounting is not required under this 
paragraph (e)(11) if such change primar- 
ily relates to factors other than those de- 
scribed in the preceding sentence. For 
example, a required change in method of 
accounting does not include a change from 
one inventory valuation method to an- 
other inventory valuation method, such 
as— 

(A) A change from LIFO (or FIFO) 
to FIFO (or LIFO); 

(B) A change from an erroneous ap- 
plication of the lower of cost or market 
method to a correct method; or 

(C) A change in accounting method 
for an inventory of securities from mar- 
ket value to cost. In addition, a re- 
quired change in method of accounting 
does not include a change within in- 

ventory valuation methods, such as a 
change from the "double-extension" 
method to the "link-chain method, " or 
a change in the method used for de- 
termining the number of pools. 
(iv) Noncompliance with this provi- 

sion. Taxpayers who are required to change 
their method of accounting under this sec- 
tion and who fail to comply with the re- 
quirements of this paragraph (e)(11) shall 
be considered as using an improper method 
of accounting under the Code. Cf. , sec- 
tion 446(f). 

(f) Cross reference. See f11. 6001 — 1(a) 
regarding the duty of taxpayers to keep 
such records as are sufficient to establish 
the amount of gross income, deductions, 
etc. 

Par. 3. Section 1. 174-2 is amended by 
adding a sentence to the end of paragraph 
(a)(1) to read as follows: 

$1. 174-2 Definition of research and ex- 
perimental expenditures. 

(a) In general. * * * 

(1) * * * See section 263A and the reg- 
ulations thereunder for cost capitalization 
rules which apply to expenditures paid or 
incurred for research in connection with 
literary, historical or similar projects in- 

volving the production of property, in- 

cluding the production of films, sound 
recordings, video tapes, books, or similar 
properties. 

Par. 4. Section 1. 263(a) — 1 is amended 
by adding a sentence to the end of par- 
agraph (b) to read as follows: 

liL263(a) — 1 Capital expenditures; in gen- 
eral. 

(b) " ' * See section 263A and the reg- 
ulations thereunder for cost capitalization 
rules which apply to amounts referred to 
in paragraph (a) of this section with re- 

spect to the production of real and tan- 

gible personal property (as defined in 

section 1. 263A — 1T(a)(5)(iii)), including 
films, sound recordings, video tapes, 
books, or similar properties. 

Par. 5. Section 1. 263(a) — 2 is amended 

by adding a sentence to the end of par- 
agraph (b) to read as follows: 

ill. 263(a) — 2 Examples of capital expend- 
itures. 

(b) * * "See section 263A and the reg- 
ulations thereunder for capitalization rules 
which apply to amounts expended in se- 
curing and producing a copyright and plates 
in connection with the production of 
property, including films, sound record- 
ings, video tapes, books, or similar prop- 
erties. 

Par. 6. Section 1. 446 — 1 is amended by 
revising the last sentence in paragraph 
(a)(4)(i) to read as follows: 

li1. 446 — 1 General rule for methods of ac- 
counting. 

(a) General rule. * * * 

(4) 
(i) ' ' (For rules relating to com- 

putation of inventories, see section 263A, 
471, and 472 and the regulations there- 
under. ) 

Par. 7. Section 1. 471 — 3 is amended by 
revising the last sentence of paragraph (c) 
to read as follows: 

tl1. 471 — 3 Inventories at cost. 

(c) * " * See section 1. 263A — 1T for 
more specific rules regarding the treat- 
ment of production costs. 

Par. 8. Section 1. 471 — 5 is amended by 
adding a sentence to the end of such sec- 
tion to read as follows: 

ll1. 471 — 5 Inventories by dealers in secu- 
rities. 

* * * See section 1. 263A — 1T for rules 
regarding the treatment of costs with re- 
spect to property acquired for resale. 

Par. 9. Section 1. 471 — 6 is amended by 
adding a sentence to the end of paragraph 

. (f) to read as follows: 
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IJL471 — 6 Inventories of livestock raisers 
and other farmers. 

(f) ' * *Seesection1. 263A — 1Tforrules 
regarding the computation of costs for 
purposes of the unit-livestock-price 
method. 

Par. 10. Section 1. 471 — 8 is amended by 
adding a sentence after that part of par- 
agraph (a) that follows paragraph (a)(2) 
to read as follows: 

51. 471 — 8 Inventories of retail merchants. 

( ) 
" ' * See section 1. 263A — 1T for rules 

regarding the computation of costs with 
respect to property acquired for resale. 

Par. 11. Section 1. 471 — 11 is amended 
by adding a sentence to the end of par- 
agraph (a) to read as follows: 

t1L471 — 11 Inventories of manufacturers. 

(a) Use of the full absorption method 
of inventory costing. ' * * See section 
1. 263A — 1T with respect to the treatment 
of production costs with respect to taxable 
years beginning after December 31, 1986. 

Par. 12. Section 1. 1502 — 13 is amended 
by revising the last sentence of paragraph 
(c)(2) to read as follows: 

111. 1502 — 13 Intercompany transactions. 

(c) Deferra! of gain or loss on deferred 
intercompany transactions. " * * 

(2) Determination of amount of de- 

ferred gain or loss. ' * * See section 
1. 263A — 1T for costs properly includible 
in cost of goods sold. 

OMB CONTROL NUMBERS 
UNDER THE PAPERWORK 
REDUCTION ACT (26 CFR Part 602) 

Par. 13. The authority for Part 602 con- 
tinues to read as follows: 

Authority: 26 U. S. C. 7805. 

Par. 14. Section 602. 101(c) is amended 

by inserting in the appropriate places in 

the table "111. 263A — 1T. . . 1545 — 0987, " 
"tj1. 263A — 1T. . . 1545 — 0987. " 

There is need for immediate guidance 
with respect to the provisions contained 
in this Treasury decision. For this reason, 
it is found impractical to issue this Treas- 

ury decision with notice and public pro- 
cedure under subsection (b) of section 553 
of Title 5 of the United States Code or 

subject to the effective date limitation of 
subsection (d) of that section. 

LAWRENCE B. GIBBS, 
Commissioner of 
Internal Revenue. 

Approved March 20, 1987, 

J. ROGER MENTZ, 
Assistant Secretary 

of the Treasury. 

(Filed by the Ofhce of the Federal Register on March 
24, 1987, 3:17 p. m. , and published in the issue of 
the Federal Register for March 30, 1987, 52 F. R. 
10052) 

Secbon 265. — Expenses and Inteest 
Relating to Tax-Exempt Income 

26 CFR 1. 265-1t Erpenses re(ating to tax-exempt in- 

come. 
(Aiso Sections 107, 163, 164; J. N7-1, 1. 163-1, 1. 164- 
I. j 

Deductions; expenses and interest re- 

lating to taxwxempt income; ministers and 
uniformed services. Ministers and mem- 

bers of the uniformed services who re- 
ceive tax-free housing allowances will be 
permitted to deduct mortgage interest and 

property taxes on their homes. Rev. Rul. 
83-3 modified. 

Res. Rnl. 87-32 

This revenue ruling reverses the hold- 

ing of Situation 2 of Rev. Rul. 83-3, 1983— 
1 C. B. 72, that a minister may not deduct 
interest and taxes paid on a personal res- 
idence if the amounts expended are al- 
locable to a rental allowance excluded from 
gross income under section 107 of the In- 
ternal Revenue Code. 

Section 265(a)(6) of the Code (added 
by the Tax Reform Act of 1986, section 
144, 1986-3 (Vol. 1) C. B. 38) provides that 
no deduction shall be denied under section 
265 for interest on a mortgage on, or real 

property taxes on, the home of the taxpay- 
er by reason of the receipt of an amount 
as — (A) a military housing allowance, or 
(B) a parsonage allowance excludable 
from gross income under section 107. 

Section 265(a)(6) of the Code is effec- 
tive for taxable years beginning before, 
on, or after December 31, 1986. How- 
ever, the provision does not allow tax- 
payers to file an amended return for any 
taxable years that are otherwise closed. 
See S. Rep. No. 93 — 313, 99th Cong. , 2d 
Sess. 61, 1986 — 3 (Vol. 3) C. B. 60, 61. 

Also released on News Release IR — 87 — 54, dated 
April 10, 1987. 

Thus the holding of Situation 2 of Rev. 
Rul. 83 — 3 is modified to read as follows: 

If a minister of the gospel pays in- 

terest on a mortgage on, or real prop- 

erty taxes on, the minister's home, then 

the deductions allowable under sec- 

tions 163 and 164 of the Code for those 

payments will not be denied under sec- 

tion 265, even though portions of the 
amounts expended may be allocable to 
a rental afiowance excluded from gross 
income under section 107. Section 
265(a)(6). 
Rev. Rul, 83 — 3 is further modified by 

deleting the material relating to the ef- 

fective date of Situation 2. 
These modifications are effective for 

taxable years beginning before, on, or after 

December 31, 1986. 
If mortgage interest expenses of real 

property taxes were not claimed as de- 

ductions and claiming such deductions 

would entitle a minister to a refund, a 
claim for refund may be made by filing 

an amended return. However, an amended 

return may not be filed for taxable years 
that are otherwise closed, See S. Rep. No. 
93 — 313, 99th Cong. , 2d Sess. 61, 1986 — 3 
(Vol. 3) C. B. 60, 61. Generally, an 
amended return must be filed within 3 
years from the date the minister's return 
was filed or 2 years from the date the tax 
was paid, whichever is later. 

This ruling also provides that, under 
section 265(a)(6) of the Code, no deduc- 
tion otherwise allowable under section 163 
. or 164 for home mortgage interest or real 
property taxes shall be denied under sec- 
tion 265 to members of the military ser- 
vice by reason of their receipt of a 
subsistence, quarters, or other housing al- 
lowance under federal law. The term mil- 

itary service means the Army, Navy, Air 
Force, Marine Corps, Coast Guard, Na- 
tional Oceanic and Atmospheric Adimin- 
stration, and Public Health Service. 

EFFECT ON OTHER REVENUE 
RULINGS 

Rev. Rul. 83 — 3 is modified. 
Rev. Rul. 85 — 96, 1985 — 2 C. B. 87, is 

obsole ted. 

26 CFR 1. 265 — 2t interest relating to tar-exempt in- 

come. 

Whether the waiver of a right under an interest 
adjustment clause to receive additional interest re- 

sults in a reissuance of a municipal bond. See Rev. 
Rul. 87-19, page 249. 
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Section 280G. -Golden Parachute Pajfments 

Federal short-term, mid-term, and long term rates 
are set forth for the month of February 1987. See 
Rev. RuL 87 — ll, page 253. 

Federal short-term, mid-term, and long-term rates 
are set forth for the month of March 19S7. See Rev. 
Rul. 87-16, page 254. 

Federal short-term, mid-term, and long-term rates 
are set forth for the month of May 1987. See Rev. 
Rul. 87-33, page 255. 

Federal short-term, mid-term, and long-term rates 

are set forth for the month of June 1987. See Rev. 
Rul. S7-42, page 256. 

Subchapter C. — Corporate Distributions and 
Adjustments 
Part I. distributions by Corporations 

Subpart B. — Effects on Corporation 

Section 312(b) of the Code, as amended 

by section 1804(f) of the Act, provides 
that in the event of a distribution by a 
corporation of appreciated property with 

respect to its stock, the earnings and prof- 
its of such corporation shall be increased 

by the amount that the fair market value 

of any property so distributed exceeds its 

adjusted basis and shall be decreased, to 
the extent of the corporation's earnings 
and profits, by the fair market value of 
the property so distributed. This amend- 
ment is generally applicable to distribu- 
tions made after September 30, 1984. As 
explained in the Report of the Committee 
on Ways and Means, however, this tech- 
nical correction "is not intended to affect 
the determination of earnings and profits 
with respect to a liquidating distribution 
for purposes of section 333. " H. R. Rep. 
No. 99 — 426, 99th Cong. , 1st Sess. 897 
(1985). 

Section 332. — Complete Liquidations of 
Subsidiaries 

26 CFR 1. 332 — 2: Quelled electing shareholder. 

Whether section 1, 1502 — 34 of the regulations ap- 

plies in determining status as an 80-percent distri- 

butee under section 337. Sce Rev Proc. 87 — 23, page 

720. 

Section 333. — Election as to Recognition of 

Gain in Certain Liquidations 

Liquidations; small corporation tran- 

sition rule. Shareholders of certain small 

corporations that adopt a plan of com- 

plete liquidation under the transition rule 
of section 633(d) of the Tax Reform Act 
of 1986 may make an election under sec- 
tion 333 for liquidations completed before 
January 1, 1989. Examples illustrate how 
the recognition of shareholder-level gain 
is determined under the transition rule. 

Section 312. — Effect on Earnings and Profits ANALYSIS AND HOLDING 

Liquidations, section 333 election. Sec- 
tion 312(b) of the Code, as amended by 
the Tax Reform Act of 1986, is inappli- 
cable to distributions that are made as a 
part of a section 333 liquidation. Section 
312(b) and (c), as in effect prior to the 
Act, confinue to apply to such liquida- 
tions. 

Rev. Rul. 87-1 

ISSUE 

Does section 312(b) of the Internal 
Revenue Code, as amended by the tech- 
nical corrections title of the Tax Reform 
Act of 1986, Pub. L. No. 99 — 514, 100 Stat. 
2085 (the "Act"), apply to complete liq- 

uidations for which a valid election under 
section 333 is in effect? 

LAW 

Section 333 of the Code generally pro- 
vides the shareholders of a corporation 
with an election to defer the recognition 
of the shareholder-level gain that would 
otherwise result from distributions made 
in complete liquidation of the corpora- 
tion. Notwithstanding a valid election un- 

der section 333, gain realized by a 
shareholder will be recognized to the ex- 
tent of the greater of (i) the shareholder's 
ratable share of earnings and profits of 
the liquidated corporation or (ii) the por- 
tion of the assets received by the share- 
holder that consist of money, or of certain 
stock or securities distributed by such cor- 
poration. 

As stated above, section 312(b) of the 
Code, as amended by section 1804(f) of 
the Act, provides for adjustments to a 
corporation's earnings and profits upon 
any distribution of appreciated property 
with respect to its stock. The amendment 
was made under the technical corrections 
title of the Act and was intended, in rel- 
evant part, to correct section 312(n)(4), 
as added by the Tax Reform Act of 1984, 
1984-3 (Vol. 1) C. B. 88, by providing for 
the appropriate decreasing adjustment to 
earnings and profits as the result of a non- 

liquidating distribution of appreciated 
property. Congress did not intend that this 
technical correction would affect the de- 

termination of earnings and profits with 

respect to a liquidating distribution for 
purposes of section 333. H. R. Rep. No. 
99 — 426 at 897. 

Accordingly, the amendment under the 
Act to section 312(b) of the Code is in- 

applicable to distributions that are made 
as part of a section 333 liquidation. Sub- 
sections (b) and (c) of section 312, as in 

effect prior to the amendments made by 
the Act, continue to apply to such liqui- 
dating distributions. Thus, for example, 
any gain recognized from distributions by 
the liquidating corporation results in a 
corresponding increase to its earnings and 
profits. 

Part n. -corporate Liquidations 
Subpart A. — Effects on Recioients 

Rev. Rul. 87-4 

ISSUE 

Pursuant to the transition rule of sec- 
tion 633(d) of the Tax Reform Act of 1986, 
Pub. L. 99 — 154, 100 Stat. 2085 (the "Act"), 
for qualified corporations, can the share- 
holders of these corporations that adopt 
plans of complete liquidation make an 
election under section 333 of the Internal 
Revenue Code for liquidations completed 
after December 31, 1986? If so, how is 
the recognition of shareholder-level gain 
determined under the transition rule? 

LAW 

Section 333 of the Code generally pro- 
vides the shareholders of a corporation 
with an election to defer the recognition 
of shareholder-level gain that would oth- 
erwise result from distributions made in 
complete liquidation of the corporation. 
Notwithstanding a valid election under 
section 333, gain realized by a shareholder 
is recognized to the extent of the greater 
of (i) the shareholder's ratable share of 
earnings and profits of the liquidated cor- 
poration or (ii) the portion of the assets 
received by the shareholder that consists 
of money or of certain stock or securities 
distributed by such corporation. 

Section 631(e)(3) of the Act, contained 
in subtitle D of title VI (" subtitle D"), 
repeals section 333 of the Code. Subtitle 
D also provides for the repeal of the Gen- 
eral Utilities doctrine. Section 633(a)(1) of 
the Act, in effect, provides that the repeal 
of section 333 and the General Utilities 
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doctrine does not apply to liquidations 
completed on or before December 31, 
1986. 

Section 633(d)(1) of the Act provides 
a transition rule for certain corporations 
(" qualified corporations") that com- 
pletely liquidate after 1986 and prior to 
January 1, 1989 (the "transition period" ). 
Subject to the exceptions made for the 
liquidating sale or distribution of certain 
items specified in section 633(d)(2), this 
transition rule, in effect, defers the effec- 
tive date of the amendments made in sub- 
title D for qualified corporations with an 
"applicable value" up to $5, 000, 000 and 
provides partial relief from those amend- 
ments for corporations with an applicable 
value in excess of $5, 000, 000 but not in 

excess of $10, 000, 000. If the applicable 
value of a liquidating corporation exceeds 
$5, 000, 000, the relief is only partial be- 
cause gain or loss realized by the corpo- 
ration is recognized to the extent that the 
gain or loss exceeds the "applicable per- 
centage" of each gain or loss. 

Under section 633(d)(3) of the Act, the 
applicable percentage equals 100 percent 
reduced by the amount that bears the same 
ratio to 100 percent as the excess of the 
applicable value over $5, 000, 000 bears to 
$5, 000, 000. Section 633(d)(4) defines 
"applicable value" as the fair market value 
of all of the stock of the corporation on 
the date of the adoption of the plan of 
complete liquidation (or, if greater, on 
August 1, 1986). 

Section 633(d)(5) of the Act generally 
defines "qualified corporation" as any 
corporation of which more than 50 per- 
cent (by value) of the stock is held by 10 
or fewer "qualified persons, " as defined 
in section 633(d)(6), and the applicable 
value of which does not exceed 
$10, 000, 000. 

ANALYSIS AND HOLDINGS 

The amendments in subtitle D repeal 
section 333 of the Code and the General 
Utilities doctrine for liquidations that are 
completed after December 31, 1986. Sec- 
tion 633(d)(1) of the Act provides a tran- 
sition rule for qualified corporations by 
making the amendments in subtitle D in- 

applicable to "the applicable percentage 
of each gain or loss which (but for [the 
transition rule]) would be recognized by 
reason of [those] amendments. " 

All of the amendments made by sub- 

title D are covered by the terms of the 
transition rule for qualified corporations. 
Therefore, even though most of the 
amendments in subtitle D concern gain or 

loss to be recognized by a corporation, 
the shareholders of the corporation also 
would recognize gain by reason of the 
amendment that repeals of section 333 of 
the Code. Thus, the language of the tran- 
sition rule for qualified corporations ex- 
tends transition relief not only with respect 
to corporate-level gain, but also with re- 
spect to gain that would otherwise be rec- 
ognized at the shareholder level. 
Furthermore, the Conference Report no- 

where suggests any intention to preclude 
the present-law treatment of complete liq- 

uidations for the shareholders of qualified 
corporations during the transition period. 
2 H. R. Rep. No. 99 — 841 (Conf. Rep. ), 
99th Cong. , 2d Sess. II — 206 to — 207 (1986). 
Accordingly, an election under section 333 
is available for the shareholders of a qual- 
ified corporation that completely liqui- 
dates before January 1, 1989. 

In general, relief under the transition 
rule is subject to the limitation for items 
specified in section 633(d)(2) of the Act 
and is otherwise phased out as a corpo- 
ration's applicable value approaches 
$10, 000, 000. Section 633(d) of the Act 
achieves this limitation and phase-out for 
shareholders as a result of the interaction 
between the application of the transition 
rule at the corporate level and the pro- 
visions of section 333. The amount of re- 
alized gain that is recognized by the 
liquidating corporation under the transi- 
tion rule (less income tax thereon prop- 
erly taken into account), including gain 
recognized with regard to items specified 
in section 633(d)(2) and any gain recog- 
nized under the phase-out provided in 
section 633(d)(3), increases the earnings 
and profits of the corporation. Accord- 
ingly, the shareholders' ratable share of 
the earnings and profits of the corporation 
are also increased. Thus, a phase-out for 
the shareholder-level transition relief from 
the repeal of section 333 results in most 
cases from the phase-out for the corpo- 
rate-level relief from the repeal of the 
General Uti li ties doctrine. 

EXAMPLE 

Partial relief under the transition rule 
for a shareholder of a qualified corpora- 
tion in the context of a liquidation under 
section 333 of the Code is illustrated by 
the following example. Assume X is a 
qualified corporation with an applicable 
value of $7, 500, 000. The earnings and 
profits of X accumulated after February 
28, 1913, is zero. A is the sole shareholder 
of X and has a basis of $6, 500, 000 in A' s 
X stock. The only property X owns is a 
parcel of undeveloped land that it has held 

Section 351 
for more than 6 months. The land has a 

basis of $6, 500, 000 and a value of 
$7, 500, 000. If X is completely liquidated 

under section 333 during the transition 

period, X recognizes $500, (300 of gain (that 

is, one-half of its realized gain) since the 

applicable percentage is 50 percent. In turn, 
X's earnings and profits are increased by 
the excess of the $500, 000 gain recognized 
as a result of the liquidation over the in- 

come tax thereon properly taken into ac- 
count. Accordingly, there is an increase 
in A's ratable share of earnings and prolits 
and in the amount of realized gain that A 
must recognize under section 333. 

If X had owned the land for less than 

six months, X recognizes $1, 000, 000 of 
short-term capital gain, and X's earnings 
and profits are increased by the excess of 
that gain over the income tax thereon 
properly taken into account. Accord- 
ingly, there is an increase in A's ratable 
share of earnings and profits and in the 
amount of realized gain that A must rec- 
ognize under section 333. 

On the other hand, if the land has a 
basis of $7, 500, 000, X recognizes no gain 
in the liquidation, and X's earnings and 

profits are not increased. Thus, there is 

no increase in A's ratable share of X's 
earnings and profits nor in the amount of 
gain that A must recognize under section 
333 of the Code. 

Subpart n. — Enacts on Corporation 

Section 337. — Nonrecognition for Property 
Distributed to Parent in Complete 
Liquidation of Subsidiary 

Whether section 1. 1502 — 34 of the regulations ap- 
plies in determining status as an 80-percent distributcc 
under section 337. See Rev. Proc. 87-23, page 720. 

Part III. — Corporate Organizations and 
Reorganizations 
Subpart A. — Corporate Organizations 

Section 351. — Transfer to Corporation 
Controlled by Transferor 

26 CFR l. 35t-tt Transfer to corporation controlled 

by transferor. 

Transfer to corporation controlled by 
transferor. The transfers of marketable 
stock by some transferors and cash by oth- 
ers to a newly organized corporation which 

is a regulated investment company con- 
stitute transfers to an "investment com- 
pany" within the meaning of section 351(a) 
of the Code. Consequently, section 351 
does not apply and the transferors of the 
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Section 351 
marketable stock recognize gain or loss 
under section 1001. 

Rev. Rul. 87-9 

ISSUE 

Do transfers of marketable stock and 
cash by different transferors to a newly 
organized corporation, which is a regu- 
lated investment company, constitute 
transfers to an "investment company" 
within the meaning of section 351(e)(1) 
of the Internal Revenue Code? 

FACTS 

Some of the shareholders of Y corpo- 
ration transferred their Y stock to X, a 
newly organized corporation which is a 

regulated investment company as defined 
in section 851 of the Code. In addition, 
other persons transferred cash to X. The 
Y stock is actively traded on a public stock 
exchange. The transferors of the Y stock 
received 89 percent of the stock of X, and 
the transferors of cash received 11 percent 
of the stock of X. 

LAW AND ANALYSIS 

Section 351(a) of the Code provides that 
no gain or loss will be recognized if prop- 
erty is transferred to a corporation solely 
in exchange for its stock and immediately 
after the exchange the transferors are in 

control (as defined in section 368(c)) of 
the corporation. 

Section 351(e)(1) of the Code and sec- 
tion 1. 351 — 1(c)(1) of the Income Tax 
Regulations provide that section 351(a) 
will not apply to transfers to an invest- 

ment company. Section 1. 351 — 1(c)(1) of 
the regulations further provides that a 

transfer will be considered a "transfer to 
an investment company" if two factors are 
present. First, the transfer results, di- 

rectly or indirectly, in diversification of 
the transferors' interests. Second, the 
transferee is (i) a regulated investment 

company, (ii) a real estate investment trust, 
or (iii) a corporation more than 80 percent 
of the value of whose assets (excluding 

cash and nonconvertible debt obligations 

from consideration) are held for invest- 

ment and are readily marketable stocks 
or securities, or interests in regulated in- 

vestment companies or real estate invest- 

ment trusts. 
Section 1. 351 — 1(c)(5) of the regula- 

tions provides that a transfer ordinarily 

results in the diversification of the trans- 

ferors' interests if two or more persons 
transfer nonidentical assets to the cor- 

poration in the exchange, unless the por- 

tion of assets that are nonidentical to the 
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other assets transferred constitutes an in- 

significant portion of the total value of the 
assets transferred. On the other hand, if 

two or more persons transfer identical as- 

sets to a newly organized corporation, the 
transfer will generally not be treated as 

resulting in diversification. 
In the present situation, the transferors 

transferred Y stock and cash to X, a reg- 
ulated investment company within the 

meaning of section 1. 351 — 1(c)(1)(ii) of the 
regulations. Further, Y, stock and cash 

are nonidentical assets. A transfer of non- 

identical assets ordinarily results in di- 

versification unless the nonidentical assets 
constitute an insignificant portion of the 
assets transferred. The question of what 

is an "insignificant portion" for this pur- 

pose is a factual issue. In the present sit- 

uation, the cash represented a significant 

part of the value of the property trans- 
ferred to X; therefore, the transfer of the 
stock and cash resulted in the diversifi- 

cation of the transferors' interests within 

the meaning of section 1. 351 — 1(c)(5). 

HOLDING 

The transfers of Y stock and cash by 
different transferors to X constitute trans- 
fers to an "investment company" within 

the meaning of section 351(e)(1) of the 
Code. Consequently, section 351 does not 

apply to the transaction, and the trans- 
ferors of the Y stock recognize gain or 
loss under section 1001 upon the transfer 
of Y stock to X in exchange for X stock. 

Subpart D. — Special Rules; Definitions 

Section 368. — Definitions Relating to 

Corporate Reorganizations 

26 CFR 1. 368 — 2: Definition of terms. 

Reorganization; reincurporatlon; dual 

resident corporation. An example is pro- 
vided showing the application of section 

368(a)(1)(F) of the Code to a corporate 
reorganization in which a U. S. corpora- 
tion is changing its place of organization 
to a foreign country. 

Rev. Rul. 87-27 

ISSUE 

What are the federal income tax con- 
sequences of a reincorporation of a United 
States corporation into a United Kingdom 
corporation under the following circum- 

stances? 

FACTS 
Corporation X, a domestic corpora- 

tion, is a wholly owned subsidiary of Cor- 
poration W, also a domestic corporation. 
X was formed solely to hold 100 percent 
of the stock of a Corporation Y, a do- 

mestic corporation, which was formed 
solely to hold 100 percent of the stock of 
Corporation Z, a United Kingdom cor- 
poration. At least fifty percent of the as- 

sets of Z are used in a trade or business 

and are located in the United Kingdom. 
In order to fund the purchase of the Z 
stock, X borrowed cash from an unrelated 
bank (Bank 1). X then contributed the 
borrowed cash to Y so that Y could pur- 

chase the stock of Z. X incurred addi- 

tional indebtedness to another bank (Bank 
2) in order to pay the interest on its orig- 
inal obligation to Bank 1. X has incurred 

net operating losses every year since its 
incorporation. X and Y fil a consolidated 
United States federal income tax return 
on a calendar year basis with W and other 
members of the Waffiliated group. W has 
an excess loss account in the X stock as 
defined in section 1. 1502 — 32 of the In- 
come Tax Regulations. Y has had no in- 

come or deductions and X does not have 

an excess loss account in the stock of Y. 
There have been no deferred intercom- 

pany transactions as defined in section 
1. 1502 — 13(a)(2) involving X or Y. 

At all times since incorporation, X and 

Y have berm managed and controlled in 

the United Kingdom. Under the income 
tax laws of the United Kingdom, X and 

Yare treated as residents, and are entitled 
to "group relief' with Z and other com- 

monly owned United Kingdom resident 
corporations. Under United Kingdom 
group relief provisions, a United King- 
dom resident corporation may "surren- 
der" its losses to other commonly owned 
United Kingdom resident corporations 
thereby reducing or eliminating the in- 

come of the other United Kingdom resi- 

dent corporations. For its taxable years 
beginning prior to January 1, 1987, X's 
net operating losses were applied against 
income from other members of the affiil- 

iated group in the Wconsolidated returns. 
X also surrendered losses to other mem- 

bers of the United Kingdom group for use 

in United Kingdom group relief. 

For the taxable years of X and Y be 

ginning after December 31, 1986, the net 
operating losses of X or Y are "dual con 
solidated losses" as defined by section 

1503(d)(2) of the Internal Revenue Code 

and, as provided by section 1503(d)(1) 



shall not be allowed to reduce the United 
States taxable income of any other mem- 
ber of the W affiliated group. The United 
Kingdom has recently proposed legisla- 
tion effective April 1, 1987, which would 
also prohibit the surrender of a X or Y 
net operating loss to Z or any other mem- 
ber of the United Kingdom group. The 
combined effect of the two countries' stat- 
utes would be to deny the use of a X or 
Y loss to both the United States affiliated 
group and the United Kingdom group. 

X has decided to consolidate its place 
of incorporation with its place of man- 
agement and control in order to achieve 
a more efficient administration of the cor- 
poration. Therefore, X will reincorporate 
in the United Kingdom. Pursuant to the 
plan of reorganization, Y will liquidate 
into X in a nonrecognition exchange pur- 
suant to section 332 of the Code. W will 

contribute cash to X, as a capital contri- 
bution, so X can satisfy its obligation to 
Bank 2. The capital contribution will be 
equal to W's excess loss account in the X 
stock. As a result of the capital contri- 
bution, the excess loss account will be re- 
duced to zero. W will then transfer the 
stock of X as the initial capitalization of 
the newly organized United Kingdom cor- 
poration (Newco), 100 percent of the stock 
of which will be owned by W. Immedi- 
ately after the contribution of the stock 
of X to Newco, X will transfer all of its 
assets and liabilities to Newco and liqui- 
date. For United States tax purposes, stock 
of Newco is treated as transferred by 
Newco to X (in exchange for X's assets 
and liabilities) and distributed to Win liq- 
uidation of X. The effect of the transac- 
tion is to transfer all assets and liabilities 
of X to a United Kingdom corporation 
without a change in shareholder or share- 
holder proprietary interest. Newco will be 
the surviving corporation and will be en- 

gaged in the same business as X. If the 
excess loss account is not completely re- 
duced by the contribution to capital, as 
described above, or if no contribution to 
capital is made, W could elect to apply all 

or part of its excess loss account to reduce 
the basis of any stock or obligations of X 
held by W immediately before the dis- 

position. See section 1. 1502 — 19(a)(6) of 
the regulations. 

LAW AND ANALYSIS 
Section 368(a)(1)(F) of the Code pro- 

vides that the term "reorganization" in- 

cludes a mere change in identity, form, 
or place or organization of one corpora- 
tion, however effected. The transfer of 

the stock of X to Newco and the imme- 
diate liquidation of X, with no change in 

shareholder or shareholder proprietary 
interest, is recharacterized for United 
States tax purposes as a transfer of the 
assets and liabilities of X to Newco in ex- 
change for Newco stock, followed by a 
distribution of the Newco stock to W in 

exchange for the X stock. In this instance, 
this recharacterization constitutes a re- 
organization as defined in section 368(a) 
(1)(F) because the effect of the transac- 
tion is a mere change in the place of or- 
ganization of X. All of the assets and 
liabilities of X are transferred to a new 

corporation, Newco, without a change in 

shareholder or shareholder proprietary 
interest in the corporation. Although this 
transaction, as recharacterized, also qual- 
ifies as a reorganization as defined in sec- 
tion 368(a)(1)(D), X recognizes no gain 
on an assumption by Newco of a X lia- 

bility because section 357(c) does not ap- 

ply to transactions described in section 
368(a)(1)(F). Rev. Rul. 79 — 289, 1979 — 2 
C. B. 145. 

Section 361(a) of the Code provides that 
no gain or loss shall be recognized by a 
transferor corporation which is a party to 
a reorganization on any exchange of prop- 
erty pursuant to the plan of reorganiza- 
tion. However, under section 367(a) a 
foreign corporation receiving assets in an 
exchange with a United States person will 

generally not be treated as a corporation 
for purposes of determining the gain or 
loss recognized on the transfer. The trans- 
feree's loss of corporate status for United 
States tax purposes precludes th- treat- 
ment of the transfer as a reorganization 
under section 368 and denies the trans- 
feror the benefit of nonrecognition treat- 
ment under section 361(a). 

An exception to the general rule of gain 
recognition on the transfer to a foreign 
corporation is provided in section 1. 367(a)— 
3T(d)(3) of the regulations, which states 
that section 367(a)(1) of the Code will not 
apply to a transfer of stock or securities 
to another corporation organized in the 
same country as the transferred corpo- 
ration, provided certain requirements 
(concerning the assets transferred, stock 
ownership before and after the transfer 
and the filing of an agreement pursuant 
to section 1. 367(a) — 3T(g)) are satisfied. 
See section 1. 367(a) — 3T(d)(3)(ii) through 
(vii). Under section 1. 367(a) — 3T(d)(3)(ii), 
at least 50 percent of the assets used in 
the trade or business of the transferred 
corporation must be located in the same 
country in which the transferee and trans- 

Section 382 
ferred corporations are organized. In this 

case, this asset requirement is satisfied be- 
cause at least 50 percent of the assets used 
in the trade or business of Z are located 
in the United Kingdom. Given the facts 
of this ruling, the ownership requirements 
contained in section 1. 367(a) — 3(d)(3)(iii) 
through (vi) are satisfied because, prior 
to the transfer, the transferor was wholly 
owned by a domestic corporation and after 
the transfer the same domestic corpora- 
tion owns all of the stock of Newco. As- 

suming X, and thereafter W, file the 
necessary agreements pursuant to section 
1. 367(a) — 3T(g), section 367(a) will not 

apply to the transfer of the stock of Z, 
and no gain or loss will be recognized on 
the transfer of the Z stock under section 
361. Because this is a transnational re- 
organization, the taxable year of X will 

end with the close of the date of the trans- 
fer. Under the specific facts of this ruling, 
no branch loss recapture under section 
1. 367(a) — 6T will be imposed. 

HOLDING 

Under the facts contained in this ruling, 
the transfer of all of the assets and lia- 

bilities of X to Newco in exchange for 
Newco stock and the subsequent distri- 
bution of Newco in liquidation of X is a 
reorganization as described in section 
368(a)(1)(F) of the Code. No gAin or loss 
is recognized on the exchange under sec- 
tion 361(a). 

part V. — Catrtyovers 

Section 382. — Ufnkation on Net Operating 
loss Carryfofwards and Certain Bnik-In 
Losses Following Ownership Change 

The adjusted federal long-term rate and the long- 
term tax-exempt rate is set forth for February 1987. 
See Rev, Rul. 87-11, page 253. 

The adjusted federal long-term rate and the long- 
term tax-exempt rate is set forth for March 1987. See 
Rev. Rul. 87-16, page 254. 

The adjusted federal long-term rate is set forth for 
the month of May 1987. See Rev. Rul. 87 — 33, 
page 255. 

The adjusted federal long-term rate is set forth for 
the month of June 1987. See Rev. Rul. 87-42, page 
256. 
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Section 383 
Section 383. — Special Limitations on 

Certain Excess Credits, etc. 
The adjusted federal long-term rate is set forth for 

the month of February 1987. The long-term tax-ex- 

empt rate for February 1987 is also set forth. See Rev. 
Rub 87 — 11, page 253. 

The adjusted federal long-term rate is set forth for 

the month of March 1987. The long-term tax-exempt 

rate for March 1987 is also set forth. See Rev. Rul. 

87-16, page 254. 

The adjusted federal long-term rate is set forth for 

the month of May 1987. See Rev. Rul 87 — 33, 
page 255. 

The adjusted federal long-tenn rate is set forth for 
the month of June 1987. See Rev. Rul. 87-42, page 
256. 

Subchapter D. — Deferred Compensation, etc. 
Part I. — Pension, Profit-Sharing, Stock Bonus 
Plans, etc. 
Subpart A. — General Rute 

Section 404. — Deduction for Contributions of 

an Employer to an Employee's Trust or 

Annuity Plan and Compensation under a 
Deferred-Payment Plan 

26 CFR 1. 404(al — It Contributions of an employer to 

an employees' trust or annuity plan and compensation 

under a deferred payment plan; general rule. 

Procedures for an employer or plan administrator 

to change the plan and/or trust year of an employee 
benefit plan. See Rev. Proc. S7-27, page 769. 

Section 408. — Individual Retirement 

Accounts 

26 CFR 1. 408 — 7t Reports on distributions from indi- 

vidual retirement plans. 

Printing of substitutes for Forms 1096, 1098, 1099, 
5498 and W-2G. See Rev. Proc. S7-17, pag 688. 

Subpart B. — Special Rules 

Section 412. — Minimum Funding Standards 

Procedures for an employer or plan administrator 

to change the plan and/or trust year of an employee 

benefit plan. See Rev. Proc. 87-27, page 769. 

Section 414. — Definitions and Special Rules 

Contributions; government "pick-up" 
plan. A situation illustrates the criteria for 
determining if contributions designated as 

employee contributions to a governmen- 

tal plan are "picked-up" within the mean- 

ing of section 414(h)(2) of the Code and, 
thus, whether such contributions are ex- 
cludable from the gross income of the em- 

ployee. 

Rev. Rul. 87-10 

ISSUE 

May government employees exclude 

from current gross income required con- 

tributions designated as employee contri- 

butions to a qualified plan that relate to 

the period prior to the date of the last 

governmental action necessary to effect 
the employer pick up of such designated 

employee contributions under section 
414(h)(2)? 

FACTS 

In 1978, State M established Plan X, a 
governmental plan qualified under sec- 

tion 401(a) of the Internal Revenue Code. 
Participants in Plan X have been required 
to contribute five percent of their earnings 
to the plan. Employees of A, a political 
subdivision of M, are participants in Plan 

X. State M enacted legislation on October 
30, 1983, enabling A to pick up designated 

employee contributions as employer con- 
tributions on behalf of its employees. On 
November 30, 1983, A executed a reso- 

lution electing to pick up all of its em- 

ployees' contributions retroactive to 
January 1, 1983. 

LAW AND ANALYSIS 

Section 414(h)(1) of the Code provides 
that amounts contributed to a plan qual- 

ified under section 401(a) shall not be 
treated as having been made by the em- 

ployer if they are designated as employee 
contributions. However, section 414(h)(2) 
provides an exception in the case of any 

plan established by the government of a 
State, or political subdivision thereof, 
where the contributions of employees of 
an employing unit are picked up by the 
employing unit. The contributions so 
picked up shall be treated as employer 
contributions. 

Rev. Rul. 77 — 462, 1977 — 2 C. B. 358, 
provides that contributions "picked up, 

" 
within the meaning of section 414(h)(2) 
of the Code, by a governmental unit and 
contributed to a qualified plan are not in- 

cludible in the gross income of employees 
until these amounts are distributed to the 
employees. 

The issue of whether designated em- 

ployee contributions have been picked up 
by an employer, within the meaning of 
Code section 414(h)(2), is addressed in 

Rev. Rul. 81 — 35, 1981 — 1 C. B. 255, and 
Rev. Rul. 81 — 36, 1981 — 1 C. B. 255. These 
revenue rulings provide that in order for 
designated employee contributions to be 
excluded from an employee's "current 

gross income, " the following criteria must 
be met: (1) the employer must specify that 
the contributions, although designated as 
employee contributions, are being paid by 
the employer in lieu of contributions by 
the employee; and (2) the employee must 
not be given the option of choosing to 
receive the contributions directly instead 
of having them paid by the employer to 
the plan. 

In order to satisfy Rev. Ruls. 81 — 35 and 
81 — 36 with respect to particular contri- 
butions, the required specification of des- 
ignated employee contributions must be 
completed before the period to which such 
contributions relate. If not, the desig- 
nated employee contributions being paid 
by the employer are actually employee 
contributions paid by the employee and 

recharacterized at a later date. Thus, the 
retroactive specification of designated 
employee contributions as paid by the 
employing unit, i. e. , the retroactive "pick- 
up" of designated employee contnbutions 

by a governmental employer, is not per- 
mitted under section 414(h)(2). 

In this case, State M enacted legislation 
on October 30, 1983, necessary for the 
designated employee contributions to be 
picked up as employer contributions in 

lieu of contributions by the employees. 
A's resolution specifying the pick up of 
the employees' contributions as of Janu- 

ary 1, 1983, was not executed until No- 

vember 30, 1983. Because the last 
governmental action necessary to effect 
the pick up did not occur until November 
30, 1983, designated employee contribu- 
tions to plan X that relate to compensa- 
tion earned for services prior to November 

30, 1983, may not be retroactively re- 

characterized as employer contributions. 
Thus, such contributions may not be ex- 
cluded from current gross income by A' s 

employees. 

HOLDING 

Under section 414(h)(2), government 

employees may not exclude from current 
gross income designated employee con- 
tributions to a qualified plan that relate 
to compensation earned for services prior 
to the date of the last governmental action 

necessary to effect the employer pick up. 
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Section 441 

Subchapter E. — Accounting Periods and 
Methods of Accounting 
Part I. — Accountin Periods 

Section 441. — Period for Computation of 
Taxable Income 

26 CFR l. 441 — 3T: Special rules for cenain adoptions 
of, retentions of, or changes to or from a 52 — 53 week 
taxable year (Temporaryb 

T. D. 8123 

TITLE 26. — INTERNAL REVENUE. — 
CHAPTER 1, SUBCHAPTER A, PART 
1 — INCOME TAX; TAXABLE YEARS 
BEGINNING AFTER DECEMBER 31, 
1953. PART 18 — TEMPORARY 
INCOME TAX REGULATIONS UNDER 
THE SUBCHAPTER S REVISION ACT 
OF 1982. PART 602 — OMB 
CONTROL NUMBERS UNDER THE 
PAPERWORK REDUCTION ACT 

Limitation on Certain Adoptions, 

Changes, and itetentions of Annual 

Accounting Period 

AGENCY: Internal Revenue Service, 
Treasury. 

ACI'ION: Temporary regulations. 

SUMMARY: This document provides 
temporary regulations relating to certain 

changes, adoptions, and retentions of an- 

nual accounting period. The regulations 

are needed to ensure that taxpayers do 
not attempt to change to, adopt, or retain 

a taxable year that is a fiscal year (in- 

cluding a 52 — 53 — week taxable year) in or- 

der to circumvent the effective date 
provisions of the Tax Reform Act of 1986. 
The regulations affect certain persons who 

wish to change to, adopt, or retain a tax- 
able year that is a fiscal year during the 
period covered by the temporary regu- 
lations and provide these persons with the 
guidance needed to comply with the law. 

EFFECTIVE DATES: For IIIII. 441 — 2, 
1. 441 — 3T, 1. 442 — 1 and 1. 442 — 2T, Septem- 
ber 29, 1986; for 81. 442 — 3T, 1. 706-1(b)(7) 
and 18. 1378 — 1(e), November 5, 1986; for 
II602. 101(c), January 22, 1987. 

FOR FURTHER INFORMATION 
CONTACT: Arthur E. Davis III of the 
Legislation and Regulations Division, Of- 

fice of Chief Counsel, Internal Revenue 

Service, 1111 Constitution Avenue, N. W. , 
Washington, D. C. 20224 (Attn: 
CC:LR: T). Telephone 202 — 566 — 3238 (not 
a toll-free number). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

This document amends the Income Tax 
Regulations (26 CFR Part 1) and the 

Temporary Income Tax Regulations un- 

der the Subchapter S Revision Act of 1982 
(26 CFR Part 18) to provide temporary 
rules relating to certain changes, adop- 
tions, and retentions of annual accounting 
period under sections 441, 442, 706, and 
1378 of the Internal Revenue Code of 1954. 
In general, the temporary regulations limit 

the ability of certain taxpayers to change 
to, adopt, or retain a taxable year that is 

a fiscal year (including a 52 — 53 — week tax- 
able year ending with reference to the 
month of December) during the period 
which the temporary regulations apply. 
The Internal Revenue Service announced 
in Announcement 86 — 101, 1986 — 41 I. R. B. 
14, and Announcement 86-113, 1986 — 47 
I. R. B. 46, that temporary regulations 
providing these limitations would be is- 

sued. 

EXPLANATION OF PROVISIONS 
CHANGES OF ANNUAL 
ACCOUNTING PERIOD 

The temporary regulations relating to 
changes of annual accounting period gen- 
erally suspend the provisions of (IIIL441— 

2(c), 1. 442 — 1(c), and 1. 706-1(b) of 26 CFR 
Part 1, II18. 1378 — 1 of 26 CFR Part 18, 
Rev. Proc. 72 — 51, 1972 — 2 C. B. 832, and 

any revenue procedure issued before Sep- 
tember 18, 1986, that otherwise would 
permit a taxpayer to change its taxable 
year (including a change to a 52 — 53 — week 
taxable year) either under a procedure 
that does not require the prior approval 
of the Commissioner or under expedited 
procedures for securing that approval. In 
addition, the temporary regulations pro- 
vide that the Commissioner generally will 

not consider a request for approval of a 
change of annual accounting period un- 

less the taxpayer has had a substantial ac- 
quisition or divestiture determined in 
accordance with the temporary regula- 
tions, or the taxpayer meets certain other 
conditions. The temporary regulations al- 

low certain taxpayers to change their an- 

nual accounting period without the prior 
approval of the Commissioner if the tax- 
payer has a substantial business purpose 
for the change as evidenced by the sat- 
isfaction of a mechanical test. Certain tax- 
payers, however, must obtain prior 
approval to a change even if the mechan- 
ical test is satisfied. 

The mechanical test generally is the 

same as the "25 percent test" set forth in 

section 4. 04 of Rev. Proc. 83 — 25, 1983 — 1 

C. B. 689. Under the mechanical test, the 
gross receipts from sales or services for 
the last two months of each of three 12- 
month periods that end with the last month 
of the requested taxable year must equal 
or exceed 25 percent of the gross receipts 
from sales or services for that 12-month 
period. If more than one taxable year meets 
his mechanical test, a substantial business 

purpose is evidenced only for the year for 
which the arithmetical average of the per- 
centages obtained under the mechanical 
test for the three applicable 12-month pe- 
riods is highest. 

For purposes of the mechanical test, 
the three 12-month periods are the most 
recent 12-month period (determined at the 
time the statement or application re- 
quired to effect or request the change is 
filed) ending with the last month of the 
requested taxable year and the two pre- 
ceding 12-month periods that end with the 
corresponding month. A taxpayer must 
test the three 12-month periods that end 
with months other than the last month of 
the requested taxable year, however, in 
order to determine if more than one tax- 
able year meets the mechanical test. 

A taxpayer that has not been in exist- 
ence for the three 12-month periods de- 
scribed above may evidence a substantial 
business purpose under the mechanical test 
by taking into account the gross receipts 
from sales and services of a predecessor 
organization. Gross receipts of a prede- 
cessor organization shall not be taken into 
account, however, unless the predecessor 
organization was actively engaged in a 
trade or business at all times during the 
portion of the three applicable 12-month 
periods prior to the inception of the tax- 
payer. Thus, a taxpayer in existence for 
only the most recent applicable 12-month 
period may use the gross receipts from 
the two preceding 12-month periods of a 
predecessor organization. 

Although a mechanical test is used in 
these temporary regulations to determine 
whether a taxpayer has a business purpose 
for a particular taxable year, taxpayers 
should not infer that a mechanical test 
always will be used to determine business 
purpose in future years. The Service is 
studying the mechanical test to determine 
when its use in appropriate. 

The temporary regulations do not ap- 
ply to certain changes of annual account- 
ing period, including a change to a calendar 
year. Thus, for example, a corporation 
seeking S status will be permitted to change 
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its taxable year automatically to a calen- 
dar year under 518. 1378-1(b)(1) (for the 
first year for which the S election is ef- 
fective) if all of its principal shareholders 
are calendar year taxpayers and if the cor- 
poration satisfies all of the applicable re- 
quirements under that section. Similarily, 
a corporation (including a regulated in- 
vestment company as defined in section 
851) will be permitted to change auto- 
matically to a calendar year under 51. 442— 
1(c) provided that the corporation satis- 
fies all of the applicable requirements un- 
der that section. 

The temporary regulations generally 
apply to any change in annual accounting 
period if the income tax return for the 
short period involved in the change is filed 
after September 29, 1986, and the short 
period involved in the change ends before 
January 5, 1987. The temporary regula- 
tions do not apply, however, if the ap- 
plication required to effect or request the 
change (i. e. , Form 1128 or Form 2553) 
was timely filed before September 30, 1986. 
In the case of a change that is effected by 
filing an income tax return for the short 
period involved in the change, the tem- 
porary regulations do not apply if an ap- 
plication for extension of time for filing 
that return was filed before September 30, 
1986, the application clearly stated the year 
to which the taxpayer intended to change, 
and the income tax return for the short 
period subsequently is timely filed (de- 
termined with regard to extensions). 

The temporary regulations include an 
anti-abuse rule that is applicable to any 
adoption by a taxpayer of a taxable year 
that has the effect of circumventing the 
limitations prescribed under the tempo- 
rary regulations on changes of annual ac- 
counting period. Thus, for example, a 
corporation will not be able to circumvent 
the provisions of the temporary regula- 
tions by creating a new corporation that 
adopts the desired fiscal year and by trans- 
ferring some or all of the net assets of the 
existing corporation to the new corpora- 
tion. 

certain conditions in order to change to 
or from a 52-53 — week taxable year or to 
adopt or retain such a year. The condi- 
tions relate to the taxable year in which 

a partner, S corporation shareholder, or 
employee owner must take into account 
items passed through or paid by the part- 
nership, S corporation, or personal ser- 
vice corporation. 

The temporary regulations also include 
a rule to prevent the evasion or avoidance 
of tax through the adoption of or change 
to or from a 52 — 53 — week taxable year by 
any taxpayer, including a corporation that 
is not seeking S status. The temporary 
regulations provide that a taxpayer may 
not adopt or change to or from a 52 — 53- 
week taxable year if the principal purpose 
for such action is the evasion or avoidance 
of Federal income tax. 

The temporary regulations relating to 
adoptions of, retentions of, or changes to 
or from a 52 — 53 — week taxable year gen- 
erally apply if the first taxable year for 
which the election to use or retain the 52- 
53 — week year is made (or, if applicable, 
the short period involved in the change) 
ends before January 5, 1987, and the in- 
come tax return for that year (or period) 
is filed after September 29, 1986. The 
temporary regulations do not apply, how- 
ever, if the application required to effect 
or request the adoption, retention, or 
change (i. e. , Form 1128 or Form 2553) 
was timely filed before September 30, 1986. 
In the case of an adoption or change that 
is effected by filing an income tax return 
for the first taxable year for which the 
election is made, the temporary regula- 
tions do not apply if an application for 
extension of time for filing that return was 
filed before September 30, 1986, the ap- 
plication clearly stated the taxpayer's in- 
tent to adopt or change to a 52-53 — week 
taxable year, and the income tax return 
for that year is timely filed (determined 
with regard to extensions). 

ADOPTIONS AND RETENTIONS 
OF A TAXABLE YEAR 

rary regulations apply. The temporary 
regulations also contain special rules (in- 
cluding a mechanical test) for determining 
whether a taxpayer has established a sub- 
stantial business purpose for the adoption 
or retention of a taxable year that results 
in a deferral of income to its partners or 
shareholders. 

The temporary regulations relating to 
adoptions and retentions of a taxable year 
generally apply if the first taxable year of 
the partnership or the first taxable year 
for which the S election is effective begins 
before January 1, 1987, unless the appli- 
cation necessary to effect or request the 
adoption or retention was timely filed be- 
fore November 6, 1986. The regulations 
do not apply, however, to an adoption by 
a partnership of a taxable year that begins 
before January 1, 1986. The regulations 
also do not apply to certain adoptions or 
retentions, such as an adoption or reten- 
tion of a calendar year. 

EXECUTIVE ORDER 12291, 
REGULATORY FLEXIBILITY ACr, 

AND PAPERWORK REDUCTION 
ACT 

The Commissioner of Internal Reve- 
nue has determined that this temporary 
rule is not a major rule as defined in Ex- 
ecutive Order 12291 and that a Regula- 
tory Impact Analysis therefore is not 
required. A general notice of proposed 
rulemaking is not required by 5 U. S. C. 
553 for temporary regulations. Accord- 
ingly, the temporary regulations do not 
constitute regulations subject to the Reg- 
ulatory Flexibility Act (5 U. S. C. chapter 
6). 

The collection of information require- 
ments contained in this regulation have 
been submitted to the Office of Manage- 
ment and Budget (OMB) in accordance 
with the requirements of the Paperwork 
Reduction Act of 1980. These require- 
ments have been approved by OMB un- 

der control number 1545 — 0134. 

52 — 53 — WEEK TAXABLE YEAR 

The temporary regulations provide 
special rules applicable to certain entities 
and investors in those entities that wish 
to adopt, retain, or change to or from a 
52 — 53 — week taxable year. Under those 
rules, a partnership, partner, S corpora- 
tion (or corporation seeking S status), S 
corporation shareholder, personal service 
corporation, or employee-owner of a per- 
sonal service corporation must agree to 

The temporary regulations generally 
provide that a partnership or corporation 
seeking S status may not adopt or retain 
a taxable year that results in a deferral of 
income to its partners or shareholders un- 
less the taxpayer establishes a substantial 
business purpose for the adoption or re- 
tention. Thus, the temporary regulations 
suspend the applicable provisions of Rev. 
Proc. 72 — 51, 1972 — 2 C. B. 832, and section 
4. 03 of Rev. Proc. 83-25, 1983 — 1 C. B. 
689, for the period to which the tempo- 

DRAFTING INFORMATION 

The principal author of these regula- 
tions is Alice M. Bennett of the Legisla- 
tion and Regulations Division of the Oflice 
of Chief Counsel, Internal Revenue Ser- 
vice. However, personnel from other of- 
fices of the Internal Revenue Service and 

Treasury Department participated in de- 

veloping the regulations on matters of both 

substance and style. 
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Amendments to the regulations 

For the reasons set out in the preamble, 
Subchapter A, Parts 1 and 18 and Sub- 
chapter H, Part 602 of Title 26, Chapter 
1 of the Code of Federal Regulations are 
amended as set forth below: 

INCOME TAX REGULATIONS 
(26 CFR Part 1) 

Paragraph 1. The authority for Part 1 
is amended by adding the following ci- 
tation: 

Authority: 26 U. S. C. 7805. * * * 

Section 1. 441 — 3T also issued under 26 
U. S. C. 441. 

Sections 1. 442 — 2T and 1. 442 — 3T also 
issued under 26 U. S. C. 442, 706, and 1378. 

Par. 2. Section 1. 441 — 2 is amended by 
adding the following new paragraph (fl: 

fi1. 441 — 2 Election of year consisting of 52— 
53 — weeks. 

(f) Cross-reference to li1. 441 — 3T. For 
special rules relating to certain adoptions 
of or changes to or from a 52 — 53-week 
taxable year ending in 1986 or 1987, see 
111. 441 — 3T. 

Par. 3. Section 1. 441 — 3T is added in 
the appropriate place. 

t11. 441 — 3T Special rules for certain adop- 
tions of, retentions of, or changes to or 
from a 52 — 53 — week taxable year (Tem- 
porary). 

(a) Applicability. This section applies 
to any partnership, partner, S corpora- 
tion, S corporation shareholder, personal 
service corporation, or employee-owner 
that wishes to adopt or change to or from 
a 52 — 53 — week taxable year. This section 
also applies to a corporation seeking S 
status that wishes to adopt, retain, or 
change to or from a 52 — 53 — week taxable 
year. This section applies in the case of a 
change to or from a 52 — 53 — week taxable 
year whether or not the taxpayer also 
wishes to change the month with refer- 
ence to which its taxable year ends. Par- 
agraph (c)(2) of this section applies to any 
taxpayer (including, for example, a cor- 
poration that is not seeking S status) that 
wishes to adopt or change to or from a 
52 — 53-week taxable year. 

(b) Definitions — (1) Personal service 
corporation. For purposes of this section 
only, the term "personal service corpo- 
ration" means any corporation (other than 
an S corporation) if- 

(i) The principal activity of that cor- 
poration is the performance of personal 
services, and 

(ii) Such services are substantially 

performed by employee-owners. 
A corporafion shall not be treated as a 

personal service corporation, however, 
unless more than 10 percent of the fair 
market value of the outstanding stock of 
the corporation is held by employee-own- 
ers. 

(2) Employee-owner. For purposes of 
this section, the term "employee-owner" 
means an employee who owns, on any day 
of the corporation's taxable year, any out- 

standing stock of the personal service cor- 
poration. Section 318 will apply to 
determine stock ownership for purposes 
of this paragraph (b), except that "any" 
is to be substituted for "50 percent or more 
in value" in section 318(a)(2)(C). 

(3) Performance of a substantial por- 
tion of services. For purposes of para- 
graph (b)(1) of this section, personal 
services are substantially performed by 
employee-owners if the total time spent 
by employee-owners in performing those 
services is 10 percent or more of the total 
time spent by all employees (including 
employee-owners) in performing those 
services. In determining time spent in per- 
forming personal services of a corpora- 
tion, time spent on matters that do not 
relate directly and intrinsically to the per- 
formance of services for or on behalf of 
clients or customers of the corporation 
shall not be taken into account, Thus, for 
example, in the case of a corporation per- 
forming accounting services, time spent 
in performing secretarial services, man- 
agerial work of a purely administrative 
nature, or janitorial services shall not be 
taken into account in determining either 
the time spent by employee-owners in 
performing accounting services or the to- 
tal time spent by all employees in per- 
forming accounting services. Managerial 
time shall be taken into account, how- 

ever, to the extent that it consists of the 
supervision of accounting services per- 
formed by employees for or on behalf of 
clients or customers of the corporation. 

(c) General rule — (1) Satisfaction of 
applicable conditions. A taxpayer to which 
this section applies may not adopt, retain, 
or change to or from a 52 — 53 — week tax- 
able year under 111. 441 — 2(c)(1) or (2), 
111. 442 — 1, or 26 CFR 18. 1378 — 1 unless each 
of the applicable conditions set forth in 

paragraph (d) of this section is satisfied 
with respect to the taxpayer seeking the 
adoption, retention, or change. For ad- 
ditional requirements applicable to cer- 
tain taxpayers that wish to adopt, retain, 
or change to or from a 52 — 53 — week tax- 

Section 441 

able year, see ll f11. 442 — 2T and 1. 442 — 3T. 
(2) Evasion or avoidance of tax- 

(i) General rule. A taxpayer may not adopt 
or change to or from a 52 — 53 — week tax- 
able year if the principal purpose for such 
action is the evasion or avoidance of Fed- 
eral income tax. 

(ii) Example. The provisions of this 

paragraph (c)(2) may be illustrated by the 
following example. 

Example. Assume that X, a calendar year corpo- 
ration, wishes to elect, for taxable years beginning 
after December 31, 1985, a 52-53-week taxable year 
that ends on the Tuesday nearest to December 31. 
Assume that such election allows the corporation to 
sell a substantial portion of its assets on Wednesday, 
December 31, 1986, and to report the income from 
such sale in the taxable year beginning on December 
31, 1986, and ending on December 29, 1987. By elect- 
ing the 52-53-week taxable year, the corporation ob- 
tains the advantages of the lower Federal income tax 
rates applicable for the period beginning December 
31, 1986. Moreover, the sale of the assets on Decem- 
ber 31 allows the buyer of the assets, a calendar year 
taxpayer, to obtain certain Federal income tax ad- 
vantages that are not available with respect to pur- 

chases of assets in 1987 and later years. Given the 
above facts, it is presumed that the principal purpose 
for such action is the evasion or avoidance of Federal 
income tax. Thus, X may not adopt a 52 — 53 — week 
taxable year. 

(d) Conditions applicable to certain 
taxpayers — (1) Conditions. (i) If the tax- 

payer seeking the adoption or cnange is 
a partnership, all of the partners (deter- 
mined at the close of the first taxable year 
of the partnership for which the election 
to use the 52 — 53 — week taxable year is made 
or, if applicable, the short period involved 
in the change) must agree to treat the 
current and all subsequent 52 — 53 — week 
years of the partnership (and of any part- 
ner) as ending on the last day of the cal- 
endar month that ends nearest to the last 
day of the 52 — 53 — week year for purposes 
of determining the taxable year in which 
the inclusions required by sections 702 and 
707(c) are taken into account. 

(ii) If the taxpayer seeking the adop- 
tion or change is a partner, the partner 
must agree to treat the current and all 
subsequent 52 — 53 — week years of the part- 
ner (and the 52 — 53 — week years of any 
partnership in which such taxpayer is a 
partner) as ending on the last day of the 
calendar month that ends nearest to the 
last day of the 52 — 53 — week year for pur- 
poses of determining the taxable year in 
which the inclusions required by sections 
702 and 707(c) are taken into account. 

(iii) If the taxpayer seeking the adop- 
tion, retention, or change is an S corpo- 
ration or a corporation seeking S status, 
all of the shareholders (determined at the 
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close of the first taxable year of the S 
corporation for which the election to use 
or retain the 52 — 53 — week year is made or, 
if applicable, the short period involved in 
the change) must agree to treat the cur- 
rent and all subsequent 52 — 53 — week tax- 
able years of the corporation (and of any 
shareholder) as ending on the last day of 
the calendar month that ends nearest to 
the last day of the 52 — 53 — week year for 
purposes of determining the taxable year 
in which the inclusions required by section 
1366 are taken into account. 

(iv) If the taxpayer seeking the adop- 
tion or change is an S corporation share- 
holder, the shareholder must agree to treat 
the current and all subsequent 52 — 53 — week 
taxable years of the shareholder (and the 
52 — 53 — week years of any S corporation in 
which such taxpayer is a shareholder) as 
ending on the last day of the calendar 
month that ends nearest to the last day of 
the 52 — 53 — week year for purposes of de- 
termining the taxable year in which the 
inclusions required by section 1366 are 
taken into account. 

(v) If the taxpayer seeking the adop- 
tion or change is a personal service cor- 
poration, all of the employee-owners 
(determined at the close of the first tax- 
able year of the corporation for which the 
election to use the 52 — 53 — week taxable 
year is made or, if applicable, the short 
period involved in the change) must agree 
to treat the current and all subsequent 
taxable years of an employee-owner and 
the corporation that end with or with ref- 
erence to the same calendar month as if 
both such taxable years ended on the last 
day of the taxable year of the corporation 
for purposes of determining the taxable 
year in which payments (whether or not 
in cash) that are deductible by the cor- 
poration are taken into account by the 
employee-owner. 

(vi) If the taxpayer seeking the adop- 
tion or change is an employee-owner of 
a personal service corporation, the em- 
ployee-owner must agree to treat the cur- 
rent and all subsequent taxable years of 
the employee-owner and the corporation 
that end with or with reference to the same 

calendar month as if both such taxable 
years ended on the last day of the taxable 
year of the corporation for purposes of 
determining the taxable year in which 

payments (whether or not in cash) that 
are deductible by the corporation are taken 
into account by the employee-owner. 

(2) Examples. The provisions of par- 
agraph (d)(1) of this section may be il- 

lustrated by the following examples. 
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Example (l). Assume that ABC, a calendar year 

partnership, wishes to elect, for taxable years begin- 

ning after December 31, 1985, a 52 — 53-week taxable 

year that ends on the Friday nearest to December 31. 
Assume that A, B, and C, who are individual calendar 

year taxpayers, are equal partners in ABC. Assume 

also that A, B, and C agree to treat each of the 52- 
53-week taxable years of ABC as ending on Decem- 
ber 31 for purposes of determining the taxable year 
in which guaranteed payments and their distributive 

shares of income, gains, losses, deductions, and cred- 

its are taken mto account. Assume that, for its taxable 

year ending January 2, 1987, ABC has net income of 
$30, 000, and that ABC has no other items of income, 

gain. loss, deduction, or credit for that taxable year. 
Under paragraph (d)(1)(i) of this section, A, B, and 

C each must include $10, 000 in income for their tax- 
able years ending on December 31, 1986. Similarly, 

if ABC makes a guaranteed payment to A on January 

2, 1987, A must include the payment in income for 
the taxable year ending December 31, 1986. 

Example (2). Assume that X, a calendar year per- 
sonal service corporation, wishes to elect, for taxable 

years beginning after December 31, 1985, a 52 — 53— 
week taxable year that ends on the Friday nearest to 
December 31. Assume that all of the employee-own- 
ers of X are individual calendar year taxpayers. As- 

sume further that all of the employee-owners agree 
to treat their taxable years as ending on the last day 
of X's taxable year for purposes of determining the 
year in which payments by X are taken into income. 
Assume that on January 2, 1987, X makes a payment 
of bonuses of $10, 000 to each employee-owner. Un- 

der paragraph (d)(1)(v) of this section, each em- 

ployee-owner must include $10, 000 in income for the 
taxable year ending December 31, 1986. 

or retain the 52 — 53 — week year is made 
(or, if applicable, the income tax return 
for the short period involved in the change) 
is filed after September 29, 1986, and 

(ii) The first taxable year for which the 
election to use or retain the 52 — 53 — week 

year is made (or the short period involved 

in the change) ends before January 5, 1987. 

(2) Exceptions. This section shall not 

apply if the application required to effect 
or request the adoption, retention, or 
change was timely filed before September 
30, 1986. In the case of an adoption or 
change that is effected by filing an income 
tax return for the first taxable year for 
which the election is made, this section 
shall not apply if an application for ex- 
tension of time for filing that return was 

filed before September 30, 1986, the ap- 
plication clearly stated the taxpayer's in- 

tention to adopt or change to a 52 — 53— 
week taxable year, and the income tax 
return for that taxable year is timely filed 

(determined with regard to extensions). 
Par. 4. Paragraph (f) of (11. 442 — 1 is 

amended by adding the following sen- 
tences at the end thereof: 

(J1. 442 — 1 Change of annual accounting 
period. 

(f) Effectivedate. * * * Forspecial rules 
applicable to certain changes of annual 
accounting period that result in a short 
period ending in 1986 or 1987, see (11. 442— 
2T. For special rules applicable to certain 
adoptions and retentions of a taxable year 
ending in 1986 or 1987, see (11. 442 — 3T. 

Par. 5. Section 1. 442 — 2T is added at the 
appropriate place. 

(11. 442 — 2T Special limitations on certain 
changes of annual accounting period 
(Temporary). 

(a) Applicability. This section applies 
to any taxpayer that wishes to change its 
annual accounting period, or that wishes 

to adopt an annual accounting period de- 

scribed in paragraph (h) of this section. 
This section shall not apply, however, to: 

(1) Any taxpayer to which the provi- 
sions of li1. 1502 — 76 apply (other than a 

taxpayer to which the provisions of par- 

agraph (h) of this section apply); 
(2) Any taxpayer to which the provi- 

sions of (11. 442 — 1(e) apply; 

(3) Any taxpayer that wishes to change 
its annual accounting period to a calendar 

year (including a change under 26 CFR 
18. 1378 — 1(b)) or to a 52 — 53 — week taxable 

year that ends with reference to the month 

of December (see, however, (11. 441 — 3T); 

(e) Procedural requirements. In the case 
of an adoption of or change to a 52 — 53— 
week taxable year under (J1. 441 — 2(c)(1) 
or (2), a taxpayer to which any condition 
in paragraph (d) of this section applies 
must indicate on the statement required 
under (J1. 441 — 2(c)(1) or (2), or on a sep- 
arate statement that is attached to the in- 
come tax return for the year of adoption 
or change, that all of the applicable con- 
ditions are satisfied. If the due date for 
that return is before March 9, 1987, the 
statement required under (J1. 441 — 2(c)(1) 
or (2) (or an amended statement) indi- 
cating that the applicable conditions are 
satisfied must be filed by the later of March 
9, 1987 or the due date for the return 
(determined with regard to extensions). 
If t)1. 442 — 2T or (J1. 442 — 3T applies to an 
adoption of, retention of, or change to or 
from a 52 — 53 — week taxable year, the pro- 
cedures set forth in (J1. 442 — 2T or (J1. 442— 
3T (whichever is applicable) must be fol- 
lowed and the rules set forth in (J1. 442— 
2T(f)(3) or (11. 442 — 3T(d) shall apply. 

(f) Effectivedate — (1) In general. This 
section shall apply to adoptions of, reten- 
tions of, or changes to or from a 52 — 53— 
week taxable year if- 

(i) The income tax return for the first 
taxable year for which the election to use 



(4) Any partnership that wishes to 
change its annual accounting period un- 
der t)1. 706 — 1(b)(1) to the same taxable 
year as that of all of its principal partners 
or to which all of its principal partners are 
concurrently changing; 

(5) Any corporation seeking S status 
that wishes to change its annual account- 
ing period under section 4. 02 of Rev. Proc. 
83 — 25, 1983 — 1 C. B. 689, to the same tax- 
able year as that of shareholders holding 
more than 50 percent of the shares of stock 
of the corporation or to which such share- 
holders are concurrently changing; 

(6) Any corporation seeking S status 
that wishes to change its annual account- 
ing period under section 4. 04 of Rev. Proc. 
83-25, 1983-1 C. B. 689; 

(7) Any taxpayer that wishes to change 
to a 52 — 53 — week taxable year that ends 
with reference to the same calendar month 
as that in which the former taxable year 
ended (see, however, r)1. 441 — 3T); or 

(8) Any organization exempt under 
section 501(a), and any plan meeting the 
requirements for qualification under sec- 
tion 401(a) and which is exempt under 
section 501(a), except those organizations 
and plans required to file a Form 990-T 
for the short period involved in the change 
of annual accounting period. 

(b) General rule. A taxpayer to which 
this section applies may not change its 
annual accounting period under the pro- 
visions of— 

(1) Paragraph (c) of l)1. 442 — 1, 
(2) Paragraph (b) of l)1. 706 — 1, 
(3) 26 CFR 18. 1378-1(b), 
(4) Rev. Proc. 72 — 51, 1972 — 2 C. B. 

832, or 

(5) Any revenue procedure issued 
before September 18, 1986, that, with- 

out regard to this section, would permit 
a taxpayer to change its taxable year 
either under a procedure that does not 
require the prior approval of the Com- 
missioner or under expedited proce- 
dures for obtaining that approval. 

Examples of procedures suspended by 
paragraph (b)(5) of this section include 
Rev. Proc. 8434, 1984-1 C. B. 508, and 

those portions of Rev. Proc. 83 — 25, 1983— 
1 C. B. 689, that apply to changes of an- 

nual accounting period. In addition, the 
Commissioner will not consider a request 

by a taxpayer to which this section applies 
for approval of a change of annual ac- 

counting period under f(1. 442 — 1(b)(1) un- 

less the requirements of paragraph (e) of 
this section are satisfied. A taxpayer to 
which this section applies may, however, 

change its annual accounting period with- 

out securing the prior approval of the 
Commissioner if the taxpayer can estab- 
lish a substantial business purpose for the 
change under paragraph (c) of this section 
and agrees to all of the applicable con- 
ditions set forth in paragraph (d) of this 

section. 

(c) Subsfantia! business purpose— 
(1) General rule. Except as provided in 

paragraph (c)(4) of this section, a tax- 

payer generally can establish a substantial 

business purpose under this paragraph (c) 
for a change of annual accounting period 
to any taxable year that meets the re- 
quirements of paragraph (c)(2) of this sec- 
tion. If more than one taxable year meets 
the requirements of paragraph (c)(2), 
however, a taxpayer can establish a sub- 

stantial business purpose under this par- 

agraph (c) only for a change to the year 
that yields the highest percentage when 
the percentages (rounded to the nearest 
I/100 of a percent) obtained under par- 
agraph (c)(2) of this section are averaged. 

(2) Mechanical test. A taxable year 
meets the requirements of this paragraph 
(c)(2) only if, for the most recent 12-month 

period (determined at the time the state- 
ment or application required to effect or 
request the change is filed) ending with 
the last month of the requested taxable 
year and for each of the two preceding 
12-month periods ending with the corre- 
sponding month- 

(i) The gross receipts from sales or ser- 
vices for the last two months of such 12- 
month period equal or exceed 25 percent 
of- 

(ii) The gross receipts from sales or 
services for such 12-month period. 

(3) Special rules — (i) Gross receipts. 
For purposes of this section, gross receipts 
from sales or services shall be determined 
using the taxpayer's method of account- 
ing. 

(ii) 52 — 53 — week taxable year. If the re- 
quested year is a 52 — 53-week taxable year, 
the calendar month ending nearest to the 
last day of the 52 — 53 — week taxable year 
shall be treated for purposes of paragraph 
(c)(2) of this section as the last month of 
the requested year. 

(iii) Taxpayers notin existence for three 
12-month periods. If a taxpayer has not 
been in existence for the three 12-month 
periods described in paragraph (c)(2) of 
this section, the requirements of para- 
graph (c)(2) of this section may be satis- 
fied by taking into account the gross 
receipts from sales and services of a pred- 
ecessor organization (within the meaning 
of section 4. 04 of Rev. Proc. 83-25) that 
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was actively engaged in a trade or busi- 
ness at all times during the portion of the 
three applicable 12-month periods prior 
to the inception of the taxpayer. Thus, a 
taxpayer in existence for only the most 
recent applicable 12-month period may 
use the gross receipts of a predecessor 
organization for the two preceding 12- 
month periods. 

(4) Exceptions. The following taxpay- 
ers cannot establish a substantial business 
purpose for a change of annual accounting 
period under this section solely by satis- 

fying the requirements of this paragraph 
(c), and, thus, must secure the prior ap- 
proval of the Commissioner to the change: 

(i) A partner of a partnership; 

(ii) A partnership in which any partner 
is a partnership or S corporation; 

(iii) A beneficiary of a trust or estate; 
(iv) A United States shareholder of a 

controlled foreign corporation; and 

(v) A shareholder of a DISC or former 
DISC. 

(5) Examples. The provisions of this 
paragraph (c) may be illustrated by the 
following examples. 

Example (l). Assume that X, a calendar year cor- 
poration that is not described in paragraph (c)(4) of 
this section, wishes to change its annual accounting 
period to a fiscal year that ends on November 30. If 
the change is permitted under this section, the short 
period involved in the change would end on Novem- 
ber 30, 1986. Under paragraph (f) of this section, X 
inust attach a statement to its income tax return for 
the short period ending November 30, 1986, in order 
to effect the change. For purposes of paragraph (c)(2) 
of this section, the most recent 12-month period end- 

ing with the last month of the requested taxable year 
(November), determined as of the time the statement 
required to effect the change is filed, is the period 
that begins on December 1, 1985, and ends on No- 
vember 30, 1986. The two preceding 12-month pe- 
riods ending with the corresponding month are the 
periods from December 1, 1984, through November 
30, 1985, and from December 1, 1983, through No- 
vember 30, 1984. 

Example (2). Assume that X, a calendar year cor- 
poration that is not described in paragraph (c)(4) of 
this section, wishes to change its annual accounting 
period to a fiscal year that ends on September 30. 
Assume that the most recent 12-month period deter- 
mined under paragraph (c)(2) of this section is the 
period from October 1, 1985, through September 30, 
1986, and that the two preceding 12-month periods 
are the periods from October 1, 1984, through Sep- 
tember 30, 1985, and from October 1, 1983, through 
September 30, 1984. Assume that the gross receipts 
from sales or services for the last two months of the 
12-month periods ending on September 30, 1986, Sep- 
tember 30, 1985, and September 30, 1984, are $3, 500, 
$3, 125, and $2, 500, respectively. Assume further that 
the total gross receipts for the 12-month periods end- 

ing on September 30, 1986, September 30, 1985, and 
September 30, 1984, are $12, 500, $12, 000, and $10, 000, 
respectively. The following percentages are obtained 
for the 12-month periods ending on September 30, 
1986, September 30, 1985, and September 30, 1984, 
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when the gross receipts for the last two months of 
each period are divided by the total gross receipts for 
that 12-month period: 28. 00% ($3, 500/$12, 500), 
26. 04% ($3, 125/$12, 000), and 25. 00% ($2, 500/ 
$10, 000). Thus, the requirements of paragraph (c)(2) 
of this section are satisfied since each of those per- 
centages equals or exceeds 25%. . 

Example (3). Assume the same facts as in example 
(2) except that X wishes to change its annual ac- 
counting period to a fiscal year that ends on July 31. 
In addition, assume that the percentages obtained for 
purposes of paragraph (c)(2) of this section with re- 
spect to a fiscal year that ends on July 31 are 26. 00%, 
25. 00%, and 25. 00%. Under paragraph (c)(1) of this 
section, X can establish a substantial business purpose 
only for a liscal year that ends on September 30 since 
the average of the percentages obtained under par- 
agraph (c)(2) of this section with respect to that year 
(26. 35%) exceeds the average of the percentages ob- 
tamed with respect to a fiscal year that ends on July 
31 (25. 33%). 

(d) Conditions. The requirements of 
this section are in addition to any appli- 
cable conditions under sections 441, 442, 
443, 706, and 1378. Thus, for example, a 
taxpayer must annualize income for the 
short period involved in a change of an- 
nual accounting period to which this sec- 
tion applies if required to do so under 
section 443(b). The following additional 
conditions apply under this section to any 
change of annual accounting period made 

by a corporation (other than an S cor- 
poration) without the prior approval of 
the Commissioner: 

(1) If the taxpayer has a net operating 
loss as defined in section 172 for the short 
period involved in the change, that net 
operating loss must be deducted ratably 
over a six-year period beginning with the 
first taxable year after the short period 
unless- 

(i) The net operating loss resulting from 
the short period is $10, 000 or less, or 

(ii) The net operating loss results from 
a short period of nine months or longer 
and is less than the net operating loss for 
a full 12-month period beginning with the 
first day of the short period. 

(2) If the taxpayer has an unused credit 
for the short period, the taxpayer must 

carry the unused credit forward. Unused 
credits from the short period may not be 
carried back. 

(3) The taxpayer may not make an 

election to be treated as an S corporation 
that would be effective for the taxable 

year immediately following the short pe- 
riod. 

(e) Prior approval of the Commis- 
sioner — (1) In general. The Commis- 
sioner will not consider a request for 
approval to a change of annual accounting 

period under this section unless- 
(i) The taxpayer is described in para- 

ing of paragraph (c)(3)(i) of this section) 
of the taxpayer for the applicable 12-month 
periods, determined without taking into 
account the gross receipts from sales and 
services attributable to the acquired or 
divested assets. 

(iii) Applicable 12-month periods. For 
purposes of this paragraph (e)(2), the term 
"applicable 12-month periods" means— 

(A) In the case of an acquisition, the 
12-month periods described in paragraph 
(c)(2) of this section; and 

(B) In the case of a divestiture, the 12- 
month periods described in paragraph 
(c)(2) of this section that end before the 
date of the divestiture. 

(iv) Example. The provisions of this 

paragraph (e) may be illustrated by the 
follov;ing example. 

graph (c)(4) of this section and the taxable 
year to which the taxpayer wishes to change 
meets the requirements of paragraph (c)(1) 
of this section, or 

(ii) The taxpayer has experienced a 
substantial acquisition or divestiture, as 
defined in paragraph (e)(2) of this section. 

(2) Substantial acquisition or divesti- 

ture — (i) In general. For purposes of this 

paragraph (e), a taxpayer has not expe- 
rienced a substantial acquisition or di- 

vestiture unless— 
(A) The taxpayer has acquired or 

disposed of a block of assets on or after 
the first day of the taxable year im- 

mediately preceding the short period 
involved in the change of annual ac- 
counting period, 

(B) At all times during the appli- 
cable 12-month periods (as defined in 

paragraph (e)(2)(iii) of this section), 
including any period during which the 
assets were not held by the taxpayer, 
the assets were segregated, whether in 
a separate branch or division or oth- 
erwise, so that the gross receipts at- 
tributable to those assets can be 
identified, and 

Example. Assume that X, a calendar year corpo- 
ration, wishes to change its annual accounting period 
to a fiscal year ending October 31, 1986. Assume that 
on January I, 1986, X acquired from corporation Y 
a block of assets that Y held in a separate division 

and that X also holds in a separate division. Assume 
that the most recent 12-month period described in 

paragraph (c)(2) of this section is the period that be- 
gins on November 1, 1985, and ends on October 31, 
1986, and that the two preceding 12-month periods 
are the periods from November I, 1984 through Oc- 
tober 31, 1985, and from November I, 1983, through 

October 31, 1984. Assume that the gross receipts at- 
tributable to the assets acquired from Y for the 12- 

month period ending October 31, 1986 (including the 
receipts attributable to the period from November I, 
1985, through December 31, 1985, when the assets 
were held by Y, and the receipts attributable to the 
period from January I, 1986, through October 31, 
1986, when the assets were held by X), are $8, 000. 
In addition, assume that the gross receipts attribut- 
able to the assets acquired from Y for the 12-month 
periods ending October 31, 1985, and October 31, 
1984. when the assets were held by Y, are $7, 500, 
and $7, 000. respecuvely. Assume further that X's gross 
receipts from sales and services for the 12-month pe- 
riods ending October 31, 1986, October 31, 1985, and 
October 31, 1984, without taking into account gross 
receipts attributable to the assets acquired from Y, 
are $10, 000, $9, 000, and $8, 000, respectively. The 
requirements of paragraph (e)(2)(ii) of this section 
are satisfied since $22, 500 ($8, 000 + $7, 500 + $7, 000) 
exceeds 80 percent of $27, 000 ($10. 000 + $9, 000 + 
$8, 000). Thus, the Commissioner will consider X's 
request to change its taxable year to a fiscal year 
ending October 31, 1986. 

(C) The requirements of paragraph 
(e)(2)(ii) of this section are satisfied. 

If a taxpayer has experienced a substantial 
acquisition or divestiture, it is anticipated 
that the Commissioner will usually ap- 
prove a change of annual accounting pe- 
riod to a taxable year that would meet the 
requirements of paragraph (c)(1) of this 
section if pro-forma gross receipts (i. e. , 
gross receipts that would have resulted if 
the acquisition or divestiture had taken 
place at the beginning of the earliest ap- 
plicable 12-month period) were substi- 
tuted for the gross receipts described in 

paragraph (c)(2) of this section. The fail- 
ure of a requested taxable year to meet 
the requirements of paragraph (c)(1) when 
pro-forma gross receipts are used, how- 

ever, will not prevent the Commissioner 
from approving the change. 

(ii) Mechanicai test. A taxpayer has ex- 
perienced a substantial acquisition or di- 
vestiture for purposes of this paragraph 
(e) only if— 

(A) The aggregate of the gross receipts 
from sales and services (within the mean- 
ing of paragraph (c)(3)(i) of this section) 
for the applicable 12-month periods at- 
tributable to the acquired or divested as- 
sets (including receipts for any period 
during which the assets were not held by 
the taxpayer), exceeds 80 percent of— 

(B) The aggregate of the gross receipts 
from sales and services (within the mean- 

(f) Procedure — (1) Changes not re- 
quiring the prior approval of the Com- 
missioner. In order to effect a change that 
does not require the prior approval of the 
Commissioner under this section, a tax- 

payer must indicate that the requirements 
of this section are satisfied in a statement 

setting forth the computations required to 
establish a substantial business purpose 
under paragraph (c) of this section. The 
statement also must indicate that the tax- 

payer has agreed to all of the applicable 
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conditions to the change, including any 
applicable conditions contained in t)1. 441— 
3T. A taxpayer (other than a corporation 
seeking S status) must attach the state- 
ment to the income tax return for the short 
period involved in the change and, in ad- 
dition, must type or legibly print the fol- 
lowing caption at the top of page I of the 
return: "FILED UNDER l)1. 442— 
2T(f)(1). " In the case of a corporation 
seeking S status, the statement must be 
attached to Form 2553 and the caption 
"FILED UNDER ef1. 442 — 2T(f)(1)" must 
be typed or printed legibly at the top of 
page 1 of Form 2553. 

(2) Changes requiring the prior ap- 
proval of the Commissioner. In the case 
of a change of annual accounting period 
that requires the prior approval of the 
Commissioner under this section, a tax- 

payer must file Form 1128 or Form 2553, 
whichever is applicable. (See paragraph 
(e)(1) of this section for situations in which 

a request for approval will be considered. ) 
The taxpayer must indicate that the ap- 
plication is filed under this paragraph (f)(2) 
by typing or printing legibily the following 

caption at the top of page I of the Form 
1128 or Form 2553: "FILED UNDER 
ill. 442 — 2T(f)(2). " The taxpayer also must 
attach a statement to the applicable form 
setting forth the computations described 
in paragraph (c) of this section. In addi- 

tion, a taxpayer described in paragraph 
(e)(1)(ii) of this section must attach a 
statement setting forth the computations 
described in paragraph (e)(2) of this sec- 
tion. 

(3) Time for filing. (i) Except as oth- 
erwise provided in paragraph (f)(3)(ii) of 
this section, a taxpayer cannot change its 

annual accounting period under this sec- 
tion unless the return or form required to 
effect or request the change is filed by its 

due date (with extensions if the change is 

effected by filing an income tax return for 
the short period involved in the change). 

(ii) A taxpayer may change its annual 

accounting period under this section if the 
due date (without regard to extensions) 
for the return or form required to effect 
or request the change is on or after Sep- 
tember 30, 1986, and before March 9, 1987 
and the return of form is filed before March 

9, 1987 (or, in the case of a change ef- 

fected by filing an income tax return for 
the short period involved, in the change, 
if an application for extension is filed be- 

fore March 9, 1987. This paragraph only 

extends the time for changing an annual 

accounting period and does not extend 
the time for making an S election. An S 

election that is timely filed before March 

9, 1987, however, will not be denied or 
rendered ineffective solely by reason of 
the need for the taxpayer to submit the 

information required by paragraph (f)(1) 
or (f)(2) of this section. 

(iii) In the case of a change of annual 

accounting period under this section that 

is effected by filing an income tax return 

for the short period involved in the change, 

any failure to file a return or to pay tax 

on or before the due date for the return 

or the date prescribed for payment will 

be treated as due to reasonable cause and 

will not give rise to any addition to tax 
under section 6651 if— 

(A) The due date for the return (with- 

out regard to extensions) or the date pre- 
scribed for payment is on or after 
September 30, 1986, and before March 9, 
1987 and 

(B) The return (or application for the 
extension) is filed and the tax is paid be- 
fore March 9, 1987. 

(g) Effective date — (I) ln general. This 
section shall apply to a change of annual 

accounting period (other than a change 
described in paragraph (g)(2) of this sec- 
tion) if- 

(i) The income tax return for the short 
period involved in the change is filed after 
September 29, 1986, and 

(ii) The short period involved in the 

change ends before January 5, 1987. 

(2) Exceptions. This section shall not 

apply to a change of annual accounting 

period if the application required to effect 
or request the change was timely filed be- 

fore September 30, 1986. In the case of a 

change that is effected by filing an income 
tax return for the short period involved 

in the change, this section not apply if an 

application for extension to file that re- 

turn was filed before September 30, 1986, 
the application clearly stated the year to 
which the taxpayer intended to change, 
and the income tax return for the short 

period is timely filed (determined with re- 

gard to extensions). 

(3) Hardship rule. A taxpayer can re- 

quest a waiver from the provisions of this 

section if the taxpayer can demonstrate, 
to the satisfaction of the Commissioner, 
that the taxpayer would sustain a sub- 

stantial hardship from the application of 
this section, and if the short period in- 

volved in the change ends on or before 
October 5, 1986. A waiver ordinarily will 

not be granted unless the taxpayer can 

show that, by October 5, 1986, the tax- 

payer had closed its books in a manner 
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that indicates that the period in question 
was intended to be the end of the short 
period, taken a physical inventory (if ap- 
plicable), and incurred substantial costs 
in modifying its accounting systems (in- 
cluding, for example, costs of reprogram- 
ming applicable computer systems) in order 
to change its year. A request for a waiver 
under this paragraph (g)(3) must be filed 
with the Commissioner of Internal Rev- 
enue, 1111 Constitution Avenue, N. W. , 
Room 5040 Washington, D. C. 20224 by 
March 9, 1987. Any information submit- 

ted with the request for a waiver shall be 
submitted under penalties of perjury. 

(h) Anti-abuse rule — (I) In general. A 
taxpayer may not adopt any taxable year 
that has the efffect of circumventing the 
provisions of this section. The provisions 
of this section are deemed to be circum- 
vented if, for example, a taxpayer that is 

unable to change its taxable year under 
this section transfers a substantial portion 
of its net assets to a related person and 
the related person purportedly adopts the 
desired taxable year. In that case, pur- 
ported adoption of the desired taxable year 
will not be given effect and the related 
person must adopt the same taxable year 
as that of the taxpayer that is unable to 
change its taxable year under this section. 
For this purpose, the term "related per- 
son" has the same meaning as in section 
168(e)(4)(D) (as in effect prior to the en- 
actment of the Tax Reform Act of 1986), 
except that the second sentence thereof 
(relating to the substitution of 10 percent 
for 50 percent in applying sections 267(b) 
and 707(b)(1)) shall be disregarded. 

(2) Example. The provisions of para- 
graph (h)(1) of this section may be illus- 

trated with the following example. 

Example. Assume that X, a calendar year corpo- 
ration, is subicct to the testtuctions on changes tn 

annual accounting period under this section. Assume 
that X wishes to change tts taxable year to a liscal 

year ending November 30, 1986, but cannot do so 
because it does not meet the requirements of this 

section. Assume further that X creates corporation 
Y, a wholly-owned subsidiary of X. which purportedly 
adopts a taxable year ending November 30, 1986. In 

addition, assume that X transfers a substantial portion 
of its net assets to Y before November 30. 1986, in a 

ttansactton described tn section 351 or 368. Under 
these facts, Y may not adopt a November 30 taxable 
year and instead must adopt a taxable year that ends 
on December 31, which is the taxable year of X. 

Par. 6. Section 1. 442 — 3T is added at the 
appropriate place: 

li1. 442 — 3T Special limitations on certain 
adoptions and retentions of a taxabk, year. 

(a) Applicability. This section gener- 
ally applies to— 
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(1) Any partnership that wishes to adopt 
a taxable year other than the calendar year, 
the taxable year of its principal partners, 
or the taxable year to which all of its prin- 
cipal partners are concurrently changing, 
and 

(2) Any corporation seeking S status 
that wishes to adopt or retain a taxable 
year other than the calendar year or a 
taxable year that meets the requirements 
of sections 4. 02 or 4. 04 of Rev. Proc. 83— 
25, 1983-1 C. B. 689. 

(b) General rule. A taxpayer to which 
this section applies may not adopt or re- 
tain a taxable year that results in any de- 
ferral of income to its partners or 
shareholders unless the taxpayer— 

(1) Secures the prior approval of the 
Commissioner by establishing a sub- 

stantial business purpose under para- 
graph (c)(2) of this section for the 
adoption or retention, or 

(2) Is permitted to adopt or retain 
the taxable year vAthout securing the 
prior approval of the Commissioner 
under paragraph (c)(1) of this section. 

Thus, a taxpayer to which this section ap- 
plies may not adopt or retain a taxable 
year that results in a deferral of income 
to its partners or shareholders under Rev. 
Proc. 72 — 51, 1972 — 2 C. B. 832, or section 
4. 03 of Rev. Proc. 83 — 25, 1983 — 1 C. B. 
689. 

(c) Substantial business purpose — (1) 
Prior approval of the Commissioner not 
needed. Notwithstanding t)1. 706 — 1(b), 
ff1, 442 — 1(b)(2), and 26 CFR 18. 1378-1(a), 
a taxpayer to which this section applies 
may adopt or retain a taxable year that 
results in a deferral of income to its part- 
ners or shareholders without the prior ap- 

proval of the Commissioner if the taxpayer 
can establish a substantial business pur- 

pose under ill. 442 — 2T(c). Thus, a tax- 

payer described in fl1. 442 — 2T(c)(4) must 

secure the prior approval of the Com- 

missioner to the adoption or retention even 

if the requirements of f11. 442 — 2T(c)(1) are 
satisfied. A taxpayer shall effect an adop- 
tion or retention permitted under this par- 

agraph (c)(1) in the manner prescribed by 
51. 442 — 2T(f)(1), except that the taxpay- 
er's first income tax return shall be treated 

as the return for the short period involved 

in a change of annual accounting period. 

(2) Prior approval of the Commis- 
sioner. In any case where the taxpayer 
was in existence for the three 12-month 

periods described in li1. 442 — 2T(c)(2), or 
where a predecessor organization (within 

the meaning of section 4. 04 of Rev. Proc. 
83 — 25) was actively engaged in a trade or 
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extend the time for making an S election. 
An S election that is timely filed before 
March 9, 1987, however, will not be de- 
nied or rendered ineffective solely by rea- 
son of the need for the taxpayer to submit 
the information required by paragraph (c) 
of this section. 

(3) In the case of an adoption or re- 
tention of a taxable year under this sec- 
tion that is effected by filing an income 
tax return for the taxpayer's first taxable 
year, any failure to file a return or to pay 
tax on or before the due date for the re- 
turn or the date prescribed for payment 
will be treated as due to reasonable cause 
and will not give rise to any addition to 
tax under section 6651 if- 

(i) The due date for the return (with- 
out regard to extensions) or the date pre- 
scribed for payment is on or after 
November 6, 1986, and before March 9, 
1987, and 

(ii) The return (or application for ex- 
tension) is filed and the tax is paid before 
March 9, 1987. 

(e) Effective date. This section gener- 
ally applies if the first taxable year of the 
partnership or the first taxable year for 
which the election to be an S corporation 
is effective begins before January 1, 1987, 
unless the application necessary to effect 
or request the adoption or retention was 
timely filed before November 6, 1986. This 
section shall not apply, however, to an 
adoption by a partnership of a taxable 
year that begins before January 1, 1986. 

Par. 7. Section 1. 706-1 is amended by 
adding the following new paragraph (b)(7): 

business at all times during the portion of 
those three 12-month periods prior to the 
inception of the taxpayer, the Commis- 
sioner will consider a request for prior 
approval of an adoption or retention of a 
taxable year that results in a deferral of 
income to its partners or shareholders only 
if the taxpayer is described in & L442 — 2T(e). 
In such a case, the application for ap- 
proval shall be filed in the manner pre- 
scribed by t)1. 442 — 2T(f)(2). In any other 
case, the taxpayer must establish a sub- 

stantial business purpose in order to ob- 
tain the prior approval of the 
Commissioner, and must file an applica- 
tion for approval in accordance with 
fl1. 706-1(b) or 26 CFR 18. 1378-1(a) 
(whichever is applicable) and $1. 442— 
1(b)(1). For this purpose, the following 
factors generally will not be sufficient to 
establish a substantial business purpose: 

51. 706 — 1 Taxable years of partner and 
partnership. 

(b) Adoption or change in taxable 
year — (1) Partnership taxable year. 

(7) Cross-reference to li1. 442 — 2T and 
ti1. 442 — 3T. For special rules applicable to 
certain changes in annual accounting pe- 
riod where the short period involved in 

the change ends in 1986 or 1987, see 
51. 442 — 2T. For special rules applicable to 
certain adoptions and retentions of a tax- 
able year ending in 1986 or 1987, see 
t)1. 442 — 3T. 

TEMPORARY INCOME TAX 
REGULATIONS UNDER THE 

SUBCHAPTER S REVISION ACT 
OF 1982 

(26 CFR Part 18) 

Par. 8. The authority for Part 18 con- 

tinues to read in part as follows: 

Authority: 26 CFR 7805. * * * 

(i) The use of a particular year for reg- 
ulatory or financial accounting purposes; 

(ii) The hiring patterns of a particular 
business (e. g. , the fact that a firm typically 
hires staff during certain times of the year); 

(iii) The use of a particular year for 
administrative purposes, such as for the 
admission or retirement of partners or 
shareholders, promotion of staff, and 
compensation or retirement arrange- 
ments with staff, partners, or sharehold- 

ers; and 

(iv) The fact that a particular business 
involves the use of price lists, model year, 
or other items that change on an annual 
basis. 

(d) Time for filing. (1) Except as oth- 
erwise provided in paragraph (d)(2) of this 

section, a taxpayer cannot adopt or retain 
a taxable year under this section unless 
the return or form required to effect or 
request the adoption or retention is filed 

by its due date (with extensions if the 
adoption is effected by filing an income 
tax return for the taxpayer's first taxable 
year). 

(2) A taxpayer may adopt or retain a 
taxable year under this section if the due 
date (without regard to extensions) for 
the return or form required to effect or 
request the adoption or retention is on or 
after November 6, 1986, and before March 
9, 1987, and the return or form is filed 
before March 9, 1987 (or, in the case of 
an adoption effected by filing an income 
tax return for the taxpayer's first taxable 
year, if an application for extension is filed 

before March 9, 1987. This paragraph 
(d)(2) only extends the time for adopting 
or retaining a taxable year and does not 



Par. 9. Section 18. 1378 — 1 is amended 

by adding the following new paragraph 
(e) at the end thereof: 

$18. 1378 — 1 Taxable year of S corpora- 
tion. 

(e) Cross-reference to li1. 442 — 2T and 
/i 1. 442 — 3T. For special rules applicable to 
certain changes in annual accounting pe- 
riod where the short period involved in 

the change ends in 1986 or 1987, see 
111. 442 — 2T. For special rules applicable to 
certain adoptions and retentions of a tax- 
able year ending in 1986 or 1987, see 
51. 442 — 3T. 

OMB CONTROL NUMBERS 
UNDER THE PAPERWORK 

REDUCTION ACT 
(26 CFR Part 602) 

Par. 10. The authority for Part 602 con- 
tinues to read as follows: 

Authority: 26 U. S. C. 7805. 
Par. 11. Section 602. 101(c) is amended 

by inserting in the appropriate places in 

the table "f)1. 441 — 3T. . . 1545-0134", 
"121. 442 — 2T. . . 1545 — 0134", and li1. 442— 

3T. . . 1545 — 0134. " 
There is need for immediate guidance 

with respect to the provisions contained 
in this Treasury decision. For this reason, 
it is found impractical to issue this Treas- 

ury decision with notice and public pro- 
cedure under subsection (b) of section 553 
of Title 5 of the United States Code or 
subject to the effective date limitation of 
subsection (d) of that section. 

JAMEs I. OwENs, 
Acting Commissioner 

of Internal Revenue. 

Approved January 15, 1987. 

O. DONALDSON CHAPOTON, 

Acting Assistant Secretary 

of the Treasury. 

(Filed by the Office of the Federal Register on Feb- 

ruary 4, 1987, 8:45 a. m. , and published in the issue 

of the Federal Register for February 5, 1987, 52 

F. R. 3615) 

Section 442. — Change of Annual Accounting 

Period 

26 CFR 1. 442-1. Change of annual accvunri ng period. 

Procedures for an employer or plan administrator 

to change the plan and/or trust year of an employcc 

benefit plan. See Rev. Proc. 87-27, page 769. 

Part n. — Methods of Accounting 

Subpart A. — Methods of Accounting in General 

Section 446. -General Rule for Methods of 

Accounting 

26 CFR 1. 446 — /i General rule for merhods of ac- 

counting. 

Whether a change from a method of reporting in- 

come from sales on the installment plan is a change 

in method ol accounting. See Rev. Proc 87 — 29, page 

771. 

Subpart a. — Taxable Year for Which Items 
of Gross Income Included 

Section 453A. — Installment Method For 

Dealers in Personal Property 

26 CFR 1. 453 — 2i Special rules applicable io dealers 

in persona/ property. 
/A/so Section 7805; 301. 7805 — 1. ) 

Personal property; dealers plan; two or 
more payments. Not all sales by a dealer 
under a plan qualify for treatment as sales 
on the installment plan under section 453A 
of the Code unless the plan, by its terms 
and conditions, contemplates that each sale 
will be paid for in two or more payments. 

Reu. Rul. 87-48 

ISSUE 

Under what circumstances does a deal- 
er's plan, by its terms and conditions, con- 
template that each sale under the plan will 

be paid for in two or more payments within 
the meaning of section 1. 453 — 2(b)(1) of 
the Income Tax Regulations? 

FACTS 

X, a corporation, is a calendar year tax- 
payer engaged in the business of selling 
personal property. X's sales terms require 
payment of 90 percent of the invoice 
amount within 30 days of the invoice date 
and payment of the remaining 10 percent 
within 40 days of the invoice date. Of X's 
sales made during its tax year under these 
terms, approximately 50 percent were paid 
for in one payment. The remaining sales 
were paid for in two payments. 

LAW AND ANALYSIS 

Section 453A(a)(1) of the Code pro- 
vides that, under regulations prescribed 
by the Secretary, a person who regularly 
sells or otherwise disposes of personal 
property on the installment plan may re- 
port income from installment sales on the 
installment method. 

Section 1. 453 — 2(b) of the Income Tax 
Regulations defines "sale on the install- 

Section 453A 

ment plan" for dealers in personal prop- 
erty as: 

(I) A sale of personal property by the 

taxpayer under any plan for the sale or 
other disposition of personal property 
which plan, by its terms and conditions, 
contemplates that each sale under the plan 

will be paid for in two or more payments, 
or 

(2) A sale of personal property by the 
taxpayer under any plan for the sale or 
other disposition of personal property- 

(i) Which plan, by its terms and con- 
ditions, contemplates that such sale will 

be paid for in two or more payments, 
and 

(ii) Which sale is in fact paid for in 

two or more payments. 

In W. T. Grant Co. v. Commissioner, 
483 F. 2d 1115, 1118 (2d Cir. 1973), cert. 
denied, 416 U. S. 937 (1974), the court 
explained the distinction drawn in the reg- 
ulations as follows: 

To qualify for the benefits of installment reporting 
the taxpayer has the obligation of showing that he is 

one of the intended beneficiaries of 9453, that in fact 

gam realized on his sales will bc received in mstall- 

ments. 

The primary distinction between 91. 453 — 2(b)(1) and 

91. 453 — 2(h)(2) sales on installment plans focuses on 
this obligation of the taxpayer. Where there is a sep- 
arate contract for each sale in which the parties con- 

tract for installment payments for the purchase of a 

particular item, thc Commissioner will accept the pro- 
vision for periodic payments as establishing such pay- 
ments. Where, however, the parties' contract covers 

a number of sales no specific intent is demonstrated 
as to any particular purchase; it is not unlikely then 
that while installment payments may be made on a 
great number of the sales, some will be paid in single 

payments. As mtent cannot be demonstrated specif- 
ically proof of actual multiple payments is required. 
(Citation omitted) 

Thus, for purposes of section 1. 453— 
2(b)(1) of the regulations, if a plan, by its 
terms and conditions, contemplates that 
each sale under the plan will be paid for 
in two or more payments, the Commis- 
sioner will accept the provisions for pe- 
riodic payments as establishing the fact of 
such payments. If, however, it cannot rea- 
sonably be expected that, in general, cus- 
tomers will make two or more payments, 
the Commissioner will not accept the plan 
provisions as establishing the fact of mul- 
tiple payments. In such a case, the plan, 
by its terms and conditions, does not con- 
template that each sale will be paid for in 
two or more payments. 

In this case, the scheduled payment 
dates are separated only by a short period 
of time. Therefore, it is reasonable to ex- 
pect that customers would find it more 
convenient to make a single payment of 
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the total invoice amount. The period be- 
tween scheduled payments is so short and 
the amount of the second payment so small 
that the convenience of making a single 
payment outweighs the relatively insig- 
nificant financial advantage of delaying 
payment of the remaining 10 percent of 
the invoice amount. Under these circum- 
stances, X could not reasonably expect 
that, in general, customers would make 
two or more payments. In fact, approxi- 
mately 50 percent of all sales made under 
the plan during the tax year were paid for 
in a single lump sum. Accordingly, the 
plan does not, by its terms and conditions, 
contemplate that each sale under the plan 
will be paid for in two or more payments. 
The plan does contemplate that some, but 
not all, sales will be paid for in two or 
more payments. Therefore, those sales that 
are in fact paid for in two or more pay- 
ments (regardless of whether such pay- 
ments are made on the dates specified 
under the plan) qualify as sales on the 
installment plan as defined in section 1. 453— 

2(b)(2) of the regulations. 

HOLDING 

Not all sales by a dealer under a plan 

qualify for treatment as sales on the in- 

stallment plan unless the plan, by its terms 
and conditions, contemplates that each sale 
will be paid for in two or more payments. 
The determination of whether the terms 
and conditions of a plan contemplate that 
each sale will be paid for in two or more 
payments is made based upon all the facts 
and circumstances. If a dealer cannot rea- 
sonably expect that, in general, customers 
will pay for sales in two or more pay- 
ments, the plan does not, by its terms and 
conditions, contemplate that each sale will 

be paid for in two or more payments. In 
such a case, the dealer will be permitted 
to report as sales on the installment plan 
only those sales that are in fact paid for 
in two or more payments. 

Any change in a taxpayer's method of 
accounting to conform to the holding of 
this ruling is a change in method of ac- 
counting to which the provisions of sec- 
tions 446 and 481 apply. Taxpayers 
complying with the conditions of Rev. 
Proc. 87 — 29, page 771, this Bulletin, will 

be deemed to have obtained the consent 
of the Commissioner of Internal Revenue 
to change their method of accounting to 
conform to the holding of this ruling. This 

ruling is identified as a designated ruling 

pursuant to section 5. 12(2) of Rev. Proc. 
84-74, 1984-2 C. B. 736. 
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PROSPECTIVE APPLICATION 

Under the authority contained in sec- 

tion 7805(b) of the Code, this revenue 

ruling does not apply to tax years begin- 

ning before June 22, 1987, the date of 
publication of this revenue ruling. 

Subpart C. — Taxable Tear lor Which 

Oeduciiena Taken 

Section 461. -General Rule for Taxable Year 

of Deduction 

26 CFR 1. 461-1: General rule for ratable year of de- 

duction. 

(Also Section 163; 1. 163-1. ) 

Points paid in connection with the re- 

financing of a mortgage. Points paid as a 
result of the refinancing of a mortgage 
secured by the principal residence of a 
taxpayer are not deductible in full for the 
taxable year paid under section 461(g)(2) 
of the Code. 

Rev. Rul. 87-22 

ISSUE 

(1) If a taxpayer pays points on the 
refinancing of a mortgage loan secured by 
the principal residence of the taxpayer, is 
the payment deductible in full, under sec- 
tion 461(g)(2) of the Internal Revenue 
Code, for the taxable year in which the 
points are paid? 

(2) If the taxpayer described above uses 

part of the proceeds from the refinancing 
to improve the taxpayer's principal resi- 
dence, may the taxpayer deduct any por- 
tion of the points for the taxable year paid? 

Situation 2. In 1981, B obtained a 16- 
percent mortgage loan (old mortgage loan) 
exclusively for the purchase of a principal 
residence. On August 20, 1986, B refi- 

nanced the old mortgage loan, which had 

an outstanding principal balance of 
$80, 000, with a $100, 000, 30-year, 10-per- 
cent mortgage loan (new mortgage loan) 
from L. The new mortgage loan was used 
to pay off the $80, 000 balance on the old 

mortgage loan and to pay for improve- 
ments on B's principal residence that cost 
$20, 000. The new loan was secured by a 
mortgage on B's principal residence. Prin- 

cipal and interest payments were due 
monthly, with the first payment due Oc- 
tober 1, 1986, and the last payment due 
September 1, 2016. In order to refinance, 
B paid 3. 6 points ($3, 600) to L at the loan 
closing. This points charge was paid from 
separate funds of B that were brought to 
the loan closing. 

In both situations the amount paid as 
points was. paid for the use or forbearance 
of money and was in addition to a charge 
for certain services that was levied by L 
as part of a loan origination fee. The in- 

terest paid on the new mortgage loans, 
including the amount paid as points, is 
"qualified residence interest" (within the 
meaning of section 163(h)(3) of the Code). 
The payment of points was an established 
practice in the area where the indebted- 
ness was incurred and did not exceed the 
amount generally charged in that area. 
A's and B's incomes are computed under 
the cash receipts and disbursements 
method of accounting. 

LAW AND ANALYSIS 
FACTS 

Situation L In 1981, A obtained a 16- 
percent mortgage loan (old mortgage loan) 
exclusively for the purchase of a principal 
residence. On August 20, 1986, A refi- 
nanced the old mortgage loan, which had 
an outstanding principal balance of 
$100, 000, with a $100, 000, 30-year, 10- 
percent mortgage loan (new mortgage 
loan) from L, a lending institution. The 
new loan was secured by a mortgage on 
A's principal residence. Principal and in- 
terest payments were due monthly, with 
the first payment due October 1, 1986, 
and the last payment due September 1, 
2016. In order to refinance, A paid 3. 6 
points ($3, 600) to L at the loan closing. 
This points charge was paid from separate 
funds of A that were brought to the loan 
closing. 

Also released as News Release IR — 87-34, dated 
March 20, 1987. 

Section 163(a) of the Code generally 
allows a deduction for all interest paid or 
accrued within the taxable year on in- 

debtedness. Section 163(h) provides that 
in the case of a taxpayer other than a 
corporation, no deduction shall be al- 

lowed for personal interest paid or ac- 
crued during the taxable year. Personal 
interest does not include any "qualified 
residence interest" (within the meaning 
of section 163(h)(3)). Thus, "qualified 
residence interest" is fully deductible un- 

der section 163. To determine when the 
interest is deductible, section 163 must 
be read in conjunction with section 461. 
Zidanic v. Commissioner, 79 T. C. 651, 
653 (1982); Schubel v. Commissioner, 77 
T. C. 701, 702 (1981); Baird v. Commis- 

sioner, 68 T. C. 115, 130 (1977). 
Section 461(g)(1) of the Code provides 

that, in general, if the taxable income of 
the taxpayer is computed under the cash 



receipts and disbursements method of ac- 
counting, interest paid by the taxpayer 
that is properly allocable to any period 
(A) with respect to which the interest rep- 
resents a charge for the use or forbear- 
ance of money, and (B) which is after the 
close of the taxable year in which paid, 
shall be charged to capital account and 
shall be treated as paid in the period to 
which so allocable. Thus, such a taxpayer 
may not take a deduction for interest paid 
earlier than the taxable year in which (and 
to the extent that) the interest represents 
a charge for the use or forbearance of 
money. 

Congress intended that section 461(g)(1) 
of the Code would require a taxpayer 
using the cash receipts and disbursements 
method to deduct interest prepayments in 
the same manner as a taxpayer using the 
accrual method. See H. R. Rep. No. 94— 
658, 94th Cong. , 1st Sess. 100 (1975), 1976- 
3 (Vol. 2) C. B. 695, 792. 

An exception to the general rule of sec- 
tion 461(g)(1) of the Code is set forth in 
section 461(g)(2). Section 461(g)(2) pro- 
vides that section 461(g)(1) shall not apply 
to points paid in respect of any indebt- 
edness incurred in connection with the 
purchase or improvement of, and secured 
by, the principal residence of the taxpayer 
to the extent that such payment of points 
is an established business practice in the 
area in which such indebtedness is in- 
curred and the amount of such payment 
does not exceed the amount generally 
charged in such area. Therefore, unlike 
the rule applicable to other instances of 
prepaid interest, if the requirements of 
section 461(g)(2) of the Code are satis- 
fied, the taxpayer is not limited to de- 
ducting the points over the period of the 
indebtedness. Schubel v. Commissioner, 
77 T. C. at 703-04. 

In Situation l, the proceeds of the new 

mortgage loan were used solely to repay 
an existing indebtedness. The legislative 
history of section 461(g)(2) of the Code 
states that a loan does "not qualify under 

[the] exception [in section 461(g)(2)]. . . 
if the loan proceeds are used for purposes 
other than purchasing or improving the 
taxpayer's principal residence. . . . " H. R. 
Rep. No. 94-658, 94th Cong. , 1st Sess. 
101 (1975), 1976 — 3 (Vol. 2) C. B. 695, 793. 
Although the indebtedness secured by the 

new mortgage was incurred in connection 
with A's continued ownership of A's prin- 

cipal residence, the loan proceeds were 
used for purposes other than purchasing 
or improving the residence, and thus the 

indebtedness was not "incurred in con- 

nection with the purchase or improve- 

ment of' that residence, as that language 

is used in section 461(g)(2). Accordingly, 
the points paid by A with respect to A' s 

new mortgage loan do not meet the re- 

quirements of section 461(g)(2) of the 

Code. 
In Situation 2, $80, 000 (80 percent) of 

the new mortgage loan proceeds were used 

to repay an existing indebtedness (old 
mortgage loan balance of $80, 000). Al- 

though this amount was incurred in con- 
nection with B's continued ownership of 
B's principal residence, it was not in- 

curred in connection with the purchase or 
improvement of that residence. Accord- 

ingly, 80 percent of the points paid by B 
with respect to B's new mortgage loan 
does not meet the requirements of section 

461(g)(2) of the Code. On the other hand, 

$20, 000 (20 percent) of the new mortgage 
loan was incurred in connection with the 
improvement of B's principal residence, 
and therefore $720 (20 percent) of the 
points paid by B meets the requirements 
of section 461(g)(2). 

Rev. Proc. 87-15, page 624, this Bul- 
letin, describes an acceptable method for 
determining the proper deduction with re- 
spect to points each taxable year in a sit- 

uation like these here, where section 461(g) 
of the Code requires all or a part of the 
points to be deducted over the period of 
the indebtedness. 

It is important to note that in Situation 
2 the points charge was paid from sepa- 
rate funds of B that were brought to the 
loan closing. If the points had not been 
paid from separate funds of B that were 
brought to the loan closing, the points 
would not have been paid at the time of 
the closing, and it would be irrelevant 
whether the indebtedness was incurred in 
connection with the purchase or improve- 
ment of B's principal residence. See Schu- 
bel, which holds that points withheld by 
a lender from a loan amount may not be 
deducted by a borrower in the year the 
points were withheld, because the with- 

holding did not constitute payment within 
the taxable year. See also Rev. Proc. 87— 
15, which describes an acceptable method 
for determining the proper deduction each 
taxable year in a situation where points 
are withheld from the loan proceeds. 

HOLDING 

(1) In Situation l, the points paid by 
A do not meet the requirements of section 
461(g)(2) of the Code. The points paid by 
A must, therefore, be deducted over the 

Section 472 
period of the new mortgage loan. 

(2) In Situation 2, 80 percent of the 
points (2, 880) paid by B with respect to 
B's new mortgage loan does not meet the 
requirements of section 461(g)(2) of the 
Code. Accordingly, B must deduct the 
$2, 880 over the period of the new mort- 

gage loan. On the other hand, $720 (20 
percent) of the points was paid in respect 
of an indebtedness that was incurred in 
connection with the improvement of B's 
principal residence. This amount, there- 
fore, meets the requirements of section 
461(g)(2). Accordingly, 20 percent ($720) 
of the points paid by B may be deducted 
for the taxable year paid. 

26 CFR 1. 461 — It General rule for tasaftle year of de- 

duction. 

An acceptable method for deducting points 
ratably over the period of the indebtedness, 
when taxpayers are required to allocate the 
points over the period of indebtedness. See 
Rev. Proc. 87-15. page 624. 

Section 467. — Certain Payments for the Use 
of Property or Services 

Federal short-term, mid-tctm aud long-term rates 
are sct forth for the month of February 1987. See 
Rev. Rul. 87-11, page 253. 

Federal short-term, mid-term, aud long-term rates 
atc sct forth for the month of March 1987. See Rev. 
Rul. 87-16, page 254. 

Subpart O. — Inventories 

Section 472. — Last-in, First-ont Inventories 

26 CFR L 472 — lt Last-in, first-out inventories 

LIFO; price indexes; department stores. 
The May 1986 Bureau of Labor Statistics 
price indexes are accepted for use by de- 
partment stores employing the retail in- 
ventory and last-in, first-out inventory 
methods for valuing inventories for tax 
years ended on, or with reference to, May 
31, 1986. 

Rev. Rul. 87-3 

The following price indexes for May 
1986 were issued by the Bureau of Labor 
Statistics on June 24, 1986, for use by de- 
partment stores, and are accepted by the 
Internal Revenue Service, under section 
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1. 472 — 1(k) of the Income Tax Regula- 
tions and Rev. Proc. 72 — 21, 1972 — 1 C. B. 
745, for appropriate application to inven- 
tories of department stores employing the 
retail inventory and last-in, first-out in- 
ventory methods for tax years ended on, 
or with reference to, May 31, 1986. 

Indexes are prepared on a national ba- 
sis for the store total, for 23 major groups 
of departments, and for three special 
combinations — soft goods, durable goods 
and miscellaneous goods. The store total 
index covers all departments, including 
some not listed separately, with the fol- 

lowing exceptions: candy, foods, liquor, 

tobacco, as well as contract departments. 

The major groups of departments for 
which indexes are prepared have been ex- 

panded from 20 to 23. These new groups 
are: (1) Group 21 — Recreation and Ed- 
ucation; (2) Group 22 — Home Improve- 

ments; and (3) Group 23 — Auto 
Accessories. A Miscellaneous Goods in- 

dex is also introduced to reflect the ag- 

gregate movement of these three new 

groups. See Rev. Proc. 86 — 46, 1986 — 2 

C. B. 739. 
Although the new indexes were intro- 

duced in the February 1986 Department 
Store Inventory Price Indexes, January 
1987 will be the first month for which there 
will be a percent change based on a 12- 
month period. The January 1986 indexes 
for the new groups are all 100. Rev. Proc. 
86-46 modifies and supersedes Rev. Proc. 
72-21. 

Rev. Proc. 86-47, 1986-2 C. B. 741, 
sets forth the procedures required of tax- 
payers to change their method of account- 
ing from that of using the 20 groups set 
forth in Rev. Proc. 72 — 21 to the method 
of using the 23 groups set forth in Rev. 
Proc. 86 — 46. 

BUREAU OF LABOR STATISTICS, DEPARTMENT STORE 
INVENTORY PRiCE INDEXES BY DEPARTMENT GROUPS 

(January 1941 = 100 unless otherwise noted) 

May 
1985 

1. Piece Goods 
2. Domestics and Draperies 
3. Women's and Children's Shoes . 
4. Men's Shoes 
5. Infant's Wear . 
6. Women's Underwear . 
7. Women's and Girls' Hosiery 
8. Women's and Girls' Accessories . 
9. Women's Outerwear and Girls' Wear 

10. Men's Clothing 
11. Men's Furnishings 
12. Boys' Clothing and Furnishings . 
13. Jewelry . 
14. Notions 
15. Toilet Articles and Drugs 
16. Furniture and Bedding 
17. Hoor Coverings 
18. Housewares . 
19. Major Appliances 
20. Radio and Television . 
21. Recreation and Education 
22. Home Improvements 
23. Auto Accessories . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Groups 1 — 15: Soft Goods 
Groups 16 — 20: Durable Goods 
Groups 21 — 23: Misc. Goods 
Store Total 

1 Absence of a minus sign before percentage change in this column signifies price increase 

393. 4 
552. 6 
554. 1 

713. 8 
492. 8 
438. 2 
235. 2 
436. 0 
345. 7 
472. 5 
480. 5 
438. 0 
684. 8 
483. 8 
635. 4 
534. 4 
462. 8 
716. 9 
246. 6 
105. 2 
N/A 

N/A 

N/A 

478. 3 
446. 2 
N/A 

469. 2 

May 
1986 

401. 1 

548. 3 
533. 0 
730. 0 
533. 9 
427. 8 
236. 1 
455. 5 
336. 9 
475. 8 
482. 7 
440. 8 
669. 0 
472. 0 
661. 6 
543. 4 
467. 7 
711. 8 
249. 1 
100. 3 
100. 3 
97. 5 
99. 5 

478. 6 
446. 1 

99. 7 
469. 0 

Percentage 
Change from 
May 1985 to 
May 1986' 

2. 0 
— 0. 8 
— 3. 8 

2, 3 
8. 3 

— 2. 4 
0. 4 
4, 5 

— 2. 5 
0. 7 
0. 5 
0. 6 

— 2. 3 
— 2. 4 

4. 1 
1. 7 
1. 1 

— 0. 7 
1. 0 

— 4. 7 
N/A 

N/A 

N/A 

0. 1 

0. 0 
N/A 

0. 0 

26 CFR /. 472 — /t Lmt-in, first-out inventories. 

LIFO; price indexes; department stores. 
The June 1986 Bureau of Labor Statistics 
price indexes are accepted for use by de- 

partment stores employing the retail in- 

ventory and last-in, first-out inventory 
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methods for valuing inventories for tax 
years ended on, or with reference to, June 
30, 1986. 

Rett. Rul. 87-7 

The following price indexes for June 
1986 were issued by the Bureau of Labor 

Statistics on July 25, 1986, for use by de- 
partment stores, and are accepted by the 
Internal Revenue Service, under section 
1. 472 — 1(k) of the Income Tax Regula- 

tions and Rev Proc 72 — 21 1972 — 1 C B 
745, for appropriate application to inven- 

tories of department stores employing the 

retail inventory and last-in, first-out in- 



ventory methods for tax years ended on, 
or with reference to, June 30, 1986. 

Indexes are prepared on a national ba- 
sis for the store total, for 23 major groups 
of departments, and for three special 
combinations — soft goods, durable goods 
and miscellaneous goods. The store total 
index covers all departments, including 
some not listed separately, with the fol- 
lowing exceptions: candy, foods, liquor, 
tobacco, as well as contract departments. 

The major groups of departments for 
which indexes are prepared have been 

expanded from 20 to 23. These new 
groups are: (1) Group 21 — Recreation and 
Education; (2) Group 22 — Home Im- 
provements; and (3) Group 23 — Auto 
Accessories. A Misceflaneous Goods in- 

dex is also introduced to reflect the ag- 

gregate movement of these three new 

groups. See Rev. Proc. 86 — 46, 1986 — 2 

C. B. 739. 
Although the new indexes were intro- 

duced in the February 1986 Department 
Store Inventory Price Indexes, January 
1987 will be the first month for which there 

Section 472 

will be a percent change based on a 12- 
month period. The January 1986 indexes 
for the new groups are all 100. Rev. Proc. 
86 — 46 modifies and supersedes Rev. Proc. 
72-21. 

Rev. Proc. 86-47, 1986 — 2 C. B. 741, 
sets forth the procedures required of tax- 
payers to change their method of account- 
ing from that of using the 20 groups set 
forth in Rev. Proc. 72 — 21 to the method 
of using the 23 groups set forth in Rev. 
Proc. 86 — 46. 

BUREAU OF LABOR STATISTICS, DEPARTMENT STORE 
INVENTORY PRICE INDEXES BY DEPARTMENT GROUPS 

(January 1941 = 100 unless otherwise noted) 

Groups 
June 
1985 

June 
1986 

Percent 
Change from 
June 1985 to 
June 1986 

1. Piece Goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
2. Domestics and Draperies . 

3. Women's and Children's Shoes 
4. Men's Shoes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . 
5. Infants' Wear 
6. Women's Underwear 
7. Women's and Girls' Hosiery . 
8. Women's and Girls' Accessories 
9. Women's Outerwear and Girls' Wear . . 

10. Men's Clothing . 
11. Men's Furnishings . 
12. Boys' Clothing and Furnishings 
13. Jewerly 
14. Notions 
15. Toilet Articles and Drugs . 
16. Furniture and Bedding . 
17. Floor Coverings . . . . . . . . . . . 
18. Housewares 
19. Major Appliances . 
20. Radio and Television 
21. Recreation and Education 
22. Home Improvements 
23. Auto Accessories . 

Groups 1 — 15: Soft Goods 
Groups 16-20: Durable Goods . . . . . . . . . . . 
Groups 21 — 23: Misc. Goods . 
Store Total 

400. 7 
542. 9 
553. 7 
716. 8 
498. 2 
431. 3 
236. 0 
435. 4 
339. 8 
465. 1 

476. 7 
436. 8 
682. 9 
488. 9 
636. 4 
535. 5 

466. 6 
720. 3 
244. 7 
104. 0 
N/A 

N/A 
N/A 

474. 4 
446. 9 
N/A 

466. 9 

406. 2 
543. 8 
528. 4 
729. 0 
534. 4 
422. 3 
236. 2 
447. 9 
329. 1 

470. 3 
477. 9 
436. 9 
668. 1 

448. 2 
661. 2 
541. 8 
467. 4 
716. 4 
253. 3 
99. 9 

100. 3 
98. 5 
99. 1 

473. 5 

448. 1 
99. 8 

466. 8 

1. 4 
0. 2 

— 4. 6 
1. 7 
7. 3 

— 2. 1 

0. 1 

2. 9 
— 3. 1 

1. 1 

0. 3 
0. 0 

— 2. 2 
— 8. 3 

3. 9 
1. 2 
0. 2 

— 0. 5 
3. 5 

— 3. 9 
N/A 

N/A 

N/A 
— 0. 2 

0. 3 
N/A 

0. 0 

i Absence of a minus sign before percentage change in this column signifies price increase 

26 CFR 1. 472 — 1t Last-in, first-out inventories. 

LIFO; price indexes; department stores. 
The July 1986 Bureau of Labor Statistics 

price indexes are accepted for use by de- 

partment stores employing the retail in- 

ventory and last-in, first-out inventory 
methods for valuing inventories for tax 

years ended on, or with reference to, July 

31, 1986. 

Rev. Rul. 87-8 

The following price indexes for July 1986 
were issued by the Bureau of Labor Sta- 
tistics on August 25, 1986, for use by de- 
partment stores, and are accepted by the 
Internal Revenue Service, under section 
1. 472 — 1(k) of the Income Tax Regula- 
tions and Rev. Proc. 72 — 21, 1972 — 1 C. B. 
745, for appropriate application to inven- 

tories of department stores employing the 
retail inventory and last-in, first-out in- 
ventory methods for tax years ended on, 
or with reference to, July 31, 1986. 

Indexes are prepared on a national ba- 
sis for the store total, for 23 major groups 
of departments, and for three special 
combinations — soft goods, durable goods 
and miscellaneous goods. The store total 
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Section 472 
index covers all departments, including 
some not listed separately, with the fol- 
lowing exceptions: candy, foods, liquor, 
tobacco, as well as contract departments. 

The major groups of departments for 
which indexes are prepared have been 
expanded from 20 to 23. These new 
groups are: (1) Group 21 — Recreation 
and Education; (2) Group 22 — Home Im- 
provements; and (3) Group 23 — Auto 
Accessories. A Miscellaneous Goods in- 

dex is also introduced to reflect the ag- 

gregate movement of these three new 

groups. See Rev. Proc. 86-46, 1986-2 

C. B. 739. 
Although the new indexes were intro- 

duced in the February 1986 Department 
Store Inventory Price Indexes, January 
1987 will be the first month for which there 

will be a percent change based on a 12- 

month period. The January 1986 indexes 

for the new groups are all 100. Rev. Proc. 
86-46 modifies and supersedes Rev. Proc. 
72-21. 

Rev. Proc. 86-47, 1986-2 C. B. 741, 
sets forth the procedures required of tax- 
payers to change their method of account- 
ing from that of using the 20 groups set 
forth in Rev. Proc. 72 — 21 to the method 
of using the 23 groups set forth in Rev. 
Proc. 86 — 46. 

BUREAU OF LABOR STATISTICS, DEPARTMENT STORE 
INVENTORY PRICE INDEXES BY DEPARTMENT GROUPS 

(January 1941 = 100 unless otherwise noted) 

Groups 
July July 
1985 1986 

Percent 
Change from 
July 1985 to 

July 1986' 

1. Piece Goods 
2. Domestics and Draperies . . . . . . . . . . . . . . . . . . 
3. Women's and Children's Shoes 
4. Men's Shoes 
5. Infants' Wear 
6. Women's Underwear 
7. Women's and Girls' Hosiery. . . . . . . . . . . . 
8. Women's and Girls' Accessories 
9. Women's Outerwear and Girls' Wear 

10. Men's Clothing . . „ 
11. Men's Furnishings 
12. Boys' Clothing and Furnishings 
13. Jewelry 
14. Notions . 
15. Toilet Articles and Drugs . 
16. Furniture and Bedding . 
17, Floor Coverings . 
18. Housewares 
19. Major Appliances 
20. Radio and Television 
21. Recreation and Education . 
22. Home Improvements 
23. Auto Accessories 

Groups 1 — 15: Soft Goods . . . . . . . . . . . . . . . . 
Groups 16 — 20: Durable Goods . . . . . . . . . . . 
Groups 21 — 23: Misc. Goods . 
Store Total 

1 Absence of a minus sign before percentage change in this column signifies price increase 

391. 8 408. 1 4. 2 
. 530. 6 546. 6 3. 0 
544. 8 522. 9 — 4. 0 

. 711. 8 727 0 2. 1 

. 491. 1 523. 2 6. 5 

. 435. 3 421. 8 — 3. 1 
. . 233. 4 236. 3 1. 2 
. 430. 0 440. 0 2. 3 
327. 5 320. 9 - 2. 0 

. 462. 0 465. 9 0. 8 

. 474. 6 474. 0 -0. 1 

. 432. 5 430. 1 — 0. 6 
. . . . 685. 0 677. 1 — 1. 2 

. 488. 5 440. 8 -9. 8 
. . . . 638. 6 660. 5 3. 4 

530. 0 548. 0 3. 4 
. . . . 461. 9 461. 6 -0. 1 
. . . . 716. 3 708. 2 — 1. 1 
. . . . 243. 5 253. 6 4. 1 

. 104. 0 98. 8 - 5. 0 
N/A 100. 0 N/A 

. . . . N/A 99. 5 N/A 
N/A 99. 3 N/A 

. . . . 468. 3 469. 3 0. 2 

. . . . 443. 8 445. 6 0. 4 

. . . . N/A 99. 8 N/A 
. . . 462. 0 463. 9 0. 4 

26 CFR L472-lt Lost-in, first-outinventories. 

LIFO; price indexes; department stores. 
The August 1986 Bureau of Labor Sta- 
tistics price indexes are accepted for use 
by department stores employing the retail 
inventory and last-in, first-out inventory 
methods for valuing inventories for tax 
years ended on, or with reference to, Au- 

gust 31, 1986. 
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Rev. Rul. 87-12 

The following price indexes for August 
1986 were issued by the Bureau of Labor 
Statistics on September 25, 1986, for use 
by department stores, and are accepted 
by the Internal Revenue Service, under 
section 1. 472 — 1(k) of the Income tax Reg- 
ulations and Rev. Proc. 72 — 21, 1972 — 1 C. B. 
745, for appropriate application to inven- 
tories of department stores employing the 
retail inventory and last-in, first-out in- 

ventory methods for tax years ended on, 
or with reference to, August 31, 1986. 

Indexes are prepared on a national ba- 
sis for the store total, for 23 major groups 
of departments, and for three special 
combinations — soft goods, durable goods 
and misceflaneous goods. The store total 
index covers all departments, including 

some not listed separately, with the fol 

lowing exceptions: candy, foods, liquor, 
tobacco, as well as contract departments. 



The major groups of departments for 
which indexes are prepared have been ex- 
panded from 20 to 23. These new groups 
are: (1) Group 21 — Recreation and Ed- 
ucation; (2) Group 22 — Home Improve- 
ments; and (3) Group 23 — Auto 
Accessories. A Miscellaneous Goods in- 
dex is also introduced to reflect the ag- 
gregate movement of these three new 

groups. See Rev. Proc. 86-46, 1986-2 
C. B. 739. 

Although the new indexes were intro- 
duced in the February 1986 Department 
Store Inventory Price Indexes, January 
1987 will be the first month for which there 
will be a percent change based on a 12- 
month period. The January 1986 indexes 
for the new groups are all 100. Rev. Proc. ' 

Section 472 
86-46 modifies and supersedes Rev. Proc. 
72-21. 

Rev. Proc. 86-47, 1986-2 C. B. 741, 
sets forth the procedures required of tax- 
payers to change their method of account- 
ing from that of using the 20 groups set 
forth in Rev. Proc. 72 — 21 to the method 
of using the 23 groups set forth in Rev. 
Proc. 86-46. 

BUREAU OF LABOR STATISTICS, DEPARTMENT STORE INVENTORY PRICE INDEXES 
BY DEPARTMENT GROUPS 

(January 1941 = 100 unless otherwise noted) 

Groups 

1. Piece Goods 
2. Domestics and Draperies 
3. Women's and Children's Shoes . 
4. Men's Shoes . . . . . . . . . . . . . . . . . . „. . . . . . . . . . . . . . . 
5. Infants' Wear 
6. Women's Underwear . 
7. Women's and Girls' Hosiery 
8. Women's and Girls' Accessories . 
9. Women's Outerwear and Girls' Wear 

10. Men's Clothing 
11. Men's Furnishings 
12. Boys' Clothing and Furnishings . 
13. Jewelry 
14. Notions 
15. Toilet Articles and Drugs 
16. Furniture and Bedding 
17. Floor Coverings . 
18. Housewares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
19. Major Appliances 
20. Radio and Television . 
21. Recreation and Education 
22. Home Improvements . 
23. Auto Accessories . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Groups 1-15: Soft Goods 
Groups 16 — 20: Durable Goods 
Groups 21 — 23: Misc. Goods 
Store Total . 

t Absence of a minus sign before percentage change in this column signilies price increase 

August 
1985 

393. 6 
538. 7 
539. 0 
712. 6 
493. 3 
432. 7 
235. 2 
448. 1 
338. 1 
469. 9 
478. 6 
438. 7 
692. 1 
487. 4 
643. 6 
534. 5 
461. 6 
719. 7 
244. 0 
103. 3 
N/A 
N/A 

N/A 
474. 8 
445. 7 
N/A 

467. 0 

August 
1986 

409. 0 
545. 3 
522. 2 
729. 7 
528. 3 
433. 3 
237. 5 
448. 5 
337. 4 
471. 3 
478. 3 
431. 9 
694. 0 
441. 1 
664. 4 
542. 2 
465. 8 
718. 6 
251. 6 
98. 9 

100. 3 
99. 1 

99. 4 
477. 6 
447. 1 
99. 9 

468. 9 

Percent 
Change from 

August 1985 to 
August 1986 

3. 9 
1. 2 

— 3. 1 
2. 4 
7. 1 
0. 1 
1. 0 
0. 1 

— 0. 2 
0. 3 

-0. 1 
— 1. 6 

0. 3 
— 9. 5 

3. 2 
1. 4 
0. 9 

-0. 2 
3. 1 

— 4. 3 
N/A 

N/A 

N/A 
0. 6 
0. 3 

N/A 

0. 4 

26 CFR L472-/t Last-in, first-out inventories. 

LIFO; price indexes; department stores. 
The September 1986 Bureau of Labor 
Statistics price indexes are accepted for 
use by department stores employing the 

retail inventory and last-in, first-out in- 

ventory methods for valuing inventories 
for tax years ended on, or with reference 

to, September 30, 1986. 

Rett. Rul. 87-24 

The following price indexes for Sep- 
tember 1986 were issued by the Bureau 
of Labor Statistics on October 27, 1986, 

for use by department stores, and are ac- 
cepted by the Internal Revenue Service, 
under section 1. 472-1(k) of the Income 
Tax Regulations and Rev. Proc. 72 — 21, 
1972 — 1 C. B. 745, for appropriate appli- 
cation to inventories of department stores 
employing the retail inventory and last- 
in, first-out inventory methods for tax years 
ended on, or with reference to, Septem- 
ber 30, 1986. 

Indexes are prepared on a national ba- 
sis for the store total, for 23 major groups 
of departments, and for three special 
combinations — soft goods, durable goods 

and miscellaneous goods. The store total 
index covers all departments, including 
some not listed separately, with the fol- 
lowing exceptions: candy, foods, liquor, 
tobacco, as well as contract departments. 

The major groups of departments for 
which indexes are prepared have been ex- 
panded from 20 to 23. These new groups 
are: (I) Group 21 — Recreation and Ed- 
ucation; (2) Group 22 — Home Improve- 
ments; and (3) Group 23 — Auto 
Accessories. A Miscellaneous Goods in- 
dex is also introduced to reflect the ag- 
gregate movement of these three new 
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Section 472 
groups. See Rev. Proc. 86-46, 1986-2 
C. B. 739. 

Although the new indexes were intro- 
duced in the February 1986 Department 
Store Inventory Price Indexes, January 
1987 will be the first month for which there 

will be a percent change based on a 12- 

month period. The January 1986 indexes 

for the new groups are all 100. Rev. Proc. 
86-46 modifies and supersedes Rev. Proc. 
72-21. 

Rev. Proc. 86-47, 1986-2 C. B, 741, 

sets forth the procedures required of tax- 
payers to change their method of account- 
ing from that of using the 20 groups set 
forth in Rev. Proc. 72 — 21 to the method 
of using the 23 groups set forth in Rev. 
Proc. 86 — 46. 

BUREAU OF LABOR STATISTICS, DEPARTMENT STORE INVENTORY PRICE INDEXES BY DEPARTMENT 

GROUPS (January 1941 = 100 unless otherwise noted) 

Groups 

1. Piece Goods 
2. Domestics and Draperies 
3. Women's and Children's Shoes . 
4. Men's Shoes 
5. Infants' Wear . 
6. Women's Underwear . 
7. Women's and Girls' Hosiery 
8. Women's and Girls' Accessories 
9. Women's Outerwear and Girls' Wear 

10. Men's Clothing 
11. Men's Furnishings . . . . . . . . . . . . . . . . . . . . . . . . . . . 
12. Boys' Clothing and Furnishings . 
13. Jewelry . 
14. Notions 
15. Toilet Articles and Drugs 
16. Furniture and Bedding 
17. Floor Coverings 
18. Housewares 
19. Major Appliances . 
20. Radio and Television 
21. Recreation and Education 
22. Home Improvements . . . . . . . . . . . . . . . . . . . . . . 
23. Auto Accessories . 

Groups 1 — 15: Soft Goods . . . . . . . . . . . . . . 
Groups 16 — 20: Durable Goods . 
Groups 21 — 23: Misc. Goods 
Store Total 

1 Absence of a minus sign before percentage change in this column signifies price increase 

September 
1985 

396. 0 
554. 5 
545. 7 
712. 4 
497. 2 
438. 6 
234. 8 
450. 0 
362. 4 
474. 9 
492. 0 
455. 4 
669. 3 
488. 1 

645. 5 
529. 8 
452. 1 
716. 5 

247. 5 
102. 4 
N/A 

N/A 
N/A 
485. 9 
442. 9 
N/A 
474. 0 

September 
1986 

408. 8 
556. 4 
530. 6 
730. 4 
527. 3 
430. 9 
237. 5 
460. 9 
363. 4 
485. 8 
486. 1 

445. 3 
694. 8 
442. 8 
664. 8 
546. 1 
470. 3 
722. 5 
253. 0 
98. 9 
99. 9 
98. 3 
99. 2 

490. 5 
449. 3 
99. 5 

476. 0 

Percent 
Change from 

September 1985 to 
September 1986' 

3. 2 
0. 3 

— 2. 8 
2. 5 
6. 1 

— 1, 8 
1. 1 

2. 4 
0. 3 
2. 3 

— 1. 2 
— 2. 2 

3. 8 
— 9. 3 

3. 0 
3. 1 
4. 0 
0. 8 
2. 2 

— 3. 4 
N/A 

N/A 

N/A 

0. 9 
1. 4 

N/A 
0. 4 

26 CFR 1. 472-1t Lost in, first-out inventories. 

LIFO; price indexes, department stores. 

The October 1986 Bureau of Labor Sta- 
tistics price indexes are accepted for use 

by department stores employing the retail 

inventory and last-in, first-out inventory 

methods for valuing inventories for tax 

years ended on, or with reference to, Oc- 

tober 31, 1986. 

Rett. Rul. 87-31 
The following price indexes for Octo- 

ber 1986 were issued by the Bureau of 
Labor Statistics on November 28, 1986, 
for use by department stores, and are ac- 

cepted by the Internal Revenue Service, 

under section 1. 472 — 1(k) of the Income 

Tax Regulations and Rev. Proc. 72 — 21, 
1972 — 1 C. B. 745, for appropriate appli- 
cation to inventories of department stores 
employing the retail inventory and last- 

in, first-out inventory methods for tax years 
ended on, or with reference to, October 
31, 1986. 

Indexes are prepared on a national ba- 
sis for the store total, for 23 major groups 
of departments, and for three special 
combinations — soft goods, durable goods 
and miscellaneous goods. The store total 
index covers all departments, including 
some iot listed separately, with the fol- 
lowing exceptions: candy, foods, liquor, 
tobacco, as well as contract departments. 

The major groups of departments for 
which indexes are prepared have been ex- 
panded from 20 to 23. These new groups 
are: (1) Group 21 — Recreation and Ed- 
ucation; (2) Group 22 — Home Improve- 
ments; and (3) Group 23 — Auto 
Accessories. A Miscellaneous Goods in- 

dex is also introduced to reflect the ag- 

gregate movement of these three new 

groups. See Rev. Proc. 86-46, 1986-2 
C. B. 739. 

Although the new indexes were intro- 

duced in the February 1986 Department 

Store Inventory Price Indexes, January 

1987 will be the first month for which there 

will be a percent change based on a 12- 
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month period. The January 198& tndexes 
for the new groups are all 100. Rev. Proc. 
86-46 modifies and supersedes Rev. Proc, 
72-21. 

Rev. Proc. 86-47, 1986 — 2 C. B. 741, 
sets forth the procedures required of tax- 

payers to change their method of account- 

ing from that of using the 20 groups set 

Section 472 

forth in Rev. Proc. 72-21 to the method 
of using the 23 groups set forth in Rev. 
Proc, 86-46. 

BUREAU OF LABOR STATISTICS, DEPARTMENT STORE 
INVENTORY PRICE INDEXES BY DEPARTMENT GROUPS 

(January 1941 = 100 unless otherwise noted) 

Groups 
October 

1985 
October 

1986 

Percent 
Change from 

October 1985 to 
October 1986' 

1. Piece Goods . 
2. Domestics and Draperies . . . . . . . . . . . . . . . 
3. Women's and Children's Shoes . . . . . . . 
4. Men's Shoes . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
5. Infants' Wear 
6. Women's Underwear . . . . . . . . . . . . . . . . . . . . 
7. Women's and Girls' Hosiery . . . . . . . . . . 
8. Women's and Girls' Accessories . . . . . 
9. Women's Outerwear and Girls' Wear 

10. Men's Clothing . 
11. Men's Furnishings . . . . . . . . . . . . . . . . . . . . . . . . 
12. Boys' Clothing and Furnishings . . . . . . 
13. Jewelry . 
14. Notions . 
15. Toilet Articles and Drugs . . . . . . . . . . . . . . 
16. Furniture and Bedding . . . . . . . . . . . . . . . . . . 
17. Floor Coverings . . . . . . . . . . . . . . . . . . . . . . . . . . . 
18. Housewares 
19. Major Appliances . . . . . . . . . . . . . . . . . . . . . . . . 
20. Radio and Television . . . . . . . . . . . . . . . . . . . . 
21. Recreation and Education . . . . . . . . . . . . . 
22. Home Improvements . . . . . . . . . . . . . . . . . . . . 
23. Auto Accessories . . . . . . . . . . . . . . . . . . . . . . . . . 

Groups 1 — 15: Soft Goods . . . . . . . . . . . 
Groups 16-20: Durable Goods . . . . . 
Groups 21 — 23: Misc. Goods . . . . . . . . . 
Store Total 

396. 2 400. 8 
549. 7 558. 1 

549. 3 541. 9 
717. 8 735. 2 
496. 9 529. 0 
442. 4 435. 1 

233. 9 236. 8 
453. 5 467. 0 
367, 6 363. 6 
481. 5 489. 4 
490. 6 488. 5 
458. 3 448. 1 
671. 6 687. 7 
491, 1 460. 5 
648. 0 667. 4 
540. 5 551. 6 
452. 1 471. 2 
706. 6 716. 8 
247. 3 249. 1 

101. 8 98. 5 
N/A 100. 3 
N/A 99. 4 
N/A 98. 8 
488. 2 492. 6 
443. 2 446. 9 
N/A 99. 9 
475. 7 476. 9 

1. 2 
1. 5 

— 1. 3 
2. 4 
6. 5 

— 1. 7 
1. 2 
3. 0 

— 1. 1 
1. 6 

— 0. 4 
— 2. 2 

2. 4 
— 6. 2 

3. 0 
2. 1 
4. 2 
1. 4 
0, 7 

— 3. 2 
N/A 
N/A 
N/A 

0. 9 
0. 8 

N/A 

0. 3 

Absence of a minus sign before percentage change in this column signifies price increase. 

26 CFR 1. 472-1: Last-in, first-ota inventories. 

LIFO: price indexes; department stores, 

The November 1986 Bureau of Labor Sta- 
tistics price indexes are accepted for use 

by department stores employing the retail 
inventory and last-in, first-out inventory 
methods for valuing inventories for tax 

years ended on, or with reference to, No- 

vember 30, 1986. 

Rev. Rul. 87-36 

The following price indexes for No- 
vember 1986 were issued by the Bureau 
of Labor Statistics on December 23, 1986, 

for use by department stores, and are ac- 
cepted by the Internal Revenue Service, 
under section 1. 472 — 1(k) of the Income 
Tax Regulations and Rev. Proc. 72 — 21, 
1972 — 1 C. B. 745, for appropriate appli- 
cation to inventories of department stores 
employing the retail inventory and last- 
in, first-out inventory methods for tax years 
ended on, or with reference to, November 
30, 1986. 

Indexes are prepared on a national ba- 
sis for the store total, for 23 major groups 
of departments, and for three special 
combinations — soft goods, durable goods 
and miscellaneous goods. The store total 
index covers all departments, including 
some not listed separately, with the fol- 

lowing exceptions: candy, foods, liquor, 
tobacco, as well as contract departments. 

The major groups of departments for 
which indexes are prepared have been ex- 
panded from 20 to 23. These new groups 
are: (1) Group 21 — Recreation and Ed- 
ucation; (2) Group 22 — Home Improve- 
ments; and (3) Group 23 — Auto 
Accessories. A Miscellaneous Goods in- 
dex is also introduced to reflect the ag- 
gregate movement of these three new 

groups. See Rev. Proc. 86-46, 1986 — 2 
C. B. 739. 

Although the new indexes were intro- 
duced in the February 1986 Department 
Store Inventory Price Indexes, January 
1987 is the first month for which there is 

1987 — 1 C. B. 153 



Section 472 
a percent change based on a 12-month 
period. The January 1986 indexes for the 
new groups are all 100. Rev. Proc. 86-46 
modifies and supersedes Rev. Proc. 72— 
21. 

Rev. Proc. 86-47, 1986-2 C. B. 741, 
sets forth the procedures required of tax- 

payers to change their method of account- 

ing from that of using the 20 groups set 
forth in Rev. Proc. 72 — 21 to the method 

of using the 23 groups set forth in Rev. 
Proc. 86-46. 

Groups 
November 

1985 
November 

1986 

BUREAU OF LABOR STATISTICS, DEPARTMENT STORE 
INVENTORY PRICE INDEXES BY DEPARTMENT GROUPS 

(January 1941 = 100 unless otherwise noted) 
Percent 

Change from 
November 1985 to 
November 1986 

1. Piece Goods 
2. Domestics and Draperies . . . . . . . . . . . . . . . . . . . 
3. Women's and Children's Shoes . 
4. Men's Shoes 
5. Infants' Wear . 

6. Women's Underwear . 
7. Women's and Girls' Hosiery . 
8. Women's and Girls' Accessories 
9. Women's Outerwear and Girls' Wear 

10. Men's Clothing 
11. Men's Furnishings . 
12. Boys' Clothing and Furnishings . 
13. Jewelry 
14. Notions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
15. Toilet Articles and Drugs 
16. Furniture and Bedding 
17. Hoor Coverings . 
18. Housewares . 

19. Major Appliances 
20. Radio and Television . 
21. Recreation and Education . 
22. Home Improvements . 
23. Auto Accessories . . . . . . . . . . . , . . . . . . . 

Groups 1 — 15: Soft Goods 
Groups 16 — 20: Durable Goods 
Groups 21 — 23: Misc. Goods . 
Store Total . 

Absence of a minus sign before percentage change in this column signifies price increase 

400. 0 
554. 6 
558. 2 
728. 7 
505. 2 
441. 0 
235. 7 
455. 0 
362. 2 
482. 4 
492. 2 
457. 3 
670. 7 
487. 3 
647. 6 
543. 7 
458. 3 
712. 5 
245. 3 
101. 0 
N/A 

N/A 

N/A 
488. 1 
445. 6 
N/A 

476. 2 

397. 6 
554. 5 
541. 0 
739. 3 
525. 0 
436. 3 
237. 9 
462. 9 
359. 4 
490. 3 
493. 0 
450. 0 
695. 6 
448. 1 
664. 5 
549. 7 
471. 1 
719. 6 
246. 6 
98. 4 

100. 5 
100. 5 
98. 9 

491. 6 
446. 5 
100. 1 

476. 4 

— 0. 6 
0. 0 

-3. 1 

1. 5 
3. 9 

— 1. 1 

0. 9 
1. 7 

— 0. 8 
1. 6 
0. 2 

— 1. 6 
3. 7 

— 8. 0 
2. 6 
1. 1 

2. 8 
1. 0 
0. 5 

-2. 6 
N/A 
N/A 

N/A 

0. 7 
0. 2 

N/A 

0. 0 

26 CFR F472 — fr Lasr-in, firsr-our inventories. 

LIFO: price indexes; department stores. 
The December 1986 Bureau of Labor Sta- 

tistics price indexes are accepted for use 

by department stores employing the retail 

inventory and last-in, first-out inventory 

methods for valuing inventories for tax 

years ended on, or with reference to, De- 
cember 31, 1986. 

Retf. Rul. 87-45 

The following price indexes for Decem- 

ber 1986 were issued by the Bureau of 
Labor Statistics on January 23, 1987, for 
use by department stores, and are ac- 

cepted by the Internal Revenue Service, 
under section 1. 472 — 1(k) of the Income 
Tax Regulations and Rev. Proc. 72 — 21, 
1972 — 1 C. B. 745, for appropriate appli- 
cation to inventories of department stores 
employing the retail inventory and last- 
in, first-out inventory methods for tax years 
ended on, or with reference to, December 
31, 1986. 

Indexes are prepared on a national ba- 
sis for the store total, for 23 major groups 
of departments, and for three special 
combinations — soft goods, durable goods 
and miscellaneous goods. The store total 
index covers all departments, including 
some not listed separately, with the fol- 

lowing exceptions: candy, foods, liquor, 
tobacco, as well as contract departments. 

The major groups of departments for 
which indexes are prepared have been ex- 
panded from 20 to 23. These new groups 
are: (1) Group 21 — Recreation and Ed- 
ucation; (2) Group 22 — Home Improve- 
ments; and (3) Group 23 — Auto 
Accessories. A Miscellaneous Goods in- 
dex is also introduced to rellect the ag- 
gregate movement of these three new 

groups. See Rev. Proc, 86-46, 1986-2 
C. B. 739, which modifies and supersedes 
Rev. Proc. 72-21. 

Rev. Proc. 86-47, 1986-2 C. B. 741, 
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sets forth the procedures required. of tax- ing from that of using the 20 groups set 
payersto change their method of account- forth in Rev. proc. 72 — 21 to the method 

Section 472 
of using the 23 groups set forth in Rev. 
Proc. 86-46. 

BUREAU OF LABOR STATISTICS, DEPARTMENT STORE 
INVENTORY PRICE INDEXES BY DEPARTMENT GROUPS 

(January 1941 = 100 unless otherwise noted) 

Groups 

1. Piece Goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
2. Domestics and Draperies. . . . . . . . . . . . . . . . . . 
3. Women's and Children's Shoes 
4. Men's Shoes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
5. Infants' Wear 
6. Women's Underwear 
7. Women's and Girls' Hosiery 
8. Women's and Girls' Accessories 
9. Women's Outerwear and Girls' Wear 

10. Men's Clothing . 
11. Men's Furnishings 
12. Boys' Clothing and Furnishings 
13. Jewelry 
14. Notions . 
15. Toilet Articles and Drugs . 
16. Furniture and Bedding . 
17. Floor Coverings 
18. Housewares 
19. Major Appliances . . . . . . , . . . . . . . . . . . . . . . . . . . . . . 
20. Radio and Television 
21. Recreation and Education 
22. Home Improvements . . . . . . . . . . . . . . . . . . . . . . . . 
23. Auto Accessories . 

Groups 1 — 15: Soft Goods 
Groups 16-20: Durable Goods 
Groups 21 — 23: Misc. Goods . . . . . . . . . . . . . . . 
Store Total 

December 
1985 

404. 4 
541. 5 
549. 4 
727. 0 
500. 4 
441. 7 
238. 6 
452. 6 
351. 8 
477. 6 
488. 5 
451. 2 
665. 2 
488. 5 
647. 8 
540. 7 
456. 7 
717. 3 
243. 5 
100. 5 
98. 3 
98. 7 
99. 4 

482. 1 

445. 4 
N/A 

471. 8 

December 
1986 

399. 9 
554. 2 
534. 0 
744. 8 
532. 1 

436. 3 
238. 9 
464. 4 
350. 6 
481. 0 
485. 6 
449. 9 
689. 0 
481. 4 
666. 6 
555. 2 
475. 0 
722. 0 
246. 5 
98. 8 

100. 3 
102. 3 
99. 4 

487. 3 
448. 3 
100. 5 
474. 9 

Percent 
Change from 

December 1985 to 
December 1986' 

— 1. 1 
2. 3 

— 2. 8 
2. 4 
6. 3 

— 1. 2 
0. 1 

2. 6 
— 0. 3 

0. 7 
— 0. 6 
-0. 3 

3. 6 
— 1. 5 

2. 9 
2. 7 
4. 0 
0. 7 
1. 2 

— 1. 7 
2. 0 
3. 6 
0. 0 
1. 1 

0. 7 
N/A 

0. 7 
1 Absence of a minus sign before percentage change in this column signihes price increase 

26 CFR L472-ft Lastin, /irst-out inventories. 

LIFO; price indexes; department stores. 
The January 1987 Bureau of Labor Sta- 
tistics price indexes are accepted for use 
by department stores employing the retail 
inventory and last-in, first-out inventory 
methods for valuing inventories for tax 
years ended on, or with reference to, Jan- 
uary 31, 1987. 

Rev. Rul. 87-46 

The following price indexes for January 
1987 were issued by the Bureau of Labor 
Statistics on February 27, 1987, for use 

by department stores, and are accepted 
by the Internal Revenue Service, under 
section 1. 472 — 1(k) of the Income Tax 

Regulations and Rev. Proc. 86 — 46, 1986— 
2 C. B. 739, for appropriate application 
to inventories of department stores em- 

ploying the retail inventory and last-in, 
first-out inventory methods for tax years 
ended on, or with reference to, January 
31, 1987. 

Indexes are prepared on a national ba- 
sis for the store total, for 23 major groups 
of departments, and for three special 
combinations — soft goods, durable goods 
and miscellaneous goods. The store total 
index covers afl departments, including 
some not listed separately, with the fol- 
lowing exceptions: candy, foods, liquor, 
tobacco, as well as contract departments. 

The major groups of departments for 
which indexes are prepared have been ex- 

panded from 20 to 23. These new groups 
are: (1) Group 21 — Recreation and Ed- 
ucation; (2) Group 22 — Home Improve- 
ments; and (3) Group 23 — Auto 
Accessories. A Miscellaneous Goods in- 
dex is also introduced to reflect the ag- 
gregate movement of these three new 
groups. See Rev. Proc. 86 — 46 which mod- 
ifies and supersedes Rev. Proc. 72 — 21, 
1972-1 C. B. 745. 

Rev. Proc. 86-47, 1986-2 C. B. 741, 
sets forth the procedures required of tax- 
payers to change their method of account- 
ing from that of using the 20 groups set 
forth in Rev. Proc. 72 — 21 to the method 
of using the 23 groups set forth in Rev. 
Proc. 86-46. 
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Section 472 
BUREAU OF LABOR STATISTICS, DEPARTMENT STORE 
INVENTORY PRICE INDEXES BY DEPARTMENT GROUPS 

(January 1941 = 100 unless otherwise noted) 

Groups 

1. Piece Goods . 
2. Domestics and Draperies 
3. Women's and Children's Shoes . 
4. Men's Shoes 
5. Infants' Wear 
6. Women's Underwear . 

7. Women's and Girls' Hosiery 
8. Women's and Girls' Accessories . 
9. Women's Outerwear and Girls' Wear 

10. Men's Clothing 
11. Men's Furnishings . 
12. Boys' Clothing and Furnishings . . . . . . . . . . . 
13. Jewelry . 
14. Notions 
15. Toilet Articles and Drugs 
16. Furniture and Bedding 
17. Floor Coverings . . . . . . . . . 
18. Housewares 
19. Major Appliances . 
20. Radio and Television . 
21. Recreation and Education 
22. Home Improvements . 
23. Auto Accessories 

Groups 1 — 15: Soft Goods 
Groups 16 — 20: Durable Goods 
Groups 21 — 23: Misc. Goods 
Store Total . 

i Absence of a minus sign before percentage change in this column signifies price increase 

January 
1986 

397. 7 
532. 9 
523. 5 
724. 2 
529. 0 
431. 2 
236. 1 
448. 5 
332. 0 
469. 1 
484. 1 

437. 9 
671. 1 

480. 0 
654. 0 
541. 5 
461. 7 
717. 7 
246. 0 
100. 7 
100. 0 
100. 0 
100, 0 
473. 6 
446. 6 
100. 0 
466. 6 

January 
1987 

406. 3 
550. 5 
521. 3 
741. 0 
520. 1 

424. 7 
238. 4 
457. 2 
338. 2 
476. 6 
479. 6 
434. 7 
702. 4 
486. 7 
670. 5 
550. 6 
467. 7 
725. 2 
247. 9 
100. 6 
100. 9 
103. 0 
100. 1 

479. 9 
450. 3 
101. 0 
472. 0 

Percent 
Change from 

January 1986 to 
January 1987' 

2. 2 
3. 3 

— 0. 4 
2. 3 

— 1. 7 
— 1. 5 

1. 0 
1. 9 
1. 9 
1. 6 

— 0. 9 
— 0. 7 

4, 7 
1. 4 
2. 5 
1. 7 
1. 3 
1. 0 
0. 8 

— 0. 1 

0. 9 
3. 0 
0. 1 

1. 3 
0. 8 
1. 0 
1. 2 

26 CFR I. 472 — 2: Requirements incident to adoption 

and use of LIFO inventory method. 

Inventories; LIFO; subsidiary; consoli- 

dated financial statements. For tax years 
beginning before July 19, 1984, the Ser- 
vice will not litigate the issue of whether 

the consolidated financial statements of 
an affiliated group that converts the last- 

in, first-out inventory identification method 

of accounting of a subsidiary to a different 
inventory identification method violate 
sections 472(c) and (e)(2) of the Code. 
Rev. Rul. 70-457 obsoleted. 

Rev. Rul. 87-49 

ISSUE 

If the consolidated financial statements 
of an affiliated group that were issued for 

years beginning before July 19, 1984, con- 

vert the last-in, first-out inventory iden- 

tification method of accounting (LIFO) of 
a subsidiary to a different inventory iden- 

tification method, do the statements vi- 

olate sections 472(c) and (e)(2) of the 
Internal Revenue Code? This revenue 
ruling obsoletes Rev. Rul. 70 — 457, 1970— 
2 C. B. 109. 

FACTS 

P is the parent corporation of an affil- 
iated group of corporations that file con- 
solidated federal income tax returns. S 
and X are wholly owned subsidiaries of P 
and join in the consolidated federal in- 
come tax returns filed by P. For tax years 
beginning prior to July 19, 1984, P and X 
used the first-in, first-out inventory iden- 
tification method of accounting (FIFO) 
and the lower of cost or market inventory 
valuation method for purposes of the af- 
filiated group's consolidated federal in- 
come tax returns. S, however, used the 
LIFO method for purposes of the affili- 
ated group's consolidated federal income 
tax returns. S also used the LIFO method 
for its financial statements that were is- 

sued for purposes of reports to creditors 
and to P in its capacity as a shareholder 
of S. For the financial statements of the 
consolidated group that were issued for 
credit and stockholder report purposes, 
the affiliated group, including S, used the 
FIFO method and the lower of cost or 
market method. 

LAW 
Section 472(c) of the Internal Revenue 

Code requires a taxpayer using the LIFO 
method to use no other procedure in in- 

ventorying its goods to ascertain the in- 
come, profit, or loss of the first tax year 
for which the LIFO method is to be used, 
for the purpose of a report or statement 
covering such tax year to shareholders, 
partners, or other proprietors, or to ben- 
eficiaries, or for credit purposes. Section 
472(e) extends this conformity require- 
ment to subsequent tax years. 

Rev. Rul. 70 — 457 provides that in order 
to comply with the conformity require- 
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ment of sections 472(c) and (e) of the Code 
a corporation that uses the LIFO method 
for federal income tax purposes must also 
use the LIFO method with respect to that 
corporation's inventories to the extent its 
inventories are included in the consoli- 
dated financial statements of any other 
corporation. Rev. Rul. 70 — 457 revoked 
Rev. Rul. 69 — 17, 1969 — 1 C. B. 143, effec- 
tive for any consolidated financial state- 
ments issued on and after August 31, 1971. 
Rev. Rul. 69 — 17 had held that the use of 
the LIFO method by a subsidiary member 
of an affiliated group did not require the 
group to use the LIFO method for the 
inventories of the subsidiary in preparing 
consolidated financial statements. 

In fnsilco Corp. v. Commissioner, 73 
T. C. 589 (1979), nonacq. , 1982 — 2 C. B. 3, 
nonacq. withdrawna page I, this Bulletin, 
aff d mern. , 659 F. 2d 1059 (2d Cir. 1981), 
three subsidiaries used the LIFO inven- 

tory method to compute their income for 
their financial reports. The subsidiaries is- 

sued these financial reports to their parent 
company. The parent company, however, 
reported the subsidiaries' earnings in its 
consolidated financial statements using a 
non-LIFO method. The Tax Court held 
that this situation did not violate the LIFO 
conformity provisions of section 472(e) of 
the Code. 

Section 95(a) of the Tax Reform Act 
of 1984 (the Act), 1984 — 3 (Vof. 2) C. B. 
1, added subsection (g) to section 472 of 
the Code. Section 472(g)(1), effective for 
tax years beginning after July 18. , 1984, 
provides that all members of the same 
group of financially related corporations 
shall generally be treated as one taxpayer 
for purposes of section 472(c) and 
472(e)(2). Section 472(g)(2) defines the 
term "group of financially related cor- 
porations" as (A) any affiliated group as 
defined in section 1504 determined by 
substituting "50 percent" for "80 per- 
cent" each place it appears in section 
1504(a) and without regard to section 
1504(b), and (B) any other group of cor- 
porations which consolidate or combine 
for purposes of financial statements. 

Rev. Proc. 85 — 54, 1985 — 2 C. B. 734, 
provides procedures applicable to taxpay- 
ers that use the LIFO method and that 
issued nonconforming financial state- 
ments under section 472(g) of the Code. 
These taxpayers may use those proce- 
dures to automatically discontinue the use 
of the LIFO method for their first tax year 
beginning after July 18, 1984. 

HOLDING 

For tax years beginning before July 19, 
1984, the Internal Revenue Service will 

not litigate the issue presented in this rev- 

enue ruling. Accordingly, the nonac- 
quiescence in the Insilco case has been 
withdrawn. See page 4, this Bulletin. 

EFFECT ON OTHER DOCUMENTS 

Rev. Rul. 70 — 457 is obsoleted. 

Part III. — Adjustments 

Section 481. — Adjustments Required by 

Changes in Method of Accounting 

26 CFR 1. 481-5: Adjustments taken into account with 

consent. 

Whether adjustments are made in computing tax- 

able income when changing from a method of re- 

porting income from sales on the installment plan. 

See Rev. Proc. 87-29, page 771. 

Section 483. — Interest on Certain 

Deferred Payments 

The adjusted applicable federal short-term, mid- 

term, aud long-term rates are set forth for the month 

of February 1987. See Rev. Rul. 87-11, page 253. 

Thc adjusted applicable federal short-term, rnid- 

term, aud long-term rates are set forih for the month 
of March 1987. See Rev. Rul. 87-16, page 254. 

The adjusted applicable federal short-term, mid- 
term, aud long-term rates are set forth for the month 
of May 1987. See Rev. Rul. 87 — 33, page 255. 

The adjusted applicable federal short-term, mid- 
term, aad long-term rates are set forth for the month 
of June 1987. See Rev. Rul. 87-42, page 256. 

Subpart F. — Exempt Organizations 
Part I. — General Rule 

Section 501. — Exemption from Tax on 

Corporations, Certain Trusts, etc. 

26 CFR 1. 50I(aj — I: Exemption from taxation. 

Procedures for an employer or plan administrator 
to change the plan aod/or trust year of an employee 
benefit plan. See Rev. Proc. 87 — 27, page 769. 

Subchapter G. — Corporations Used to Avoid 
Income Tax on Shareholders 
Perl I. — Corporations Improperly 
Accumulating Surplus 

Section 531. — Imposition of Accumulated 

Earnings Tax 

26 CFR 1. 531 — I: Imposition of rax. 

Whether interest is due on the accumulated earn- 
ings tax imposed by section 531 of the Code. See Rev. 
Rul. 87-54, page 349. 

Section 708 

Subchapter K. — Partners and Partnersbips 

Part I. — Determination of Tax Liability 

Section 708. — Continuation of Partnership 

26 CFR 1. 708 — I: Continuation of purtnership. 

(Aisv Section 761. 1 

Partnershlps; sale or exchange of part- 
nership interest. The sale of an interest in 

an upper-tier partnership is considered a 

sale of its interest in a lower-tier partner- 
ship where the sale causes the termination 
of the upper-tier partnership under sec- 
tion 708(b)(1)(B) of the Code. 

Rev. Rul. 87-50 
ISSUE 

In a multi-tier partnership arrange- 
ment, if a partner's interest in a parent 
partnership is sold — with a resulting ter- 
mination of the parent under section 
708(b)(1)(B) of the Internal Revenue 
Code — then, for purposes of section 
708(b), does that sale also cause an ex- 
change of the parent partnership's inter- 
est in the capital and profits of the 
subsidiary partnership? 

FACTS 
A had owned a 60 percent interest in 

partnership PA B. PA B in turn was a par- 
ent partnership that owned an 80 percent 
partnership interest in the capital and prof- 
its of PRS, a subsidiary partnership. A 
sold to C A's entire 60 percent interest in 
PA B. 

LAW AND ANALYSIS 
Section 708(b)(1)(B) of the Code pro- 

vides that a partnership will be considered 
terminated if within a 12-month period 
there is a sale or exchange of 50 percent 
or more of the total interest in partnership 
capital and profits. 

Section 1. 708 — 1(b)(1)(iv) of the In- 
come Tax Regulations provides that if a 
partnership is terminated by a sale or ex- 
change of a partner's interest, the part- 
nership is deemed to have distributed all 
of its properties to the purchaser and other 
remaining partners in proportion to their 
respective interests in the partnership 
properties. Immediately thereafter, the 
purchaser and the other remaining part- 
ners are deemed to have contributed the 
properties to a new partnership, either for 
the continuation of the business or for its 
dissolution and winding up. 

Section 761(e) of the Code provides that, 
for purposes of section 708, any distri- 
bution (not otherwise treated as an ex- 
change) shall be treated as an exchange. 

The sale of A's 60 percent partnership 
interest in the parent partnership, PA B, 
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Section 708 
results in a termination of PAB under sec- 
tion 708(b)(1)(B) of the Code. Pursuant 
to section 1. 708 — 1(b)(1)(iv) of the regu- 
lations, the termination causes PAB to 
liquidate for federal tax purposes, and PAB 
is deemed to have distributed all of its 
assets to its partners. Among the assets 
that PAB is deemed to have distributed 
is PAB's 80 percent interest in the capital 
and profits of the subsidiary partnership, 
PRS. Under section 761(e), the distri- 
bution of PAB's partnership interest in 
PRS is treated as an exchange for pur- 
poses of section 708. Therefore, the sale 
of A's 60 percent interest in the capital 
and profits of PAB causes an exchange of 
PAB's 80 percent interest in the capital 
and profits of PRS. Since PAB owns more 
than 50 percent of the capital and profits 
interest in PRS, the subsidiary partner- 
ship PRS terminates under section 
708(b)(1)(B) upon PAB's deemed distri- 
bution of its interest in PRS. 

HOLDING 
In a multi-tier partnership arrange- 

ment, if the sale or exchange of an interest 
in the capital and profits of a parent part- 
nership causes the termination of the par- 
ent under section 708(b)(1)(B) of the Code, 
then, for purposes of applying section 708 
to the subsidiary partnership, the parent 
partnership is treated as exchanging its 
entire partnership interest in the subsid- 
iary partnership. 

26 CFR I. 708-lt Contt'nuation of partnership. 

Partnerships; sale or exchange of part- 
nership interest. The sale of an interest in 
an upper-tier partnership is not consid- 
ered the sale of its interest in a lower-tier 
partnership if the sale does not cause the 
termination of the upper-tier partnership. 

Rev. Rul. 87-51 

ISSUE 
In a multi-tiered partnership arrange- 

ment, if a partner of an upper-tier part- 
nership sells a partnership interest of less 
than 50 percent of the capital and profits 
of the upper-tier partnership, then, for 
purposes of section 708(b)(1)(B) of the 
Internal Revenue Code, is that sale also 
considered a sale of the partner's pro- 
portionate share of the upper-tier part- 
nership's interest in a lower-tier 
partnership? 

FACTS 
AB is a partnership that holds a 50 per- 

cent interest in the capital and profits of 

XYZ, another partnership. A, a partner 
in AB, sold A's 40 percent interest in the 
capital and profits of AB, and, within 

twelve months of the sale by A, X, a part- 
ner in XYZ, sold all of X's 30 percent 
interest in the capital and profits of XYZ. 
There were no other sales of interests in 

either AB or XYZ during the same twelve 
month period. 

LAW AND ANALYSIS 

Section 708(b)(1)(B) of the Code pro- 
vides that a partnership will be considered 
terminated if within a 12-month period 
there is a sale or exchange of 50 percent 
or more of the total interest in partnership 
capital and profits. 

Section 741 of the Code provides that, 
in the case of a sale or exchange of an 
interest in a partnership, gain or loss shall 
be recognized to the transferor partner. 
Such gain or loss shall be considered as 
gain or loss from the sale or exchange of 
a capital asset, except as otherwise pro- 
vided in section 751 (relating to unreal- 
ized receivables and inventory items which 
have appreciated substantially in value). 

In the present situation, A sold a 40 
percent partnership interest in AB, which 
held a 50 percent partnership interest in 

the partnership XYZ. In addition, within 
twelve months of the sale by A, X, sold 
a 30 percent interest in XYZ. If A's sale 
of a 40 percent partnership interest in AB 
is also considered a sale of a 20 percent 
(40 percent of 50 percent) interest in XYZ, 
then A's sale of the 20 percent interest 
combined with X's sale of a 30 percent 
interest in XYZ within twelve months 
would result in the termination of XYZ 
under section 708(b)(l)(B) of the Code. 

Under the provisions of subchapter K 
of the Code, a partnership is considered 
for various purposes to be either an ag- 
gregate of its partners or an entity, trans- 
actionally independent of its partners. 
Generally, subchapter K adopts an entity 
approach with respect to transactions in- 
volving partnership interests. See Rev. Rul. 
75 — 62, 1975 — 1 C. B. 188. Whether an ag- 
gregate or entity theory of partnerships 
should be applied to a particular Code 
section depends upon which theory is more 
appropriate to such section. See S. Rep. 
No. 1622, 83d Cong. , 2d Sess. 89 (1954), 
and H. R. Rep. No. 2543, 83d Cong. , 2d 
Sess. 59 (1954); Casel v. Commissioner, 
79 T. C. 424 (1982). The termination of a 
partnership under section 708(b)(1)(B) 
depends on whether there was a sale or 
exchange of a partnership interest and on 
whether there was a transfer of at least 

50 percent of the total interest in part- 
nership capital and profits. Because sec- 
tion 708(b)(1)(B) is an entity-oriented 
provision, an entity approach is more ap- 
propriate for that section. 

Thus, in a multi-tiered partnership ar- 

rangement, the sale of a partner's interest 
in the capital and profits of an upper-tier 
partnership that is itself a partner in a 
lower-tier partnership is not a sale of the 
partner's proportionate share of the un- 

derlying assets of the upper-tier partner- 
ship for purposes of section 708(b)(1)(B). 
Rather, under section 741, the sale of A' s 

interest in AB is considered the sale of a 
single capital asset, the interest in AB. 
Accordingly, only X's sale of a 30 percent 
partnership interest in XYZ qualifies for 
the determination of whether there has 
been a sale or exchange of 50 percent or 
more of the total interest in the partner- 
ship capital and profits of XYZ. 

HOLDING 

In a multi-tiered partnership arrange- 
ment, the sale of a partner's interest in 
an upper-tier partnership that does not 
trigger a termination of the upper tier 
partnership is not considered a sale of that 
partner's proportionate share of the up- 
per-tier partnership's interest in a lower- 
tier partnership for purposes of the ter- 

minationn 

provisions of section 708(b)(1) (B) 
of the Code. 

See Rev. Rul. 87-50, page 157, this 
Bulletin, for the application of section 
761(e) when 50 percent or more of the 
capital and profits interest in an upper-tier 
partnership is sold and the partnership 
terminates under section 708(b)(1)(B). 

Part III. — Definitions 

Section 761. — Terms Defined 

Thc deemed distribution of partnership interest 
pursuant to the section 708(b)(1)(B) termination of 
the partnership holding the interest is a distribution 
of that interest for purposes of section 761(e) and is 
therefore treated as an exchange for purposes of sec- 
tion 708. See Rev. Rul. 87 — 50, page 157. 

Subchapter L — Insurance Companies 
Part I. — Life Insurance Companies 

Sub art C. — Life Insurance Deductions 

Section 807. — Rules for Certain Reserves 

Insurance companies; applicable inter- 
est rates and tables for mortality morbid- 
ity. For purposes of section 807 of the 
Code, the schedule of the prevailing state 
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assumed interest rates and prevailing 
commissioners' standard tables of mor- 

tality and morbidity are set forth for use 

by insurance companies for taxable years 
after December 31, 1983, in computing 
their life insurance reserves. Guidance is 
also provided regarding four other issues 
under section 807. 

Rev. Rul. 87-26 

For purposes of sections 807(d)(4) and 

807(d)(5) of the Internal Revenue Code, 
this ruling sets forth in an attached sched- 

ule the prevailing state assumed interest 

rates and prevailing commissioners' 
standard tables of mortality and morbid- 

ity to be used by insurance companies, 
for taxable years beginning after Decem- 
ber 31, 1983, in computing their reserves 

for (1) life insurance and supplementary 
total and permanent disability benefits, 

(2) individual annuities and pure endow- 

ments, and (3) group annuities and pure 
endowments. In addition, the ruling dis- 

cusses four issues under sections 807(d)(4) 
and 807(d)(5) of the Code. 

ISSUES 

(1) For purposes of section 807(d)(4)(B) 
of the Code, what is the prevailing state 
assumed interest rate for contracts issued 

in a calendar year if fewer than 26 states 
have adopted a new rate as of the begin- 

ning of that year but additional states, 
making a total of at least 26 states, adopt 
the new rate during the year and make 

the rate retroactive to the beginning of 
the year? 

(2) For purposes of section 807(d)(5)(A) 
of the Code, if a commissioners' standard 

table has been adopted by a least 26 states 

and thus becomes a prevailing table dur- 

ing a calendar year, may it be used only 

for contracts issued after the 26th state 
has adopted the table or for all contracts 
issued in that year? 

(3) For purposes of section 807(d)(5)(B) 
of the Code, for how many calendar years 

after the calendar year before the end of 
which at least 26 states have adopted a 

new table may a taxpayer use the former 

prevailing table in computing life insur- 

ance reserves with respect to contracts is- 

sued in those years? 

(4) For purposes of section 807(d)(5)(B) 
of the Code, for which calendar years may 

a taxpayer use either the 1958 Commis- 

sioners' Standard Ordinary (C. S. O. ) ta- 

bles or the 1980 C. S. O. tables in computing 

life insurance reserves with respect to 

contracts issued in those years? 

LAW AND ANALYSIS — ISSUE (1) 

Section 807(d)(4)(A) of the Code de- 

fines the term "prevailing state assumed 

interest rate" for an insurance or annuity 

contract as the highest assumed interest 

rate permitted to be used in computing 

life insurance reserves for such contract 

under the insurance laws of at least 26 

states. 
Except as provided in section 

807(d)(4)(C) of the Code, section 
807(d)(4)(B) provides that the prevailing 

state assumed interest rate is determined 
as of the beginning of the calendar year 

in which the contract was issued. 

Section 807(d)(4)(C) of the Code pro- 

vides that the issuer of a nonannuity con- 

tract may elect to determine the prevailing 

state assumed interest rate as of the be- 

ginning of the calendar year preceding the 

calendar year in which the contract was 

issued. 
Section 807(d)(4)(B) of the Code pro- 

vides that the prevailing state assumed in- 

terest rate is determined as of the beginning 

of the calendar year in which the contract 

was issued. This statutory provision is un- 

clear, however, whether a determination 
"as of ' January 1 reflects only state action 
taken on or before January 1 or also re- 

flects state action taken during the year 
that was by its terms effective on January 

1. The Supplemental Report of the Com- 

mittee on Ways and Means of the United 

States House of Representatives (the 
"House Supplemental Report" ) states: "If 
the highest assumed interest rate is ac- 

tually determined by the States during the 

year but declared effective as of the be- 

ginning of the calendar year, such rate 
would be considered so effective for tax 

purposes, also. " I-I. R. Rep. No. 432, Pt. 
2, 98th Cong. , 2d Sess. 1415 (1984). 

Therefore, except as provided in sec- 

tion 807(d)(4)(C) of the Code, the "pre- 
vailing state assumed interest rate" to be 
used for all contracts issued in a calendar 

year is the rate that is prevailing as of the 

beginning of the year in which the con- 

tract is issued. If a new rate has been 

adopted by a total of at least 26 states 

before the end of a calendar year (for 
example, 1985), that rate generally be- 

comes effective as of January 1 of the sub- 

sequent year (January 1, 1986) with respect 
to any contract issued during that subse- 

quent year (1986). However, there is a 
situation in which a new prevailing rate 
becomes effective for any contract issued 

during the year in which the 26th state 
adopted that new rate. This occurs if fewer 

than 26 states adopted (either prospec- 

Section 807 

tively or retroactively) a new interest rate 

by the end of a calendar year (for ex- 

ample, 1984) and by the end of the fol- 

lowing year enough states retroactively 
adopted this new rate so that a total of at 
least 26 states acted to make the new in- 

terest rate effective as of the beginning of 
that second year (in this example, 1985). 
In such a situation, the new interest rate 
becomes effective as of January 1 of the 
year of the adoption by the 26th state (here, 
January 1, 1985) with respect to any con- 
tract issued during that year. 

HOLDING — ISSUE (1) 

If a total of at least 26 states have 

adopted a new interest rate before the end 

of a calendar year and made it effective, 
on either a prospective or a retroactive 
basis, before or as of January I of the year 
in which the 26th state adopted the rate, 
the new rate will become effective as of 
the beginning of that year for any con- 

tracts issued in that year. 

LAW AND ANALYSIS — ISSUE (2) 

Section 807(d)(5)(A) of the Code pro- 
vides that the term "prevailing commis- 
sioners' standard tables" means, with 

respect to any contract, the most recent 
commissioners' standard tables pre- 
scribed by the National Association of In- 

surance Commissioners (NAIC) that are 
permitted to be used in computing re- 
serves for that type of contract under the 
insurance laws of at least 26 states "when 

the contract was issued. " The standard 
tables referred to in section 807(d)(5)(A) 
are the tables that are permitted by the 
states to be used in computing the mini- 

mum reserves that may be held for the 
respective policies. 

By defining the prevailing commission- 
ers' standard table for a contract in terms 
of state law "when the contract was is- 

sued, " section 807(d)(5)(A) allows a 
standard table to be used under section 
807(d)(2)(C) for contracts issued after the 
table becomes a prevailing commission- 
ers' standard table. The House Supple- 
mental Report, however, states: "If a table 
becomes a prevailing commissioners' 
standard table during a calendar year, the 
table shall be such as of the beginning of 
the calendar year. " H. R. Rep. No. 432, 
Pt. 2, 98th Cong. , 2d Sess. 1416 (1984). 

Thus, the legislative history of section 
807(d)(5)(A) shows that Congress in- 

tended to permit the use of a new pre- 
vailing commissioners' standard table as 
of the beginning of the year before the 
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end of which it was adopted by a total of 
at least 26 states, even if the applicable 
state laws do not provide for such retro- 
active treatment. Therefore, unlike the 
situation with the change in the prevailing 
state assumed interest rate, a new pre- 
vailing commissioners' standard table may 
be used, regardless of whether the laws 

of any newly adopting states are retro- 
active, for all contracts issued in the cal- 
endar year in which the table becomes a 
"prevailing commissioners' standard ta- 
ble. " 
HOLDING — ISSUE (2) 

When a commissioners' standard table 
has been adopted by at least 26 states and 
thus becomes a "prevailing commission- 
ers' standard table" during a calendar year, 
the table may be used for all contracts 
issued in that year. 

LAW AND ANALYSIS — ISSUE (3) 

Section 807(d)(5)(B) of the Code pro- 
vides that if the prevailing commissioners' 
standard tables as of the beginning of a 
calendar year are different from the pre- 
vailing commissioners' standard tables as 

of the beginning of the preceding calendar 
year, the insurance company may use the 
former tables with respect to any con- 
tracts issued after the change in tables and 

for the three-year period beginning with 

January 1 of the year of change. The term 
"year of change" is defined as any cal- 

endar year in which the prevailing com- 
missioners' standard table as of the 
beginning of that year is different from 

the prevailing commissioners' standard 
table as of the beginning of the preceding 
calendar year. 

Although, as concluded in Issue 2 above, 
a new table that becomes prevailing dur- 

ing a calendar year is treated for purposes 
of section 807(d)(5)(A) of the Code as 

effective as of the beginning of that year, 
Congress did not intend that such treat- 
ment would affect the determination of 
the year of change under section 
807(d)(5)(B). Rather, the actual effective 

date of the action by the 26th state to 

adopt the new tables is intended to de- 

termine the year of change. 

Congressional intent concerning appli- 

cation of the former prevailing table and 

the new prevailing table is illustrated by 

the following statement from the House 

Supplemental Report: 

Generally, when mortality and morbidity tables are 

being updated and adopted by the States, companies 

will have three full years after a particular set of tables 

becomes the prevailing view of the States before such 

table becomes mandatory for computing reserves for 

tax purposes. For example, it is the understanding of 

the committee that the 1980 C. S. O. tables for life 

insurance contracts have now been adopted by at least 

26 States. Thus, although companies will be able to 

use either the 1958 C. S. O. tables for taxable years 

1984, 1985, and 1986 for computing tax reserves, the 

1980 C. S. O. tables will have to be used for contracts 

issued after 1986. 

H. R. Rep. No. 432, Pt. 2, 98th Cong. , 2d 
Sess. 1416 (1984). Congress believed that 
the 1980 C. S. O. tables for life insurance 

contracts were adopted by at least 26 states 
before the end of 1983. See the General 
Explanation of the Revenue Provisions of 
the Deficit Reduction Act of 1984 (Public 
Law, 98 — 369), prepared by the Staff of 
the Joint Committee on Taxation, at page 
602. (In fact, as discussed in Issue 4, the 
tables were so adopted before the end of 
1982. ) Thus, on the assumption that the 
1980 tables were adopted by a 26th state 
in 1983, the House Supplemental Report 
expected both the 1958 and the 1980 ta- 
bles to be available for use with respect 
to contracts issued in the three subsequent 
calendar years, 1984, 1985, and 1986. That 
fact demonstrates congressional intent that, 
unless the action by the 26th state was 
effective on January 1, the period pro- 
vided in section 807(d)(5)(B) ends on De- 
cember 31 of the third calendar year 
following the calendar year before the end 
of which at least 26 states have adopted 
a new table and made it a prevailing table. 

Moreover, to allow the retroactive 
treatment of the new table to advance the 
year of change to the year in which the 
new table becomes prevailing would mean 
that a taxpayer would not be permitted 
to use the prior table for contracts issued 
during three full calendar years after the 

new table is adopted. Permissable use of 
the old table for three full years after the 
new table is adopted is intended by sec- 
tion 807(d)(5)(B) of the Code and the 
House Supplemental Report. Accord- 
ingly, unless the action by the 26th state 
was effective on January 1, the year of 
change, for purposes of section 
807(d)(5)(B), means the first calendar year 
after the calendar year before the end of 
which a commissioners' standard table was 

adopted by at least 26 states and thus be- 

came prevailing. 

HOLDING — ISSUE (3) 

Unless a new table is adopted by the 
26th state on January 1, a taxpayer may 
use the former prevailing table in lieu of 
the new prevailing table for contracts is- 

sued during a total of four calendar years. 
This option is available to a taxpayer for 
contracts issued during the calendar year 
of adoption of the new prevailing table 
and during the three years following the 

calendar year of adoption of the new pre- 
vailing table. 

LAW AND ANALYSIS — ISSUE (4) 

As indicated above, Congress believed 
that the 1980 C. S. O. tables had been 
adopted by at least 26 states before the 
end of 1983 and that use of the 1980 C. S. O. 
tables would become mandatory for pol- 
icies issued after 1986. The Service, how- 

ever, has determined that the 1980 
Amendments to the Standard Valuation 
Law, which contain the 1980 C. S. O. ta- 
bles, were adopted by at least 26 states 
before the end of 1982, not 1983. 

HOLDING — ISSUE (4) 

In accordance with the holding in Issue 
3 above, a taxpayer may use either the 
1958 C. S. O. tables (designated as C. S. O. 
58(b) in the tables at the end of this rev- 
enue ruling) or the 1980 C. S. O. tables for 
contracts issued in the year of adoption 
of the 1980 C. S. O. tables (1982) and in 

the three years following the year of adop- 
tion (1983, 1984, and 1985). Use of the 
1980 C. S. O. tables is mandatory for con- 
tracts issued after 1985. 
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schedule of prevailing state Assumed Interest Rates and prevailing camussioners' standard Imbles 1 

Section 807(d)(4) and 807(d)(5) 

Section 807 

iufe Insurance And Group Annuities 
S leamntar Total and permanent Disabili Benefits Individual Annuities and pure Endcwmnts and pure Endavmnts 

~ Year 
ee Interest 2 *ee Tablesl 

Lit ~D'~ll t P li I 
Interest Rates ~ ee Table& Interest 
Single Premium All Rate e*a Table3 

Ismmdiate Deferred ()ther 

1948 3. 5$ 
1949 
1950 

CS041 C3DT26 SI41 3. 5$ 3. 5$ 3. 5$ SA37 3. 5$ SA37 

1951 
1952 
1953 
1954 
1955 

1956 
1957 
1958 
1959 
1960 

1961 
1962 
1963 
1964 
1965 

58 (a) 

P2DS52 
61 CSI 

A49 51 

1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 4 

I . 0$ . 0 0 4 
71 IA 

0 
71 

6 
GA 

. 0 

1976 
1977 
1978 
1979 
1980 4. 5$ 

CSO58(b) 
7. 5 

I 

5. 5 
I 

4. 5 7. 5 

1981 
1982 ( i CS01980 
1983 '1980"4 
1984 

lgao"4 1980 4 

I I 

198O 4 

I 

I 

I 

"1980"4 
I I 

w 'ihe year indicated is the first year the respective interest rate or table may be used for federal incane tax purposes. 

~ a pursuant to section 807(d) (4) (C), the issuer of a nonannuity contract may elect to determine the prevarling State assumed 

rate of interest as of the beginning of the calendar year preceding the calendar year in which the contract was issued. 

aae pursuant to section 807(d) (5) (A), the specified table may be used as the prevailing table fraa the beginnrng 
of the calendar year in which the table becanes prevarlrng. Instead of the prevailrng table, section 807(d) (5) (B) 
permits the use of the former table as the prevailing table for such calendar year and three subsequent years. 

i For 1982 only, 5. 5 $ is the prevailing State assumed interest rate for single premium life i nsuranoe. 
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NOTES 

1. Highest interest rate and most recent mortality table permitted as of January 1 

of the year stated in the schedule, for valuation of contracts of the specified type 
issued in that year, under the valuation laws of at least 26 states. For policies 
issued prior to 1948, the mortality and morbidity tables used in computing stat- 
utory reserves shall be used; prior to 1946 the prevailing interest rate is 4%, in 

1946 and 1947 the prevailing interest rate is 3. 5%. 
2. Interest rates for all life insurance, including ordinary, industrial, group and credit. 

For non-cancellable accident and health insurance there are no prevailing rates 
under section 807(d)(4)(A). Therefore, interest rates used in calculating non- 
cancellable accident and health insurance reserves are those applicable to whole 
life insurance, in accordance with section 807(d)(4)(D). 

3. CSO 41: Commissioners' 1941 Standard Ordinary Mortality Table 
CS058(a) Commissioners' 1958 Standard Ordinary Mortality Table 

For policies issued during the years specified in the schedule, female 
mortality rates under the CSO 58 Table are equal to those for males 
3 years younger, with sex-distinct rates for ages below 15. 

CS058(b) Commissioners' 1958 Standard Ordinary Mortality Table 
For policies issued during the years specified in the schedule, female 
mortality rates under the CSO 58 Table are equal to those for males 
6 years younger, with sex-distinct rates for ages below 20. 

CSO 80: Commissioners' 1980 Standard Ordinary Mortality Table 
In accordance with section 807(d)(5)(E), for purposes of section 
807(d)(5), the commissioners' standard table is the male or female 
table, as appropriate, without select factors. 

C3DT 26: Class (3) Disability Table (1926) 
P2DS 52: The tables of Period 2 disablement rates and the 1930 to 1950 

termination rates of the 1952 Disability Study of the Society of 
Actuaries. 

SI 41: 1941 Standard Industrial Mortality Table 
CSI 61: Commissioners' 1961 Standard Industrial Mortality Table 
SA 37: The Standard Annuity Mortality Table 

The SA 37 Table is a sex-distinct table where female mortality rates 
are equal to those for males five years younger. 

A 49: Annuity Mortality Table for 1949 Ultimate 
The A 49 Table is a sex-distinct table. 

IA 71: 1971 Individual Annuity Mortality Table 
The IA 71 Table is a sex-distinct table. 

GA 51: Group Annuity Mortality Table for 1951 
The GA 51 Table is a sex-distinct table. The distinction by sex is 
made either through separate male and female tables or by use of 
the assumption that female mortality rates are equal to those for 
males five years younger. This assumption gives results approxi- 
mately equivalent to those of using the separate female rates. There- 
fore, rates obtained by either method are acceptable for use under 
section 807(d)(5). 

GA 71: 1971 Group Annuity Mortality Table 
The GA 71 Table is a sex-distinct table. The distinction by sex is 
made either through separate male and female tables or by use of 
the assumption that female mortality rates are equal to those for 
males six years younger. This assumption gives results approxi- 
mately equivalent to those of using the separate female rates. There- 
fore, rates obtained by either method are acceptable for use under 
section 807(d)(5). 

4. Under the 1980 Amendments to the Standard Valuation Law, interest rates vary 
by product feature as indicated in the attached schedules. The terms used in these 
schedules are as defined in the Standard Valuation Law. 
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Schedule for Note 4 

STATUTORY CALENDAR YFAR INTEREST RATES 
BASED ON THE 1980 AMENDMENTS TO THE 

NAIC STANDARD VALUATION AND NONFORFEITURE LAWS 

A. Life Insurance Valuation Interest Rates 

Section 807 

Guarantee 
Duration (years) 

Valuation Interest Rate 
For Issues of: 

1983 1984 

10 or less 
More than 10, but not more than 20 
More than 20 

7. 25% 
6. 75 
6. 00 

7. 25% 
6. 75 
6. 00 

Source: (I) Rates for 1984 calculated from the monthly avcragcs, ending June 30, 1983, of Moody's Cor- 
porate Bond Yield Average — Monthly Average Corporates. 

(2) Rates for earlier years from NAIC Proceedings, 1983 Vol I, 3535K 

Schedule for Note 4 

STATUTORY CALENDAR YEAR INTEREST RATES 
BASED ON NAIC STANDARD VALUATION LAW 

FOR 1983 BUSINESS 
GOVERNED BY THE 1980 AMENDMENTS 

B. Single premium immediate annuities, and annuity benefits involving life contin- 
gencies arising from other annuities with cash settlement options and from guar- 
anteed interest contracts with cash settlement options: 

Valuation interest rate — 11. 25 

C. Valuation Interest Rates for Other Annuities and Guaranteed Interest Contracts: 

Contracts Valued on Issue Year Basis 

Cash 
Settlement 
Options? 

Future 
Interest 

Guarantee? 
Guarantee Duration 

(years) 

Valuation Interest Rate 
For Plan Type' 

A B C 

Yes 

Yes 

No 

Yes 

No 

Yes or No 

9. 25 8. 25 
9. 25 8. 25 

5 or less 
More than 

than 10 
More than 

than 20 
More than 
5 or less 
More than 

than 10 
More than 

than 20 
More than 
5 or less 
More than 

than 10 
More than 

than 20 
More than 

11. 25 
5, but not more 10. 75 

10, but not more 8. 25 7. 00 6. 75 

20 6. 75 
11. 75 

5, but not more 11. 25 

5. 75 5. 75 
9. 75 8. 75 
9. 75 8. 75 

10, but not more 8. 75 7. 50 7. 00 

6. 25 6. 25 20 7. 00 
11. 25 

5, but not more 10. 75 
NOT APPLICABLE 

10, but not more 9. 75 

7. 75 20 

'See next page for description of plan types. 

Source: Rates for 1983 calculated from the monthly averages, ending 6/30/83, of Moody's Corporate Bond 
Yield Average — Monthly Average Corporates, 
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Schedule for Note 4 

STATUTORY CALENDAR YEAR INTEREST RATES 
BASED ON NAIC STANDARD VALUATION LAW 

FOR 1983 BUSINESS 
GOVERNED BY THE 1980 AMENDMENTS 

D. Valuation Interest Rates for Other Annuities and Guaranteed Interest Contracts: 

Cash 
Settlement 
Options? 

Guarantee Duration 
(years) 

Contracts Valued on Change in Fund Basis 
(Only contracts with cash settlement options may 

be valued on change in fund basis) 
Future Valuation Interest Rate 
Interest For Plan Type" 

Guarantee? A B C 

Yes 

Yes 

Yes 

No 

5 or less 
More than 5, but not more 

than 10 
More than 10, but not more 

than 20 
More than 20 
5 or less 
More than 5, but not more 

than 10 
More than 10, but not more 

than 20 
More than 20 

12. 75 11. 75 8. 75 
12. 25 11. 75 8. 75 

11. 25 10. 75 8. 25 

9. 25 9. 25 7. 25 
13. 50 12. 25 9. 25 
12. 75 12. 25 9. 25 

11. 75 11. 25 8. 75 

9. 75 9. 75 7. 75 

*Plan Type A 

"Plan Type B 

*Plan Type C 

At any time policyholder may withdraw funds only (1) with the ad- 
justment to reflect changes in interest rates or asset values since receipt 
of the funds by the insurance company, or (2) without such adjustment 
but in installments over five years or more or (3) as an immediate life 
annuity, or (4) no withdrawal permitted. 
Before expiration of the interest rate guarantee, policyholder may 
withdraw funds only (1) with adjustment to reflect changes in interest 
rates or asset values since receipt of the funds by the insurance com- 
pany, or (2) without such adjustment but in installments over five years 
or more, or (3) no withdrawal permitted. At the end of interest rate 
guarantee, funds may be withdrawn without such adjustment in a single 
sum or installments over less than five years. 
Policyholder may withdraw funds before expiration of interest rate 
guarantee in a single sum or installments over less than five years either 
(1) without adjustment to reflect changes in interest rates or asset 
values since receipt of the funds by the insurance company, or (2) 
subject only to a fixed surrender charge stipulated in the contract as 
a percentage of the fund. 
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Schedule for Note 4 

STATUTORY CALENDAR YEAR INTEREST RATES 
BASED ON NAIC STANDARD VALUATION LAW 

FOR 1984 BUSINESS 
GOVERNED BY THE 1980 AMENDMENTS 

Section 807 

B. Single premium immediate annuities, and annuity benefits involving life contin- 
gencies arising from other annuities with cash settlement options and from guar- 
anteed interest contracts with cash settlement options: 

Valuation interest rate — 11. 25 

C. Valuation Interest Rates for Other Annuities and Guaranteed Interest Contracts: 

Contracts Valued on Issue Year Basis 

Cash 
Settlement 
Options? 

Future 
Interest 

Guarantee? 
Guarantee Duration 

(years) 

Valuation Interest Rate 
For Plan Type' 

A B C 

Yes 

Yes 

No 

Yes 

No 

Yes or No 

5 or less 
More than 

than 10 
More than 

than 20 
More than 
5 or less 
More than 

than 10 
More than 

than 20 
More than 
5 or less 
More than 

than 10 
More than 

than 20 
More than 

11. 25 
5, but not more 10. 75 

9. 25 8. 00 
9. 25 8. 00 

20 6. 75 
11. 75 

5, but not more 11. 25 

5. 75 5. 75 
9. 75 8. 50 
9. 75 8. 50 

10, but not more 8. 75 7. 50 7. 00 

20 7. 00 
11. 25 

5, but not more 10. 75 

10, but not more 9. 75 

20 7. 50 

6. 25 6. 25 

NOT APPLICABLE 

10, but not more 8. 25 7. 00 6. 75 

*See next page for description of plan types. 

Source: Rates for 1984 calculated from the monthly averages, ending 6/30/84, of Moody's Corporate Bond 
Yield Average — Monthly Average Corporates. 
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Section 807 
Schedule for Note 4 

STATUTORY CALENDAR YEAR INTEREST RATES 
BASED ON NAIC STANDARD VALUATION LAW 

FOR 1984 BUSINESS 
GOVERNED BY THE 1980 AMENDMENTS 

D. Valuation Interest Rates for Other Annuities and Guaranteed Interest Contracts: 

Cash 
Settlement 
Options? 

Guarantee Duration 
(years) 

Contracts Valued on Change in Fund Basis 
(Only contracts with cash settlement options may 

be valued on change in fund basis) 
Future Valuation Interest Rate 
Interest For Plan Type' 

Guarantee? A B C 

Yes 

Yes 

Yes 

No 

5 or less 
More than 5, but not more 

than 10 
More than 10, but not more 

than 20 
More than 20 
5 or less 
More than 5, but not more 

than 10 
More than 10, but not more 

than 20 
More than 20 

12. 75 11. 75 8. 50 
12. 25 11. 75 8, 50 

11. 25 10. 75 8. 00 

9. 25 9. 25 7. 00 
13. 25 12. 25 9. 25 
12. 75 12. 25 9. 25 

11. 75 11. 25 8. 50 

9. 75 9. 75 7. 50 

'Plan Type A 

*Plan Type B 

"Plan Type C 

At any time policyholder may withdraw funds only (1) with the ad- 
justment to reflect changes in interest rates or asset values since receipt 
of the funds by the insurance company, or (2) without such adjustment 
but in installments over five years or more or (3) as an immediate life 
annuity, or (4) no withdrawal permitted. 
Before expiration of the interest rate guarantee, policyholder may 
withdraw funds only (1) with adjustment to reflect changes in interest 
rates or asset values since receipt of the funds by the insurance com- 

pany, or (2) without such adjustment but in installments over five years 
or more, or (3) no withdrawal permitted. At the end of interest rate 
guarantee, funds may be withdrawn without such adjustment in a single 
sum or installments over less than five years. 
Policyholder may withdraw funds before expiration of interest rate 
guarantee in a single sum or installments over less than five years either 
(1) without adjustment to reflect changes in interest rates or asset 
values since receipt of the funds by the insurance company, or (2) 
subject only to a fixed surrender charge stipulated in the contract as 
a percentage of the fund. 
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Section 807 

26 CFR 1, 807-tTt Mortality and morbidity tables 

(temporary). 

T. D. 8120 

TITLE 26 — INTERNAL REVENUE. — 
CHAPTER 1, SUBCHAPTER A, PART 

1 — INCOME TAX; TAXABLE YEARS 
BEGINNING AFTER DECEMBER 31, 
1953 

Mortality and Morbidity Tables 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Temporary regulations. 

SUMMARY: This document contains 
temporary regulations relating to mortal- 

ity and morbidity tables for insurance 

products for which there are no applicable 
commissioners' standard tables. In addi- 

tion, the text of the temporary regulations 
set forth in this document also serves as 
the text of the proposed regulations for 
the notice of proposed rulemaking on this 

subject in the Proposed Rules section of 
this issue of the FEDERAL REGISTER. 
Changes to the applicable tax law were 
made by the Tax Reform Act of 1984. The 
regulations affect insurance companies 

engaged in the business of issuing life in- 

surance, annuity or noncancellable acci- 
dent and health insurance contracts, and 

provide them with guidance needed to de- 

termine the amount of the life insurance 
reserve with respect to such contracts. 

EFFECITVE DATE: The regulations are 

effective on January I, 1984, and apply 
to taxable years beginning after Decem- 
ber 31, 1983. 

FOR FURTHER INFORMATION 
CONTACT: Sharon L. Hall of the Leg- 
islation and Regulations Division, Office 

of Chief Counsel, Internal Revenue Ser- 

vice, 1111 Constitution Avenue, N. W. , 
Washington, D. C. 20224 (Attention: 
CC: LR: T) (202) 566-3288 (not a toll-free 

call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

The document amends the Income Tax 

Regulations (26 CFR Part 1) to provide 

rules under section 807(d) of the Internal 

Revenue Code of 1954. Section 807(d), 
relating to the method of computing life 

insurance reserves, was added to the Code 

by section 211(a) of the Tax Reform Act 

of 1984 (Pub. L. 98 — 369, 98 Stat. 726). 

EXPLANATION OF PROVISIONS 

Section 807(d)(2) provides in part that 
the amount of the life insurance reserve 
for any contract must be determined using 
the prevailing commissioners' standard 
tables for mortality and morbidity. If there 
are no commissioners' standard tables ap- 
plicable to a contract when it is issued, 
section 807(d)(5)(C) provides that the 
mortality and morbidity tables to be used 

to compute the reserve will be determined 
under regulations. These regulations, 
therefore, specify mortality and morbid- 

ity tables for insurance contracts for which 

there are no commissioners' standard ta- 

bles applicable when the contract is is- 

sued. 
The temporary regulations have been 

drafted in question and answer format. 
No inference should be drawn regarding 
issues not raised herein or because certain 
questions and not others are included. The 

temporary regulations contained in this 
document will remain in effect until ad- 

ditional temporary or final regulations are 
published in the Federal Register. 

EXECUTIVE ORDER 12291; 
REGULATORY FLEXIBILITY ACT 

The Commissioner of Internal Reve- 
nue has determined that this temporary 
rule is not a major rule as defined in Ex- 
ecutive Order 12291. Accordingly, a Reg- 
ulatory Impact Analysis is not required. 

A general notice of proposed rule- 
making is not required for temporary reg- 
ulations. Accordingly, the temporary 
regulations are not subject to the Regu- 
latory Flexibility Act (5 U. S. C. chapter 
6). 

DRAFTING INFORMATION 

The principal author of these regula- 

tions is Sharon L. Hall of the Legislation 
and Regulations Division of the Office of 
Chief Counsel, Internal Revenue Service. 
However, personnel from other offices of 
the Internal Revenue Service and Treas- 
ury Department participated in develop- 
ing the regulations on matters of both 
substance and style. 

LIST OF SUBJECTS IN 
26 CFR 1. 801 — 1 through 1. 832 — 6 

Income taxes, insurance companies. 

Amendments to the regulations 

For the reasons set out in the preamble, 
Title 26, Chapter 1, Subchapter A, Part 
I of the Code of Federal Regulations is 
amended as set forth below. 

INCOME TAX REGULATIONS 
(26 CFR Part 1) 

Paragraph 1. The authority for Part I 
is amended by adding the following ci- 
tation: 

Authority: 26 U. S. C. 7805. ' * * Sec- 
tion 1. 807 — 1T also issued under 26 U. S. C. 
807(d)(5)(C). * * * 

Par. 2. The following new section is 
added immediately after III. 807 — 1. 

51. 807 — 1T Mortality and morbidity tables 
(temporary). 

Q — 1. What mortality and morbidity ta- 
bles must be used to compute reserves 
under section 807(d)(2) for insurance con- 
tracts for which no commissioners' stan- 
dard tables are applicable when the 
contract is issued? 

A — 1. The following tables must be used: 

Type of Contract Table 

I, Group term life insurance 1960 Commissioners' Standard 
(active life reserves) Group Mortality Table 

2. Group life insurance (active life reserves); . . . . . . . . 1959 Accidental Death Bene- 
accidental death benefits fits Table 

3. Permanent and paid-up group life insurance . . . . . . Same tables as are applicable 
(active life reserves) to males for ordinary life in- 

surance 
4. Group life insurance (active life reserves); . . . . . . . . The tables of period 2 disable- 

disability benefits ment rates and the 1930 to 
1950 termination rates of the 
1952 Disability Study of the 
Society of Actuaries 

5. Group life insurance; survivor income . . . . . . . . . . . . . . Same tables as are applicable 
benefits insurance to group annuities 

6. Group life insurance; extended death . . . . . . . . . . . . . . . 1970 Intercompany Group Life 
benefits for disabled lives Disability Valuation Table 
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Section 807 
7. Credit life insurance 

8. Supplementary contracts involving life 
contingencies 

9. Noncancellable accident and health . . . . . . . . . . . . . . 
insurance (active life reserves); benefits 
issued before 1984 

10. Noncancellable accident and health . . . . . . . . . . . . . . 
insurance (active life reserves); disability 
benefits issued after 1983 

11. Noncancellable accident and health . . . . . . . . . . . . . . 
insurance (active life reserves); accidental 
death benefits issued after 1983 

12. Noncancellable accident and health . . . . . . . . . . . . . . 
insurance (active life reserves); all benefits 
issued after 1983 other than disability and 
accidental death 

13, Noncancellable accident and health insurance 
(claim reserves); disability benefits for 
all years of issue 

14. Noncancellable accident'and health . . . . . . . . . . . . . . 
insurance (claim reserves); all benefits other 
than disability for all years of issue 

. . . 1958 Commissioners' Ex- 
tended Term Table 

. . . Same tables as are applicable 
to individual immediate an- 

nuities 
. . . Tables used for NAIC annual 

statement reserves as of De- 
cember 31, 1983 

. . . 1964 Commissioners' Disabil- 

ity Tables 

1959 Accidental Death Bene- 
fits Tables 

Tables used for NAIC annual 
statement reserves 

1964 Commissioners' Disabil- 

ity Tables 

Tables used for annual state- 
ment reserves 

earnings rate for 1984. The average mu- 

tual earnings rate should have been, but 
was not, similarly corrected in Rev. Rul. 
86 — 157. Thus, the rates published in Rev. 
Rul. 86 — 157 were mutually inconsistent. 
Since the recomputed differential earn- 
ings rate for 1984 set forth in Rev. Rul. 
86 — 157 is correct, the present correction 
of the average mutual earnings rate for 
1984 does not affect the computation of 
income tax liability of mutual life insur- 
ance companies for 1985. The corrected 
figure will be used by the Service in com- 
puting the differential earnings rate for 
1986. 

Rev. Rul. 86-157 as published in the 
Internal Revenue Bulletin incorrectly states 
that the average mutual earnings rate for 
1984 is 5. 930. The corrected average mu- 
tual earnings rate for 1984 is 5. 746 per- 
cent. 

When Rev. Rul. 86 — 157 is republished 
in the Cumulative Bulletin, it will contain 
the correct figure of 5. 746 percent as the 
average mutual earnings rate for 1984. 

EFFECT ON OTHER DOCUMENTS 
Q — 2. May the tables specified in A — 1 

of this section be adjusted to reflect the 
risks (such as substandard risks) incurred 
under the contract which are not other- 
wise taken into account. 

A — 2. Yes. Appropriate adjustment may 
be made for such risks. 

Q — 3. For what taxable years inust the 
tables in A — 1 be used? 

A — 3. The tables in A — 1 must be used 
for taxable years beginning after Decem- 
ber 31, 1983. 

There is need for immediate guidance 
with respect to the provisions contained 
in this Treasury decision. For this reason, 
it is found impractical to issue this Treas- 
ury decision with notice and public pro- 
cedure under subsection (b) of section 553 
of Title 5 of the United States Code or 
subject to the effective date limitation of 
subsection (d) of that section. 

LAWRENCE B. GIBBS, 
Commissioner of 
Internal Revenue. 

Approved December 16, 1986. 

J. ROGER MENTZ, 

Assistant Secretary 

of the Treasury. 

(Filed by the Office of the Federal Register on De- 
cember 31, 1986, 8:45 a. m. , and published in the 
issue of the Federal Register for January 2, 1987, 
52 F. R. 39) 
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Section 809. -Reduction in Certain 

Deductions of Mutual Life Insurance 

Companies 

Mutual life insurance companies, differ- 
ential earnings rate. The average mutual 

earnings rate for 1984 published in Rev. 
Ruls. 86 — 114 and 86 — 157 is corrected. 
Mutual life insurance companies use the 
differential earnings rate for 1985, the 
recomputed differential earnings rate for 
1984, and the other figures on which these 
rates are based set forth in Rev. Rul. 
86-157 to compute their income tax liabil- 

ity for 1985. Rev. Rul. 86-157 modified. 

Rev. Rui. 87-20 

Rev. Rul. 86 — 157 is modified with re- 
spect to the average mutual earnings rate 
for 1984. 

Part III. — Provisions of General 

A lication 

Section 846. — Discounted Unpaid Losses 
DeRned 

Insurance companies; loss reserves; dis- 
counting unpaid losses. The loss payment 
patterns and discount factors are set forth 
for calendar year 1987 for each property 
and casualty business to be used in dis- 
counting the deduction for loss reserves 
for purposes of section 846 of the Code. 

This Revenue Ruling corrects the av- 

erage mutual earnings rate for 1984 set 
forth in Rev. Rul. 86-157, 1986-2 C. B. 96, 
which modified and superseded Rev. Rul. 
86-114, 1986-2 C. B. 96. Under section 809 
of the Internal Revenue Code, as amended 
by the Tax Reform Act of 1986, 1986-3 
(Vol. 1) C. B. , mutual life insurance compa- 
nies use the rates contained in these rulings 
in computing their income tax liability for 
1985. 

The average mutual earnings rate for 
1984 was one of the figures used in com- 
puting the recomputed differential earn- 
ings rate for 1984. These two rates were 
among those contained in Rev. Rul. 86— 
114. Due to a computational error, both 
of these rates as set forth in Rev. Rul. 
86 — 114 were incorrect. Rev. Rul. 86 — 157 
corrected the recomputed differential 

Rev. Rui. 87-34 

For purposes of section 846 of the In- 
ternal Revenue Code, the following are 
the loss payment patterns and discount 
factors for calendar year 1987 for each 
property and casualty line of business to 
be used in discounting the deduction for 
loss reserves. Section 846 requires all 

property and casualty loss reserves (un- 
paid losses and unpaid loss adjustment 
expenses) for each line of business (as 
shown on the annual statement approved 
by the National Association of Insurance 
Commissioners (NAIC)) to be discounted 
for federal income tax purposes. The dis- 

count factors were determined by using 

an interest rate for 1987 and earlier years 
of 7. 20 percent, the interest rate deter- 

mmed under section 846(c). 



COMPOSITE SCHEDOLE P 

Years before 
current year 

Year loss 
incurred 

Loss a loss 
expense payments 
to date (000s) 

Cumulative 
Total losses and fraction of 
loss expense loss paid 
incurred (000s) (percent) 

Fraction of 
loss paid 
during year 
(percent) 

Fractron of 
loss unpaid, 
year-end 
(percent) 

Discounted 
fraction 
unpaid, year- 
end (percent) 

Reserve 
d 1 scoun t 
factor 
(percent) 

AY+0 
AY+ 1 
AY+2 
AY+3 
AY+4 
AY+ 5 
AY+6 
AY+ 7 
AY+8 
AY+9 
AY + 10 
AY + 11 
AY + 12 
AY + 13 
AY + 14 
AY+ 15 

1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 

Pre 1976 

27050900 
42762165 
46304723 
46339283 
44014354 
41790830 
38531049 
33285121 
29524057 
26745914 

184257188 
NA 

NA 

78832067 
70059326 
62932278 
56724398 
50826873 
46281924 
41768331 
35572301 
31225532 
28167858 

188825255 

NA 

34. 3146 
61. 0371 
73. 5787 
81. 6920 
86. 5966 
90. 2962 
92. 2494 
93. 5703 
94. 5510 
94. 9519 

34. 3146 
26. 7225 
12. 5416 
8. 1133 
4. 9046 
3. 6996 
1. 9532 
1. 3209 
. 9807 . 4009 
. 4009 
. 4009 
. 4009 
. 4009 
. 4009 

3. 0437 

65. 6854 
38. 9629 
26. 4213 
18. 3080 
13. 4034 

9 ' 7038 
7. 7506 
6. 4297 
5. 4490 
5. 0481 
4. 6472 
4. 2464 
3. 8455 
3. 4446 
3. 0437 
. 0000 

55. 4722 
31. 7985 
21. 1027 
14. 2218 
10. 1676 
7. 0692 
5. 5559 
4. 5883 
3. 9033 
3. 7693 
3. 6256 
3. 4716 
3. 3065 
3. 1295 
2. 9397 
. 0000 

84. 4514 
81. 6121 
79. 8700 
77. 6806 
75. 8586 
72. 8501 
71. 6837 
71. 3613 
71. 6331 
74. 6667 
78. 0160 
81. 7540 
85. 9831 
90. 8514 
96. 5834 
96. 5834 

Years before 
current year 

Year loss 
incurred 

AVKNCBILE LIABILITY 
Cumulative Fraction of 

Loss a loss Total losses and fraction of loss paid 
expense payments loss expense loss paid during year 
to date (000s) incurred (000s) (percent) (percent) 

Fraction of 
loss unpaid, 
year-end 
(percent) 

Discounted 
fraction 
unpaid, year- 
end (percent) 

Reserve 
discount 
factor 
(percent) 

AY+0 
AY+1 
AY+ 2 
AY+3 
AY+4 
AY+ 5 
AY+ 6 
AY+7 
AY+8 
AY+9 
AY + 10 
AY + 11 
AY + 12 
AY + 13 

1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 

Pre 1976 
NA 

NA 

NA 

10734519 
18397279 
20047428 
19808529 
18974882 
17105852 
16266022 
14534843 
12853464 
11389407 
91306371 

31281287 
28217053 
24986353 
22243403 
20225872 
17717217 
16633374 
14766868 
13027563 
11506437 
91545592 

34. 3161 
65. 1992 
80. 2335 
89. 0535 
93. 8149 
96. 5493 
97. 7915 
98 ' 4287 
98. 6636 
98. 9829 

NA 

34. 3161 
30. 8830 
15. 0344 
8. 8200 
4. 7614 
2. 7344 
1. 2422 
. 6373 
. 2349 . 3193 
. 3193 
. 3193 
. 3193 
. 0592 

65. 6839 
34. 8008 
19. 7665 
10. 9465 
6. 1851 
3. 4507 
2. 2085 
1. 5713 
1. 3364 
1. 0171 
. 6978 
. 3785 
. 0592 
. 0000 

58. 5753 
30. 8172 
17. 4699 
9. 5957 
5. 3568 
2. 9113 
1. 8348 
1. 3071 
1. 1580 
. 9108 . 6458 
. 3617 
. 0571 
. 0000 

89. 1776 
88. 5530 
88. 3812 
87. 6600 
86. 6075 
84. 3689 
83. 0789 
83. 1890 
86. 6551 
89. 5529 
92. 5519 
95. 5694 
96. 5834 
96. 5834 



OHKR LIABILITY 

Years before 
current year 

Year loss 
incurred 

Cumulative Fraction of 
Loss a loss Total losses and fraction of loss paid 
expense payments loss expense loss paid duri ng year to date (000s) incurred (000s) (percent) (percent) 

Fraction of 
loss unpaid I 
year-end 
(percent) 

D i scoun ted 
fraction 
unpaid, year- 
end (percent) 

Reser ve 
discount 
factor oo 

D (percent) 
AY+0 
AY+1 
AY e 2 
AY+3 
AY+ 4 
AY+5 
AY+ 6 
AY+ 7 
AY+8 
AY+ 9 
AY + 10 
AY + ll 
AY + 12 
AY + 13 
AY + 14 
AY + 15 

1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 

Pre 1976 

NA 

NA 

NA 

824218 
1752555 
2493908 
3181315 
3429366 
3548964 
3339155 
3050437 
2812829 
2702169 

23480898 

8957695 
6901148 
6222045 
5762517 
5180556 
4724863 
4162493 
3610079 
3245716 
3081827 

25101360 

NA 

9. 2012 
25. 3951 
40. 0818 
55. 2070 
66. 1969 
75. 1125 
80. 2191 
84. 4978 
86. 6628 
87. 6807 

NA 

NA 

NA 

NA 

NA 

9. 2012 
16. 1939 
14. 6867 
15 ' 1252 
10. 9898 
8. 9157 
5. 1066 
4. 2787 
2. 1650 
1. 0179 
1. 0179 
1. 0179 
1. 0179 
1. 0179 
1. 0179 
7. 2296 

90. 7988 
74. 6049 
59. 9182 
44. 7930 
33. 8031 
24. 8875 
19. 7809 
15 ' 5022 
13. 3372 
12. 3193 
11. 3013 
10. 2834 
9. 2655 
8. 2475 
7. 2296 . 0000 

69. 7143 
57. 9670 
46. 9344 
34. 6534 
25. 7699 
18. 3942 
14. 4314 
11. 0404 
9. 5937 
9 ' 2305 
8. 8412 
8. 4238 
7. 9764 
7. 4968 
6. 9826 . 0000 

76. 7789 
77. 6987 
78. 3308 
77. 3635 
76. 2351 
73 ' 9097 
72. 9563 
71. 2185 
71. 9322 
74. 9278 
78. 2316 
81. 9168 
86. 0875 
90. 8971 
96. 5834 
96. 5834 

WORKERS ' DISPENSATION 

Years before 
current year 

Year loss 
incurred 

Cumulative Fraction of Fraction of 
Loss a loss Total losses and fraction of loss paid loss unpaidg 
expense payments loss expense loss paid during year year-end 
to date (000s) incurred (000s) (percent) (percent) (percent) 

Discounted 
fraction 
unpaid, year- 
end (percent) 

Reserve 
discount 
factor 
(percent) 

AY+0 
AY+ 1 
AY+ 2 
AY+3 
AY+ 4 
AY+ 5 
AY+ 6 
AY+7 
AY+ 8 
AY+ 9 
AY + 10' 
AY+ 11 
AY + 12 
AY t 13 
AY + 14 
AY+ 15 

1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 

Pre 1976 
NA 

3932938 
7635807 
8124465 
8126215 
8203632 
7893190 
7559441 
6621807 
5981586 
5510811 

46351166 
NA 

15174769 
14004437 
11973169 
10749254 
10245226 

9444281 
8845526 
7594942 
6744498 
6170361 

48577936 

25. 9176 
54. 5242 
67. 8556 
75. 5979 
80. 0727 
83. 5764 
85. 4606 
87. 1871 
88. 6884 
89. 3110 

NA 

NA 

NA 

NA 

NA 

NA 

25. 9176 
28. 6066 
13. 3314 
7. 7423 
4. 4748 
3-5037 
1. 8842 
1. 7264 
1 ~ 5013 . 6226 . 6226 . 6226 . 6226 . 6226 . 6226 
7. 5759 

74. 0824 
45. 4758 
32. 1444 
24. 4021 
19. 9273 
16. 4236 
14. 5394 
12. 8129 
11. 3116 
10. 6890 
10 ' 0664 
9. 4438 
8. 8211 
8. 1985 
7. 5759 . 0000 

60. 0090 
34. 7111 
23. 4073 
17. 0764 
13. 6728 
11. 0297 
9. 8729 
8. 7963 
7. 8752 
7. 7976 
7. 7143 
7. 6251 
7. 5295 
7. 4270 
7. 3171 . 0000 

81. 0030 
76. 3287 
72. 8193 
69. 9794 
68. 6137 
67. 1575 
67. 9048 
68. 6515 
69. 6203 
72. 9494 
76 ' 6347 
80. 7425 
85. 3573 
90. 5891 
96. 5834 
96. 5834 



NEDICAL NALPRACTICE 

Years before 
current year 

Year loss 
incurred 

Loss a loss 
expense payments 
to date (000s) 

Cumulative Fraction of 
Total losses and fraction of loss paid 
loss expense loss paid during year 
incurred (000s) (percent) (percent) 

Fraction of 
loss unpaid, 
year-end 
(percent) 

Di scounted 
fraction 
unpaid, year- 
end (percent) 

Reserve 
d I scoun t 
factor 
(percent) 

AY+0 
. AY+ 1 
AY+ 2 
AY+ 3 
AY+4 
AY+ 5 
AY+6 
AY+7 
AY+ 8 
AY+ 9 
AY + 10 
AY + 11 
AY + 12 
AY + 13 
AY + 14 
AY+ 15 

1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 

Pre 1976 

85689 
312207 
534322 
745691 
836834 
846392 
800223 
745973 
639578 
627818 

1959501 

2835465 
2404595 
2280478 
2095689 
1839826 
1574497 
1316417 
1109154 
883594 
835753 

2323449 

3. 0220 
12. 9838 
23. 4303 
35. 5821 
45. 4844 
53. 7563 
60. 7880 
67. 2560 
72. 3837 
75. 1200 

NA 

NA 

NA 

NA 

NA 

NA 

3. 0220 
9 ' 9617 

10. 4465 
12. 1519 
9. 9023 
8 ' 2719 
7. 0316 
6. 4681 
5. 1277 
2. 7363 
2. 7363 
2. 7363 
2. 7363 
2. 7363 
2 ' 7363 

11. 1982 

96. 9780 
87. 0162 
76. 5697 
64. 4179 
54. 51 56 
46. 2437 
39. 2120 
32. 7440 
27. 6163 
24. 8800 
22. 1436 
19. 4073 
16. 6709 
13. 9346 
11. 1982 . 0000 

66. 7988 
61. 2942 
54. 8913 
46. 2617 
39. 3400 
33. 6080 
28. 7474 
24. 1203 
20. 5479 
19. 1942 
17. 7431 
16. 1874 
14. 5198 
12. 7321 
10. 8156 . 0000 

68 ' 8804 
70. 4399 
71. 6880 
71. 8151 
72. 1629 
72. 6758 
73. 3126 
73. 6634 
74. 4050 
77. 1474 
80. 1273 
83. 4091 
87. 0965 
91. 3703 
96. 5834 
96. 5834 

FARN(WNERS NULTIPLE PERIL, HCNECMNERS NULTIPLE PERIL, CCNNERCIAL NULTIPLE PERIL/ 
OCEAN NARINEr AIRCRAFI' (ALL PERILS) AND BOILER AND NACHINERY 

Years before 
current year 

Year loss 
incurred 

Cumulative Fraction of 
Loss a loss Total losses and fraction of loss paid 
expense payments loss expense loss paid during year 
to date (000s) incurred (000s) (percent) (percent) 

Fraction of 
loss unpaid, 
year-end 
(percent) 

Discounted 
fraction 
unpaid, year- 
end (percent) 

Reserve 
discount 
factor 
(percent) 

AY+0 
AY+ 1 
AY+ 2 
AY+3 
AY+4 
AY+ 5 
AY+6 
AY+7 
AY+8 
AY+ 9 
AY + 10 
AY + 11 
AY + 12 

1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 

Pre 1976 

11473534 
14664316 
15104598 
14477532 
12569638 
12396429 
10566246 

8332059 
7236609 
6515706 

21159251 

20582849 
18532075 
17470233 
15873533 
13335391 
12821063 
10810520 

8491257 
7324158 
6573477 

21276916 

55. 7432 
79. 1294 
86. 4591 
91. 2055 
94. 2577 
96. 6880 
97. 7404 
98. 1252 
98. 8047 
99. 1212 

NA 

NA 

NA 

55. 7432 
23. 3862 
7. 3297 
4. 7464 
3. 0523 
2 ' 4303 
1. 0524 . 3847 

~ 6795 
. 3165 . 3165 . 3165 . 2459 

44. 2568 
20. 8706 
13. 5409 
8. 7945 
5. 7423 
3. 3120 
2. 2596 
1 ~ 8748 
1. 1953 . 8788 
. 5624 
. 2459 
F 0000 

39. 3185 
17. 9360 
11. 6384 
7. 5620 
4. 9463 
2. 7862 
1. 8971 
1. 6354 
1. 0496 . 7975 . 5272 . 2375 . 0000 

88. 8417 
85. 9388 
85. 9497 
85. 9857 
86. 1380 
84. 1235 
83. 9594 
87. 2273 
87. 8062 
90. 7397 
93. 7474 
96. 5834 
96. 5834 



FIRE 

Years before 
current year 

Year loss 
incurred 

AY+0 1985 
AY+1 1984 
AY + 2 Pre 1984 
AY+3 

Net losses 
paid in year 

(000s) 

1182445 
687222 
196764 

Unpaid losses 
beginning of 
year (000s) 

2142829 
944426 
462600 

NA 

Fraction of 
unpaid loss 
paid in year 
(percent) 

55. 1815 
72. 7661 

NA 

Fraction of 
total loss 
paid in year 
(percent) 

55. 1815 
32. 6127 
6. 1029 
6. 1029 

Fraction of 
loss unpaid, 
year-end 
(percent) 

44. 8185 
12. 2058 
6. 1029 

0000 

Discounted 
fraction 
unpaid, year- 
end (percent) 

42. 1262 
11. 3929 
5. 8944 . OOOO 

Reserve 
discount 
factor 
(percent) 

93. 9928 
93. 3400 
96. 5834 
96. 5834 

ALLIED LINES 

Years before 
current year 

Year Joss 
incurred 

Net losses 
paid in year 

(000s) 

Unpaid losses 
beginning of 
year (000s) 

Fraction of 
unpaid loss 
paid in year 
(percent) 

Fraction of 
total loss 
paid in year 
(percent) 

Fraction of 
loss unpaid, 
year-end 
(percent) 

Discounted 
fraction 
unpaid, year- 
end (percent) 

Reserve 
discount 
factor 
(percent) 

AY+0 1985 
AY+1 1984 
AY + 2 Pre 1984 
AY t 3 

657907 
297197 
77676 

1076282 
388220 
174175 

61. 1278 
76. 5538 

NA 

NA 

61. 1278 
29. 7582 
4. 5570 
4. 5570 

38. 8722 
9. 1141 
4. 5570 

F 0000 

36. 6772 
8. 5071 
4. 4013 

F 0000 

94. 3531 
93. 3400 
96. 5834 
96. 5834 

INLAND MARINE 

Years before 
current year 

AY+ 0 
AY+1 
AY+2 
AY+3 

Year loss 
incurred 

1985 
1984 

Pre 1984 

Net losses 
paid in year 

(000s) 

1101567 
562321 
140515 

Unpaid losses 
beginning of 
year (000s) 

1913177 
731477 
321225 

Fraction of 
unpaid loss 
paid in year 
(percent) 

57. 5779 
76. 8747 

NA 

NA 

Fraction of 
total loss 
paid in year 
(percent) 

57. 5779 
32. 6119 
4. 9051 
4. 9051 

Fraction of 
loss unpaid, 
year-end 
(percent) 

42. 4221 
9. 8102 
4. 9051 . 0000 

Discounted 
fraction 
unpaid, year- 
end (percent) 

40. 0395 
9. 1569 
4. 7375 . 0000 

Reserve 
discount 
factor 
(percent) 

94. 3836 
93. 3400 
96. 5834 
96 ' 5834 



NISCELIANEOUS CASUALTY 

Years before Year loss 
current year incurred 

AY+0 1985 
AY+1 1984 
AY + 2 Pre 1984 
AY + 3 

Net losses 
paid in year 

(000s) 

185443 
12581 
1729 
NA 

Unpaid losses 
beginning of 
year (000s) 

216664 
14861 
4100 

Fraction of 
unpaid loss 
paid in year 
(percent) 

85. 5901 
84. 6578 

NA 

Fraction of 
total loss 
paid in year 
(percent) 

85. 5901 
12. 1991 
1. 1054 
1. 1054 

Fraction of 
loss unpaldg 
year-end 
(percent) 

14. 4099 
2. 2108 
1. 1054 . 0000 

Di scounted 
fraction 
unpaid, year- 
end (percent) 

13. 7072 
2. 0635 
1. 0676 . 0000 

Reserve 
discount 
factor 
(percent) 

95. 1240 
93. 3400 
96. 5834 
96. 5834 

Years before 
current year 

Year ross 
incurred 

Net losses 
paid in year 

(000s) 

Unpaid losses 
beginning of 
year (000s) 

Fraction of 
unpaid loss 
paid in year 
(percent) 

Fraction of 
total loss 
paid in year 
(percent) 

Fraction of 
loss unpaid, 
year-end 
(percent) 

Discounted 
fraction 
unpaid, year- 
end (percent) 

Reserve 
discount 
factor 
(percent) 

AY+ 0 1985 
AY+ 1 1984 
AY + 2 Pre 1984 
AY+ 3 

3852 
1654 

722 

13974 
3010 
1757 

27. 5655 
54. 9502 

NA 

27. 5655 
39. 8029 
16. 3158 
16. 3158 

72. 4345 
32. 6316 
16. 3158 

, 0000 

66. 8556 
30. 4583 
15. 7584 

. 0000 

92. 2980 
93. 3400 
96. 5834 
96. 5834 

AFIO PHYSICAL DANAGE 

Years before Year loss 
current year incurred 

AY+0 1985 
AY+1 1984 
AY + 2 Pre 1984 
AY+3 

Net losses 
paid in year 

(000s) 

13876758 
1743502 
-128871 

NA 

Unpaid losses 
beginning of 
year (000s) 

16695051 
1864945 
-44115 

NA 

Fraction of 
unpaid loss 
paid in year 
(percent) 

83. 1190 
93. 4881 

NA 

NA 

Fraction of 
total loss 
paid in year 
(percent) ~ 

83. 1190 
15. 7817 

. 5496 

. 5496 

Fraction of 
loss unpaid, 
year-end 
(percent) 

16. 8810 
1. 0993 

~ 5496 . 0000 

Discounted 
f r action 
unpaid, year- 
end (percent) 

16. 1997 
1. 0261 . 5309 
. 0000 

Reserve 
discount 
factor 
(percent) 

95. 9640 
93. 3400 
96. 5834 
96. 5834 

M 
ll 

O 

00 



FIDEl ITY '4 

'4 

O 

Years before 
current year 

Year loss 
incurred 

AY+0 1985 
AY+1 1984 
AY + 2 Pre 1984 
AY+3 

Net losses 
paid in year 

(000s) 

63993 
108652 
76630 

Unpaid losses 
beginning of 
year (000s) 

281102 
212771 
196869 

Fraction of 
unpaid loss 
paid in year 
(percent) 

22. 7650 
51. 0652 

NA 

Fraction of 
total loss 
paid in year 
(percent) 

22. 7650 
39. 4402 
18. 8974 
18. 8974 

Fraction of 
loss unpaid, 
year-end 
(percent) 

77. 2350 
37. 7947 
18. 8974 . 0000 

Discounted 
fraction 
unpaid, year- 
end (percent) 

71. 0009 
35. 2776 
18. 2517 . 0000 

Reserve 
discount 
factor 
(percent) 

91. 9285 
93. 3400 
96. 5834 
96. 5834 

Years before 
current year 

Year loss 
incurred 

Net losses 
paid in year 

(000s) 

Unpaid losses 
beginning of 
year (000s) 

Fraction of 
unpaid loss 
paid in year 
(percent) 

Fraction of 
total loss 
paid in year 
(percent) 

Fraction of 
loss unpaid, 
year-end 
(percent) 

Di scounted 
fraction 
unpaid, year- 
end (percent) 

Reserve 
discount 
factor 
(percent) 

AY+0 1985 
AY+ 1 1984 
AY + 2 Pre 1984 
AY+3 

322557 
221719 
29380 

NA 

869869 
418289 
252418 

37. 0811 
53. 0062 

NA 

37. 0811 
33. 3509 
14. 7840 
14. 7840 

62. 9189 
29. 5680 
14. 7840 

F 0000 

57. 9566 
27. 5988 
14. 2789 

. 0000 

92. 1131 
93. 3400 
96. 5834 
96. 5834 

GLASS 

Years before Year loss 
current year incurred 

AY+0 1985 
AY+1 1984 
AY + 2 Pre 1984 
AY+3 

Net losses 
paid in year 

(000s) 

5330 
1482 
145 

Unpaid losses 
beginning of 
year (000s) 

8021 
1703 

518 

Fraction of 
unpaid loss 
paid in year 
(percent) 

66. 4506 
87. 0229 

NA 

NA 

Fr'action of 
total loss 
paid in year 
(percent) 

66. 4506 
29. 1957 
2. 1769 
2. 1769 

Fraction of 
loss unpaid, 
year-end 
(percent) 

33. 5494 
4. 3537 
2. 1769 . 0000 

Di scounted 
fraction 
unpaid, year- 
end (percent) 

31. 9890 
4. 0638 
2. 1025 
. 0000 

Reserve 
discount 
factor 
(percent) 

95. 3490 
93. 3400 
96. 5834 
96. 5834 



BURGLARY AND THEFT 

Years before Year loss 
current year incurred 

AY + 0 1985 
AY+ I 1984 
AY + 2 Pre 1984 
AY+3 

Net losses 
paid in year 

(000s) 

16947 
10304 
3182 
NA 

Unpaid losses 
beginning of 
year (000s) 

35142 
13001 
8093 

NA 

Fraction of 
unpaid loss 
paid in year 
(percent) 

48. 2243 
79. 2554 

NA 

NA 

Fraction of 
total loss 
paid in year 
(percent ) 

48. 2243 
41. 0350 
5. 3703 
5. 3703 

Fraction of 
loss unpaid, 
year-end 
(percent) 

51 ' 7757 
10, 7406 
5. 3703 
, 0000 

Discounted 
fraction 
unpaid, year- 
end (percent) 

48. 9850 
10. 0253 
5. 1868 
. 0000 

Reserve 
discount 
factor 
(percent) 

94. 6101 
93. 3400 
96. 5834 
96. 5834 

CREDIT 

Years before Year loss 
current year incurred 

Net losses 
paid in year 

(000s) 

Unpaid losses 
beginning of 
year (000s) 

Fraction of Fraction of 
unpaid loss total loss 
paid in year paid in year 
(percent) (percent ) 

Fraction of 
loss unpaid, 
year-end 
(percent) 

Discounted 
fraction 
unpaid, year- 
end (percent ) 

Reserve 
discount 
factor 
(percent) 

AY + 0 1985 
AY + 1 1984 
AY t 2 Pre 1984 
AY + 3 

54286 
52253 
9995 

NA 

218630 
126369 
43661 

NA 

24. 8301 
41. 3495 

NA 

NA 

24. 8301 
31. 0824 
22. 0438 
22. 0438 

75 ' 1699 
44. 0875 
22. 0438 

. 0000 

68. 4078 
41. 1513 
21. 2906 . 0000 

91. 0043 
93. 3400 
96. 5834 
96, 5834 

CREDIT ACCIDENT and HEALTH (group and individual) 

Years before Year loss 
current year incurred 

Net losses 
paid in year 

(000s) 

Unpaid losses 
beginning of 
year' (000s) 

Fr'action of Fraction or 
unpaid loss total loss 
paid in year paid in year 
(percent) (percent) 

Fraction of 
loss unpaid, 
year-end 
(percent) 

Discounted 
fraction 
unpaid, year- 
end (percent) 

Reserve 
discount 
factor 
(percent) 

AY i 0 1985 
AY t I 1984 
AY t 2 Pre 1984 
AY+3 

50544 
26637 
8295 

NA 

93229 
42512 
18171 

NA 

54. 2149 
62. 6576 

NA 

NA 

54. 2149 
28. 6879 
8. 5486 
8. 5486 

45. 7851 
17. 0973 
8. 5486 . 0000 

42. 5944 
15. 9586 
8. 2566 
. 0000 

93. 0312 
93. 3400 
96. 5834 
96. 5834 



Section 861 

Subchapter n. — Tax Based on Income from 
Sources Within or Without the United States 
Patt I. -Determination of Sources of Income 

Section 861;Income from soufces within 
the United States 

26 CFR 1. 861-4: Compensation for labor or personal 
services. 

(Also Section 7805; 301. 7805-10 

Nonresident aliens; hockey player for 
U. S. club. The salary paid to a profes- 
sional hockey player, a Canadian citizen 
and resident, by a U. S. professional hockey 
club is allocable between sources within 
the U. S. and without the U. S. Rev. Ru!. 
76-66 revoked. 

Reu. Rni. 87-38 

ISSUE 

Advice has been requested concerning 
the method of allocating income between 
sources within the United States and 
sources without the United States under 
the circumstances described below. 

FACTS 

The taxpayer, a resident and citizen of 
Canada, is employed by a professional 
hockey club (club), a United States cor- 
poration. Prior to the regular season the 
taxpayer reported to and participated in 
a 30-day training period at a camp of the 
club located in Canada. The taxpayer en- 
tered into a new standard player's con- 
tract (contract) while participating in the 
training camp activities. The taxpayer re- 
ceived a per diem allowance during the 
period while at the training camp in ad- 
dition to a per diem allowance and other 
amounts for playing in the exhibition games 
during that period. The contract also pro- 
vided per diem allowances for each play- 
off series in which the player's team 
participated. 

The salary agreed to by the taxpayer 
under the terms of the standard player's 
contract, which exceeded $15, 000 per year, 
could be paid in semi-monthly install- 

ments beginning October 1 and ending 
with the final league game or playoff game. 
Since the regular playing season is shorter 
than the 1-year period covered by the con- 
tract, the taxpayer had the option to elect 
and did elect to receive the salary over a 
12-month period. Thus, the taxpayer re- 

ceived salary payments during the time 

period when not actually playing hockey 
for the club. During this time period, tax- 

payer engaged in physical activities (such 
as weight lifting and running) to maintain 

good physical conditioning. Taxpayer was 

required by the contract to report to the 
training camp in good physical condition. 
During the regular season, the taxpayer 
played in hockey games both in Canada 
and in the United States. 

Section 1 of the standard player's con- 
tract provides, in effect, that the term of 
the contract is for one year starting Oc- 
tober 1 of the pertinent year and that the 
payment of the salary under the contract 
shall be in consecutive semi-monthly in- 

stallments following the commencement 
of the regular league schedule of games. 
However, if the player has not been an 

employee of the club for the whole period 
cf the club's games during the regular sea- 
son and any playoffs for which the club 
qualifies, the player receives a part of the 
salary determined by the ratio of the num- 
ber of days of actual employment during 
the regular season and playoff games for 
which the club qualifies to the number of 
days of the pre-season training camp, reg- 
ular season, and playoff games for which 
the club qualifies. 

Section 2 of the contract requires the 
player to report to the club's training camp 
and to participate in all exhibition, regular 
season, and playoff games. 

Section 3 of the contract provides, in 

part, that the player agrees to report and 
to practice at such time and place as the 
club may designate and to participate in 
such exhibition games as may be arranged 
by the club within 30 days prior to the first 
league game. If the player fails to report 
and participate in the exhibition games, a 
fine not exceeding $500 may be imposed 
by the club and deducted from the com- 
pensation stipulated in the contract. 

Under section 15 of the contract, if the 
player is suspended, the player agrees that 
there shall be deducted from the player's 
salary an amount equal to the exact por- 
tion of the salary as the number of days 
of suspension bears to the total number 
of days of the pre-season training camp, 
the regular season, and playoff games for 
which the club qualifies. 

The taxpayer is not entitled to any ben- 
efits under the United States-Canada In- 
come Tax Treaty with respect to the income 
earned for services performed pursuant to 
the contract. 

LAW AND ANALYSIS 

Section 861(a)(3) of the Internal Rev- 
enue Code of 1986 provides, in part, that 
compensation for labor or personal ser- 

vices performed in the United States shall 
be treated as income from sources within 
the United States. This provision is sub- 

ject to certain exceptions not applicable 
here. Section 862(a)(3) of the Code pro- 
vides that compensation for labor or per- 
sonal services performed without the 
United States shall be treated as income 
from sources without the United States. 

Section 1. 861 — 4(b) of the Income Tax 
Regulations provides, in part, that for 
taxable years beginning after December 
31, 1975, if no accurate allocation or seg- 
regation of compensation for labor or per- 
sonal services performed in the United 
States can be made, or when the labor or 
service is performed partly within and 
partly without the United States, the 
amount to be included in gross income 
shall be determined on the basis that most 
accurately reflects the income's source un- 

der the particular facts and circumstances. 
The regulation provides that in many cases 
the facts and circumstances will support 
an allocation on a time basis; that is, the 
amount to be included in gross income 
will be that amount which bears the same 
relation to the total compensation as the 
number of days of performance of the la- 
bor or services within the United States 
bears to the total number of days of per- 
formance of labor or services for which 
the payment is made. Other methods of 
apportionment may be acceptable under 
different facts and circumstances. 

In determining the amount of the tax- 
payer's salary from sources within the 
United States, it is necessary to determine 
what consideration is provided by the tax- 
payer in return for such salary. In Rev. 
Rul. 76-66, 1976-1 C. B. 189, the Service 
concluded that the salary paid a player 
under the standard hockey league con- 
tract is paid for services performed only 
during the regular season. 

The position taken in Rev. Rul. 76 — 66 
was rejected in Stemkotvski v. Commis- 
sioner, 690 F. 2d 40 (2d Cir. 1982), and 
Hanna v. Commissioner, 763 F. 2d 125 (4th 
Cir. 1985). In these cases, the courts held 
that the plain language of the contract 
requires the conclusion that the salary paid 
a player is for services performed during 
the pre-season training camp, the regular 
season, and any playoffs for which the 
club qualifies. 

The Service has reconsidered the po- 
sition taken in Rev. Rul. 76 — 66 and has 
concluded that it should adopt the posi- 
tion taken by the courts in Stemkosvski 

and Hanna. 

176 1987 — 1 C. B. 



Section 861 
HOLDING 

Since the services of the taxpayer dur- 
ing the pre-season training camp, the reg- 
ular season, and the playoff games were 
performed partly within and partly with- 
out the United States, pursuant to the terms 
of section 1. 861-4(b) of the regulations, 
an amount is to be included in the gross 
income of the taxpayer for federal income 
tax purposes that bears the same relation 
to the total compensation under the con- 
tract for the current taxable year as the 
actual number of days of performance of 
the labor or service within the United States 
during the pre-season training camp, reg- 
ular season, and playoff game period for 
the current taxable year bears to the total 
number of days in the season beginning 
with the first day of the pre-season train- 
ing camp, and ending with the last day of 
the regular season or the last day on which 
the team plays in a playoff game. 

In the case of a player signing-on after 
the regular playing season commences, an 
amount is to be included in the gross in- 

come of the taxpayer that bears the same 
relation to the total compensation under 
the contract for the current taxable year 
as the actual number of days of perform- 
ance of the labor or service within the 
United States during the regular season 
and any playoff games for which the club 
qualifies bears to the total number of days 
in the period from the date of the begin- 
ning of the player's employment with the 
team to the last day of the regular season 
or the last day on which the team plays 
in a playoff game. 

In the case of a suspended player, an 
amount is to be included in the gross in- 

come of the taxpayer that bears the same 
relation to the total compensation re- 
ceived by the player under the contract 
for the current taxable year as the actual 
number of days of performance of the la- 

bor or service within the United States, 
not including the period of suspension, 
during the pre-season training camp, the 
regular season, and any playoff games for 
which the club qualifies bears to the total 
number of days in the pre-season training 

camp, regular season, and any playoff 
games for which the club qualifies, not 
including the period of suspension. 

These allocations apply to a taxpayer's 
entire salary received by the taxpayer from 

his club. Furthermore, days spent in the 
United States between regular season and 

playoff games are considered as days in 

which services are rendered in the United 
States as are days spent in the United States 

between playoff games. These conclu- 
sions apply to all open years. 

As noted above, the taxpayer receives 
a per diem allowance during the period 
at the training camp in Canada and cer- 
tain amounts for playing in exhibition 
games during that period. The per diem 
payments for attending the training camp 
are from a source at the location of the 
training camp. The separate amounts spe- 
cifically paid for participation in certain 
exhibition games and any amounts paid 
for playing in playoff games and the per 
diem payments made in connection there- 
with are from a source at the location of 
those games. These allocation formulas 
provide general rules, although specific 
cases may require modifications to the 
formulas. 

Pursuant to the authority contained in 

section 7805(b) of the Code, to the extent 
that this revenue ruling adversely affects 
taxpayers by allocating more income to 
United States sources than would be so 
afiocated under Rev. Rul. 76-66, this rev- 
enue ruling will not be applied to taxable 
years beginning before January 1, 1987. 

EFFECT ON OTHER REVENUE 
RULINGS 

Rev. Rul. 76 — 66, 1976-1 C. B. 189, is 
revoked. 

26 CFR 4a. 861 — l: Special rules for determimng source 
of inieresi and dividends. 

T. D. 8108 

Temporary Income Tax Regulations Relating 
to Source of Income; Source of Interest and 
Dividends 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Removal of temporary regu- 
lations. 

SUMMARY: This document removes 
Temporary Income Tax Regulations Re- 
lating to Source of Income published in 
the Federal Register on December 29, 1982 
(47 FR 57919) concerning special rules for 
determining source of interest derived from 
resident alien individuals and domestic 
corporations and the source of dividends 
derived from domestic corporations. 

DATES: The removal of the temporary 
regulations at f4a. 861 — 1 is effective De- 
cember 31, 1986. 

FOR FURTHER INFORMATION 
CONTACT: Richard Chewning of the 
Office of Associate Chief Counsel (Inter- 
national), within the Office of Chief 

Counsel, Internal Revenue Service, 1111 
Constitution Avenue NW. , Washington, 
DC 20224 (Attention: CC:LR:T) (202— 
566 — 6384, not a toll-free call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

This document removes Temporary In- 
come Tax Regulations Relating to Source 
of Income (26 CFR Part 4a) at g24a. 861— 
1 (T. D. 7865) published in the Federal 
Register on December 29, 1982 (47 FR 
57919) (1983 — 1 C. B. 128). The temporary 
regulations are being removed because 
they have been mooted by amendment of 
section 881(b) by section 130(a) of the 
Tax Reform Act of 1984. Section 881(b), 
as amended, provides generally that pas- 
sive income paid from U. S. sources to a 
corporation organized in Guam or the 
Virgin Islands will be subject to U. S. tax 
if 25% or more in value of the corpora- 
tion's stock is owned by foreign persons 
and if less then 20% of the recipient cor- 
poration's income is from Guam or Virgin 
Island sources (as the case may be). 

The notice of proposed rulemaking 
(INTL-64-86) published in the Federal 
Register on December 29, 1982 (47 FR 
57972) which pertains to this subject is 
being withdrawn. 

Nonapplicability of Executive Order 
12291 

The Treasury Department has deter- 
mined that removal of these temporary 
regulations is not subject to review under 
Executive Order 12291. Accordingly, a 
Regulatory Impact Analysis is not re- 
quired. 

Regulatory Flexibility Act 

A general notice of proposed rule- 
making is not required by 5 U. S. C. 553(b) 
for removal of temporary regulations. Ac- 
cordingly, the Regulatory Flexibility Act 
(5 U. S. C. chapter 6) does not apply and 
no Regulatory Flexibility Analysis is re- 
quired. 

Drafting Information 

The principal author of this removal of 
temporary Income Tax Regulations is 
Richard Chewning of the Office of As- 
sociate Chief Counsel (International), 
within the Office of Chief Counsel, In- 
ternal Revenue Service. Personnel from 
other offices of the Internal Revenue Ser- 
vice and Treasury Department partici- 
pated in developing the regulations. 
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Section 872 

List of Subjects in 26 CFR Part 4a 

Income taxes, Sources of income. 

Adoption of Amendements to the 
Regulations 

The Temporary Income Tax Regula- 
tions Relating of Source of Income (26 
CFR Part 4a) are amended as follows: 

Paragraph 1. The authority citation for 
Part 4a continues to read in part: 

Authority: 26 U. S. C. 7805. 

PART 4a — TEMPORARY INCOME TAX 

REGULATIONS RELATING TO SOURCE OF 
INCOME 

PART 4a-(REMOVED) 

Par. 2. Part 4a is removed. 

Approved: 

November 15, 1986. 

RoscoE L. EGGER, JR. , 
Commissioner 

of Internal Revenue. 
J. ROGER MENTZ, 

Assistant Secretary 

of the Treasury. 

(Filed by the Office of The Federal Register on No- 
vember 28, 1986, 8:45 a. m. , and published in the 
issue of The Federal Register for December 1. 
1986, 51 F. R. 43191) 

Part n. — Nonresident Aliens and Foreign 
Corporations 
Subpart A. — Nonresident Alien Individuals 

Section 872;Gross Income 

Whether certain transportation income of Turkish 
persons is exempted reciprocally from United States 
taxation. See Rev. Rul. 87-18, page 178. 

Subpart S. — Foreign Corporations 

Section 883. — Exdusions From Gross 
Income 

(Atro Semion 872. ) 

Exclusions from gross income of foreign 
corporations; transportation income. Cer- 
tain transportation income of Turkish 
persons is exempt reciprocally from United 
States taxation. 

Rev. Rul. 87-18 

ISSUE 

Whether an exemption from taxation 
in Turkey, provided by the Government 

of Turkey in Turkish Decree No. 86 — 11330, 
for certain transportation profits of United 

States persons is an equivalent exemption 
under sections 872 and 883 of the Internal 
Revenue Code of 1986, so that certain 
transportation income of Turkish persons 
will be exempted reciprocally from United 
States taxation. 

FACTS 

Turkey has enacted Turkish Decree No. 
86-11330, effective January 1, 1987, which 

provides generally that profits derived by 
United States persons from sources in 

Turkey from the operation of ships or air- 
craft shall not be taxable in Turkey. Un- 
der the decree, individuals or corporations 
are taxed in Turkey as follows: 

A) Profits derived from sources in 

Turkey in respect of shipping or air 
transport of passengers, goods or lug- 

gage by corporations which are orga- 
nized in the United States, are more 
than 50 percent owned, directly or in- 

directly, by individuals who are resi- 
dents of the United States or citizens 
of the United States, and are taxed ac- 
cording to Articles 18 and 19 of the 
Turkish Corporation Tax Law No. 5422, 
shall be subject to corporation tax at a 
rate of (0) zero percent. 

B) The withholding tax under the 
provisions of Subparagraph 7 of Para- 
graph A of Article 94 and Subpara- 
graph 4 of the second paragraph of 
Article 75 of the Turkish Income Tax 
Law No. 193, shall be applied at a rate 
of (0) zero percent for the United States 
corporations which are specified above 
in paragraph A. 

C) Profits derived from sources in 
Turkey in respect of shipping or air 
transport of passengers, goods or lug- 

gage by individuals who are considered 
fully liable taxpayers according to the 
United States laws, are taxed according 
to the United States laws, and are taxed 
according to the provisions of Article 
45 of the Income Tax Law No. 193, 
shall be subject to income tax at a rate 
of (0) zero percent. 
The provisions of this decree are ap- 

plicable to profits derived on or after Jan- 
uary 1, 1987. The zero rate of Turkish tax 
is only applicable if the United States pro- 
vides a reciprocal exemption. 

Representatives of the Government of 
Turkey have indicated that the phrase 
"profits derived from sources in Turkey 
in respect of shipping or air transport of 
passengers, goods, or luggage" includes: 
(1) profits derived from the operation of 
ships and aircraft, and (2) profits derived 
from the use of containers in international 

traffic, if such container profits are inci- 
dental to other exempt transportation 
profits. Profits "in respect of shipping or 
air transport of passengers, goods, or lug- 

gage" do not include (1) profits derived 
from the rental of ships and aircraft on a 
full (time and voyage) basis, or (2) profits 
derived from the rental of ships and air- 
craft on a bareboat basis. 

LAW AND ANALYSIS 

Section 872(b)(1) of the Internal Rev- 
enue Code excludes from gross income 
and exempts from taxation under subtitle 
A the gross income derived by a nonres- 
ident alien individual from the operation 
of a ship or ships if the foreign country in 
which the alien resides grants an equiv- 
alent exemption to citizens of the United 
States and to corporations organized in 
the United States. Section 872(b)(2) pro- 
vides for the same reciprocal exemption 
with respect to gross income derived by 
a nonresident alien individual from the 
operation of aircraft. 

Section 883(a)(1) excludes from gross 
income and exempts from taxation under 
subtitle A the gross income derived by a 
corporation organized in a foreign coun- 
try from the operation of a ship or ships 
if such foreign country grants an equiva- 
lent exemption to citizens of the United 
States and to corporations organized in 
the United States. Section 883(a)(2) pro- 
vides for the same reciprocal exemption 
with respect to gross income derived by 
a corporation organized in a foreign coun- 
try from the operation of aircraft. 

Sections 872(b)(6) and 883(a)(4) pro- 
vide the Service with authority to apply 
the exemptions provided by sections 872(b) 
and 883(a) separately with respect to in- 
come from different types of transporta- 
tion. The Service may, therefore, exempt 
from taxation under sections 872 and 883 
the types of transportation income ex- 
empted by Turkey. 

The application of section 883(a) to 
foreign corporations is limited by the 
beneficial ownership test of section 883(c). 
Section 883(c) requires generally that the 
exemption shall not apply to any foreign 
corporation if 50 percent or more of the 
value of the stock of such corporation is 
owned by individuals who are not resi- 
dents of such foreign country or another 
foreign country to which the reciprocal 
exemption provided by 883(a) applies. 

For purposes of determining whether a 
corporation would be eligible to receive 
the benefits of a reciprocal exemption un- 

178 1987 — 1 C. B. 



der section 883 for corporations organized 
in Turkey, a foreign corporation that has 
its legal head office registered in Turkey 
under the Turkish Code of Commerce 
would be considered organized in Turkey. 
For purposes of section 883(c), the Gov- 
ernment of Turkey would be considered 
the ultimate owner of any stock it holds 
in a foreign corporation, and the value of 
such stock would be included in calculat- 
ing the beneficial ownership of the cor- 
poration. For these purposes, the 
Government of Turkey would not be 
treated as an individual resident of a for- 
eign country other than Turkey. 

HOLDING 

Under the authority provided by sec- 
tion 872(b)(6), the Service will apply sep- 
arately the exclusion provided by section 
872(b) to income derived by nonresident 
aliens resident in Turkey to exempt those 
items of gross income for which Turkish 
Decree No. 86-11330 provides an equiv- 
alent exemption. Under the authority 
provided by section 883(a)(4), the Service 
also will apply separately the exclusion 
provided by section 883(a) to corpora- 
tions organized in Turkey to exempt those 
items of gross income for which Turkish 
Decree No. 86 — 11330 provides an equiv- 

alent exemption, provided that the bene- 

ficial ownership test of section 883(c) is 

met. For purposes of section 883(c), the 

Government of Turkey shall not be treated 

as an individual resident of a foreign 

country other than Turkey. 

EFFECTIVE DATE 

This revenue ruling applies to tax years 

beginning on or after January 1, 1987. 

26 CFR I. 883 — I: Exclusions from gross income of 
foreign corporurions. 

Whether shipping income excluded from subpart 

F income if excluded from gross income under section 

883 of the Code. See Rev. Rul. 87-15, page 248. 

Subpart C. — Miscerlsneeus Provisions 

Section 892. — Income of Foreign 

Governments and of International 

Organizations 

26 CFR I. 892-lr Income of foreign governmenm 

Foreign governments and controlled 
entities; exemption from income tax on 
certain U. S. investments. Three situations 
illustrate the taxation on U. S. source in- 

vestment income of foreign governments 
and controlled entities. 

Rev. Rnl. 87-6 

ISSUE 

Whether income received by a con- 
trolled entity or an integral part of a for- 
eign government on certain United States 
investments is exempt from taxation un- 

der section 892 of the Internal Revenue 
Code of 1986. 

FACTS 

Situation I: FX, a foreign corporation, 
is a "controlled entity" of a foreign sov- 
ereign FC, within the meaning of section 
1. 892 — 1(b)(3) of the Income Tax Regu- 
lations. FX does not engage in commer- 
cial activity anywhere in the world. FX 
makes investments in the United States 
in various publicly traded stocks, bonds, 
and other securities and interest-bearing 
bank deposits with regard to which FX 
receives dividend and interest income. One 
of FX's investments is 75 percent of the 
stock of Z, a United States corporation 
that operates a railroad located in the 
United States. 

Situation 2: Same facts as in Situation 
I, except that FX is an airline engaged in 
commercial activity outside the United 
States. It does not fly to or from the Ilnited 
States and is not otherwise engaged in the 
conduct of a trade or business in the United 
States. 

Situation 3: Y is the Ministry of Tour- 
ism of foreign country, FC. Y is an "in- 
tegral part" of a foreign sovereign within 
the meaning of section 1. 892 — 1(b)(2) of 
the regulations. Y promotes tourism to 
FC on a worldwide basis through televi- 
sion, newspaper, and magazine advertis- 
ing. Y maintains an office in FC's capital 
city which, in addition to providing tourist 
literature about FC, engages in commer- 
cial activity through sales of tee-shirts and 
various other items with slogans im- 
printed on them promoting FC. Y has in- 
vestments, unrelated to its commercial 
activity in FC's capital city, in stocks and 
securities of certain United States cor- 
porations with regard to which Y receives 
dividend and interest income. One of Y's 

investments is 75 percent of the stock of 
Z, a United States corporation engaged 
in manufacturing. 

LAW AND ANALYSIS 

Section 892(a)(1) of the Code provides, 
in general, that income of a foreign gov- 

ernment received from investments in the 
United States in (i) stocks, bonds, or other 
domestic securities owned by such foreign 
government, or (ii) financial instruments 

Section 892 

held in the execution of governmental fi- 

nancial or monetary policy, and interest 
on deposits in banks in the United States 
of moneys belonging to such foreign gov- 
ernment, shall not be included in gross 
income and shall be exempt from United 
States taxation. 

For purposes of section 892 of the Code, 
a foreign government consists only of in- 

tegral parts or controlled entities of a for- 
eign sovereign. 

Section 1. 892 — 1(b)(2) of the Income Tax 
Regulations provides that an integral part 
of a foreign sovereign is any person, body 
of persons, organization, agency, bureau, 
fund, instrumentality, or other body, 
however designated, that constitutes a 
governing authority of a foreign country. 
The net earnings of the governing au- 

thority must be credited to its own ac- 
count or to other accounts of the foreign 
sovereign, with no portion inuring to the 
benefit of any private person. It does not 
include any individual who is a sovereign, 
official, or administrator acting in a pri- 
vate capacity. 

Section 1. 892 — 1(b)(3) of the regula- 
tions provides that a controlled entity is 
an entity which is separate in form from 
a foreign sovereign or otherwise consti- 
tutes a separate juridical entity that sat- 
isfies the following requirements: 

(i) It is wholly owned and controlled 

by a foreign sovereign directly or indi- 

rectly through one or more controlled 
entities; 

(ii) It is organized under the laws of 
the foreign sovereign by which owned; 

(iii) Its net earnings are credited to its 
own account or to other accounts of the 
foreign sovereign, with no portion of its 
income inuring to the benefit of any pri- 
vate person; and 

(iv) Its assets vest in the foreign sov- 

ereign upon dissolution. 
Section 892(a)(2)(A) of the Code pro- 

vides that income derived from the con- 
duct of any commerical activity (whether 
within or outside the United States), or 
received from or by a "controlled com- 
mercial entity" shall not be exempt from 
United States taxation under section 892. 
Section 892(a)(2)(B) of the Code pro- 
vides that the term controlled commercial 
entity means any entity engaged in com- 
mercial activities (whether within or out- 
side the United States) if the government: 
(i) holds (directly or indirectly) any in- 
terest in such entity which (by value or 
voting interest) is 50 percent or more of 
the total of such interests in such entity, 
or (ii) holds (directly or indirectly) any 
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Section 892 

other interest in such entity which pro- 
vides the foreign government with effec- 
tive control of such entity. 

In Situation I, FX is a controlled entity 
of a foreign government and is not en- 
gaged in commercial activity. FX, there- 
fore, is not itself a controlled commercial 
entity as defined in section 892(a)(2)(B) 
of the Code. FX's investment income de- 
scribed in Situation 1, with the exception 
of income from Z, is exempt from United 
States tax under section 892(a)(1). In- 
come received from Z is not exempt from 
tax under section 892, since Z is a con- 
trolled commercial entity within the 
meaning of section 892(a)(2)(B). See sec- 
tion 892(a)(2)(A)(ii). 

In Situation 2, since FX is a controlled 
entity of a foreign government and is en- 
gaged in commercial activity, it is a con- 
trolled commercial entity within the 
meaning of section 892(a)(2)(B) of the 
Code. None of its income received from 
United States investments is exempt from 
United States tax under section 892. See 
section 892(a)(2)(A)(ii). 

In Situation 3, Y is an integral part, and 
not a controlled entity, of a foreign sov- 
ereign. Y, therefore, is not a controlled 
commercial entity within the meaning of 
section 892(a)(2)(B) of the Code. Y's in- 

come described in Situation 3 is therefore 
ineligible for exemption under section 892 
only to the extent that it is derived from 
the conduct of any commercial activity or 
received from a controlled commercial 
entity. Y's dividend income from Z is re- 
ceived from a controlled commercial ent- 
ity and is, therefore, not exempt under 
section 892. See section 892(a)(2)(A). Y's 

other dividend and interest income, all of 
which is described in section 892(a)(1), 
and none of which is derived in the con- 
duct of a commercial activity by Y, is ex- 

empt from U. S. tax under section 892. 

HOLDINGS 

In Situation I, FX's investment income, 

other than from Z, a controlled commer- 

cial entity, is exempt from United States 
tax under section 892 of the Code. 

In Situation 2, none of FX's investment 

income is exempt from United States tax 

under section 892 of the Code. 
In Situation 3, Y's dividend and interest 

income, with the exception of income from 

its investment in Z, is exempt from United 

States tax under section 892 of the Code. 

Section 894-Income Affected By Treaty 

26 CFR 1. 894 — I Income affected by treaty. 

(Also Part II — llnited States-Netherlands Income Tas 

Convention) 

Tax Conventions; industrial and com- 

mercial profits; interest rate swap. A cross 
border U. S. dollar denominated interest 
rate swap between a U. S. person and a 

Netherlands bank results in industrial and 

commercial profits to the bank that are 
exempt from U. S. tax under the U. S. — 

Netherlands Income Tax Convention. 

Rev. Rul. 87-5 

ISSUE 

What is the proper federal income tax 
treatment of income derived from a cross- 
border U. S. dollar denominated interest 
rate swap between a United States person 
and a Netherlands bank? 

FACTS 

A is a United States corporation. B is 

a Netherlands bank which constitutes a 

Netherlands enterprise within the mean- 
ing of Article II(g) of the United States— 
Netherlands Income Tax Convention, 
1950-1 C. B. 92, as amended by the Pro- 
tocol of December 30, 1965, 1967 — 2 C. B. 
472, (the Convention) and is engaged in 
the active conduct of a'banking business 
in the Netherlands. B does not have a 
permanent establishment in the United 
States under the Convention. 

B has United States dollar interest rate 
exposure because it has short-term vari- 
able rate dollar-denominated liabilities and 
long-term fixed rate dollar-denominated 
financial assets. Thus, if interest rates were 
to rise, B's liabilities will be more costly 
and the value of its assets will decline. A 
is in the opposite position because it has 
fixed rate liabilities and variable rate fi- 
nancial assets. In order to effect asset/ 
liability management with respect to its 
banking activity in the Netherlands, B en- 
ters into a United States dollar interest 
rate swap with A. Under the swap agree- 
ment, A agrees to pay semi-annually 
to B variable rate United States dollar 
amounts and B agrees to pay semi-an- 
nually to A fixed rate United States dollar 
amounts, each determined by reference 
to a percentage of a notional United States 
dollar denominated principal amount 
specified in the agreement. 

LAW AND ANALYSIS 

Section 61 of the Code provides that 
gross income means all income from 

whatever source derived. Section 894(a)» 
provides that income of any kind, to the 
extent required by any treaty obligation 

of the United States, shall not be included 

in gross income and is exempt from tax- 

ation by the United States. 
Article III(1) of the Convention pro- 

vides that the industrial or commercial 

profits of a Netherlands enterprise are ex- 

empt from United States taxation unless 

those profits are attributable to a per- 
manent establishment which the Nether- 

lands enterprise has in the United States 
or are derived from transactions in the 
United States of the same kind as those 
effected through the permanent establish- 

ment. Article III(5) of the Convention de- 

fines "industrial or commercial profits" as 

income derived from the active conduct 
of a trade or business but does not include 
income specificafiy covered by certain other 
articles. 

Under the Convention, any payments 
received by B (pursuant to its swap agree- 
ment with A) are industrial and commer- 
cial profits of a Netherlands enterprise 
because they are derived from the active 
conduct of a trade or business and are not 
covered by any other article of the Con- 
vention. In this regard, see Rev. Rul. 86- 
156, 1986-2 C. B. 297. 

HOLDING 

Amounts received by B under its swap 
agreeinent with A are exempt from United 
States tax. 

Patt ill. — income From Sources Without the 
united States 
Subpart A. — Foreign Taa Credit 

Section 901. — Taxes of Foreign Countries 
and of Possessions of United States 

(Also Section 903i 1. 903-1. ) 

Foreign tax credit; Uruguayan Law No. 
15. 767. The Uruguayan withholding tax 
imposed under Law No. 15. 767 on divi- 
dends and profits is not a creditable in- 

come tax under sections 901 or 903 of the 
Code. 

Rev. Rul. 87-39 

ISSUE 
Is the Uruguayan withholding tax on 

dividends and profits that is imposed by 
Law No. 15. 767 of September 13, 1985, 
a creditable tax under section 901 or 903 
of the Internal Revenue Code of 1986? 
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Section 902 

FACTS 

Law No. 15. 767 of September 13, 1985, 
published in the Uruguayan Official Ga- 
zette of September 24, 1985, page 755 — A 
(effective October 4, 1985), amended ar- 
ticle 2, Title 2 of the 1982 Consolidated 
Tax Law by adding a new letter D. The 
new law imposes a 30 percent tax, with- 
held at the source of payment, on Uru- 
guayan source dividends and profits paid 
or credited to non-Uruguayan sharehold- 
ers. However, the tax is imposed only if 
the country of the recipient's domicile al- 
lows the tax to be credited against the 
recipient's domestic income tax liability. 
The Uruguayan tax authorities require any 
dividend recipient who claims to be ex- 
empt from the tax to present a translated 
certification from its country of domicile 
that the tax will not be creditable in that 
country. 

LAW AND ANALYSIS 

Section 901 of the Code provides that 
a credit is allowed against United States 
income tax for the amount of any income, 
war profits, and excess profits taxes paid 
or accrued to any foreign country. Section 
1. 901 — 2(a)(3) of the Income Tax Regu- 
lations provides that a foreign levy is an 
income tax for this purpose only if it is a 
tax, and if the predominant character of 
that tax is an income tax in the United 
States sense. Section 1. 901 — 2(a)(3)(ii) 
provides that the predominant character 
of a foreign tax is that of an income tax 
in the United States sense only to the ex- 
tent that liability for the tax is not de- 

pendent on the availability of a credit for 
the tax against income tax liability to an- 

other country. Section 1. 901 — 2(c) pro- 
vides that liability for foreign tax is 
dependent on the availability of a credit 
for the tax against income tax liability to 
another country to the extent that the for- 

eign tax would not be imposed but for the 
availability of such a credit. 

Section 903 of the Code extends the 
credit available under section 901 to taxes 

paid in lieu of income taxes. Section 1. 903— 

1(a)(1) of the regulations provides that a 
foreign levy is a tax in lieu of an income 
tax only if it is a tax, and if it meets the 
"substitution requirement" of section 
1. 903-1(b). Section 1. 903-1(b)(2) pro- 
vides that a foreign tax meets the substi- 

tution requirement only to the extent that 

liability for the tax is not dependent on 
the availability of a credit for the tax against 
income tax liability to another country. 
Accordingly, if a foreign country imposes 
a withholding tax only if a credit for the 

tax is available from the recipient's coun- 
try of domicile, the tax is not creditable 
under section 901 or 903. 

HOLDING 

The Uruguayan withholding tax on div- 
idends and profits imposed by Law No. 
15. 767 of September 13, 1985, is not a 
creditable tax under section 901 or 903 of 
the Code, since it is imposed only if a 
credit for the tax is available from the 
recipient's country of domicile. This rul- 

ing is the official certification by the In- 
ternal Revenue Service that the Uruguayan 
withholding tax on dividends and profits 
is not creditable in the United States. The 
United States shareholder must supply any 
translations required by the Uruguayan 
authorities. 

26 CFR 1. 901-1t Allowance of credit for taxes. 

For countnes currently described in section 90i(j). 
See Rev. Rut. 87-35, page i82. 

Section 902. credit For Corporate 
Stockholder In Foreign Corporation 

26 CPR 1. 902 — l(e)t Determination of accumulared 

profit of foreign corporarion, 

(Also Section 964; 1. 964-1. ) 

Reduction of earnings and profits; tax 
deemed paid. Accumulated profits of a 

foreign corporation are not reduced to the 
amount of earnings and profits attribut- 
able to the interests of U. S. shareholders 

upon which the foreign income tax is ac- 

tually imposed. 

Rev. Rnl. 87-14 

ISSUE 

For purposes of computing the foreign 
income taxes deemded paid by a domestic 
corporation pursuant to section 902 of the 
Internal Revenue code, do the accumu- 
lated profits of a foreign corporation in- 
clude only the amount of accumulated 
profits attributable to the interests held 

by U. S. shareholders, in situations in which 

only profits of the foreign corporation at- 
tributable to the interests of non-local 
shareholders are subject to foreign in- 

come tax? 

FACTS 

X is a domestic corporation which owns 
50 percent of the voting stock of FS, a 
foreign corporation incorporated under 
the laws of Saudi Arabia. The remaining 
50 percent of the FS voting stock is owned 

by Saudi nationals. X and FS both have 

a calendar taxable year. 
FS is engaged in business in Saudi Ara- 

bia and, for the 1986 taxable year, has 
pre-tax earnings and profits of 200x as 
computed under U. S. tax rules after re- 
duction for any taxes which are the legal 
liability of FS, but are not income taxes 
under section 901 or 903. FS paid a cur- 

rent dividened of 55x to X after the first 

60 days of 1986. 
In situations in which a Saudi corpo- 

ration is owned by Saudi and non-Saudi 
interests, Saudi law imposes an income 
tax on Saudi corporations of 45 percent 
of the earnings and profits of such cor- 
poration attributable to the ownership in- 

terests of non-Saudi shareholders. Saudi 
Arabia Royal Decree No. 17/2/28/3321 

(1950), as amended. The tax is paid by 
the Saudi Corporation and it is assumed 
that the income tax is a creditable tax for 
foreign tax credit purposes. 

The bylaws of FS provide that its non- 
Saudi shareholders will bear the cost of 
the Saudi income tax liability of FS. Thus, 
the Saudi income tax reduce the amount 
of earnings and profits of FS available for 
distribution to X, but does not reduce the 
amount of earnings and profits of FS 
available for distribution to the Saudi 
shareholders. 

LAW AND ANALYSIS 

Section 901 of the Code provides, in 
general, for a direct credit for creditable 
income taxes paid by a domestic corpo- 
ration to a foreign country. The person 
entitled to the credit under section 901 is 
the person who bears legal liability under 
foreign law for the tax. Section 1. 902— 
2(f)(1) of the Income Tax Regulations; 
Biddle v. Commissioner, 302 U. S. 573 
(1938). Although the economic burden of 
the Saudi income tax is passed on to X in 
the form of reduced earnings available for 
distribution to X, the Saudi income tax is 
the legal liability of FS. Accordingly, X 
may not claim a credit for the Saudi in- 

come tax under section 901. However, X 
may claim a credit for foreign taxes deemed 
paid to Saudi Arabia under section 902. 

Under section 902(a)(1) of the Code, 
a domestic corporation which owns at least 
10 percent of the voting stock of a foreign 
corporation from which it receives divi- 
dends shall be deemed to have paid the 
same proportion of foreign income taxes 
imposed upon the foreign corporation for 
a particular taxable year, which the amount 
of such dividends (determined without re- 
gard to section 78) paid from earnings and 
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Section 902 
of 1986 limits the income exclusions oth- 
erwise available under section 911 of the 
Code to individuals living abroad. It also 
lists the countries for which sections 901(j) 
and 952(a) change the foreign tax credit 
rules and the definition of subpart F in- 

come otherwise applicable to taxpayers 
doing business abroad. 

profits for that taxable year bears to the 
amount of accumulated profits in excess 
of foreign income taxes for that taxable 
year. Expressed in algebraic terms, the 

credit for taxes deemed paid by a do- 

mestic corporate shareholder of a foreign 

corporation pursuant to section 902 is de- 

termined as follows: 

Section 911 

LAW AND ANALYSIS 

Section 911(a) of the Code allows "for- 
eign earned income" and "housing cost 
amounts, " as defined in sections 911(b) 
and (c), to be excluded from the gross 
income of a "qualified individual. " Sec- 
tion 911(d)(1) defines a "qualified indi- 

vidual" as a citizen (or, in some cases, a 
resident) of the United States whose tax 
home is in a foreign country and who meets 
the section's requirement of residence or 
presence in the foreign country for a spec- 
ified time. 

Section 911(d)(8) of the Code, as 
amended by section 1233(b) of the Tax 
Reform Act of 1986, provides that, if travel 
with respect to any foreign country (or 
any transaction in connection with such 
travel) is subject to regulations that have 
been adopted pursuant to the Trading With 
the Enemy Act, 50 U. S. C. App. sections 
1 — 44 (1982), or the International Emer- 
gency Economic Powers Act, 50 U. S. C. 
sections 1701 — 1706 (1982), and the reg- 
ulations include provisions generally pro- 
hibiting citizens and residents of the United 
States from engaging in transactions re- 
lated to travel to, from, or within a foreign 
country, then, as long as the prohibition 
is effective: (1) foreign earned income does 
not include income from sources within 
that country attributable to services per- 
formed during that period; (2) housing 
expenses do not include any expenses for 
housing in that country, or for housing of 
the taxpayer's spouse or dependents in 
another country while the taxpayer is 
present in that country; and (3) an indi- 
vidual is not treated as a bona fide resi- 
dent of, or as present in, a foreign country 
for any day during which the individual 
was present in that country. These limi- 

tations do not apply if the taxpayer's ac- 
tivities do not violate the regulations 
described above. The following regula- 
tions currently meet the description in 

section 911(d)(8) for the countries par- 
enthetically indicated: 31 C. F. R. $500. 201 

(1986) (Cambodia, North Korea, and 

Vietnam); 31 C. F, R. 5515. 301 (1986) 
(Cuba); 31 C. F. R. 5550. 203 (1986) (Lib- 

ya) 

Accumulated profits for purposes of 
section 902 of the Code means all of a 
foreign corporation's earnings and profits 
for the taxable year plus the foreign taxes 
imposed on such earnings and profits. 
Section 902(c) and section 1. 902 — 1(e) of 
the regulations. Earnings and profits for 
this purpose are computed under U, S. tax 
rules. Section 1. 902 — 1(g) and section 1. 964- 
1(f)(1). There is nothing in either the Code 

or regulations limiting the calculation of 
earnings and profits to the earnings and 

profits attributable to the interests of U. S. 
shareholders. See section 1. 902 — 1(e). 

The Saudi income tax deemed to have 

been paid by X (rounded to the nearest 
whole number) with respect to the divi- 

dend received by it during the taxable year 
is 16x computed as follows: 

Dividend 55x FC income tax FC tax (45 x ) 
deemed paid by = 
X (16x) 

&& Accumulated profits (200 x ) less taxes 

(45 x) 

HOLDING Subpart B. — Earned Income of Citizens or Residents 

of United States Accordingly, the accumulated profits 
of FS are not reduced to the amount of 
earnings and profits attributable to the in- 

terests of U. S. shareholders upon which 

the foreign income tax is actually im- 

posed. 

Section 911. — Citizens or Residents of the 
United States Living Abroad 

26 CFR 1. 911-1t Partial exclusion for earned income 
from foreign sources within a foreign country and for- 
eign housing costs. 

(Also Sections 901, 902, 952, 960; 1. 901-1, 1. 902-1, 
1. 952-1, 1. 960-1. ) 

26 CFR 1. 902-1t Credit for domestic corporate share- 

holder of a foreign corporation. 

For countries currently described in section 901(j). 
See Rev. Rul. 87-35, this page. Limitations on benefits available. 

Countries are listed where income exclu- 
sions are limited. Countries are also listed 
for which sections 901(j) and 952(a) of the 
Code change the foreign tax credit rules 
and the definition of Subpart F income. Section 9N. — Credit for Taxes in Lieu of 

Income, Etcn Taxes 
Rev. Rui. 87-35 

26 CFR1. 903-1t De/inltion oftares in lieu ofincome, 
war profitr, or excess profits taxes. ISSUE 

Whether the Uruguayan withholding tax on divi- 

dends and proats that is imposed by Law No. 15. 767 
of September 13, 1985, is a tax in lieu of an income 

tax within the meaning of section 903 of the Code 

and the regulations thereunder. See Rev. Rul. 87-39, 

page 180. 

Tax benefits generally available to 
United States taxpayers living or doing 
business in a foreign country are limited 
for some countries. This revenue ruling 
lists the countries for which section 
911(d)(8) of the Internal Revenue Code 

Foreign taxes Foreign taxes im- Dividend received by the domestic 

deemed paid = posed for the tax- x corporation from earnings and prof- 

able year its for the taxable ear 
Accumulated profits of the foreign 
corporation less foreign taxes im- 

posed for the taxable year 
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HOLDING 

The following foreign countries are 
currently subject to the limitations of sec- 
tion 911(d)(8): 

Cambodia 
Cuba 
Libya 
North Korea 
Vietnam 

Section 901 

LAW AND ANALYSIS 

Section 901 of the Code provides a credit 
against United States income tax for for- 
eign income, war profits, and excess prof- 
its taxes paid or accrued to a foreign 
country or a United States possession. 
Sections 902 and 960 provide corporations 
an indirect section 901 credit for a share 
of foreign taxes paid by certain foreign 
subsidiaries. Section 904 provides that the 
credit allowed under section 901 is com- 
puted separately with regard to specified 
types of income. 

Section 901(j)(1)(A) of the Code, as 
amended by section 8041 of the Omnibus 
Budget and Reconciliation Act of 1986, 
provides that a foreign tax credit is not 
allowed under section 901(a) for foreign 
taxes paid or accrued (or deemed paid 
under section 902 or 960) to any country 
if the income giving rise to the tax is at- 
tributable to a period during which the 
country is described in section 
901(j)(2)(A). Section 901(j)(1)(B) pro- 
vides that section 904(a), (b), and (c), sec- 
tion 902, and section 960 will be applied 
separately to income from sources within 

such a country attributable to that period. 
A foreign country is described in section 

901(j)(2)(A) if (1) the United States does 
not recognize its government, unless it is 

otherwise eligible to purchase defense ar- 

ticles or services under the Arms Export 
Control Act; (2) the United States has 
severed diplomatic relations with the 
country; (3) the United States has not sev- 

ered diplomatic relations with the country 
but does not conduct such relations; or 

(4) the Secretary of State has, pursuant 

to section 6(j) of the Export Administra- 

tion Act of 1979, as amended, designated 

the country as one which repeatedly pro- 
vides support for acts of international ter- 
rorism. Based on information supplied by 
the Department of State, the following 

countries currently meet the description 
in section 901(j)(2)(A): Afghanistan, Al- 

bania, Angola, Cambodia, Cuba, Iran, 
Libya, North Korea, the People's Dem- 

ocratic Republic of Yemen, Syria, and 
Vietnam. 

HOLDING 

Albania 
Angola 
Cambodia 
Cuba 
Iran 

North Korea 
People's Democratic 

Republic of Yemen 
Syria 
Vietnam 

Section 952 

LAW AND ANALYSIS 

United States shareholders of a foreign 
corporation are generally not subject to 
United States tax on the foreign corpo- 
ration's income until the income is repa- 
triated. Section 951 of the Code provides, 
however, that this deferral of United States 
tax does not apply to certain kinds of in- 

come ("subpart F income") earned by a 
controlled foreign corporation. Section 
952(a)(5) provides that subpart F income 
includes income derived from sources 
within a foreign country by a controlled 
foreign corporation while section 901(j) 
applies to that country. 

HOLDING 

Income derived from sources within the 
following foreign countries is currently 
subject to section 952(a)(5): 

Afghanistan 

Albania 
Angola 
Cambodia 
Cuba 
Iran 

Libya 

North Korea 
People's Democratic 

Republic of Yemen 
Syria 
Vietnam 

Section 912. — Exemptions For Certain 

Allowances 

26 CFR 1. 912 — 1: Exclusion of cerrain cosr-of li rang 

allowances. 

Cost-of-living; Federal Court em- 

ployees. Cost-of-living allowances paid to 
Federal Court employees of the United 
States Government are not excludable 
from gross income under section 912 of 
the Code. 

The following countries are currently 
described by section 901(j): 

Afghanistan Libya 

Section 912 

Rev. Rul. 87-29 
ISSUE: 

Whether cost-of-living allowances re- 
ceived by certain Federal court employees 
of the United States Government are ex- 
cludable from gross income under section 
912(2) of the Internal Revenue Code. 

FACTS 

The Federal Courts are part of the Ju- 
dicial branch of the United States Gov- 
ernment. The Courts have offices in 
Hawaii, Alaska, the United States Virgin 
Islands, Puerto Rico, Guam, American 
Samoa, and the Northern Mariana Is- 
lands. Employees of the Courts in these 
locations are paid a basic salary plus a 
cost-of-living allowance (COLA) to com- 
pensate them for the high cost of living 

in these areas. 

LAW AND ANALYSIS 

Section 912(2) of the Code provides that, 
in the case of civilian officers or em- 

ployees of the Government of the United 
States stationed outside of the continental 
United States or in Alaska, there shall not 
be included in gross income amounts (other 
than those received under Title II of the 
Overseas Differentials and Allowances 
Act) received as COLAs in accordance 
with regulations approved by the Presi- 
dent. Thus, a payment qualifies for the 
COLA exemption under section 912(2) of 
the Code only if (1) the recipient is a United 
States Government employee stationed 
outside of the continental United States 
or in Alaska, and (2) the COLA is re- 
ceived in accordance with regulations ap- 
proved by the President. 

Section 5941(a) of Title 5 of the U. S. 
Code authorizes payment of the COLAs 
described in section 912(2). Specifically, 
that provision authorizes COLAs of up to 
25 percent of basic pay to employees of 
the Executive branch of Government who 
are stationed outside the continental 
United States or in Alaska provided that 
the rates of the basic pay are fixed by 
statute. Section 5941(a) of Title 5 requires 

that the allowance be paid in accordance 
with regulations prescribed by the Presi- 
dent establishing the rates and defining 
the area, groups of positions, and classes 
of employees to which each rate applies. 

The regulations implementing section 
5941(a) of Title 5 are contained exclu- 
sively in section 207 of Executive Order 
No. 10000. These regulations are ap- 
proved by the President and authorize 
every Executive department, indepen- 
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Section 912 
dent establishment, and wholly owned 
Government corporation to pay a COLA 
to their employees who are stationed in 
Territorial locations designated by the Of- 
fice of Personnel Management, 3 CFR 792 
(1943 — 1948 compilation), as amended (5 
U. S. C. II5941 (1982)). "Territories" as used 
in the Executive Order refers to Alaska, 
Hawaii, the possessions of the United 
States, the Trust Territory of the Pacific 
Islands and other designated areas. Sec- 
tion 207 of Executive Order 10000, like 
section 5941(a) of Title 5, requires that 
the employee's basic compensation must 
be fixed by statute. See Rev. Rul. 59 — 407, 
1959-2 C. B. 19, which amplified Rev. Rul. 
237, 1953-2 C. B. 52, and Munson y. 
Commissioner, 36 T. C. 953 (1961), lim- 
ited acq. , 1963 — 1 C. B. 4, concerning the 
requirement that the basic pay of the em- 
ployee be fixed by statute. 

In Hudson v. Commissioner, 20 T. C. 
926 (1953), the Tax Court considered the 
exclusion from gross income of COLAs 
received from the State Department by 
an employee of the United States Edu- 
cational Foundation in China. Although 
a U. S. Government employee, the tax- 
payer was not an employee of the State 
Department and did not receive a COLA 
that was authorized by the Foreign Ser- 
vice regulations or any other regulations 
approved by the President. Since, how- 
ever, the State Department paid the COLA 
in a manner that conformed to the re- 
quirements of the Foreign Service regu- 
lations, the Tax Court held that the COLA 
in question had been paid "in accordance 
with regulations approved by the Presi- 
dent" (i, e„ the Foreign Service regula- 
tions) and that, therefore, the COLA was 
exempt from taxation. 

The Service acquiesced only as to the 
result in Hudson. 1954-1 C. B. 5. It is the 
Service's position that, in order for a 
COLA to be received "in accordance with 
regulations approved by the President, " 
the COLA must be authorized by such 
regulations and not be merely paid in an 
amount and in a manner consistent with 

regulations governing COLAs paid to U. S. 
Government employees legally covered 

by those regulations. 
Section 5941(a) of Title 5, which au- 

thorizes Executive Order 10000, applies 
only to employees of the Executive Branch. 
The regulations in Executive Order 10000 
relating to the payment of COLAs apply 

by their terms only to employees of Ex- 
ecutive departments, independent estab- 
lishments, and wholly owned Government 
corporations. The Executive Order is not 

applicable to the COLAs paid by the 
Courts because the Courts are part of the 
Judicial branch of the Government and 

not the Executive branch and, as such, 
are not an Executive department, inde- 

pendent establishment or wholly owned 
Government corporation within the 
meaning of Executive Order 10000. Ac- 

cordingly, the COLAs received by em- 

ployees of the Courts are not authorized 

by Executive Order 10000 and, therefore, 
are not paid in accordance with the reg- 
ulations contained in the Executive Order 
and approved by the President. Further- 
more, the COLAs are not authorized by 
any other regulations approved by the 
President. Accordingly, the COLAs by 
employees of the Courts are not received 
in accordance with regulations approved 
by the President as required by section 
912(2). 

HOLDING 

COLAs received by employees of the 
Courts are not excludable from gross in- 

come under section 912(2) of the Code. 
Pursuant to the authority contained in 

section 7805(b) of the Code, this holding 
will be applied prospectively from Octo- 
ber 13, 1987, six months following the date 
that this revenue ruling is published in the 
Internal Revenue Bulletin. 

EFFECT ON OTHER DOCUMENTS 

The limited acquiescence in the Hud- 
son case is withdrawn and is replaced with 
a nonacquiescene. See page 1 of this Bul- 
letin. 

Subpart C — Taxation of Foreign Sales 
Corporalion 

Section 921. — Exempt Foreign Trade 
Income Excluded from Gross Income 

26 CFR 1. 921 — 1T: Temporary regulattons providing 
transition rules for DISCs and FSCs, 

T. D, 8126 

TITLE 26 — INTERNAL REVENUE. — 
CHAPTER 1. SUBCHAPTER A, PART 
1 — INCOME TAX; TAXABLE YEARS 
BEGINNING AFTER DECEMBER 31, 
1953; PART 602 — OMB CONTROL 
NUMBERS UNDER THE PAPERWORK 
REDUCTION ACT 

FSC Transfer Pricing Rules, Distributions, 
Foreign Tax Credit and Other Special 
Rules for FSCs 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Temporary regulations. 

SUMMARY: This document provides 
temporary Income Tax Regulations con- 
cerning the rules for application of the 
foreign sales corporation (FSC) transfer 
pricing rules, for distributions from a FSC, 
for treatment of losses of a FSC, for sourc- 
ing and classification of a FSC's income, 
for computation of exempt foreign trade 
income, for computation of the FSC's and 
the FSC's United States shareholder's for- 

eign tax credits, for definitions of foreign 
trading gross receipts, export property and 

gross receipts, for effect of boycott par- 
ticipation on FSC benefits, and for sourc- 

ing a related supplier's income if the 
transfer pricing rules are used to compute 
the FSC's profit. These temporary regu- 
lations provide immediate guidance nec- 

essary to FSCs and their shareholders with 

respect to provisions under Title VIII of 
the Tax Reform Act of 1984 (Foreign Sales 
Corporations). These temporary regula- 
tions do not reflect the provisions of the 
Tax Reform Act of 1986, H. R. 3838, 99th 
Cong. , 2d Sess. , 132 Cong. Rec. 7351 
(1986). In addition, this document con- 
tains temporary Income Tax Regulations 
providing transition rules for domestic in- 
ternational sales corporations. The text of 
the temporary regulations set forth in this 
document also serves as the text of the 
proposed regulations cross-referenced in 

the notice of proposed rulemaking in the 
Proposed Rules section of this issue of the 
FEDERAL REGISTER. 

DATES: These temporary regulations 
apply to taxable years beginning after De- 
cember 31, 1984, and are effective after 
December 31, 1984. 

FOR FURTHER INFORMATION 
CONTACT: Richard Chewning of the 
Office of Associate Chief Counsel (Inter- 
national), within the Office of Chief 
Counsel, Internal Revenue Service, 1111 
Constitution Avenue, N. W. , Washing- 
ton, D. C. 20224 (Attention: CC:LR:T) 
(202-566-6384, not a toll-free call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

This document contains temporary In- 
come Tax Regulations (26 CFR Part 1) 
under sections 921 and 923 through 927 
of the Internal Revenue Code of 1954. 

NEED FOR TEMPORARY 
REGULATIONS 

The proper application of sections 921 
and 923 through 927 is dependent upon 
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the Internal Revenue Service's detailed 
specifications of the manner in which the 
requirements of the statute will be ad- 
ministered. Because of the need for im- 
mediate guidance in this regard, the 
Internal Revenue Service has found it to 
be impractical to issue these temporary 
regulations either with notice and public 
comment procedure under section 553(b) 
of title 5 of the United States Code, or 
under the effective date limitation of sec- 
tion 553(d) of title 5. 

EXPLANATION OF PROVISIONS 

General Background 

In response to contentions made by the 
signatories of the General Agreement on 
Tariffs and Trade (GATT) that the ex- 
isting tax deferral for domestic interna- 
tional sales corporations (DISCs) was an 

illegal export subsidy because of the fail- 
ure to charge interest on the deferred taxes, 
Congress in the Tax Reform Act of 1984 
imposed an interest charge on reduced 
DISC tax deferral (see section 995(b)(1)(E) 
and (F) and section 995(f)) and, in ad- 
dition, established FSCs as a primary ve- 

hicle to promote exports. Generally, under 
sections 921 — 927 of the Internal Revenue 
Code as enacted in 1984, if a FSC main- 

tains a presence outside the United States, 
is managed outside the United States, 
performs certain sales and economic proc- 
ess activities outside the United State;. (see 
I)51. 922 — 1, 1. 924(c) — 1, 1. 924(d) — 1, 
1. 924(e) — 1 and 1. 925(a) — 1T(b)(2)(ii)) and 
deals with its related persons at arm' s 
length, part of the FSC's income will be 
exempt from United States taxation. This 
system of taxation was designed to satisfy 
GATT decisions that a country is not re- 

quired to tax export income attributable 
to economic processes located outside of 
its territorial limits if that income is earned 
on an arm's length basis. 

Statutory Provisions 

Section 921 provides special character- 
ization and sourcing rules for a FSC's in- 

come. In addition, the section provides 
for the allocation and apportionment of 
deductions between exempt foreign trade 
income and nonexempt foreign trade in- 

come and for the denial of certain tax 
credits in determining the taxable income 
of the FSC. Sections 923 and 925 provide 
rules for computation of the FSC's ex- 

empt foreign trade income and transfer 

prices, respectively. Section 924(a) pro- 
vides definitions of foreign trading gross 
receipts. Section 926 provides guidance as 

to ordering and treatment of distributions 

to FSC shareholders. Section 927 pro- 
vides special rules including definitions of 
export property and gross receipts, the 
effect of boycott participation on FSC 
benelits and sourcing rules for a person 
related to a FSC if the transfer pricing 
rules are used to compute the FSC's in- 
come. The Tax Reform Act of 1984 also 
modified other sections of the Code in 

order to reflect the effect of the FSC pro- 
visions. Section 275 was amended to pro- 
vide that a deduction is not allowed with 
respect to taxes paid or accrved attrib- 
utable to a FSC's foreign trade income. 
Sections 901 and 906 were amended to 
provide special rules for foreign tax cred- 
its. 

Transition DISC Rules 

These regulations amend Ill. 921— 
1T(a)(4) by adding a new question and 
answer Q&A — 4A to provide that com- 
missions need not be paid by the DISC's 
related supplier to the DISC if the date 
payment is required under l)1. 994-1(e)(3) 
is after December 31, 1984. 

These regulations also amend Ill. 921— 
1T(a)(9) by adding a new question and 
answer Q&A — 11A. The new question and 
answer provides that a former DISC does 
not need to remain in existence in order 
for the former DISC's shareholders to take 
advantage of the 10-year spread provided 
for in section 995(b)(2) with respect to the 
former DISC's disqualification. 

Section 1. 921 — 1T(a)(10) is also amended 

by these regulations by adding a new 

question and answer Q&A — 12A. The 
question and answer provides that a 
shareholder which is permitted to include 
its 1984 DISC deemed distribution in in- 

come over a 10-year period may, never- 
theless, receive the amount of such deemed 
distribution from the former DISC prior 
to the period in which the shareholder is 
required to take the distribution into in- 

come. 
In addition, I)1. 921 — 1T(b)(1), Answer 

(1), is amended to provide that a corpo- 
ration which was a DISC as of December 
31, 1984, may elect interest charge DISC 
status by filing Form 4876A on or before 
July 1, 1987. Also, the answer is amended 
to provide that the election to be a FSC 
(or a small FSC) may be made during the 
first 90 days of any taxable year of a cor- 
poration if the corporation had in a prior 
taxable year elected small FSC (or FSC) 
status and if the corporation revokes that 
small FSC (or FSC) election within the 90 
day period during which election of FSC 
(or small FSC) status is allowed under this 

Section 921 
special rule. Also, the answer is amended 
to provide that if a corporation which has 
elected FSC, small FSC or interest charge 
DISC status, or a shareholder of that cor- 
poration, is acquired in a qualifiied stock 
purchase under section 338(d)(3), and if 
an election under section 338(a) is effec- 
tive with regard to that acquisition, the 
corporation may re-elect FSC, small FSC 
or interest charge DISC status (whichever 
is applicable) not later than the date of 
the election under section 338(a), see sec- 
tion 338(g)(i) and ail. 338 — 1T(c). This re- 
election is necessary because the original 
elections are deemed terminated if an 

election is made under section 338(a). 
Section 1. 921 — 1T(b)(12), Answer (12), 

is amended to provide that costs incurred 
and activities performed by a related sup- 
plier prior to January 1, 1985 (or prior to 
the effective date of a corporation's elec- 
tion to be treated as a FSC) with respect 
to transactions occurring after January 1, 
1985 (or after the effective date of a cor- 
poration's election to be treated as a FSC) 
need not be taken into account for pur- 
poses of computing the FSC's profit under 
section 925 but are treated for section 
925(c) purposes as if they were performed 
on behalf of the FSC. 

General FSC Rules 

Section 1. 921 — 3T(a) provides general 
rules for determination of the source and 
characterization of the various types of 
FSC income. The FSC's foreign trade in- 

come that is exempt under section 923 and 
$1. 923 — 1T is treated as foreign source in- 

come that is not effectively connected with 

a United States trade or business. The 
FSC's non-exempt foreign trade income 
determined under the administrative pric- 
ing methods is treated as United States 
source income which is effectively con- 
nected with a United States trade or busi- 

ness. The FSC's investment income and 
carrying charges are treated under section 
921(d) as income effectively connected with 

a United States trade or business. The 
source of that income is determined by 
the generally applicable source rules of 
sections 861 and 862 and not by section 
921(d). Finally, the source and taxation 
of the FSC's non-exempt foreign trade in- 
come determined without regard to the 
administrative pricing rules and its non- 
foreign trade income other than invest- 
ment income and carrying charges are not 
affected by sections 921 through 927. Sec- 
tion 1. 921 — 3T(b) provides that the regu- 
lations under 51. 861 — 8 will apply to allocate 
and apportion the FSC's expenses be- 
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Section 921 
tween the FSC's foreign trade income and 
its non-foreign trade income. The ex- 

penses allocated and apportioned to the 
FSC's foreign trade income will be allo- 

cated between its exempt and non-exempt 

foreign trade income on a proportionate 
basis. Expenses allocated to the exempt 
income shall be disallowed under sections 
265 and 882(c). 

Section 1. 921 — 3T(c) provides rules for 

the treatment of the FSC's net operating 
and capital losses, both in the year in which 

they occur and in the carryback and car- 

ryover years. The regulation provides 

special ordering rules for applying loss 

carrybacks and carryovers to earnings and 

profits accounts segregated by type of in- 

come. 
Section 921(c) and li1. 921 — 3T(d) pro- 

vide that a FSC is entitled to the foreign 

tax credit, the credit for tax withheld at 

source on foreign corporations and the 

certain uses of gasoline and special fuels 

credit. The regulations provide, however, 

that the FSC is entitled to the foreign tax 

credit of section 906 only to the extent 

that the creditable foreign income, war 

profits and excess profit taxes (or foreign 

taxes in lieu thereof) paid or accrued are 

attributable to the FSC's foreign source 

non-foreign trade income which is effec- 

tively connected with its conduct of a trade 

or business within the United States. The 

regulations provide that the deemed paid 

credit of section 902 may be available to 

the domestic corporate shareholder of a 

FSC on distributions from the FSC to the 

extent the distribution is attributable to 

the FSC's section 923(a)(2) non-exempt 

income and its non-foreign trade income. 

The regulations also provide that the for- 

eign tax credit allowed by sections 901 and 

903 for tax withheld at source may be 

available to a FSC's shareholder on dis- 

tributions from the FSC to the extent the 

distribution is attributable to the FSC's 

section 923(a)(2) non-exempt income and 

its non-foreign trade income. Also, the 

regulations provide rules for computing 

the separate limitations for both the FSC 

direct foreign tax credit with regard to the 

FSC's foreign trade income and the cred- 

its for FSC shareholders for distributions 

from a FSC attributable to the FSC's for- 

eign trade income. Section 1. 921 — 3T(e) 
provides that income, war profits and ex- 

cess profits taxes imposed on a FSC by a 

foreign country may not be deducted if 

they are attributable to the FSC's foreign 

trade income. 

Section 1. 921 — 3T(f) provides that a FSC 

generally is required to pay estimated in- 

come taxes because it is subject to the 

corporate income tax. 
Section 1. 921 — 3T(g) provides that the 

accumulated earnings, personal holding 

company and foreign personal holding 

company provisions generally apply to the 

FSC to the extent they apply to other for- 

eign corporations. 
The regulations under 51. 921 — 3T(h) 

provide that the subpart F provisions of 

sections 951 through 964 do not apply to 

a FSC's foreign trade income other than 

its section 923(a)(2) non-exempt income. 

In addition, the subpart F provisions do 

not apply to a FSC's investment income 

and carrying charges because that income 

is income deemed to be effectively con- 

nected to a United States trade or busi- 

ness. 
Section 1. 921 — 3T(i) provides that sec- 

tion 1248 does not apply to a FSC's earn- 

ings and profits attributable to foreign trade 

income. 
Section 1. 921 — 3T(j) provides that the 

limitations of sections 1561 and 1563 on 

certain multiple tax benefits apply to a 

FSC and its controlled group. 

Foreign Trade Income 

Section 1. 923 — 1T provides that the for- 

eign trade income of a FSC is the FSC's 

gross income attributable to its foreign 

trading gross receipts. If the FSC is the 

principal on the sale of export property 

which it purchased from a related sup- 

plier, for purposes of computing the FSC's 

foreign trade income, the FSC's gross in- 

come is arrived at by subtracting from its 

foreign trading gross receipts the transfer 

price determined under the transfer pric- 

ing methods of section 925(a). If the FSC 
is the commission agent on the sale of 
export property by its related supplier, for 

purposes of computing the FSC's foreign 

trade income, the FSC's gross income is 

the commission paid or payable by the 

related supplier to the FSC with respect 

to the transactions that would have gen- 

erated foreign trading gross receipts had 

the FSC been the principal on the trans- 

action. 

Exempt Foreign Trade Income 

Section 1. 923 — 1T(b)(1)(i) provides that 

unless a FSC has non-corporate share- 

holders, 15/23 of the FSC's foreign trade 
income is exempt foreign trade income if 
the foreign trade income is determined 

through use of the administrative pricing 
rules of section 925. If a FSC has non- 

corporate shareholders, 16/23 of its for- 

eign trade income attributable to the non- 

corporate shareholders' proportionate in- 

terest in the FSC is exempt foreign trade 

income. Section 1. 923 — IT(b)(1)(ii) pro- 

vides that if the administrative pricing rules 

are not used to determine the FSC's for- 

eign trade income 30 percent of the for- 

eign trade income is treated as exempt (32 
percent of the foreign trade income at- 

tributable to the non-corporate share- 

holders' proportionate interest). Special 

calculations of a FSC's exempt foreign 

trade income are to be made if it has qual- 

ified cooperatives as shareholders and if 

the foreign trade income arises from mar- 

keting of agricultural or horticultural 

products (or from the providing of related 

services) sold to the FSC by the qualified 

cooperatives or if it sells military property 

(see li1. 923 — 1T(b)(2) and (b)(3), respec- 

tively). 

Definition of Foreign Trading Gross 
Receipts 

Section 1. 924(a) — IT provides defini- 

tions of foreign trading gross receipts of 

a FSC. In general, foreign trading gross 

receipts arise from: 

(1) Sales of export property, 

(2) Leases of export property, 

(3) Rendering of services related and 

subsidary to a sale or lease of export prop- 

erty which results in foreign trading gross 

receipts, 
(4) Providing engineering or architec- 

tural services on foreign construction 
projects, and 

(5) Rendering of managerial services 

in certain clearly defined situations. 

The detailed definitions of foreign trad- 

ing gross receipts of a FSC are taken in 

all important respects from the definition 

of qualified export receipts of a DISC at 

)1. 993 — 1. These regulations provide, 
however, an additional rule which limits 

receipts within a controlled group, 
51. 924(a) — 1T(g)(6)(i)(C), from foreign 
trading gross receipts classification. Un- 

der this rule, a sale by a FSC of export 

property which the FSC purchased from 

a non-FSC member of the same con- 

trolled group will not result in foreign 

trading gross receipts if the sale follows 

any sale of the same export property by 

a FSC within the same controlled group 

if foreign trading gross receipts resulted 

from that sale. This rule also applies in 

the commission FSC context. In addition, 

these regulations provide that: 

(I) If a related supplier factors receiv- 

ables at a discount, the discount will re- 

duce foreign trading gross receipts, see 

ti l. 924(a) — 1T(g) (7); 

186 1987 — 1 G. B. 



(2) Interest and carrying charges are 
not foreign trading gross receipts; and 

(3) Receipts from leases and the fur- 
nishing of services, as well as from sales, 
will not be foreign trading gross receipts 
if accomplished by a subsidy, as listed in 
tl1. 924(a) — 1T(g)(3), granted by the United 
States or an instrumentality thereof; and 

(4) Receipts from sales made under the 
Foreign Military Sales direct credit pro- 
gram (22 U. S. C. 2763) or the Foreign Mil- 

itary Sales loan guaranty program (22 
U. S. C. 2764) will not be foreign trading 
gross receipts if the borrowing country is 

released from its contractual liability to 
repay the United States government with 

respect to those credits or guaranteed 
loans, the repayment period exceeds twelve 

years, or the interest rate charged is less 
than the market rate of interest as defined 
in 22 U. S. C. 2763(c)(2)(B). These re- 
ceipts will be foreign trading gross re- 
ceipts, however, if the FSC shows to the 
satisfaction of the Commissioner that, un- 

der the conditions existing at the time of 
the sale, the purchaser had a reasonable 
opportunity to purchase, on competitive 
terms from a seller who was not a U. S. 
person, goods which were substantially 
identical to this property and which were 
not manufactured, produced, grown, or 
extracted in the United States, see 
tl l. 924(a)-1T(g) (3) (vi) . 

(5) Receipts from sales by a FSC to the 
Department of Defense for resale in post 
and base exchanges and commissary stores 
located on United States military instal- 
lations in foreign countries will not be ex- 
cluded from the definition of foreign 
trading gross receipts because of section 
924(f)(1) (A) (ii), see rs1. 924(a) — 1 T(g)(4) (i). 

Transfer Pricing Rules 

The regulations under section 925, 
transfer pricing rules for FSCs, are or- 
ganized as follows. Section 1. 925(a) — 1T(a) 
sets forth the scope of the temporary reg- 
ulations. Section 1. 925(a) — 1T(b) de- 
scribes the transactions to which the 
temporary regulations are applicable. 
Section 1. 925(a) — 1T(c) details how the 
transfer prices for sales of export property 
are to be computed. Section 1. 925(a)— 
1T(d) provides rules for the application 
of the gross receipts and combined taxa- 
ble income administrative pricing rules of 
section 925(a)(1) and (2) to transactions 
other than sales by a FSC. Special rules 

for applying t11. 925(a) — 1T(c) and (d) are 
provided by ail. 925(a) — 1T(e). Section 
1. 925(a) — 1T(f) provides examples of ap- 

plication of the provisions of t11. 925(a)— 
1T. Section 1. 925(b) — 1T provides mar- 
ginal costing rules for computing com- 
bined taxable income for purposes of the 
combined taxable income method of sec- 
tion 925(a)(2). 

Transactions to which Section 925 
Applies 

Section 1. 925(a) — 1T(b) describes the 
transactions to which the temporary reg- 
ulations under section 925 are applicable. 
In general, section 925 applies only if the 
transaction, or group of transactions, gives 
rise to foreign trading gross receipts to the 
FSC if it is operating as the principal on 
the transaction or would have given rise 
to foreign trading gross receipts had the 
FSC been the principal rather than the 
commission agent on the transaction. The 
section 482 transfer pricing method of sec- 
tion 925(a)(3) may be applied to any 
transaction between a related supplier and 
the FSC. The administrative pricing rules 
of section 925(a)(1) and (2) may be ap- 
plied, however, only if the FSC earns on 
the transaction the same type of income 
as the related supplier earned on the 
transaction. For example, the administra- 
tive pricing methods are not applicable to 
determine the FSC's profit, if any, if it 
rents export property that it purchased 
from the related supplier. In addition, un- 

der section 925(c), the administrative 
pricing rules may be used only if the FSC, 
or person acting on behalf of the FSC, 
performs all the activities described in 

sections 924(d)(1)(A) and 924(e) that are 
attributable to a particular transaction. If 
a related supplier is performing the re- 
quired activities on behalf of the FSC, 
ill. 925(a) — 1T(b)(2)(ii) provides that the 
requirements of section 925(c) will be met 
if the FSC pays the related supplier an 
amount equal to the direct and indirect 
expenses related to the required activi- 
ties. This payment must be reflected on 
the FSC's books and must be taken into 
account in computing the FSC's and re- 
lated supplier's combined taxable in- 
come. If it is determined that the related 
supplier was not compensated for all its 

expenses incurred relating to the required 
activities or if the payment is not reflected 
on the FSC's books or in computing com- 
bined taxable income, the administrative 
pricing methods may be used but proper 
adjustments will be made to the FSC's 
and related supplier's books or income. 
At the election of the FSC and related 
supplier, the requirements of section 925(c) 

Section 921 
will be deemed to have been met if the 
FSC pays the related supplier an amount 
equal to all of the expenses (other than 
cost of goods sold) which relate to the sale 
of export property (see ail. 925(a)- 
1T(c)(6)(iii)(D)) other than expenses re- 
lating to activities performed directly by 
the FSC or by a person other than the 
related supplier, and if that payment is 
reflected on the books of the FSC and in 
computation of the FSC's and related sup- 
plier's combined taxable income. If it is 
determined that the related supplier was 
not compensated for all its expenses or if 
the entire payment is not reflected on the 
FSC's books or in computing combined 
taxable income, the administrative pric- 
ing methods may be used but proper ad- 

justments will be made to the FSC's and 
related supplier's books or income. 

Transfer Prices for Sales of Export 
Property 

Section 1. 925(a) — 1T(c) provides rules 
on how the transfer prices for sales of 
export property by a related supplier to 
a FSC are to be computed. Under the 1. 83 
percent gross receipts method of section 
925(a)(1), the transfer price on the sale 
of export property from a related supplier 
to the FSC is that price which permits the 
FSC to earn a profit on the later resale of 
the export property in the amount of 1. 83 
percent of the foreign trading gross re- 
ceipts from the sale. Pursuant to section 
925(d), this profit may not exceed an 
amount equal to twice the profit deter- 
mined under, at the related supplier's 
election, either the full costing combined 
taxable income method of 51. 925(a)— 
1T(c)(3) and (6) or the marginal costing 
rules of ri1. 925(b) — 1T. For FSC taxable 
years beginning after December 31, 1986, 
if the marginal costing rules are used, the 
FSC's profit may not exceed 100% of full 

costing combined taxable income as de- 
termined under all. 925(a) — 1T(c)(3) and 
(6). This limitation reflects Congressional 
intent, as stated in Senate Report 98-169, 
Tax Reform Act of 1984, page 649, that 
the administrative pricing rules should be 
applied so as to prevent pricing at a loss 
to the related supplier. 

Under the combined taxable income 
method of section 925(a)(2), the transfer 
price between the related supplier and the 
FSC is that price which permits the FSC 
to earn a profit in the amount of 23 per- 
cent of the related supplier's and FSC's 
combined taxable income. Under the sec- 
tion 482 method of section 925(a)(3), the 
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transfer price between the related sup- 
plier and the FSC is determined under the 
arm's length standards of section 482. 

Full costing combined taxable income 
of the related supplier and the FSC is de- 
fined in 51. 925(a) — 1T(c)(3) and (6) as the 
excess of the FSC's foreign trading gross 
receipts from the sale over the total costs 
of the related supplier and FSC relating 
to the sale. If the related supplier per- 
forms services on behalf of the FSC re- 
lating to the sale, the FSC must compensate 
the related supplier by an arm's length 
amount, which is determined on a cost 
reimbursement basis. In computing com- 
bined taxable income, the FSC and re- 
lated supplier may use the accounting 
methods they use to compute their taxa- 
ble incomes. However, a FSC which is a 
member of a controlled group may not 
use an accounting method that when ap- 
plied to transactions between the FSC and 
members of its controlled group results in 

a material distortion of the income of the 
FSC or any other member of the con- 
trolled group. Costs, both direct and in- 

direct, are to be allocated and apportioned 
to the items or classes of gross income 
resulting from the transaction or group of 
transactions. The deduction for depletion 
allowed by section 611 is treated as re- 
lating to gross receipts from a sale of ex- 
port property and shall be taken into 
account in computing the combined tax- 
able income of the FSC and its related 
supplier from that sale. 

The Internal Revenue Service consid- 
ered for purposes of computing the re- 
lated supplier's allowable percentage 
depletion deduction under section 613 
whether the related supplier's taxable in- 

come from the sale of the export property 
should include the profit earned by the 
FSC under the transfer pricing rules of 
section 925. This approach was rejected 
since the amount of the related supplier's 

percentage depletion deduction would be 
partially dependent on income earned by 
the FSC which is exempt from taxation 
under section 921. 

In making the determinations of trans- 

fer price, tj1. 925(a) — 1T(c)(8)(ii) provides 
that the related supplier and FSC if the 
FSC is the principal on the sale, or the 

related supplier if the FSC is a commis- 

sion agent on the sale, may elect to group 
the sale transactions under either of two 
standards: recognized trade or industry 

usage or the two digit major groups (or 
any inferior classifications or combina- 

tions, thereof, within a major group) of 

the Standard Industrial Classification. For 
these purposes, however, a product may 

be included in only one product group 
even though under the classifications it 

would otherwise be included in more than 

one group. If an election is made to group 
on a product or product line basis, all 

transactions involving that product or 
product line must be included. An excep- 
tion to the requirement to group all trans- 

actions of a product or product line apply, 
however, with regard to transactions in- 

volving agricultural or horticultural prod- 
ucts if a qualified cooperative shareholder 
of the FSC sold those products to the FSC. 
This exception provides that, if the re- 
lated supplier elects to group those agri- 
cultural or horticultural products, no other 
export property may be included within 

that group. Export property that would 
have been grouped under the general 
grouping rules with those agricultural or 
horticultural products may be grouped, 
however, at the election of the related 
supplier, under the general grouping rules. 
A similar special grouping rule applies with 

regard to transactions involving military 

property. 
If there is more than one FSC within a 

controlled group, an election to group must 

apply to all member FSCs and the same 
transfer pricing rule must be used with 
respect to all transactions involving 
grouped sales (or services) sold or leased 

by all the FSCs. 
These regulations provide at li1. 925(a)— 

1T(c)(5) that, if a sale of export property 
is made by the related supplier to the FSC 
and the resale by the FSC is not made 
before the close of the FSC's taxable year, 
the transfer price to the related supplier 
in the year of transfer to the FSC will 

equal the related supplier's costs. The 
transfer price will be adjusted in the year 
that the FSC resells the export property. 

Rules Under Section 925(a)(l) and (2) 
for Transactions Other Than Sales by a 

FSC 

Section 1. 925(a) — 1T(d)(1) provides that, 
with regard to the situation in which a 
FSC has rented export property from its 
related supplier and subleases that prop- 
erty to a third party, the rental which the 
FSC must pay the related supplier, if either 
of the administrative pricing rules of sec- 
tion 925(a)(1) or (2) is used to determine 
the FSC's foreign trading gross receipts, 
must be computed in a manner consistent 
with the rules covering determination of 
the transfer prices in sale transactions. In 

general, the grouping rules for sales trans- 
actions apply to lease transactions. How- 

ever, lease transactions are not to be 
grouped with sale transactions. 

Section 1. 925(a) — 1T(d)(2) provides that 
the rules applicable to sales of export 
property by the related supplier to a FSC 
(li1. 925(a) — 1T(c)) generally apply to 
transactions involving sales, leases or ser- 
vices if the FSC is a commission agent of 
the related supplier. The rules apply, 
however. , only if the gross receipts which 

the related supplier earns on the trans- 
action would have been foreign trading 

gross receipts had they been earned by 
the FSC as principal. In computing the 
taxable income of the FSC under both the 
combined taxable income method and the 
gross receipts method, if the FSC is a com- 
mission agent for its related supplier, the 
related supplier's gross receipts are sub- 

stituted for the FSC's foreign trading gross 

receipts that would have been used if the 
FSC had been the principal on the trans- 

action. Carrying charges are computed on 
the related supplier's gross receipts. Any 
carrying charges so computed reduce the 
related supplier's gross receipts for pur- 

poses of computing the commission FSC's 
profit. The maximum commission that may 
be charged the related supplier is the FSC's 
expenses plus the FSC's profit determined 
under the administrative pricing rules. If 
a related supplier factors an account re- 
ceivable which arose from a sale of export 
property at a discount to a member of the 
same controlled group, the gross receipts 
from the sale will be reduced by the amount 
of the discount. 

Section 1. 925(a) — 1T(d)(3) provides that 
the receipts from related and subsidiary 
services relating to export sale transac- 
tions are treated as income from the ex- 
port sale transactions if they are received 
in the same taxable year as the receipts 
from the export sale transactions are re- 
ceived. If the receipts are not included in 
income in the same taxable year or if the 
receipts are attributable to engineering or 
architectural services or to managerial 
services, the services income shall be 
treated as a separate type of income. The 
amount of profit that the FSC may earn 
on this separate type of income is to be 
computed under the rules for computing 
profit from sales. Grouping of transac- 
tions is not allowed with respect to en- 

gineering, architectural or managerial 
services. 
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Special Rules for Applying Paragraphs 
(c) and (d) of Section 925 

Section 1. 925(a) — 1T(e)(1)(i) provides 
that the administrative pricing rules may 
not be used to create a profit in the FSC 
if there is a combined loss on a transac- 
tion, or group of transactions, of a FSC 
and its related supplier. However, the FSC 
is permitted to recover its costs even if to 
do so creates, or increases, a loss in the 
related supplier. Paragraph (e)(1)(i) also 
provides that in applying the gross re- 
ceipts method for FSC taxable years be- 

ginning after December 31, 1986, the FSC 
profit may not exceed 100% of full costing 
combined taxable income determined un- 

der the full costing combined taxable in- 

come method. The limitation reflects 
Congressional intent that the administra- 
tive pricing rules should be applied so as 
to prevent pricing at a loss to the related 
supplier. 

The DISC special no loss rule of li1. 994- 
1(e)(1)(ii) for applying the DISC 4% of 
gross receipts method has not been car- 
ried over to FSCs. The special no loss 
rule, if carried over to FSCs, would be 
inconsistent with the general no loss rule 
of t11. 925(a) — 1T(e)(1)(i). In addition, the 
special no loss rule if applied in the FSC 
context would in certain circumstances 
produce a FSC profit that would exceed 
the limitation of section 925(d) as inter- 

preted under these regulations. That lim- 

itation provides that the profit of a FSC 
determined under the gross receipts 
method may not exceed two times the profit 
of the FSC determined under the com- 
bined taxable income method. There is 

no indication in the committee reports that 

Congress intended that the DISC special 
no loss rule should override the limitation 
on the FSC gross receipts method stated 
in section 925(d). 

A special rule at 51. 925(a) — 1T(e)(1)(iii) 
provides that if during a taxable year a 

FSC recognizes income under the section 
482 method while the related supplier rec- 

ognizes a loss on a sale transaction, the 
administrative pricing methods may not 
be used by the FSC and related supplier 

(or by a FSC in the same controlled group 
and the same related supplier) on any sale 

transactions, or group of sale transac- 

tions, during that year which fall within 

the same three digit Standard Industrial 
Classification as the subject loss sale 
transaction. This special rule reflects 
Congressional intent, as stated in Senate 
Report 98 — 169, Tax Reform Act of 1984, 
page 649, that the administrative pricing 

rules should be applied so as to prevent 
pricing at a loss to the related supplier. 

The DISC regulations provide that the 
commission due the DISC from the re- 
lated supplier must be paid within 60 days 
of the DISC year end. These regulations 
eliminate that requirement in the FSC 
context. In place of that requirement, these 
regulations provide that an account re- 
ceivable (and payable) will be deemed 
created under 51. 925(a) — 1T(e)(3) as of the 
due date (including extensions) of the 
FSC's tax return for any taxable year in 

which the transfer price, or commission, 
paid prior to the due date of the FSC's 
tax return, if any, does not equal the 
amount determined under section 925. The 
receivable shall bear interest, from the 
date it is deemed created, computed un- 

der ill. 482 — 2(a). Payment of the original 
amount due the related supplier or FSC, 
whichever is applicable, or of any receiv- 
able deemed created, may be in the form 
of money, property, sales discount or off- 
set accounting entry. Payments by the FSC 
of dividends and of amounts for services 
rendered to the FSC may be made by the 
same means. This provision does not 
eliminate, however, the requirement that 
actual cash payments be made by the re- 
lated supplier to the FSC if the FSC is a 
commission FSC and if the receipt of pay- 
ment test of section 924(e)(4) is used to 
meet the foreign economic process re- 
quirements of section 924(d). The offset 
accounting entries used under this pro- 
vision must be clearly identified in both 
the related supplier's and FSC's books of 
account, see 51. 925(a)-IT(e)(3). 

Section 1. 925(a) — 1T(e)(4) and (5) pro- 
vides that if permitted by the Code or 
regulations, the Commissioner may re- 
determine the transfer price, or rental 

payment, payable by the FSC to the re- 
lated supplier. Under the same circum- 
stances, the Commissioner may 
redetermine the commission, or services 
income, payable by the related supplier 
to the FSC. Also, a redetermination may 
be made by the FSC and related supplier 
if their taxable years are open under the 
statute of limitations for making claims 
for refund under s ction 6511 if they de- 
termine that a different transfer pricing 
method or grouping of transactions would 

be more beneficial. Likewise, they may 
redetermine the amount of foreign trad- 

ing gross receipts and the costs and ex- 

penses that are used to determine their 
profit under the transfer pricing methods. 
Any redetermination shall affect both the 

FSC and the related party. The FSC and 

related supplier may not redetermine that 
the FSC was operating as a commission 
FSC rather than a buy-sell FSC, and vice 
versa. 

If a redetermination is made, a receiv- 
able will be created, or deemed to be cre- 
ated, in favor of the party that was 
underpaid on the transaction, or group of 
transactions, on the original determina- 
tion. The amount of the receivable will 

equal the difference between the original 
determination and the amount deter- 
mined under the redetermination. The re- 
ceivable will bear interest, computed under 
51. 482 — 2(a)(2), from the day after the re- 

determination to the date of payment. In 
lieu of establishing a receivable, the FSC 
and related supplier may treat any part of 
a previous distribution as payment of an 
amount arising from the redetermination. 

Marginal Costing Rules 

Section 1. 925(b) — 1T provides that if a 
FSC is attempting to establish a foreign 
market it may use the combined taxable 
income amount determined under the 
marginal costing method in applying the 
combined taxable income transfer pricing 
method. The FSC will be deemed to be 
establishing a foreign market if the com- 
bined taxable income determined under 
the marginal costing method is greater than 
the combined taxable income determined 
under the full costing method of «i1. 925(a)— 
1T(c)(3) and (6). The marginal costing 
rules do not apply to leases or to services. 

The combined taxable income deter- 
mined under the 'marginal costing method 
is the lesser of the maximum combined 
taxable income determined under mar- 

ginal costing and the overall profit per- 
centage limitation. As under the DISC 
regulations at Ill. 994-2, the maximum 
combined taxable income under the FSC 
marginal costing rules is determined by 
subtracting from the FSC's foreign trad- 

ing gross receipts (or the related supplier's 
gross receipts if the FSC is a commission 
agent) only the related supplier's direct 
material and direct labor costs. The In- 
ternal Revenue Service considered re- 

quiring, on a prospective basis, that 
computation of maximum combined tax- 
able income be made on a true marginal 
or variable cost basis. On this basis, max- 
imum combined taxable income would 
have been determined by subtracting from 
the FSC's foreign trading gross receipts 
(or the related supplier's gross receipts if 
the FSC is a commission agent) the re- 
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lated supplier's direct production costs and 
the related supplier's and FSC's variable 
general and administrative and selling ex- 
penses. Although it is the view of the In- 
ternal Revenue Service that this true 
variable cost basis determination is the 
correct treatment, the DISC computation 
method has not been changed. 

The overall profit percentage limitation 
is computed by multiplying the FSC's for- 
eign trading gross receipts (or the related 
supplier's gross receipts if the FSC is a 
commission agent) by a fraction the nu- 

merator of which is the FSC's and related 
supplier's combined taxable income on all 

sales, foreign and domestic, of the export 
product or product line determined under 
the full costing method and the denomi- 
nator of which is the total gross receipts 
from those sales. In making this compu- 
tation, the product or product line group- 

ing may vary from the grouping selected 
for computing the combined taxable in- 

come under the full costing method so 
long as the grouping chosen is at least as 

broad as that chosen under the full costing 
method. A product may be included in 

only one product group even though un- 

der the grouping rules it could otherwise 

be included in more than one group. 
The marginal costing method may not 

be used if there is a combined loss under 

the marginal costing rules for the trans- 

action or group of transactions. In addi- 

tion, for FSC taxable years beginning after 
December 31, 1986, the profit determined 
under the marginal costing method may 

be allowed to the FSC only to the extent 
it does not exceed the FSC's and related 

supplier's full costing combined taxable 
income on the transaction or group of 
transactions. To allow a profit to the FSC 
in excess of that amount would create a 

loss to the related supplier under full cost- 

ing. This no-loss rule reflects Congres- 

sional intent, as stated in Senate Report 
98-169, Tax Reform Act of 1984, page 
649, that the administrative pricing rules 

should be applied so as to prevent pricing 

at a loss to the related supplier. 

The effect of the marginal costing no- 

loss rules and the interrelationship of the 

overall profit percentage limitation is that 

the FSC's profit under the marginal cost- 

ing rules is limited to the lesser of the 

following: 

(1) 23% of maximum combined tax- 

able income determined under the mar- 

ginal costing rules, 

(2) 23% of the overafl profit percent- 

age limitation, or 

(3) for FSC taxable years beginning 

after December 31, 1986, 100% of the 

combined taxable income determined un- 

der the full costing method. 

Taxpayers are invited to comment on 

these marginal costing provisions. 

Distributions to Shareholders 

The regulations at 51. 926(a) — 1T(a) 
provide that distributions from a FSC are 

included in the shareholder's gross in- 

come under section 301. Domestic cor- 

porate shareholders of a FSC are entitled 

to the dividends received deduction under 

section 245. Section 1. 926(a) — 1T(a) also 

provides that, if the FSC shareholder (or 
if the FSC shareholder is a pass-through 

entity, the partner or beneficiary of that 

entity) is a foreign corporation or a non- 

resident alien individual, the distribution 

is treated as United States source income 
that is effectively connected to a United 

States trade or business. 

Because of the difference in treatment 
of distributions of a FSC to domestic cor- 

porate shareholders, fi1. 926(a) — 1T(b) 
provides for ordering of distributions. To 
the extent thereof, distributions are first 

deemed to be made out of earnings and 

profits attributable to exempt foreign trade 
income determined solely because of sec- 
tion 923(a)(4), next out of other exempt 
foreign trade income, next out of non- 

exempt foreign trade income determined 
under the administrative pricing rules, next 

out of section 923(a)(2) nonexempt in- 

come, and finally out of other earnings 
and profits. 

Section 1. 926(a) — IT(d) provides that 
distributions from a FSC out of earnings 
and profits attributable to foreign trade 
income, other than section 923(a)(2) non- 

exempt income, are not treated as divi- 

dends for purposes of the personal hold- 

ing company (sections 541 through 547) 
and the foreign personal holding company 
(sections 551 through 558) provisions. 
However, the shareholder may elect to 
treat any amount of the distribution as an 

item of income under those sections if the 
shareholder establishes that the amount 
of the distribution is attributable to earn- 

ings and profits of the FSC derived from 
such an item of income under those sec- 
tions. 

Section 1. 926(a) — 1T(e) provides that, 
for purposes of section 1248, a FSC's 
earnings and profits shall not include 
earnings and profits attributable to for- 
eign trade income. 

Definition of Export Property 

Section 1. 927(a) — 1T provides defini- 

tions of export property for purposes of 
the FSC rules, These definitions parallel 

in all important respects the definitions of 
export property of a DISC at $1. 993 — 3, 
These regulations at rs1. 927(a) — IT(f)(3) 
provide that export property will include 

certain standardized computer software 

on media that are mass-marketed without 

the right to reproduce for external use. 
These regulations also provide that: 

(1) Petroleum coke is not export prop- 

erty since it is a primary product from oil, 
see 51. 927(a) — 1T(g)(2)(iii); 

(2) Medicinal products, insecticides and 

alcohols may be export property since they 

are not primary products from oil, see 
ef 1. 927(a) — 1T(g) (2) (iv); 

(3) An orbiting satellite is deemed to 
be located outside the United States, see 

ff1. 927(a) — 1T(d)(4)(vi); and 

(4) Fungible export property must be 

physically segregated from non-export 

property, see $1. 927(a) — 1T(d)(1)(ii). 
In order for property to be export prop- 

erty, no more than 50 per cent of the fair 
market value of that property may be at- 

tributable to the fair market value of ar- 

ticles which were imported into the United 
States. The legislative history of the Tax 
Reform Act of 1984 (S. Rept. 98 — 169, pp. 
652 — 653) indicated that the Internal Rev- 
enue Service should consider whether to 
retain the DISC rule which provides that 
for purposes of computing the foreign 
content of an article imported into the 
United States the article is treated as en- 

tirely imported even if all or a portion of 
the article was originally manufactured in 

the United States and that the foreign 
content value is the full dutiable value 

without reduction pursuant to any United 
States tariff laws. Commentators have 

suggested that the rule should be changed 
to provide that foreign content will be only 
the value added abroad. After review, the 
DISC rule has been retained with a mod- 

ification which provides that if the tax- 

payer elects, the foreign content will be 
the fair market value of the imported ar- 

ticle reduced by the fair market value at 
the time of initial export of the portion of 
the article that was manufactured, pro- 
duced, grown or extracted in the United 
States. See ft1. 927(a) — 1T(e)(4)(i). The 
taxpayer may make this special election 
only if the imported article is subjected 
to manufacturing or production, as de- 

fined in ill. 927(a) — 1T(c)(1) and (2), within 

the United States after importation. If the 
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initial export is made to a controlled per- 
son within the meaning of section 482, the 
fair market value at the time of the initial 
export of the United States component 
will be established under the rules of sec- 
tion 482 and the regulations under that 
section. If, however, the initial export is 
not made to a controlled person, the fair 
market value must be established by the 
taxpayer under the facts and circum- 
stances. 

A related change made in these regu- 
lations at nil. 927(a) — IT(c)(1) is that prop- 
erty which sustains further manufacture, 
production or processing outside the 
United States prior to sale or lease by a 
person but after manufacture, produc- 
tion, extraction or processing in the United 
States in the United States will be con- 
sidered as manufactured, produced, grown 
or extracted in the United States by that 
person within the meaning of section 
927(a)(1)(A), but only if the property is 

reimported into the United States for fur- 
ther manufacturing, production or proc- 
essing prior to final export sale. However, 
in order to obtain FSC benefits on the 
export of the property manufactured, 
grown, produced or extracted in the United 
States, all of the other aspects of the def- 
inition of export property in section 927(a) 
must be satisfied. 

Definition of Gross Receipts 

Section 1. 927(b) — IT provides defini- 
tions of gross receipts. These definitions 
are taken in all important respects from 
the definition of gross receipts of a DISC 
at ill. 993 — 6. These regulations at 
t)1. 927(b) — 1T(c) provide, however, that 
gross receipts will be determined by re- 
ducing the amounts received by returns 
and allowances. In addition, these regu- 
lations provide that in determining the 
profit of a commission FSC under the ad- 

ministrative pricing methods of section 
925(a)(1) and (2), only those receipts of 
the related supplier which would have been 

foreign trading gross receipts had they been 
received by the FSC are taken into ac- 

count. 

Definition of Related Party 

These regulations at ri1. 927(d) — 2T for 
purposes of the administrative pricing rules 

of section 925(a) define related party to 
include a person which is owned or con- 
trolled directly or indirectly by the same 

interests as the FSC within the meaning 

of section 482 and «i1. 482 — 1(a). 

Special Source Rule for Related Supplier 

Section 1. 927(e) — IT provides that, if 
the transfer pricing rules of section 925(a) 
are used to determine the FSC's foreign 
trade income, the related supplier's for- 
eign source income from the transaction, 
or group of transactions, shall not exceed 
the amount of foreign source income that 
the related supplier would have earned 
had the analogous DISC transfer pricing 
rule been used. Under this provision, the 
DISC 4 percent gross receipts method is 
analogous to the FSC 1. 83 percent gross 
receipts method, the DISC 50 percent of 
combined taxable income method is anal- 

ogous to the FSC 23 percent of combined 
taxable income method and the section 
482 method in the DISC context is anal- 

ogous to the section 482 method in the 
FSC context. 

Boycott Participation 

If a FSC or any member of its con- 
trolled group prticipates in or cooperates 
with an international boycott within the 
meaning of section 999, the FSC's exempt 
foreign trade income will be reduced. The 
income that is not longer exempt is deemed 
to be non-exempt foreign trade income. 

NONAPPLICABILITY OF 
EXECUTIVE ORDER 12291 

The Treasury Department has deter- 
mined that these temporary regulations 
are not subject to review under Executive 
Order 12291. Accordingly, a Regulatory 
Impact Analysis is not required. 

REGULATORY FLEXIBILITY ACT 

A general notice of proposed rule- 
making is not required by 5 U. S. C. 553(b) 
for temporary regulations. Accordingly, 
the Regulatory Flexibility Act (5 U. S. C. 
chapter 6) does not apply and no Regu- 
latory Flexibility Analysis is required for 
this rule. 

PAPERWORK REDUCTION ACT 

These regulations were submitted to the 
Office of Management and Budget for re- 
view under the Paperwork Reduction Act 
and approved under OMB number 1545— 
0935. 

DRAFTING INFORMATION 

The principal author of these regula- 
tions is Richard Chewning of the Office 
of Associate Chief Counsel (Interna- 
tional), within the Office of Chief Coun- 
sel, Internal Revenue Service. Personnel 
from other offices of the Internal Revenue 
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Service and Treasury Department partic- 
ipated in developing these regulations. 

Adoption of Amendments to the 
Regulations 

Accordingly, 26 CFR Parts 1 and 602 
are amended as fofiows: 

INCOME TAX REGULATIONS 
(26 CFR Part I) 

Paragraph 1. The authority for Part I 
is amended to read as fofiows: 

Authority: 26 U. S. C. 7805. * * * Sec- 
tion 1. 925(a) — 1T also issued under 26 
U. S. C. 925(b)(1) and 927(d)(2)(B). Sec- 
tion 1. 925(b) — 1T also issued under 26 
U. S. C. 925(b)(2). * " ' Section 1. 927(e)— 
IT also issued under 26 U. S. C. 927(e)(1). 
Section 1. 927(e) — 2T also issued under 26 
U. S. C. 927(e)(2). " * ' 

Par. 2. Section 1. 921 — IT is amended 

by adding new question and answer 4A 
to paragraph (a)(4), by adding new ques- 
tion and answer 11A to paragraph (a)(9), 
and by adding new question and answer 
12A to paragraph (a)(10). The added 
questions and answers read as follows: 

51. 921 — 1T. Temporary regulations pro- 
viding transition rules for DISCs and FSCs. 

(a) Termination of a DISC. * * * 

(4) Commissions for 1984. " ' " 
Question 4A: Must commissions which 

were earned prior to January 1, 1985, be 
paid by a related supplier if the last date 
payment is required (as set forth in $1. 994— 
1(e)(3)) is after December 31, 1984? 

Answer 4A. No. 

(9) Deficiency distributions. * ' ' 
Question 11A: Must a former DISC 

remain in existence in order for a former 
DISC shareholder to take advantage of 
the spread provided in section 995(b)(2) 
with respect to DISC disqualification? 

Answer 11A: No. With respect to dis- 
tributions deemed to be received by a 
former DISC shareholder under section 
995(b)(2) for taxable years beginning after 
December 31, 1984, if the former DISC 
shareholder elects, the rules of section 
995(b)(2)(B) shall apply even though the 
former DISC does not continue in exist- 
ence. If the former DISC is no longer in 
existence, the former DISC's sharehold- 
ers will be deemed to have received the 
distribution on the last day of their tax- 
able years over the applicable period of 
time determined under section 995(b)(2) 
as if the former DISC had remained in 
existence. 
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(10) Deemed distribution for I984. ' ' * 

Question 12A. If under section 805(b)(3) 
of the Tax Reform Act of 1984 the share- 
holders of the DISC are permitted to make 
an election to treat the DISC's 1984 
deemed distribution as received over a ten 
year period, must the DISC distribute that 
amount to its shareholders ratably over 
the 10-year period? 

Answer 12A. No. Under section 
805(b)(3) of the Tax Reform Act of 1984, 
if the DISC's deemed distribution for its 
taxable year which ended on December 
31, 1984, is a qualified distribution, the 
shareholders of the DISC are permitted 
to make an election to treat the distri- 
bution as received over a 10-year period. 
The 10-year treatment applies even though 
the amount of the deemed distribution is 
distributed to the DISC's shareholders 
prior to the period in which the distri- 
bution is taken into income by the share- 
holders. In addition, under section 996(e) 
of the Code, the shareholder's basis in the 
stock of the DISC will be considered as 
increased, as of the date of liquidation, 
by the shareholder's pro rata share of the 
amount of the undistributed qualified dis- 
tribution even though that amount is 
treated as received by the shareholder in 
later years. Further, the actual distribu- 
tion in liquidation of the former DISC 
after 1984 will increase the earnings and 
profits of a corporate distributee, and the 
amount actually distributed shall be treated 
under the rules of section 996. 

Par. 3. Section 1. 921 — 1T(b)(1), An- 

swer 1, is revised to read as follows: 

t)1. 921 — 1T. Temporary regulations pro- 
viding transition rules for DISCs and FSCs. 

(b) Establishing and electing status as 
a FSC, small FSC orinterest charge DISC— 
(1) Ninety-day period. * * * 

Answer 1: A corporation electing FSC 
or small FSC status must file Form 8279. 
A corporation electing interest charge 
DISC status must file Form 4876A. A cor- 
poration electing to be treated as a FSC, 
small FSC, or interest charge DISC for 
its first taxable year shall make its election 
within 90 days after the beginning of that 

year. A corporation electing to be treated 

as a FSC, small FSC, or interest charge 
DISC for any taxable year other than its 

first taxable year shall make its election 

during the 90-day period immediately 

preceding the first day of that taxable year. 

The election to be a FSC, small FSC, or 
interest charge DISC may be made by the 

corporation, however, during the first 90 
days of a taxable year, even if that taxable 
year is not the corporation's first taxable 
year, if that taxable year begins before 
July 1, 1985. Likewise, the election to be 
a FSC (or a small FSC) may be made 
during the first 90 days of any taxable year 
of a corporation if the corporation had in 

a prior taxable year elected small FSC (or 
FSC) status and the corporation revokes 
the small FSC (or FSC) election within 
the 90 day period. A corporation which 
was a DISC for its taxable year ending 
December 31, 1984, which wishes to be 
treated as an interest charge DISC begin- 
ning with its first taxable year beginning 
after December 31, 1984, may make the 
election to be treated as an interest charge 
DISC by filing Form 4876A on or before 
July 1 1987. Also, if a corporation which 
has elected FSC, small FSC or interest 
charge DISC status, or a shareholder of 
that corporation, is acquired in a qualified 
stock purchase under section 338(d)(3), 
and if an election under section 338(a) is 
effective with regard to that corporation, 
the corporation may re-elect FSC, small 
FSC or interest charge DISC status, 
(whichever is applicable, ) not later than 
the date of the election under section 
338(a), see section 338(g)(i) and 51. 338— 
1T(c). This re-election is necessary be- 
cause the original elections are deemed 
terminated if an election is made under 
section 338(a). The rules contained in 
51. 992 — (a)(1), (b)(1) and (b)(3) shall ap- 
ply to the manner of making the election 
and the number and form of shareholder 
consent. 

Par. 4. Section 1. 921 — 1T(b)(12), An- 
swer 12, is amended by adding a new sen- 
tence immediately after the existing 
sentence of Answer 12 as follows: 

li1. 921 — 1T. Temporary regulations pro- 
viding transition rules for DISCs and FSCs. 

(b) Establishing and electing status as 
a FSC, small FSC or interest charge 
DISC'*" 

(12) Pre-effective date costs and activ- 
ities. * * * 

Answer 12: * * ' Costs incurred and 
activities performed by a related supplier 
prior to January I, 1985 (or prior to the 
effective date of a corporation's election 
to be treated as a FSC if other than Jan- 
uary 1, 1985) with respect to transactions 
occurring after January 1, 1985 (or after 
the effective date of a corporation's elec- 
tion to be treated as a FSC) need not be 

taken into account for purposes of com- 

puting the FSC's profit under section 925 
but are treated for section 925(c) purposes 
as if they were performed on behalf of the 
FSC. 

Par. 5. Sections 1. 925(b) — IT and 
1. 925(c) — 1T are removed and new ti$1. 921— 
3T, 1. 923 — 1T, 1. 924(a) — 1T, 1. 925(a) — 1T, 
1. 925(b) — 1T, 1. 926(a) — 1T, 1. 927(a) — 1T, 
1. 927(b) — 1T, 1. 927(e) — 1T and 1. 927(e)— 
2T are added in the appropriate places to 
read as follows: 

$1. 921 — 3T. Temporary Regulations; For- 
eign sales corporation general rules. 

(a) Exclusion — (1) Classijications of 
income. The extent to which income of a 
FSC (any further reference to a FSC in 

this section shall include a small FSC un- 

less indicated otherwise) is subject to the 
corporate income tax of section 11, or, in 
the alternative, section 1201(a), is de- 
pendent upon the allocation of the FSC's 
income to the following five categories: 

(i) Exempt foreign trade income de- 
termined under section 923 and t)1. 923— 
1T; 

(ii) Non-exempt foreign trade income 
determined with regard to the adminis- 
trative pricing rules of section 925(a)(1) 
or (2); 

(iii) Non-exempt foreign trade income 
determined without regard to the admin- 
istrative pricing rules of section 925(a)(1) 
or (2) (section 923(a)(2) non-exempt in- 
come as defined in section 927(d)(6)); 

(iv) Investment income and carrying 
charges; and 

(v) Other non-foreign trade income. 
(2) Source and characterization of FSC 

income — (i) Exempt foreign trade in- 
come. The exempt foreign trade income 
of a FSC determined under section 923 
and 51. 923 — 1T is treated as foreign source 
income which is not effectively connected 
with a United States trade or business. 
See t)1. 923 — 1T(a) for the definition of for- 
eign trade income and li1. 923 — 1T(b) for 
the definition of exempt foreign trade in- 
come. 

(ii) Non-exempt foreign trade income 
determined with regard to the administra- 
tive pricing rules. The FSC's non-exempt 
foreign trade income with respect to a 
transaction or group of transactions will 
be treated as United States source income 
which is effectively connected with the 
FSC's trade or business which is con- 
ducted through its permanent establish- 
ment within the United States if either of 
the administrative pricing rules of section 
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925(a)(1) or (2) is used to determine the 
FSC's foreign trade income from a trans- 
action or group of transactions. See $1. 923— 
1T(b) for the definition of non-exempt 
foreign trade income. 

(iii) Non-exempt foreign trade income 
determined without regard to the admin- istrativee 

pricing rules. The source and tax- 
ation of the FSC's non-exempt foreign 
trade income not classified in paragraph 
(a)(2)(ii) of this section will be deter- 
mined under the appropriate sections of 
the Internal Revenue Code and the reg- 
ulations under those sections. This type 
of income (section 923(a)(2) non-exempt 
income) includes both income that is not 
effectively connected with the conduct of 
a trade or business in the United States 
and income that is effectively connected. 

(iv) Investment income and carrying 
charges. All of the FSC's investment in- 

come and carrying charges will be treated 
as income which is effectively connected 
with the FSC's trade or business which is 
conducted through its permanent estab- 
lishment within the United States. The 
source of that income will be determined 
under the appropriate sections of the In- 
ternal Revenue Code and the regulations 
under those sections. See li1. 921 — 2(f) 
(Q & A9) for definition of investment in- 

come and carrying charges. 

(v) Non-foreign trade income (other 
than investment income and carrying 
charges). The source and taxation of the 
FSC's non-foreign trade income (other 
than investment income and carrying 
charges) will be determined under the ap- 
propriate sections of the Internal Reve- 
nue Code and the regulations under those 
sections. 

(b) Allocation and apportionment of 
deductions. Expenses, losses and deduc- 
tions incurred by the FSC shall be allo- 
cated and apportioned under the rules set 
forth in Ii1. 861 — 8 to the FSC's foreign trade 
income and to the FSC's non-foreign trade 
income. Any deductions incurred by the 
FSC on a transaction, or group of trans- 

ac&ions, which are allocated and appor- 
tioned to the FSC's foreign trade income 
from that transaction, or group of trans- 

actions, shall be allocated on a propor- 
tionate basis between exempt foreign trade 
income and non-exempt foreign trade in- 

come. 

(c) Net operating losses and capital 
losses — (1) General rule. (i) If a FSC for 
any taxable year incurs a deficit in earn- 

ings and profits attributable to foreign trade 
income determined without regard to the 

administrative pricing rules of section 
925(a)(1) or (2), that deficit shall be ap- 
plied to reduce current earnings and prof- 
its, if any, attributable to— 

(A) First, exempt foreign trade in- 

come determined with regard to the ad- 

ministrative pricing rules, 

(B) Second, non-exempt foreign trade 
income determined with regard to the ad- 

ministrative pricing rules, 

(C) Third, investment income and car- 

rying charges, and 

(D) Fourth, other non-foreign trade 
income. 

(ii) If a FSC for any taxable year incurs 
a deficit in earnings and profits attribut- 
able to non-foreign trade income (other 
than investment income, carrying charges 
and net capital losses), that deficit shall 

be applied to reduce current earnings and 
profits, if any, attributable to— 

(A) First, investment income and car- 
rying charges, 

(B) Second, exempt foreign trade in- 

come determined with regard to the ad- 

ministrative pricing rules, 

(C) Third, exempt foreign trade in- 

come determined without regard to the 
administrative oricing rules, 

(D) Fourth, non-exempt foreign trade 
income determined with regard to the ad- 
ministrative pricing rules, and 

(E) Fifth, section 923(a)(2) non-ex- 
empt income. 

(iii) If a FSC for any taxable year in- 

curs a deficit in earnings and profits at- 
tributable to investment income and 
carrying charges, that deficit shall be ap- 
plied to reduce current earnings and prof- 
its, if any, attributable to— 

(A) First, non-foreign trade income 
other than capital gains, 

(B) Second, exempt foreign trade in- 

come determined with regard to the ad- 
ministrative pricing rules, 

(C) Third, exempt foreign trade in- 

come determined without regard to the 
administrative pricing rules, 

(D) Fourth, non-exempt foreign trade 
income determined with regard to the ad- 
ministrative pricing rules, and 

(E) Fifth, section 923(a)(2) non-ex- 

empt income. 
(iv) Net capital losses will be available 

for carryback or carryover pursuant to 
paragraph (c)(2) of this section. 

(v) Because the no-loss rules provide 
that a related supplier may always com- 
pensate the FSC for its expenses either as 
part of the commission payment or as part 
of the transfer price if the administrative 
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pricing rules are used (see all. 925(a)— 
1T(e)(1)(i)), a FSC wifi not have a deficit 
in its earnings and profits relating to for- 
eign trade income determined with regard 
to the administrative pricing ruies. To de- 
termine the amount of any division of 
earnings and profits for the purpose of 
determining under tt1. 926(a) — 1T(a) and 

(b) the treatment and order of distribu- 
tions, the portion of a deficit in earnings 
and profits chargeable under this para- 
graph to such division prior to such dis- 

tribution shall be determined in a manner 
consistent with the rules in ti1. 316 — 2(b) 
for determining the amount of earnings 
and profits available on the date of any 
distribution. 

(2) Carryback or carryover of net op- 
erating losses and capital losses to other 
timetable years of a FSC (or former FSC). 
(i) The amount of the deduction for the 
taxable year under section 172 for a net 
operating loss carryback or carryover, or 
under section 1212 for a capital loss car- 
ryback or carryover, shall be determined 
in the same manner as if the FSC were a 
foreign corporation which had not elected 
to be treated as a FSC. Thus, the amount 
of the deduction will be the same whether 
or not the corporation was a FSC in the 
year of the loss or in the year to which 

the loss is carried. 
(ii) Any carryback or carryover of a 

FSC's (or former FSC's) net operating loss 
which is attributable to transactions which 

give rise to foreign trade income shall be 
charged— 

(A) First, to earnings and profits at- 
tributable to exempt foreign trade income 
which is determined without regard to the 
administrative pricing rules, 

(B) Second, to earnings and profits at- 
tributable to section 923(a)(2) non-ex- 
empt income, 

(C) Third, to earnings and profits at- 
tributable to exempt foreign trade income 
determined with regard to the adminis- 
trative pricing rules, 

(D) Fourth, to earnings and profits at- 
tributable to non-exempt foreign trade in- 

come determined with regard to the 
administrative pricing rules, 

(E) Fifth, to earnings and profits at- 
tributable to investment income and car- 
rying charges (other than capital gain 
income), and 

(F) Sixth, to earnings and profits at- 
tributable to non-foreign trade income 
(other than investment income, carrying 
charges and capital gain income). 

(iii) Any carryback or carryover of a 
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FSC's (or former FSC's) net operating loss 
which is attributable to non-foreign trade 
income (other than capital gain income) 
shall be charged— 

(A) First, to earnings and profits at- 
tributable to non-foreign trade income 
(other than investment income, carrying 
charges and capital gain income), 

(B) Second, to earnings and profits at- 
tributable to investment income and car- 
rying charges, 

(C) Third, to earnings and profits at- 
tributable to exempt foreign trade income 
determined with regard to the adminis- 
trative pricing rules, 

(D) Fourth, to earnings and profits at- 
tributable to non-exempt foreign trade in- 

come determined with regard to the 
administrative pricing rules, 

(E) Fifth, to earnings and profits at- 
tributable to exempt foreign trade income 
which is determined without regard to the 
administrative pricing rules, and 

(F) Sixth, to earnings and profits at- 
tributable to section 923(a)(2) non-ex- 
empt income. 

(iv) Any carryback or carryover of a 
net operating loss to a year in which the 
corporation was (or is) a FSC from a tax- 
able year in which the corporation was 

not a FSC shall be applied in a manner 
consistent with subdivision (iii) of this 

paragraph. 

(d) Credits against tax — (1) General 
rule. Notwithstanding any other provision 
of chapter 1, subtitle A, a FSC is allowed 
under section 921(c) as credits against tax 
only the following credits: 

(i) The foreign tax credit, section 27(a); 
(ii) The credit for tax withheld at source 

on foreign corporations, section 33; and 

(iii) The certain uses of gasoline and 

special fuels credit, section 34. 

(2) Foreign tax credit. (i) The direct 
foreign tax credit of section 901(b)(4) as 
determined under section 906 for income, 
war profits, and excess profits taxes (or 
taxes in lieu thereof) paid or accrued to 
any foreign country or possession of the 
United States is allowed a FSC only to 
the extent that those taxes are attributable 
to the FSC's foreign source non-foreign 
trade income which is effectively con- 

nected with its conduct of a trade or busi- 

ness within the United States. See section 

906(b) (5). 
(ii) The foreign tax credit for domestic 

corporate shareholders in foreign corpo- 
rations (the deemed paid credit) provided 

under section 901(a) as determined under 

section 902 is allowed for income, war 

profits, and excess profits taxes deemed 
paid or accrued by a FSC (or former FSC) 
only to the extent those taxes are deemed 

paid or accrued with respect to the FSC's 

(or former FSC's) section 923(a)(2) non- 

exempt income and its non-foreign trade 
income. 

(iii) The foreign tax credit allowed by 
sections 901 and 903 for tax withheld at 
source is allowed only to the extent the 
dividends paid to the FSC's (or former 
FSC's) shareholder are attributable to the 
FSC's (or former FSC's) section 923(a)(2) 
non-exempt income and its non-foreign 
trade income. 

(3) Foreign tax credit limitation. (i) For 
purposes of computation of the direct for- 

eign tax credit of section 901(b)(4) as de- 

termined under section 906, the separate 
limitation of section 904(d)(1)(C) for the 
FSC's taxable income attributable to its 
foreign trade income will apply. The di- 

rect foreign tax credit is not allowed to a 
FSC with regard to taxes it paid which are 
attributable to its foreign trade income. 
Since the foreign tax credit is not allowed 
for that type of income, the effect of the 
separate limitation is to remove the FSC's 
foreign trade income from the numerator 
of the fraction used to compute the FSC's 
overall foreign tax credit limitation. 

(ii) A separate limitation under sec- 
tion 904(d)(1)(D) is provided for distri- 
butions from a FSC (or former FSC) that 
arise through operation of the deemed paid 
credit of section 902 and are attributable 
to foreign trade income earned during the 
period when the distributing corporation 
was a FSC. This limitation is computed 
by multiplying the FSC's shareholder's 
tentative United States tax by a fraction 
the numerator of which is the foreign 
source dividend (determined with regard 
to section 78) attributable to the foreign 
trade income less dividends received de- 
ductions and other expenses allocated and 
apportioned under 51. 861 — 8 allowed to 
the shareholder and the denominator of 
which is the shareholder's worldwide in- 
come. The effect of this separate limita- 
tion is to remove dividends attributable 
to the FSC's foreign trade income from 
the numerator of the fraction used to 
compute the overall foreign tax credit lim- 
itation of the FSC's shareholder. 

(iii) The separate limitation under sec- 
tion 904(d)(1)(D) also applies to the for- 
eign tax credit allowed to a FSC 
shareholder by sections 901 and 903 for 
tax withheld at source on dividends paid 
by the FSC. The numerator of this frac- 

tion is the part of the dividend attribut- 
able to the FSC's foreign trade income 
and the denominator is the shareholder's 
worldwide income. The effect of this sep- 
arate limitation is to remove dividends at- 
tributable to foreign trade income of a 
FSC (or former FSC) from the numerator 
of the fraction used to compute the over- 
all foreign tax credit limitation of the FSC's 
shareholder. 

(e) Deduction for foreign income, war 

profits and excess profits taxes. Under sec- 
tion 275(a)(4)(B), income, war profits and 
excess profits taxes imposed by a foreign 
country or possession of the United States 
may not be deducted by a FSC to the 
extent those taxes are paid or accrued with 

respect to its foreign trade income. 

(f) payment of estimated tax. Every FSC 
which is subject to tax under section 11 
or 1201('a) and section 882 must make 
payment of its estimated tax in accord- 
ance with section 6154 and the regulations 
under that section. In determining the 
amount of the estimated tax, the FSC must 

treat the tax imposed by section 881 as 
though it were a tax imposed by section 
11. See section 6154(g). 

(g) Accumulated earnings, personal 
holding company and foreign personal 
holding company. The provisions cover- 
ing the accumulated earnings tax (sections 
531 — 537), personal holding companies 
(sections 541 — 547) and foreign personal 
holding companies (sections 551 — 558) ap- 
ply to FSCs to the extent they would apply 
to foreign corporations that are not FSCs. 

(h) Subpart F income and increase of 
earningsinvestedin U. S. property. For the 
mandatory inclusion in the gross income 
of the U. S. shareholders of the subpart F 
income and of the increase in earnings 
invested in U. S. property of a FSC, see 
sections 951 through 964 and the regula- 
tions under. those sections. However, the 
foreign trade income (other than section 
923(a)(2) non-exempt income) and, gen- 
erally, the investment income and carry- 
ing charges of a FSC and any deductions 
which are allocated and apportioned to 
those classes of income, are not taken into 
account under sections 951 through 964. 
See sections 951(e) and 952(b). 

(i) Certain accumulations of earnings 
and profits. For the inclusion in the gross 
income of U. S. persons as a dividend on 
the gain recognized on certain sales or 
exchanges of stock in a FSC, to the extent 
of certain earnings and profits attributable 
to the stock which were accumulated while 

the FSC was a controlled foreign corpo- 
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ration, see section 1248 and the regula- 
tions under that section. However, section 
1248 and the regulations under that sec- 
tion do not apply to a FSC's earnings and 
profits attributable to foreign trade in- 

come, see section 1248(d)(6). 
(j) Limitations on certain multiple tax 

benefits. The provisions of section 1561, 
Limitations on Certain Multiple Tax Ben- 
efits in the Case of Certain Controlled 
Corporations, and section 1563, Defini- 
tions and Special Rules, and the regula- 
tions under those sections apply to a FSC 
and its controlled group. 

t11. 923-1T. Temporary Regulations; Ex- 
empt foreign trade income. 

(a) Foreign trade income. Foreign trade 
income of a FSC is the FSC's gross income 
attributable to its foreign trading gross re- 
ceipts. (Any further reference to a FSC 
in this section shall include a small FSC 
unless indicated otherwise. ) If the FSC is 
the principal on the sale of export prop- 
erty which it purchased from a related 
supplier, the FSC's gross income is de- 
termined by subtracting from its foreign 
trading gross receipts the transfer price 
determined under the transfer pricing 
methods of section 925(a). If the FSC is 
the commission agent on the sale of ex- 
port property by its related supplier, the 
FSC's gross income is the commission paid 
or payable by the related supplier to the 
FSC with respect to the transactions that 

would have generated foreign trading gross 
receipts had the FSC been the principal 
on the transaction. See t1L925(a) — 1T(f) 
Examples (IJ and (6) for illustrations of 
the computation of a FSC's foreign trade 
income, exempt foreign trade income and 
taxable income. 

(b) Exempt foreign trade income — (1) 
Determination. (i) If a FSC uses either of 
the two administrative pricing rules, pro- 
vided for by section 925(a)(1) and (2), to 
determine its income from a transaction, 

or group of transactions, to which section 
925 applies (see 51. 925(a) — 1T(b)(2)(ii) and 

(iii)), 15/23 of the foreign trade income 
that it earns from the transaction, or group 
of transactions, will be exempt foreign 
trade income. If a FSC has a non-cor- 

porate shareholder (shareholders), 16/23 

of its foreign trade income attributable to 
the noncorporate shareholder's (share- 
holders') proportionate interest in the FSC 
will be exempt foreign trade income. See 
section 291(a)(4). 

(ii) If a FSC does not use the admin- 
istrative pricing rules to determine its in- 

come from a transaction, or group of 
transactions, which gives rise to foreign 

trade income, 30 percent of its foreign 
trade income will be exempt foreign trade 
income. If a FSC has a non-corporate 
shareholder (shareholders), 32 percent of 
its foreign trade income attributable to 
the non-corporate shareholder's (share- 
holder's) proportionate interest in the FSC 
will be exempt foreign trade income. See 
section 291(a)(4). 

(iii) Exempt foreign trade income so 
determined under subdivisions (1)(i) and 

(ii) of this paragraph is treated as foreign 
source income which is not effectively 
connected with the conduct of a trade or 
business within the United States. See 
section 921(a). 

(2) Special rule for foreign trade in- 
come allocable to a qualified cooperative. 

(i) Pursuant to section 923(a)(4), if a qual- 
ified cooperative is a shareholder of a FSC, 
the FSC's non-exempt foreign trade in- 

come determined by use of either of the 
administrative pricing methods of section 
925(a)(1) or (2) which is allocable to the 
marketing of agricultural or horticultural 
products, or the providing of related ser- 
vices, for any taxable year will be treated 
as exempt foreign trade income to the ex- 
tent that it is distributed to the qualified 
cooperative shareholder. A qualified co- 
operative is defined as any organization 
to which chapter 1, subchapter T, part 1 

of the Code applies. See section 1381(a). 
(ii) This special rule of section 923(a)(4) 

shall apply only if the distribution is made 
before the due date under section 6072(b), 
including extensions, for filing the FSC's 
income tax return for that year. Any dis- 

tribution which satisfies this requirement 
will be treated as made on the last day of 
the FSC's taxable year. In addition, this 
special rule shall apply only if the income 
of the cooperative is based on arm's length 
transactions between the cooperative and 
its members or patrons. 

(iii) Income attributable to the mar- 

keting of agricultural or horticultural 
products, or the providing of related ser- 
vices, shall be allocated to the FSC share- 
holders on a per share basis. See i)1. 926(a)— 
1T(b) for ordering rules for distributions 
from a FSC. 

(3) Special rule for military property. 
(i) Under section 923(a)(5), the exempt 
foreign trade income of a FSC relating to 
the disposition of, or services relating to, 
military property shall be equal to 50 per- 
cent of the amount which, but for section 
923(a)(5), would be treated as exempt 
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foreign trade income under section 
923(a)(2) or (3). The foreign trade income 
no longer treated as exempt because of 
this special rule of section 923(a)(5) will 

remain income of the FSC and will be 
treated as non-exempt foreign trade in- 

come. 
(ii) The term "military property" is de- 

fined in section 995(b)(3)(B) and includes 
any property which is an arm, ammuni- 

tion, or implement of war designated in 

the munitions list published pursuant to 
section 38 of the International Security 
Assistance and Arms Export Control Act 
of 1976 (22 U. S. C. 2778) (which repealed 
and replaced the Military Security Act of 
1954). 

$1. 924(a) — 1T. Temporary Regulations; 
Definition of foreign trading gross re- 
ceipts. 

(a) In general. The term "foreign trad- 

ing gross receipts" means any of the five 
amounts described in paragraphs (b) 
through (f) of this section, except to the 
extent that any of the five amounts is an 
excluded receipt within the meaning of 
paragraph (g) of this section. These 
amounts will not be foreign trading gross 
receipts if the FSC is not managed outside 
the United States, pursuant to section 
924(c), or if the economic processes with 
regard to a transaction, or group of trans- 
actions, that are required of a FSC by 
section 924(d) do not take place outside 
the United States. The requirement that 
these activities take place outside the 
United States does not apply to a small 
FSC. The activities required by section 
924(c) and (d) may be performed either 
by the FSC or by any person (whether or 
not related to the FSC) acting under con- 
tract with the FSC for the performance of 
the required activities. Sections 1. 924(c)— 
1 and 1. 924(d) — 1 provide rules to deter- 
mine whether these requirements have 
been met. For purposes of this section— 

(1) FSC. All references to a FSCin this 
section mgan a FSC, except when the con- 
text indicates that such term means a cor- 
poration in the process of meeting the 
conditions necessary for that corporation 
to become a FCS. All references to a FSC 
in this section shall include a small FSC 
unless indicated otherwise. 

(2) Sales and lease. The term "sale" 
includes an exchange or other disposition 
and the term "lease" includes a rental or 
a sublease. The term "license" includes a 
sublicense. All rules under this section ap- 
plicable to leases of export property apply 
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in the same manner to licenses of export 
property. See t11. 927(a) — 1T(f)(3) for a de- 
scription of intangible property which 
cannot be export property. 

(3) Gross receipts. The term "gross re- 
ceipts" is defined by section 927(b) and 
ti1. 927(b)-IT. 

(4) Export property. The term "export 
property" is defined by section 927(a) and 
ail. 927(a) — 1T. 

(5) Controlled group. The term "con- 
trolled group" is defined by paragraph (h) 
of this section. 

(6) Related supplier and related party. 
The terms related supplier and related 
party are defined by ail. 927(d) — 2T. 

(b) Sales of export property. Foreign 
trading gross receipts of a FSC include 
gross receipts from the sale of export 
property by the FSC, or by any principal 
for whom the FSC acts as a commission 
agent (whether or not the principal is a 
related supplier), pursuant to the terms 
of a contract entered into with purchaser 
by the FSC or by the principal at any time 
or by any other person and assiged to the 
FSC or the principal at any time prior to 
the shipment of the property to the pur- 
chaser. Any agreement, oral or written, 
which constitutes a contract at law, sat- 
isfies the contractual requirements of this 

paragraph. Gross receipts from the sale 
of export property, whenever received, 
do not constitute foreign trading gross re- 
ceipts unless the seller (or the corporation 
acting as commission agent for the seller) 
is a FSC at the time of the shipment of 
the property to the purchaser. For ex- 
ample, if a corporation which sells export 
property under the installment method is 
not a FSC for the taxable year in which 

the property is shipped to the purchaser, 
gross receipts from the sale do not con- 
stitute foreign trading gross receipts for 
any taxable year of the corporation. 

(c) Leases of export property — (I) In 
general. Foreign trading gross receipts of 
a FSC include gross receipts from the lease 
of export property provided that- 

(i) The property is held by the FSC (or 
by a principal for whom the FSC acts as 
commission agent with respect to the lease) 
either as an owner or lessee at the begin- 

ning of the term of the lease, and 

(ii) The FSC qualified (or was treated) 
as a FSC for its taxable year in which the 

term of the lease began. 

(2) Payment of lease receipts. If the gross 
receipts from a lease of export property 
are prepaid, then- 

(i) All the prepaid gross receipts are 

foreign trading gross receipts of a FSC if 
it is reasonably expected at the time of 
the prepayment that, throughout the term 
of the lease, the lease will meet the re- 

quirements of this paragraph and the 

property will be export property; or 

(ii) If it is reasonably expected at the 
time of the prepayment that the prepaid 
receipts would not be foreign trading gross 

receipts throughout the term of the lease 
if those receipts were not received as a 

prepayment, then only those prepaid re- 

ceipts, for the taxable years of the FSC 
for which they would be foreign trading 
gross receipts, are foreign trading gross 
receipts. Thus, for example, if a lessee 
makes a prepayment of the first and last 
years' rent, and it is reasonably expected 
that the leased property will be export 
property for the first half of the lease pe- 
riod but not the second half of such pe- 
riod, the amount of the prepayment which 

represents the first year's rent will be con- 
sidered foreign trading gross receipts if it 
would otherwise qualify, whereas the 
amount of the prepayment which repre- 
sents the last year's rent will not be con- 
sidered foreign trading gross receipts. 

(d) Related and subsidiary services — (1) 
In general. Foreign trading gross receipts 
of a FSC include gross receipts from ser- 
vices furnished by the FSC which are re- 
lated and subsidiary to any sale or lease 
(as described in paragraph (b) or (c) of 
this section) of export property by the FSC 
or with respect to which the FSC acts as 
a commission agent, provided that the FSC 
derives foreign trading gross receipts from 
the sale or lease. The services may be 
performed within or without the United 
States. 

(2) Services furnished by the FSC. Ser- 
vices are considered to be furnished by a 
FSC for purposes of this paragraph if the 
services are provided by- 

(i) The person who sold or leased the 
export property to which the services are 
related and subsidiary, provided that the 
FSC acts as a commission agent with re- 
spect to the sale or lease of the property 
and with respect to the services, 

(ii) The FSC as principal, or any other 
person pursuant to a contract with the 
FSC, provided the FSC acted as principal 
or commission agent with respect to the 
sale or lease of the property, or 

(iii) A member of the same controlled 
group as the FSC if the sale or lease of 
the export property is made by another 
member of the controlled group pro- 
vided, however, that the FSC acts as prin- 

cipal or commission agent with respect to 
the sale or lease and as commission agent 
with respect to the services. 

(3) Related services. Services which may 
be related to a sale or lease of export 
property include but are not limited to 
warranty service, maintenance service, 
repair service, and installation service. 
Transportation (including insurance re- 
lated to such transportation) will be re- 
lated to a sale or lease of export property, 
if the cost of the transportation is included 
in the sale price or rental of the property 
or, if the cost is separately stated, is paid 

by the FSC (or its principal) which sold 
or leased the property to the person fur- 

nishing the transportation service. Fi- 
nancing or the obtaining of financing for 
a sale or lease is not a related service for 
purposes of this paragraph. A service is 
related to a sale or lease of export prop- 
erty if- 

(i) The service is of the type custom- 
arily and usually furnished with the type 
of transaction in the trade or business in 

which the sale or lease arose, and 

(ii) The contract to furnish the ser- 
vice— 

(A) Is expressly provided for in or is 
provided for by implied warranty under 
the contract of sale or lease, 

(B) Is entered into on or before the 
date which is 2 years after the date on 
which the contract under which the sale 
or lease was entered into, provided that 
the person described in paragraph (d)(2) 
of this section which is to furnish the ser- 
vice delivers to the purchaser or lessor a 
written offer or option to furnish the ser- 
vices on or before the date on which the 
first shipment of goods with respect to 
which the service is to be performed is 
delivered, or 

(C) Is a renewal of the services con- 
tract described in subdivision (ii)(A) and 

(B) of this paragraph. 

(4) Subsidiary services — (i) In gen- 
eral. Services related to a sale or lease of 
export property are subsidiary to the sale 
or lease only if it is reasonably expected 
at the time of the sale or lease that the 
gross receipts from all related services fur- 
nished by the FSC (as defined in this par- 
agraph (d)(2)) will not exceed 50 percent 
of the sum of the gross receipts from the 
sale or lease and the gross receipts from 
related services furnished by the FSC (as 
described in this paragraph (d)(2)). In the 
case of a sale, reasonable expectations at 
the time of the sale are based on the gross 
receipts from all related services which 
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may reasonably be performed at any time 
before the end of the 10-year period fol- 
lowing the date of the sale. In the case of 
a lease, reasonable expectations at the time 
of the lease are based on the gross receipts 
from all related services which may rea- 
sonably be performed at any time before 
the end of the term of the lease (deter- 
mined without regard to renewal op- 
tions). 

(ii) Allocation of gross receipts from 
services. In determining whether the ser- 
vices related to a sale or lease of export 
property are subsidiary to the sale or lease, 
the gross receipts to be treated as derived 
from the furnishing of services may not 
be less than the amount of gross receipts 
reasonably afiocated to the services as de- 

termined under the facts and circumstan- 
ces of each case without regard to 
whether— 

(A) The services are furnished under 
a separate contract or under the same 
contract pursuant to which the sale or lease 
occul's, of 

(B) The cost of the services is specified 
in the contract of sale or lease. 

(iii) Transactions involving more than 
one item of export property. If more than 
one item of export property is sold or leased 
in a single transaction pursuant to one 
contract, the total gross receipts from the 
transaction and the total gross receipts from 
all services related to the transaction are 
each taken into account in determining 
whether the services are subsidiary to the 
transaction. However, the provisions of 
this subdivision apply only if the items 
could be included in the same product 
line, as determined under III. 925(a)— 
1T(c)(8) . 

(iv) Renewed service contracts. If un- 

der the terms of a contract for related 
services, the contract is renewable within 

10 years after a sale of export property, 
or during the term of a lease of export 
property, related services to be per- 
formed under the renewed contract are 
subsidiary to the sale or lease if it is rea- 

sonably expected at the time of the re- 
newal that the gross receipts from all 

related services which have been and which 

are to be furnished by the FSC (as de- 

scribed in paragraph (d)(2) of this section) 
will not exceed 50 percent of the sum of 
the gross receipts from the sale or lease 
and the gross receipts from related ser- 

vices furnished by the FSC (as so de- 

scribed). Reasonable expectations are 
determined as provided in subdivision (i) 
of this paragraph. 

(v) Parts used in services. If a services 

contract described in paragraph (d)(3) of 
this section provides for the furnishing of 
parts in connection with the furnishing of 
related services, gross receipts from the 

furnishing of the parts are not taken into 

account in determining whether under this 

paragraph (d)(4) the services are subsid- 

iary. See paragraph (b) or (c) of this sec- 

tion to determine whether the gross 
receipts from the furnishing of parts con- 

stitute foreign trading gross receipts. See 
51. 927(a) — 1T(c)(2) and (e)(3) for rules re- 

garding the treatment of the parts with 

respect to the manufacture of export 
property and the foreign content of the 

property, respectively. 

(5) Relation to leases. If the gross re- 

ceipts for services which are related and 

subsidiary to a lease of property have been 

prepaid at any time for all the services 
which are to be performed before the end 

of the term of the lease, then the rules in 

paragraph (c)(2) of this section (relating 
to prepayment of lease receipts) will de- 

termine whether prepaid services under 
this paragraph (d)(5) are foreign trading 

gross receipts. Thus, for example, if it is 

reasonably expected that leased property 
will be export property for the first year 
of the term of the lease but will not be 
export property for the second year of the 
term, prepaid gross receipts for related 
and subsidiary services to be furnished in 
the first year may be foreign trading gross 
receipts. However, any prepaid gross re- 
ceipts for the services to be furnished in 

the second year cannot be foreign trading 
gross receipts. 

(6) Relation with export property de- 

termination. The determination as to 
whether gross receipts from the sale or 
lease of export property constitute foreign 
trading gross receipts does not depend 
upon whether services connected with the 
sale or lease are related and subsidiary to 
the sale or lease. Thus, for example, as- 

sume that a FSC receives gross receipts 
of $1, 000 from the sale of export property 
and gross receipts of $1, 100 from instal- 
lation and maintenance services which are 
to be furnished by the FSC within 10 years 
after the sale and which are related to the 
sale. The $1, 100 which the FSC receives 
for the services would not be foreign trad- 

ing gross receipts since the gross receipts 
from the services exceed 50 percent of the 
sum of the gross receipts from the sale 
and the gross receipts from the related 
services furnished by the FSC. The $1, 000 
which the FSC receives from the sale of 

export property would, however, be for- 

eign trading gross receipts if the sale met 
the requirements of paragraph (b) of this 

section. 
(e) Engineering and architectural ser- 

vices — (1) In general. Foreign trading gross 
receipts of a FSC include gross receipts 
from engineering services (as described in 

paragraph (e)(5) of this section) or ar- 

chitectural services (as described in par- 

agraph (e)(6) of this section) furnished by 
such FSC (as described in paragraph (e)(7) 
of this section) for a construction project 
(as defined in paragraph (e)(8) of this sec- 

tion) located, or proposed for location, 
outside the United States. Such services 

may be performed within or without the 
United States. 

(2) Servicesincluded. Engineering and 
architectural services include feasibility 
studies for a proposed construction proj- 
ect whether or not such project is ulti- 

mately initiated. 

(3) Excluded services. Engineering and 

architectural services do not include- 
(i) Services connected with the explo- 

ration for oil or gas, or 
(ii) Technical assistance or know-how, 

For purposes of this paragraph, the term 
"technical assistance or know-how" in- 

cludes activities or programs designed to 
enable business, commerce, industrial es- 
tablishments, and governmental organi- 
zations to acquire or use scientific, 
architectural, or engineering information. 

(4) Other services. Receipts from the 
performance of construction activities other 
than engineering and architectural ser- 
vices constitute foreign trading gross re- 

ceipts to the extent that the activities are 
related and subsidiary services (within the 
meaning of paragraph (d) of this section) 
with respect to a sale or lease of export 
property. 

(5) Engineering services. For purposes 
of this paragraph, engineering services in 

connection with any construction project 
(within the meaning of paragraph (e)(8) 
of this section) include any professional 
services requiring engineering education, 
training, and experience and the appli- 
cation of special knowledge of the math- 
ematical, physical, or engineering sciences 
to those professional services as consul- 
tation, investigation, evaluation, plan- 
ning, design, or responsible supervision 
of construction for the purpose of assuring 
compliance with plans, specifications, and 
design. 

(6) A rchi tee t u ral services. For pur- 
poses of this paragraph, architectural ser- 
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vices include the offering or furnishing of 
any professional services such as consul- 
tation, planning, aesthetic and structural 
design, drawings and specifications, or re- 
sponsible supervision of construction (for 
the purpose of assuring compliance with 
plans, specifications, and design) or erec- 
tion, in connection with any construction 
project (within the meaning of paragraph 
(e)(8) of this section). 

(7) Definition of "furnished by the 
FSC. " For purposes of this paragraph, the 
term "furnished by the FSC" means ar- 
chitectural and engineering services fur- 
nished: 

(i) By the FSC, 
(ii) By another person (whether or not 

that person is a United States person) pur- 
suant to a contract entered into with the 
FSC at any time prior to the furnishing of 
the services, provided that the FSC acts 
as principal, or 

(iii) By another person (whether or not 
that person is a United States person) pur- 
suant to a contract for the furnishing of 
the services entered into by, or assigned 
to, the person at any time, provided that 
the FSC acts as a commission agent for 
the furnishing of the services. 

(8) Definirion of "construction proj- 
ect. " For purposes of this paragraph, the 
term "construction project" includes the 
erection, expansion, or repair (but not in- 

cluding minor remodeling or minor re- 
pairs) of new or existing buildings or other 
physical facilities including, for example, 
roads, dams, canals, bridges, tunnels, 
railroad tracks, and pipelines. The term 
also includes site grading and improve- 
ment and installation of equipment nec- 
essary for the construction. Gross receipts 
from the sale or lease of construction 
equipment are not foreign trading gross 
receipts unless the equipment is export 
property. 

(f) Managerial services — (1) In gen- 
eral. Foreign trading gross receipts of a 
first FSC for its taxable year include gross 
receipts from the furnishing of managerial 
services provided for an unrelated FSC or 
unrelated interest charge DISC to aid the 
unrelated FSC or unrelated interest charge 
DISC in deriving foreign trading gross re- 

ceipts or qualified export receipts, as the 

case may be, provided that at least 50 
percent of the first FSC's gross receipts 
for such year consists of foreign trading 

gross receipts derived from the sale or 
lease of export property and the furnish- 

ing of related and subsidiary services. For 
purposes of this paragraph, managerial 

services are considered furnished by a FSC 
if the services are provided- 

(i) By the first FSC, 
(ii) By another person (whether or not 

a United States person) pursuant to a con- 
tract entered into by that person with the 
first FSC at any time prior to the furnish- 

ing of the services, provided that the first 

FSC acts as principal with respect to the 
furnishing of the services, or 

(iii) By another person (whether or not 
a United States person) pursuant to a con- 
tract for the furnishing of services entered 
into at any time prior to the furnishing of 
the services provided that the first FSC 
acts as commission agent with respect to 
those services. 

(2) Definition of "managerial ser- 
vices. " The term "managerial services" as 
used in this paragraph means activities re- 
lating to the operation of an unrelated 
FSC or an unrelated interest charge DISC 
which derives foreign trading gross re- 
ceipts or qualified export receipts as the 
case may be from the sale or lease of ex- 
port property and from the furnishing of 
services related and subsidiary to those 
sales or leases. The term includes staffing 
and operational services necessary to op- 
erate the unrelated FSC or unrelated in- 

terest charge DISC, but does not include 
legal, accounting, scientific, or technical 
services. Examples of managerial services 
are: conducting export market studies, 
making shipping arrangements, and con- 
tacting potential foreign purchasers. 

(3) Status of recipient of managerial 
services. Foreign trading gross receipts of 
a first FSC include receipts from the fur- 
nishing of managerial services during any 
taxable year of a recipient of such services 
if the recipient qualifies as a FSC or in- 

terest charge DISC for the taxable year. 
For purposes of this paragraph, a recipi- 
ent is deemed to qualify as a FSC or in- 
terest charge DISC for its taxable year if 
the first FSC obtains from the recipient a 
copy of the recipient's election to be treated 
as a FSC or interest charge DISC together 
with the receipient's sworn statement that 
an election has been timely filed with the 
Internal Revenue Service Center. The re- 
cipient may mark out the names of its 
shareholders on a copy of its election to 
be treated as a FSC or interest charge 
DISC before submitting it to the lirst FSC. 
The copy of the election and the sworn 
statement of the recipient must be re- 
ceived by the first FSC within six months 
after the first FSC furnishes managerial 
services for the recipient. The copy of the 

election and the sworn statement of the 
recipient need not be obtained by the first 
FSC for subsequent taxable years of the 
recipient. A recipient of managerial ser- 
vices is not treated as a FSC or interest 
charge DISC with respect to the services 
performed during a taxable year for which 
the recipient does not qualify as a FSC or 
interest charge DISC if the first FSC per- 
forming such services does not believe or 
if a reasonable person would not believe 
(taking into account the furnishing FSC's 
managerial relationship with such recipi- 
ent FSC or interest charge DISC) at the 
beginning of such taxable year that the 
recipient will qualify as a FSC or an in- 

terest charge DISC for such taxable year. 

(g) Excluded receipts — (1) In general. 
Notwithstanding the provisions of para- 
graphs (b) through (f) of this section, for- 
eign trading gross receipts of a FSC do 
not include any of the six amounts de- 
scribed in paragraph (g)(2) through (7) of 
this section. 

(2) Sales and leases of property for ul- 

timate used in the United States. Property 
which is sold or leased for ultimate use in 
the United States does not constitute ex- 
port property. See li1. 927(a) — 1T(d)(4) re- 
lating to determination of where the 
ultimate use of the property occurs. Thus, 
foreign trading gross receipts of a FSC 
described in paragraph (b) or (c) of this 
section do not include gross receipts of 
the FSC from the sale or lease of this 
property. 

(3) Sales or leases of export property 
and furnishi ng of services accomplished by 
subsidy. Foreign trading gross receipts of 
a FSC do not include gross receipts de- 
scribed in paragraphs (b) through (f) of 
this section if the sale or lease of export 
property or the furnishing of services is 
accomplished by a subsidy granted by the 
United States or any instrumentality 
thereof, see section 924(f)(1)(B). Subsi- 
dies covered by section 924(f)(1)(B) are 
listed in subdivisions (i) through (vi) of 
this paragraph. 

(i) The development loan program, or 
grants under the technical cooperation and 
development grants program of the Agency 
for International Development, or grants 
under the military assistance program ad- 
ministered by the Department of De- 
fense, pursuant to the Foreign Assistance 
Act of 1961, as amended (22 U. S. C. 2151) 
unless the FSC shows to the satisfaction 
of the Commissioner that, under the con 
ditions existing at the time of the sale (or 
at the time of lease or at the time the 
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services were rendered), the purchaser (or 
lessor or recipient of the services) had a 

reasonable opportunity to purchase (or 
lease or contract for services) on com- 

petitive terms and from a seller (or lessor 
or performer of services) who was not a 
U. S. person, goods (or services) which 

were substantially identical to such prop- 
erty (or services) and which were not 
manufactured, produced, grown, or ex- 
tracted in the United States (or performed 

by a U. S. person); 
(ii) The Public Law 480 program au- 

thorized under Title I of the Agricultural 
Trade Development and Assistance Act 
of 1954, as amended (7 U. S. C. 1691, 1701— 
1714); 

(iii) The Export Payment program of 
the Commodity Credit Corporation au- 
thorized by section 5(d) and (f) of the 
Commodity Credit Corporation Charter 
Act, as amended (15 U. S. C. 714c(d) and 

(I))' 
(iv) The section 32 export payment 

programs authorized by section 32 of the 
Act of August 24, 1935, as amended (7 
U. S. C. 612c); 

(v) The Export Sales program of Com- 
modity Credit Corporation authorized by 
section 5(d) and (f) of the Commodity 
Credit Corporation Charter Act, as 
amended (15 U. S. C. 714c(d) and (f)), other 
than the GSM — 4 program provided under 
7 CFR 1488, and section 407 of the Ag- 
ricultural Act of 1949, as amended (7 
U. S. C. 1427), for the purpose of dispos- 

ing of surplus agricultural commodities and 

exporting or causing to be exported ag- 

ricultural commodities; and 

(vi) The Foreign Military Sales direct 
credit program (22 U, S. C. 2763) or the 

Foreign Military Sales loan guaranty pro- 

gram (22 U. S. C. 2764) if— 
(A) The borrowing country is re- 

leased from its contractual liability to 
repay the United States government 
with respect to those credits or guar- 

anteed loans; 

(B) The repayment period exceeds 
twelve years; or 

(C) The interest rate charged is less 

than the market rate of interest as de- 

fined in 22 U. S. C. 2763(c)(2)(B); 
unless the FSC shows to the satisfaction 

of the Commissioner that, under the con- 

ditions existing at the time of the sale, the 
purchaser had a reasonable opportunity 
to purchase, on competitive terms from a 

seller who was not a U. S. person, goods 
which were substantially identical to this 

property and which were not manufac- 

tured, produced, grown, or extracted in 

the United States. Information regarding 

whether an export is financed, in whole 

or in part, with funds derived from the 

programs identified in this subdivision may 

be obtained from the Comptroller, De- 
fense Security Assistance Agency, De- 
partment of Defense, Washington, D. C. 
20301. 

(4) Sales or leases of export property 
and furnishing of architectural or engi- 

neering services for use by the United 

States — (i) In general. Foreign trading gross 

receipts of a FSC do not include gross 
receipts described in paragraph (b), (c), 
or (e) of this section if a sale or lease of 
export property, or the furnishing of ar- 

chitectural or engineering services, is for 
use by the United States or an instru- 

mentality thereof in any case in which any. 
law or regulation requires in any manner 
the purchase or lease of property manu- 

factured, produced, grown, or extracted 
in the United States or requires the use 
of architectural or engineering services 
performed by a United States person. See 
section 924(f)(1)(A)(ii). For example, a 
sale by a FSC of export property to the 
Department of Defense for use outside 
the United States would not produce for- 

eign trading gross receipts for the FSC if 
the Department of Defense purchased the 
property from appropriated funds subject 
to either any provision of the Department 
of Defense Federal Acquisition Regula- 
tions Supplement (48 CFR Chapter 2) or 
any appropriations act for the Depart- 
ment of Defense for the applicable year 
if the regulations or appropriations act re- 
quires that the items purchased must have 
been grown, reprocessed, reused, or pro- 
duced in the United States. The Depart- 
ment of Defense's regulations do not 
require that items purchased by the De- 
partment for resale in post or base ex- 
changes and commissary stores located on 
United States military installations in for- 
eign countries be items grown, repro- 
cessed, reused or produced in the United 
States. Therefore, receipts arising from 
the sale by a FSC to those post or base 
exchanges and commissary stores will not 
be excluded from the definition of foreign 
trading gross receipts by this paragraph 

(g)(4) 
(ii) Direct or indirect sales or leases. 

Any sale or lease of export property is for 
use by the United States or an instru- 

mentality thereof if such property is sold 
or leased by a FSC (or by a principal for 
whom the FSC acts as commission agent) 
to— 
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(A) A person who is a related person 
with respect to the FSC or such principal 
and who sells or leases the property for 
use by the United States or an instru- 

mentality thereof, or 

(B) A person who is not a related per- 
son with respect to the FSC or such prin- 

cipal if, at the time of the sale or lease, 
there is an agreement or understanding 
that the property will be sold or leased 
for use by the United States or an instru- 

mentality thereof (or if a reasonable per- 
son would have known at the time of the 
sale or lease that the property would be 
sold or leased for use by the United States 
or an instrumentality thereof) within 3 
years after the sale or lease. 

(iii) Excluded programs. The provi- 
sions of subdivision (4)(i) and (ii) of this 

paragraph do not apply in the case of a 
purchase by the United States or an in- 

strumentality thereof if the purchase is 
pursuant to— 

(A) The Foreign Military Sales Act, as 
amended (22 U. S. C. il2751 et seq. ), or a 
program under which the United States 
government purchases property for re- 
sale, on commercial terms, to a foreign 
government or agency or instrumentality 
thereof, or 

(B) A program (whether bilateral or 
multilateral) under which sales to the 
United States government are open to in- 

ternational competitive bidding. 

(5) Services. Foreign trading gross re- 
ceipts of a FSC do not include gross re- 
ceipts described in paragraph (d) of this 
section (concerning related and subsidi- 

ary services) if the services from which 
such gross receipts are derived are related 
and subsidiary to the sale or lease of prop- 
erty which results in excluded receipts un- 

der this paragraph. 

(6) Receipts within controlled group. 
(i) For purposes of the transfer pricing 
methods of section 925(a), gross receipts 
of a corporation do not constitute foreign 
trading gross receipts for any taxable year 
of the corporation if at the time of the 
sale, lease, or other transaction resulting 
in the gross receipts, the corporation and 
the person from whom the gross receipts 
are directly or indirectly derived (whether 
or not such corporation and such person 
are the same person) are members of the 
same controlled group, and either 

(A) The corporation and the person 
each qualifies as a FSC (or if related FSCs 
are commission agents of each party to 
the transaction) for its taxable year in which 
its receipts arise, or 
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(B) With regard to sale transactions, a 

sale of export property to a FSC (or to a 
related person if the FSC is the commis- 
sion agent of the related person) by a non- 
FSC within the same controlled group fol- 
lows any sale of the export property to a 
FSC (or to a related person if the FSC is 
the commission agent of the related per- 
son) within the same controlled group if 
foreign trading gross receipts resulted from 
the sale. Thus for example, assume that 
R, S, X, and Y are members of the same 
controlled group and that X and Y are 
FSCs, If R sells property to S and pays X 
a commission relating to that sale and if 
S sells the same property to an unrelated 
foreign party and pays Y a commission 
relating to that sale, the receipts received 
by X from the sale of such property by R 
to S will be considered to be derived from 
Y, a FSC which is a member of the same 
controlled group as X, and thus will not 
result in foreign trading gross receipts to 
X. The receipts received by Y from the 
sale to an unrelated foreign party may, 
however, result in foreign trading gross 
receipts to Y. For another example, if R 
and S both assign the commissions to X, 
receipts derived from the sale from R to 
S will be considered to be derived from 
X acting as commission agent for S and 
will not result in foreign trading gross re- 

ceipts to X. Receipts derived by X from 
the sale of property by S to an unrelated 
foreign party may, however, constitute 
foreign trading gross receipts. 

(ii) Section 1. 927(a) — 1T(f)(2) provides 
rules regarding property not constituting 
export property in certain cases where such 

property is leased to any corporation which 

is a member of the same controlled group 
as the lessor. 

(7) Factoring of receivables by a related 

supplier. If an account receivable arising 
with respect to export property is trans- 

ferred to any person for an amount re- 

flecting a discount from the selling price 
of the export property, then the gross re- 

ceipts from the sale which are treated as 

foreign trading gross receipts for purposes 
of computing a FSC's profit under the ad- 
ministrative pricing methods of section 

925(a)(1) and (2) shall be reduced by the 
amount of the discount. See li1. 925(a)— 
1T(f) Example (II) for illustration of how 

this special rule affects computation of 
combined taxable income of a FSC and 

its related supplier. 

(h) Definition of "controlled group. 
" 

For purposes of sections 921 through 927 
and the regulations under those sections, 

the term "controlled group" has the same 

meaning as is assigned to the term "con- 
trolled group of corporations" by section 

1563(a), except that (1) the phrase "more 
than 50 percent" is substituted for the 

phrase "at least 80 percent" each place 
the latter phrase appears in section 1563(a), 
and (2) section 1563(b) shall not apply. 
Thus, for example, a foreign corporation 
subject to tax under section 882 may be 
a member of a controlled group. Fur- 

thermore, two or more corporations (in- 

cluding a foreign corporation) are members 

of a controlled group at any time such 

corporations meet the requirements of 
section 1563(a) (as modified by this par- 

agraph). 

(i) FSC's entitlement to income— 
(1) Application of administrative pricing 
rules of section 925(a). A corporation which 

meets the requirements of section 922(a) 
(or section 922(b) if the corporation elects 
small FSC status) and )1. 921 — 2(a) (Q&A1) 
to be treated as a FSC (or small FSC) for 
a taxable year is entitled to income, and 
the administrative pricing rules of section 
925(a)(1) or (2) apply, in the case of any 
transaction described in 51. 925(a)— 
1T(b)(iii) between the FSC and its related 
supplier (as defined in 51. 927(d) — 2T(a)) 
as long as the FSC, or someone under 
contract to it, satisfies the requirements 
of section 925(c). The requirements of 
section 925(c) must be met by a commis- 
sion FSC as well as by a buy-sell FSC. See 
t11. 925(a) — 1T(a)(3)(i) and (b)(2)(ii). 

(2) Other transactions. In the case of a 
transaction to which the provisions of par- 
agraph (i)(1) of this section do not apply 
but from which a FSC derives gross re- 
ceipts, the income to which the FSC is 
entitled as a result of the transaction is 
determined pursuant to the terms of the 
contract for the transaction and, if appli- 
cable, section 482 and the regulations un- 

der that section. For applicability of the 
section 482 transfer pricing method, see 
51. 925(a) — 1T(a)(3)(ii) and (b)(2)(i). 

(j) Small FSC limitation — (1) In gen- 
eral. Under section 924(b)(2)(B), in de- 
termining exempt foreign trade income of 
a small FSC, the foreign trading gross re- 
ceipts of the small FSC for the taxable 
year which exceed $5 million are not taken 
into account. The foreign trading gross 
receipts of the small FSC not taken into 
account for purposes of computing the 
small FSC's exempt foreign trade income 
shall be taken into account in computing 
the small FSC's non-exempt foreign trade 
income. If the foreign trading gross re- 

ceipts of the small FSC exceed the $5 mil- 

lion limitation, the smafi FSC may select 
the gross receipts to which the limitation 
is allocated. See section 922(b) and ill. 921— 
2(b) (Q&A3) for a definition of a small 

FSC. 
(2) Members of a controlled group lim- 

itedd 

to one 55 million amount — (i) General 
rule. All small FSCs which are members 
of a controlled group on a December 31, 
shall, for their taxable years which include 
that December 31, be limited to one $5 
million amount. The $5 million amount 
shall be allocated equally among the 
member small FSCs of the controlled group 
for their taxable years including that De- 
cember 31, unless all of the member small 

FSCs consent to an apportionment plan 
providing for an unequal allocation of the 
$5 million amount. The apportionment 
plan shall provide for the apportionment 
of a fixed dollar amount to one or more 
of the corporations, and the sum of the 
amounts so apportioned shall not exceed 
the $5 million amount. If the taxable year 
including the December 31 of any mem- 

ber small FSC is a short period (as defined 
in section 443), the portion of the $5 mil- 

lion amount allocated to that member small 
FSC for that short period under the pre- 
ceding sentence shall be reduced to the 
amount which bears the same ratio to the 
amount so allocated as the number of days 
in such short period bears to 365. The 
consent of each member small FSC to the 
apportionment plan for the taxable year 
shall be signified by a statement which 

satisfies the requirements of and is filed 
in the manner specified in li1. 1561 — 3(b). 
An apportionment plan may be amended 
in the manner prescribed in F11. 1561, — 3(c), 
except that an original or an amended plan 
may not be adopted with respect to a par- 
ticular December 31 if at the time the 
original or amended plan is sought to be 
adopted, less than 12 full months remain 
in the statutory period (including exten- 
sions) for the assessment of a deficiency 
against any shareholder of a member small 
FSC the tax liability of which would change 
by the adoption of the original or amended 
plan. If less than 12 full months of the 
period remain with respect to any such 
shareholder, the director of the service 
center with which the shareholder files its 
income tax return will, upon request, en- 
ter into an agreement extending the stat- 
utory period for the limited purpose of 
assessing any deficiency against that 
shareholder attributable to the adoption 
of the original or amended apportionment 
plan. 
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(ii) Membership determined under sec- 
tion 1563(b). For purposes of this para- 
graph (j)(2), the determination of whether 
a small FSC is a member of a controlled 
group of corporations with respect to any 
taxable year shall be made in the manner 
prescribed in section 1563(b) and the reg- 
ulations under that section. 

(iii) Certain short taxable years— 
(A) General rule. If a small FSC has a 
short period (as defined in section 443) 
which does not include a December 31, 
and that small FSC is a member of a con- 
trolled group of corporations which in- 
cludes one or more other smail FSC's with 
respect to the short period, then the 
amount described in section 924(b)(2)(B) 
with respect to the short period of that 
small FSC shall be determined by— 

(I) Dividing $5 million by the num- 

ber of small FSCs which are members 
of that group on the last day of the short 
period, and 

(2) Multiplying the result by a frac- 
tion, the numerator of which is the 
number of days in the short period and 
the denominator of which is 365. 

For purposes of the preceding sentence, 
section 1563(b) shall be applied as if the 
last day of the short period were substi- 
tuted for December 31. Except as pro- 
vided in subdivision (2)(iii)(B) of this 

paragraph, the small FSC having a short 
period not including a December 31 may 
not enter into an apportionment plan with 

respect to the short period. 
(B) Exception. If the short period not 

including a December 31 of two or more 
small FSCs begins on the same date and 

ends on the same date and those small 

FSCs are members of the same controlled 

group, those small FSCs may enter into 
an apportionment plan for such short pe- 
riod in the manner provided in subdivi- 

sion (2)(i) of this paragraph with respect 
to the combined amount allowed to each 
of those small FSCs under subdivision 

(2)(iii)(A) of this paragraph. 

51. 925(a) — 1T. Temporary Regulations; 
Transfer pricing rules for FSCs. 

(a) Scope — (1) Transfer pricing rules. 

In the case of a transaction described in 

paragraph (b) of this section, section 925 
permits a related party to a FSC to ae- 
termine the allowable transfer price 
charged the FSC (or commission paid to 
the FSC) by its choice of the three transfer 

pricing methods described in paragraph 

(c)(2), (3), and (4) of this section: The 
"1. 83 percent" gross receipts method and 

the "23 percent" combined taxable in- 

come method (the administrative pricing 

rules) of section 925(a)(1) and (2), re- 

spectively, and the section 482 method of 
section 925(a)(3). (Any further reference 
to a FSC in this section shall include a 
small FSC unless indicated otherwise. ) 
Subject to the special no-loss rule of 
51. 925(a) — 1T(e)(1)(iii), any, or all, of the 
transfer pricing methods may be used in 

the same taxable year of the FSC for sep- 
arate transactions (or separate groups of 
transactions). If either of the administra- 
tive pricing methods (the gross receipts 
method or combined taxable income 
method) is applied to a transaction, the 
Commissioner may not make distribu- 

tions, apportionments, or allocations as 

provided by section 482 and the regula- 
tions under that section. The transfer price 
charged the FSC (or the commission paid 
to the FSC) on a transaction with a person 
that is not a related party to the FSC may 
be determined in any manner agreed to 
by the FSC and that person. However, 
the Commissioner will use special scrutiny 
to determine whether a person selling ex- 
port property to a FSC (or paying a com- 
mission to a FSC) is a related party to the 
FSC with respect to a transaction if the 
FSC earns a profit on the transaction in 

excess of the profit it would have earned 
had the administrative pricing rules ap- 
plied to the transaction. 

(2) Special rules. For rules as to certain 
"incomplete transactions" and for com- 

puting full costing combined taxable in- 

come, see paragraph (c)(5) and (6) of this 
section. For a special rule as to cooper- 
atives and computation of their combined 
taxable incomes, see paragraph (c)(7) of 
this section. Grouping of transactions for 
purposes of applying the administrative 

pricing method chosen is provided for by 

paragraph (c)(8) of this section. The rules 
in paragraph (c) of this section are directly 
applicable only in the case of sales or ex- 
changes of export property to a FSC for 
resale, and are applicable by analogy to 
leases, commissions, and services as pro- 
vided in paragraph (d) of this section. For 
a rule providing for the recovery of the 
FSC's costs in an overall loss situation, 
see paragraph (e)(1)(i) of this section. 
Paragraph (e)(2) of this section provides 
for the applicability of section 482 to re- 
sales by the FSC to related persons or to 
sales between related persons prior to the 
sale to the FSC. Paragraph (e)(3) of this 
section provides for the creation of re- 
ceivables if the transfer price, rental pay- 
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ment, commission or payment for services 
rendered is not paid by the due date of 
the FSC's income tax return for the tax- 
able year under section 6072(b), including 
extensions provided for by section 6081. 
Provisions for the subsequent determi- 
nation and further adjustment to the rel- 
evant amounts are set forth in paragraph 
(e)(4) and (5) of this section. Paragraph 

(f) of this section has several examples 
illustrating the provisions of this section. 
Section 1. 925(b) — IT prescribes the mar- 

ginal costing rules authorized by section 
925(b)(2). Section 1. 927(d) — 2T provides 
definitions of related supplier and related 
party. 

(3) Performance of substantial eco- 
nomic functions — (i) Administrative pric- 
ing methods. The application of the 
administrative pricing methods of section 
925(a)(1) and (2) does not depend on the 
extent to which the FSC performs sub- 
stantial economic functions beyond those 
required by section 925(c). See paragraph 
(b)(2)(ii) of this section and ti1. 924(a)- 
1T(i)(1). 

(ii) Section 482 method. In order to ap- 

ply the section 482 method of section 
925(a)(3), the arm's length standards of 
section 482 and the regulations under that 
section must be satisfied. In applying the 
standards of section 482, all of the rules 
of section 482 will apply. Thus, if the FSC 
would not be recognized as a separate 
entity, it would also not be recognized on 
application of the section 482 method. 
Similarly, if a FSC performs no substan- 
tial economic function with respect to a 
transaction, no income will be allocable 
to the FSC under the section 482 method. 
See 51. 924(a) — 1T(i)(2). If a related sup- 
plier performs services under contract with 
a FSC, the FSC will not be deemed to 
have performed substantial economic 
functions for purposes of the section 482 
method unless it compensates the related 
supplier under the provisions of Iil. 482— 
2(b)(1) through (7). See all. 925 — (a)— 
1T(c)(6)(ii) for the applicability of the 
regulations under section 482 in deter- 
mination of the FSC's profit under the 
administrative pricing methods. 

(b) Transactions to which section 925 
applies — (1) ln general. The transfer pric- 
ing methods of section 925 (the admin- 
istrative pricing methods and the section 
482 method) will apply, generally, only if 
a transaction, or group of transactions, 
gives rise to foreign trading gross receipts 
(within the meaning of section 924(a) and 
li1. 924(a) — IT) to the FSC (or small FSC, 
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as defined in section 922(b) and li1. 921— 
2(b) (QgtA3)). However, the transfer 
pricing methods will apply as well if the 
FSC is acting as commission agent for a 
related supplier with regard to a trans- 
action, or group of transactions, on which 
the related supplier is the principal if the 
transaction, or group of transactions, would 
have resulted in foreign trading gross re- 
ceipts had the FSC been the principal. 

(2) Application of the transfer pricing 
rules — (i) Section 482 method. The sec- 
tion 482 transfer pricing method may be 
applied to any transaction between a re- 
lated supplier and a FSC if the require- 
ments of paragraph (a)(3)(ii) of this section 
have been met. 

(ii) Administrative pricing methods. The 
administrative pricing methods may be 
applied in situations in which the FSC is 
either the principal or commission agent 
on the transactions, or group of transac- 
tions, only if the requirements of section 
925(c) are met. Section 925(c) requires 
that the FSC performs all the activities 
described in subsections (d)(1)(A) and (e) 
of section 924 that are attributable to a 
particular transaction, or group of trans- 
actions. The FSC need not perform any 
activities with respect to a particular 
transaction merely to comply with section 
925(c) if that activity would not have been 
performed but for the requirements of that 
subsection. The FSC need not perform all 

of the activities outside the United States. 
None of the activities need be performed 
outside the United States by a small FSC. 
Rather than the FSC itself performing the 
activities required by section 925(c), an- 

other person under contract, written or 
oral, directly or indirectly, with the FSC 
may perform the activities (see F11. 924(d)— 
1(b)). If a related supplier is performing 
the required activities on behalf of the 
FSC with regard to a transaction, or group 
of transactions, the requirements of sec- 
tion 925(c) will be met if the FSC pays 
the related supplier an amout equal to the 
direct and indirect expenses related to the 
required activities. See paragraph (c)(6)(ii) 
of this section for the amount of compen- 
sation due the related supplier. The pay- 
ment made to the related supplier must 

be reflected on the FSC's books and must 

be taken into account in computing the 
FSC's and related supplier's combined 
taxable income. If it is determined that 

the related supplier was not compensated 
for all the expenses related to the required 
activities or if the entire payment is not 
reflected on the FSC's books or in com- 

puting combined taxable income, the ad- 

ministrative pricing methods may be used 
but proper adjustments will be made to 
the FSC's and related supplier's books or 
income. At the election of the FSC and 

related supplier, the requirements of sec- 

tion 925(c) will be deemed to have been 
met if the related supplier is paid by the 
FSC an amount equal to all of the costs 
under paragraph (c)(6)(iii)(D) of this sec- 
tion (limited by paragraph (c)(6)(ii) of this 

section) related to the export sale, other 
than expenses relating to activities per- 
formed directly by the FSC or by a person 
other than the related supplier, and if that 
payment is reflected on the FSC's books 
and in computing the FSC's and related 
supplier's combined taxable income on the 
transaction, or group of transactions. If it 
is determined that the related supplier was 

not compensated for all its expenses or if 
the entire payment is not reflected on the 
FSC's books or in computing combined 
taxable income, the administrative pric- 

ing methods may be used but proper ad- 
justments will be made to the FSC's and 
related supplier's books or income. All 
activities that are performed in connec- 
tion with foreign military sales are con- 
sidered to be performed by the FSC, or 
under contract with the FSC, if they are 
performed by the United States govern- 
ment even though the United States gov- 
ernment has not contracted for the 
performance of those activities. All actual 
costs incurred by the FSC and related sup- 
plier in connection with the performance 
of those activities must be taken into ac- 
count, however, in determining the com- 
bined taxable income of the FSC and 
related supplier. 

(iii) Allowable transactions for pur- 
poses of the administrative pricing meth- 
ods. If the required performance of 
activities has been met, the administrative 
pricing methods may be applied to a 
transaction between a related supplier and 
a FSC only in the following circumstan- 
ces. 

(A) The related supplier sells export 
property (as defined in section 927(a) and 
51. 927(a) — 1T) to the FSC for resale or the 
FSC acts as a commission agent for the 
related supplier on sales by the related 
supplier of export property to third par- 
ties, whether or not related parties. For 
purposes of this section, reference to sales 
include references to exchange or other 
dispositions. 

(B) The related supplier leases export 
property to the FSC for sublease for a 

comparable period with comparable terms 
of payment, or the FSC acts as commis- 
sion agent for the related supplier on leases 
of export property by the related supplier, 
to third parties whether or not related 
parties. 

(C) Services are furnished by a FSC as 
principal or by a related supplier if a FSC 
is a commission agent for the related sup- 

plier which are related and subsidiary to 
any sale or lease by the FSC, acting as 
principal or commission agent, of export 
property under subdivision (iii)(A) and 

(B) of this paragraph. 

(D) Engineering or architectural ser- 
vices for construction projects located (or 
proposed for location) outside of the 
United States are furnished by the FSC if 
the FSC is acting as principal, or by the 
related supplier if the FSC is a commis- 
sion agent for the related supplier, with 

respect to the furnishing of the services 
to a third party whether or not a related 
party. 

(E) The FSC acting as principal, or the 
related supplier where the FSC is a com- 
mission agent, furnishes managerial ser- 
vices in furtherance of the production of 
foreign trading gross receipts of an un- 

related FSC or the production of qualified 
export receipts of an unrelated interest 
charge DISC. This subdivision (iii)(E) shall 
not apply for any taxable year unless at 
least 50 percent of the gross receipts for 
such taxable year of the FSC or of the 
related supplier, whichever party fur- 
nishes the managerial services, is derived 
from activities described in subdivisions 

(iii)(A), (B) or (C) of this paragraph. 
(c) Transfer price for sales of export 

property — (1) ln general. Under this par- 
agraph, rules are prescribed for comput- 
ing the allowable price for a transfer from 
a related supplier to a FSC in the case of 
a sale, described in paragraph (b)(2)(iii)(A) 
of this section, of export property. 

(2) The "1. 83 percent" gross receipts 
method — Under the gross receipts method 

of pricing, described in section 925(a)(1), 
the transfer price for a sale by the related 
supplier to the FSC is the price as a result 
of which the profit derived by the FSC 
from the sale will not exceed 1. 83 percent 
of the foreign trading gross receipts of the 
FSC derived from the sale of the export 
property. Pursuant to section 925(d), the 
amount of profit derived by the FSC un- 

der this method may not exceed twice the 
amount of proht determined under, at the 
related supplier's election, either the 
combined taxable income method of 
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li1. 925(a) — 1T(c)(3) or the marginal cost- 
ing rules of 51. 925(b) — 1T. For FSC tax- 
able years beginning after December 31, 
1986, if the related supplier elects to de- 
termine twice the profit determined under 
the combined taxable income method us- 

ing the marginal costing rules, because of 
the no-loss rule of ail. 925(a) — 1T(e)(1)(i), 
the profit that may be earned by the FSC 
is limited to 100% of the full costing com- 
bined taxable income as determined un- 

der t11. 925(a) — 1T(c)(3) and (6). Interest 
or carrying charges with respect to the 
sale are not foreign trading gross receipts. 

(3) The "23 percent" combined taxable 
income method. Under the combined tax- 
able income method of pricing, described 
in section 925(a)(2), the transfer price for 
a sale by the related supplier to the FSC 
is the price as a result of which the profit 
derived by the FSC from the sale will not 
exceed 23 percent of the full costing com- 
bined taxable income (as defined in par- 
agraph (c)(6) of this section) of the FSC 
and the related supplier attributable to 
the foreign trading gross receipts from such 
sale. 

(4) Section 482 method. If the methods 
of paragraph (c)(2) and (3) of this section 
are inapplicable to a sale or if the related 
supplier does not choose to use them, the 
transfer price for a sale by the related 
supplier to the FSC is to be determined 
on the basis of the sales price actually 

charged but subject to the rules provided 

by section 482 and the regulations for that 
section and by li1. 925(a) — 1T(a)(3)(ii). 

(5) Incomplete rransactions. (i) For 
purposes of the gross receipts and com- 

bined taxable income methods, if export 
property which the FSC purchased from 
the related supplier is not resold by the 
FSC before the close of either the FSC's 
taxable year or the taxable year of the 
related supplier during which the export 
property was purchased by the FSC from 
the related supplier, then— 

(A) The transfer price of the export 

property sold by the FSC during that year 
shall be computed separately from the 
transfer price of the export property not 
sold by the FSC during that year. 

(B) With respect to the export prop- 

erty not sold by the FSC during that year, 
the transfer price paid by the FSC for that 

year shall be the related supplier's cost of 
goods sold (see paragraph (c)(6)(iii)(C) 
of this section) with respect to the prop- 

erty. 

(C) For the subsequent taxable year 

during which the export property is resold 

by the FSC, an additional amount shall 

be paid by the FSC (to be treated as in- 

come for the later year in which it is re- 

ceived or accrued by the related supplier) 

equal to the excess of the amount which 

would have been the transfer price under 

this section had the transfer to the FSC 
by the related supplier and the resale by 

the FSC taken place during the taxable 

year of the FSC during which it resold the 

property over the amount already paid 
under subdivision (B) of this paragraph. 

(D) The time and manner of payment 
of transfer prices required by subdivision 

(i)(B) and (C) of this paragraph shall be 
determined under paragraph (e)(3), (4) 
and (5) of this section. 

(ii) For purposes of this paragraph, a 
FSC may determine the year in which it 

received property from a related supplier 
and the year in which it resells property 
in accordance with the method of iden- 

tifying goods in its inventory properly used 
under section 471 or section 472 (relating 
respectively to the general rule for inven- 

tories and to the rule for LIFO invento- 

ries). Transportation expense of the related 

supplier in connection with a transaction 
to which this paragraph applies shall be 
treated as an item of cost of goods sold 
with respect to the property if the related 
supplier includes the cost of intracompany 
transportation between its branches, di- 

visions, plants, or other units in its cost 
of goods sold (see paragraph (c)(6)(iii)(C) 
of this section). 

(6) Full costing combined taxable in- 
come — (i) In general. For purposes of sec- 
tion 925 and this section, if a FSC is the 
principal on the sale of export property, 
the full costing combined taxable income 
of the FSC and its related supplier from 
the sale is the excess of the foreign trading 

gross receipts of the FSC from the sale 
over the total costs of the FSC and related 
supplier including the related supplier's 
cost of goods sold and its and the 
FSC's noninventoriable costs (see 5L471— 
11(c)(2)(ii)) which relate to the foreign 
trading gross receipts. Interest or carrying 
charges with respect to the sale are not 
foreign trading gross receipts. 

(ii) Section 482 applicability. Com- 
bined taxable income under this para- 

graph shall be determined after taking into 
account under paragraph (e)(2) of this 
section all adjustments required by sec- 
tion 482 with respect to transactions to 
which the section is applicable. If a re- 

lated supplier performs services under 
contract with a FSC, the FSC shall com- 
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pensate the related supplier an arm's length 

amount under the provisions of t11. 482— 

2(b)(1) through (6). Section 1. 482 — 2(b)(7), 
which provides that an arm's length charge 
shall not be deemed equal to costs or de- 
ductions with respect to services which are 
an integral part of the business activity of 
either the member rendering the services 

(i. e. , the related supplier) or the member 
receiving the benefit of the services (i. e. , 
the FSC), shall not apply if the adminis- 

trative pricing methods of section 925(a)(1) 
and (2) are used to compute the FSC's 
profit and if the related supplier is the 
person rendering the services. Section 
1. 482-2(b)(7) shall apply, however, if a 
related person other than the related sup- 

plier is the person rendering the services 
or if the section 482 method of section 
925(a)(3) is used to compute the FSC's 
profit. See t11. 925(a) — 1T(a)(3)(ii). For a 
special rule for computation of combined 
taxable income where the related supplier 
is a qualified cooperative shareholder of 
the FSC, see paragraph (c)(7) of this sec- 
tion, 

(iii) Rules for determination of gross 
receipts and total costs. In determining the 
gross receipts of the FSC and the total 
costs of the FSC and related supplier which 

relate to such gross receipts, the rules set 
forth in subdivision (iii)(A) through (E) 
of this paragraph shall apply. 

(A) Subject to the provisions of sub- 
division (iii)(B) through (E) of this par- 

agraph, the methods of accounting used 

by the FSC and related supplier to com- 
pute their taxable incomes will be ac- 
cepted for purposes of determining the 
amounts of items of income and expense 
(including depreciation) and the taxable 
year for which those items are taken into 
account. 

(B) A FSC may, generally, choose any 
method of accounting permissible under 
section 446(c) and the regulations under 
that section. However, if a FSC is a mem- 
ber of a controlled group (as defined in 
section 927(d)(4) and rt1. 924(a) — 1T(h)), 
the FSC may not choose a method of ac- 
counting which, when applied to trans- 

actions between the FSC and other 
members of the controlled group, will re- 
sult in a material distortion of the income 
of the FSC or of any other member of the 
controlled group. Changes in the method 
of accounting of a FSC are subject to the 
requirements of section 446(e) and the 
regulations under that section. 

(C) Cost of goods sold shall be deter- 
mined in accordance with the provisions 
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of t11. 61 — 3. See sections 471 and 472 and 
the regulations thereunder with respect to 
inventories. With respect to property to 
which an election under section 631 ap- 
plies (relating to cutting of timber consid- 
ered as a sale or exchange), cost of goods 
sold shall be determined by applying 
$1. 631 — 1(d)(3) and (e) (relating to fair 
market value as of the beginning of the 
taxable year of the standing timber cut 
during the year considered as its cost). 

(D) Costs (other than cost of goods 
sold) which shall be treated as relating to 
gross receipts from sales of export prop- 
erty are the expenses, losses, and deduc- 
tions definitely related, and therefore 
allocated and apportioned thereto, and a 
ratable part of any other expenses, losses, 
or deductions which are not definitely re- 
lated to any class of gross income, deter- 
mined in a manner consistent with the 
rules set forth in ail. 861 — 8. The deduction 
for depletion allowed by section 611 re- 
lates to gross receipts from sales of export 
property and shall be taken into account 
in computing the combined taxable in- 

come of the FSC and its related supplier. 

(7) Cooperatives and combined taxable 
income method. If a qualified coopera- 
tive, as defined in section 1381(a), sells 
export property to a FSC of which it is a 
shareholder, the combined taxable in- 

come of the FSC and the cooperative shall 
be computed without taking into account 
deductions allowed under section 1382(b) 
and (c) for patronage dividends, per-unit 
retain allocations and nonpatronage dis- 
tributions. The FSC and cooperative must 
take into account, however, when com- 

puting combined taxable income, the co- 
operative's cost of goods sold, or cost of 
purchases. 

(8) Grouping transactions. (i) The de- 
terminations under this section are to be 
made on a transaction-by-transaction ba- 
sis. However, at the annual choice made 

by the related supplier if the administra- 
tive pricing methods are used, some or all 

of these determinations may be made on 
the basis of groups consisting of products 
or product lines. The election to group 
transactions shall be evidenced on the FSC 
income tax return for the taxable year. 

(ii) A determination by the related 
supplier as to a product or a product line 

will be accepted by a district director if 
such determination conforms to either of 
the following standards: Recognized trade 
or industry usage, or the two-digit major 
groups (or any inferior classifications or 
combinations thereof, within a major 

group) of the Standard Industrial Classi- 
fication as prepared by the Statistical Pol- 

icy Division of the Office of Management 
and Budget, Executive Office of the Pres- 
ident. A product shall be included in only 
one product line for purposes of this sec- 
tion if a product otherwise falls within more 
than one product line classification. 

(iii) A choice by the related supplier 
to group transactions for a taxable year 
on a product or product line basis shall 

apply to all transactions with respect to 
that product or product line consum- 
mated during the taxable year. However, 
the choice of a product or product line 

grouping applies only to transactions cov- 
ered by the grouping and, as to transac- 
tions not encompassed by the grouping, 
the determinations are to be made on a 
transaction-by-transaction basis. For ex- 
ample, the related supplier may choose a 
product grouping with respect to one 
product and use the transaction-by-trans- 
action method for another product within 
the same taxable year. Sale transactions 
may not be grouped, however, with lease 
transactions. 

(iv) For purposes of this section, trans- 
actions involving military property, as de- 
fined in section 923(a)(5) and F11. 923— 
1T(b)(3)(ii), may be grouped only with 
other military property included within the 
same product or product line grouping de- 
termined under the standards of subdi- 
vision (8)(ii) of this paragraph. Non- 
military property included within a prod- 
uct or product line grouping which in- 
cludes military property may be grouped, 
at the election of the related supplier, un- 

der the general grouping rules of subdi- 
visions (i) through (iii) of this paragraph. 

(v) A special grouping rule applies to 
agricultural and horticultural products sold 
to the FSC by a qualified cooperative if 
the FSC satisfies the requirements of sec- 
tion 923(a)(4). Section 923(a)(4) in- 
creases the amount of the FSC's exempt 
foreign trade income with regard to sales 
of these products, see ill. 923 — 1T(b)(2). 
This special grouping rule provides that if 
the related supplier elects to group those 
products that no other export property 
may be included within that group. Ex- 
port property which would have been 
grouped under the general grouping rules 
of subdivisions (i) through (iii) of this par- 
agraph with the export property covered 
by this special grouping rule may be 
grouped, however, at the election of the 
related supplier, under the general group- 
ing rules. 

(vi) For rules as to grouping certain 
related and subsidiary services, see par- 
agraph (d)(3)(ii) of this section. 

(vii) If there is more than one FSC (or 
more than one small FSC) within a con- 
trolled group of corporations, the same 
grouping of transactions, if any, must be 
used by all FSCs (or small FSCs) within 

the controlled group. If the same group- 
ing of transactions is required by this sub- 
division, and if grouping is elected, the 
same transfer pricing method must be used 
to determine each FSC's (or small FSC's) 
taxable income with respect to that group- 
ing. 

(viii) The product or product line groups 
that are established for purposes of de- 
termining combined taxable income may 
be different from the groups that are es- 
tablished with regard to economic proc- 
esses (se'e 51. 924(d) — 1(e)). 

(d) Rules under section 925(a)(1) and 

(2) for transactions other than sales by a 
FSC. The following rules are prescribed 
for purposes of applying the gross receipts 
method or combined taxable income 
method to transactions other than sales 
by a FSC. 

(1) Leases. In the case of a lease of 
export property by a related supplier to 
a FSC for sublease by the FSC, the amount 
of rent the FSC must pay to the related 
supplier shall be computed in a manner 
consistent with the rules in paragraph (c) 
of this section for computing the transfer 
price in the case of sales and resales of 
export property under the gross receipts 
method or combined taxable income 
method. Transactions may not be so 
grouped on a product or product line basis 
under the rules of paragraph (c)(8) of this 
section as to combine in any one group 
of transactions both lease transactions and 
sale transactions. 

(2) Commissions. If any transaction to 
which section 925 applies is handled on a 
commission basis for a related supplier by 
a FSC and if commissions paid to the FSC 
give rise to gross receipts to the related 
supplier which would have been foreign 
trading gross receipts under section 924(a) 
had the FSC made the sale directly then- 

(i) The administrative pricing methods 
of section 925(a)(1) and (2) may be used 
to determine the FSC's commission in- 
come only if the requirements of section 
925(c) (relating to activities that must be 
performed in order to use the adminis- 
trative pricing methods) are met, see 
li l. 925(a) — 1T(b) (2) (ii). 

(ii) The amount of the income that may 
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be earned by the FSC in any year is the 
amount, computed in a manner consistent 
with paragraph (c) of this section, which 
the FSC would have been permitted to 
earn under the gross receipts method, the 
combined taxable income method, or the 
section 482 method if the related supplier 
had sold (or leased) the property or ser- 
vice to the FSC and the FSC had in turn 
sold (or subleased) to a third party, whether 
or not a related party. 

(iii) The combined taxable income of 
a FSC and the related supplier from the 
transaction is the excess of the related 
supplier's gross receipts from the trans- 
action which would have been foreign 
trading gross receipts had the sale been 
made by the FSC directly over the related 
supplier's and the FSC's total costs, ex- 
cluding the commission paid or payable 
to the FSC, but including the related sup- 
plier's cost of goods sold and its and the 
FSC's noninventoriable costs (see li1. 471— 
11(c)(2)(ii)) which relate to the gross re- 
ceipts from the transaction. The related 
supplier's gross receipts for purposes of 
the administrative pricing tnethods shall 

be reduced by carrying charges, if any, as 
computed under 51. 927(d) — 1(a) (Q & A2). 
These carrying charges shall remain in- 

come of the related supplier. 

(iv) The maximum commission the FSC 
may charge the related supplier is the 
amount of income determined under sub- 

divisions (ii) and (iii) of this paragraph 
plus the FSC's total costs for the trans- 
action as determined under paragraph 

(c)(6) of this section. 

(3) Receipts from services — (i) Related 
and subsidiary services attributable to the 

year of the export transaction. The gross 
receipts for related and subsidiary ser- 
vices described in paragraph (b)(2)(iii)(C) 
of this section shall be treated as part of 
the receipts from the export transaction 
to which such services are related and sub- 

sidiary, but only if, under the arrange- 
ment between the FSC and its related 
supplier and the accounting method oth- 
erwise employed by the FSC, the income 
from such services is includible for the 
same taxable year as income from such 

export transaction. 

(ii) Other services. Income from the 
performance of related and subsidiary 
services will be treated as a separate type 
of income if subdivision (i) of this para- 

graph does not apply. Income from the 
performance of engineering and architec- 
tural services and certain managerial ser- 

vices, as defined in paragraph (b)(2)(iii)(D) 

and (E), respectively, of this section, will 

in all situations be treated as separate types 

of income. If this subdivision (ii) applies, 
the amount of taxable income which the 
FSC may derive for any taxable year shall 

be determined under the arrangement be- 

tween the FSC and its related supplier and 

shall be computed in a manner consistent 
with the rules in paragraph (c) of this sec- 

tion for computing the transfer price in 

the case of sales for resale of export prop- 
erty under the transfer pricing rules of 
section 925. Related and subsidiary ser- 
vices to which the above subdivision (i) 
of this paragraph does not apply may be 

grouped, under the rules for grouping of 
transactions in paragraph (c)(8) of this 

section, with the products or product lines 

to which they are related and subsidiary, 
so long as the grouping of services chosen 
is consistent with the grouping of products 
or product lines chosen for the taxable 
year in which either the products or prod- 
uct lines were sold or in which payment 
for the services is received or accrued. 
Grouping of transactions shall not be al- 

lowed with respect to the determination 
of taxable income which the FSC may de- 

rive from services described in paragraph 
(b)(2)(iii)(D) or (E) of this section whether 
performed by the FSC or by the related 
supplier. Those determinations shall be 
made only on a transaction-by-transac- 
tion basis. 

(e) Special rules for applying para- 
graphs (c) and (d) of this section— 
(1) Limitation on FSC income ("no loss" 
rules). (i) If there is a combined loss on 
a transaction or group of transactions, a 
FSC may not earn a profit under either 
the combined taxable income method or 
the gross receipts method. Also, for FSC 
taxable years beginning after December 
31, 1986, in applying the gross receipts 
method, the FSC's profit may not exceed 
100% of full costing combined taxable in- 
come determined under the full costing 
method of )1. 925(a) — 1T(c)(3) and (6). This 
rule prevents pricing at a loss to the re- 
lated supplier. The related supplier may 
in all situations set a transfer price or rental 
payment or pay a commission in an amount 
that will allow the FSC to recover an 
amount not in excess of its costs, if any, 
even if to do so would create, or increase, 
a loss in the related supplier. 

(ii) For purposes of determining 
whether a combined loss exists, the basis 
for grouping transactions chosen by the 
related supplier under paragraph (c)(8) of 
this section for the taxable year shall ap- 
ply 
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(iii) If a FSC recognizes income while 

the related supplier recognizes a loss on 
a sale transaction under the section 482 
method, neither the combined taxable in- 

come method nor the gross receipts method 

may be used by the FSC and related sup- 

plier (or by a FSC in the same controlled 
group and the related supplier) for any 
other sale transaction, or group of sale 
transactions, during a year which fall within 

the same three digit Standard Industrial 
Classification as the subject sale transac- 
tion. The reason for this rule is to prevent 
the segregation of transactions for the 
purposes of allowing the related supplier 
to recognize a loss on the subject trans- 
actions, while allowing the FSC to earn a 
profit under the administrative pricing 
methods on other transactions within the 
same three digit Standard Industrial Clas- 
sificatio. 

(2) Relationship to section 482. In ap- 
plying the administrative pricing meth- 
ods, it may be necessary to first take into 
account the price of a transfer (or other 
transaction) between the related supplier 
(or FSC) and a related party which is sub- 

ject to the arm's length standard of sec- 
tion 482. Thus, for example, if a related 
supplier sells to a FSC export property 
which the related supplier purchased from 
related parties, the costs taken into ac- 
count in computing the combined taxable 
income of the FSC and the related sup- 
plier are determined after any necessary 
adjustment under section 482 of the price 
paid by the related supplier to the related 
parties. In applying section 482 to a trans- 
fer by a FSC to a related party, the parties 
are treated as if they were a single entity 
carrying on all the functions performed 
by the FSC and the related supplier with 
respect to the transaction. The FSC shall 
be allowed to receive under the section 
482 standard the amount the related sup- 
plier would have received had there been 
no FSC. 

(3) Creation of receivables. (i) If the 
amount of the transfer price or rental pay- 
ment actually charged by a related sup- 
plier to a FSC or the sales commission 
actually charged by a FSC to a related 
supplier has not been paid, an account 
receivable and payable will be deemed 
created as of the due date under section 
6072(b), including extensions provided for 
under section 6081, of the FSC's tax re- 
turn for the taxable year of the FSC dur- 
ing which a transaction to which section 
925 is applicable occurs. The receivable 
and payable will be in an amount equal 
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to the difference between the amount of 
the transfer price or rental payment or 
commission determined under section 925 
and this section and the amount (if any) 
actually paid or received. For example, a 
calendar year FSC's related supplier paid 
the FSC on July 1, 1985, a commission of 
$50 on the sale of export property. On 
September 15, 1986, the extended due date 
of the FSC's income tax return for taxable 
year 1985, the related supplier deter- 
mined that the commission should have 
been $60. The additional $10 of commis- 
sion had not been paid. Accordingly, an 
interest-bearing payable to the FSC from 
the related supplier in the amount of $10 
was created as of September 15, 1986. A 
$10 interest bearing receivable was also 
created on the FSC's books. 

(ii) An indebtedness arising under the 
above subdivision (i) shall bear interest 
at an arm's length rate, computed in the 
manner provided by IJ1. 482 — 2(a)(2), from 
the due date under section 6072(b), in- 

cluding extensions provided for under 
section 6081, of the FSC's tax return for 
the taxable year of the FSC in which the 
transaction occurred which gave rise to 
the indebtedness to the date of payment 
of the indebtedness. The interest so com- 

puted shall be accrued and included in the 
taxable income of the person to whom the 
indebtedness is owed for each taxable year 
during which the indebtedness is unpaid 
if that person is an accrual basis taxpayer 
or when the interest is paid if a cash basis 

taxpayer. Because the transactions cov- 
ered by this subdivision are between the 
related supplier and FSC, the carrying 
charges provisions of IJ1. 927(d) — 1(a) do 
not apply. 

(iii) Payment of dividends, transfer 
prices, rents, commissions, service fees, 
receivables, or payables may be in the 
form of money, property, sales discount, 
or an accounting entry offsetting the 
amount due the related supplier, or FSC, 
whichever applies, against an existing debt 
of the other party to the transaction. This 

provision does not eliminate the require- 
ment that actual cash payments be made 

by the related supplier to a commission 
FSC if the receipt of payment test of sec- 
tion 924(e)(4) is used to meet the foreign 
economic process requirements of section 
924(d). The offset accounting entries must 

be clearly identified in both the related 
supplier's and FSC's books of account. 

(4) Subsequent determination of trans- 

fer price, rental income or commission. 
The FSC and its related supplier would 

ordinarily determine under section 925 and 

this section the transfer price or rental 

payment payable by the FSC or the com- 

mission payable to the FSC for a trans- 

action before the FSC files its return for 
the taxable year of the transaction. After 
the FSC has filed its return, a redeter- 
mination of those amounts by the Com- 

missioner may only be made if specifically 

permitted by a Code provision or regu- 

lations under the Code. Such a redeter- 
mination would include a redetermination 

by reason of an adjustment under section 
482 and the regulations under that section 
or section 861 and IJ1. 861 — 8 which affects 
the amounts which entered into the de- 

termination. In addition, a redetermina- 
tion may be made by the FSC and related 
supplier if their taxable years are still open 
under the statute of limitations for making 
claims for refund under section 6511 if 
they determine that a different transfer 

pricing method or grouping of transac- 
tions may be more beneficial. Also, the 
FSC and related supplier may redeter- 
mine the amount of foreign trading gross 
receipts and the amount of the costs and 
expenses that are used to determine the 
FSC's and related supplier's profits under 
the transfer pricing methods. Any rede- 
termination shall affect both the FSC and 
the related supplier. The FSC and the re- 
lated supplier may not redetermine that 
the FSC was operating as a commission 
FSC rather than a buy-sell FSC, and vice 
versa. 

(5) Procedure for adjustments to re- 

determinations. (i) If a redetermination 
under paragraph (e)(4) of this section is 

made of the transfer price, rental payment 
or commission for a transaction, or group 
of transactions, the person who was un- 

derpaid under this redetermination shall 
establish (or be deemed to have estab- 
lished), at the date of the redetermina- 
tion, an account receivable from the person 
with whom it engaged in the transaction 
equal to the difference between the 
amounts as redetermined and the amounts 
(if any) previously paid and received, plus 
the amount (if any) of the account re- 
ceivable determined under paragraph 
(e)(3) of this section that remains unpaid. 
A corresponding account payable will be 
established by the person who underpaid 
the amount due. 

(ii) An account receivable established 
in accordance with the above subdivision 

(5)(i) of this paragraph shall bear interest 
at an arm's length rate, computed in the 
manner provided by 811. 482 — 2(a)(2), from 

the day after the date the account receiv- 
able is deemed established to the date of 
payment. The interest so computed shall 

be accrued and included in the taxable 
income for each taxable year during which 
the account receivable is outstanding of 
an accrual basis taxpayer or when paid if 
a cash basis taxpayer. 

(iii) In lieu of establishing an account 
receivable in accordance with the above 
subdivision (5)(i) of this paragraph for all 

or part of an amount due a related sup- 

plier, the related supplier and FSC are 
permitted to treat all or part of any cur- 
rent or prior distribution which was made 

by the FSC as an additional payment of 
transfer price or rental payment or re- 

payment of commission (and not as a dis- 

tribution) made as of the date the 
distribution was made. Any additional 
amount arising on the redetermination due 
the related supplier after this treatment 
shall be represented by an account re- 
ceivable established under the above sub- 
division (5)(i) of this paragraph. To the 
extent that a distribution is so treated un- 

der this subdivision (5)(iii), it shall cease 
to qualify as a distribution for any Federal 
income tax purpose. If all or part of any 
distribution made to a shareholder other 
than the related supplier is recharacter- 
ized under this subdivision (5)(iii), the re- 
lated supplier shall establish an account 
receivable from that shareholder for the 
amount so recharacterized. The Commis- 
sioner may prescribe by Revenue Proce- 
dure conditions and procedures that must 
be met in order to obtain the relief pro- 
vided by this subdivision (5)(iu). 

(iv) The procedure for adjustments to 
transfer price provided by this paragraph 
does not apply to incomplete transactions 
described in paragraph (c)(5) of this sec- 
tion. Such procedure will, however, be 
applied to any such transaction with re- 
spect to the taxable year in which the 
transaction is completed. 

(f) Examples. The provisions of this 
section may be illustrated by the following 
examples: 

Example (ll. In 1985, F, a FSC, purchases export 

property from R, a domestic manufacturer of export 

property A. R is F's related supplier. The sale from 

R to F is made under a wnttcn agreement which 

provides that the transfer price between R and F shag 

be that price which allocates to F the maximum amount 

permitted to be received under the transfer pricing 

rules of section 925. F resells property A in 1985 to 
an unrelated purchaser for $1, 000. The terms of the 

sales contract between F and the unrelated purchaser 
provide that payment of the $1, 000 sales price will be 

made within 90 days after sale. The purchaser pays 

the entire sales price within 60 days. F incurs indirect 
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Combined /arable income: 
F's foreign trading gross receipts . . . . . . 
R's cost of goods sold . . . . . . . . . . . . . . . . . . . . 

Combined gross income . . . . . . . . . . . . . . . 

Less: 
R's direct selling expenses . 
F's expenses 
Apportionment of 

R's general and 
administrative 
expenses: 

R's total G/A $200. 00 
expenses 

Combined gross 450. 00 
income . . . . . . . . . . . . . . . . . . . . 

R's and F's total 18, 000. 00 
gross mcome 

(foreign and 
domestic) . . . . . . . . . . 

Apportionment of 
G/A expenses: 
$200 x $450/$18, 000 

$1, 000. 00 

~550. 00 

450. 00 

50. N) 

295. 00 

Total 

Combined taxable income 

(350. 00) 

$100. 00 

The sect/on 482 method— 
Transfer price /o F and F's profit: 

Transfer price to F $690. 00 

F's profit: 
F's foreign trading gross receipts . . $1, 000. 00 

Less: 
F's cost of goods sold . 
F's expenses . . . . . . . . . . . . . 

Total . . . . . . . . . . . . . . . . . . . . 

F's profit 

690. 00 
295. 00 

~985. 00 

$15. 00 

and direct expenses m the amount of $260 attributable 
to the sale which relate to the activities and functions 
referred to in section 924(c), (d) and (e). In addition, 
F mcurs additional expenses attributable to the sale 
in the amount of $35. R's cost of goods sold attrib- 
utable to the export property is $550. R incurred di- 
rect selhng expenses in connection with the sale of 
$50. R's deductible general and administrative ex- 
penses allocable to all gross income are $200. Ap- 
portionment of those supportive expenses on the basis 
of gross income does not result m a material distortion 
ol' income and is a reasonable method of apportion- 
ment. R's direct selling expenses and its general and 
administrative expenses were not required to be in- 

curred by F. R's gross income from sources other than 

the transaction is $17, 550 resulting in total gross in- 

come of R and F (excluding the transfer price paid 
by F) of $18, 000 ($450 plus $17, 550). For purposes 
of this example, it is assumed that if R sold the export 
property to F for $690, the price could bc justified as 

satisfying the standards of section 482. Under these 
facts, F may earn, under the combined taxable income 
method, the more favorable of the three transfer pric- 

ing rules, a profit of $23 on the sale. (Unless otherwise 

indicated, all examples in this section assume that the 
marginal costing method of $). 925(b)-IT does not 

result in a higher profit than the pro(it under the full 

costing combined taxable income method of para- 

graph (c)(3) and (6) of this section. ) F's profit and 

the transfer price to F from the transaction, using the 
administrative pricing methods, and Fs profit if the 
transfer price is determined under section 482, would 

be as follows: 

The gross receipts method— 
F's profit and /ransfer price io Fi 

F's profit — lesser of 1. 83% of F's 

foreign trading gross receipts ($18. 30) 
or two times F's profit under the 

combined taxable income method 

($46. 00) (See below) (Unless 

otherwise mdicated, all examples in 

this section assume that the marginal 

costing method of $1. 925(b)-IT does 

not result in a higher profit than the 

profit under thc full costing combined 

taxable income method) $18. 30 

Transfer price to F: 
F's foreign trading gross receipts . . . $1, 000. 00 

Less: 
F's expenses . . . . . . . . . . . . . . . . . . . . 
F's profit . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

295. 00 
18. 30 

~313. 30 

$686. 70 Transfer price 

The combined taxable income method— 
F's profit and! ransfer price /o F: 

F's profit — 23% of combined taxable 

income ($1(N) $ 23. 00 

Transfer price to F: 
F's foreign trading gross receipts, . $1, 000. 00 

Less: 
F's expenses . . . . . . . . . . . . . . . . . . . . . . 
F's profit . . . . . . . . . . . . . . . . . . . . . . . . . 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

295. 00 
23. 00 

~318. 00 

$ 682. 00 Transfer price 

F's taxable income would be $8. 00, computed as 
follows: 

F's foreign trade income . . . . . . . . . . . . . . . . . $318. 00 
F's exempt foreign trade income . . . . . . ~(207. 39 

F's non-exempt foreign trade 
income 

Less: 
F's expenses allocable to non- 

exempt foreign trade income $295 
x 

$110. 61/$318 . 
F's taxable income . . . . . . . . . . . . . . . . . 

110. 61 

(102. 61 

Of F's total expenses, $192. 39 ($295 x $207. 39/$318) 
are allocated to F's exempt foreign trade income and 

are disallowed for purposes of computmg F's taxable 

income. 

Example (2). Assume the same facts as in Example 

(l) except that the purchaser pays the entire sales 

price 96 days after delivery, well beyond the 60 day 

period in which payment must be made to avoid re- 

characterization of part of the contract pnce as car- 

rying charges. Therefore, the contract pnce of $), 0(N 

includes $10 of carrying charges, assuming a discount 

rate of 10%. See $1. 927(d)-1(a) (0 & A2) for com- 

putation method for determmmg amount of carrymg 

With a profit of $23 under the most favorable of 
the transfer pricing methods, F's exempt foreign 
trade income under section 923 would be $207. 39, 
computed as follows: 

F's foreign trading gross receipts . . . . . . $1, 0N). (N 

F's costs of purchases (transfer price) ~682. 00 

Fs foreign trade income . . . . . . . . . . . . . . . . $318. 00 

F's exempt foreign trade income 
$318 x 15/23 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $207. 39 

charges. Under these facts, F may earn, under the 
combined taxable income method, the most favorable 

of the three transfer pricing rules, a profit of $20. 73 
on the sale. F's profit and the transfer price to F under 
the transfer pricing rules, assuming that a carrying 

charge is incurred, would be as follows: 
Combined raxable income: 

F's foreign trading gross receipts . . . . . . $990. 00 
R's cost of goods sold . . . . . . . . . . . . . . . . . . . . ~550. 00 

Combined gross income . . . . . . . . . . . . . . 440. 00 

Less: 
R's direct selling expenses . . . , . . . 50. 00 
R's apportioned G/A expenses: 
$200 x $440/$18, 000 . . . . . . . . . . . . . . 
F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

4. 89 
295. 00 

~349. 89 

$90. 11 Combined taxable income 

The combined taxable income 
method— 
F's profit and transfer price to Fi 
F's profit — 23% of combined 

taxable 
income ($90. 11) $20. 73 

Transfer price to F: 
F's foreign trading gross receipts . . . $ 990. 00 

Less: 
F's expenses . . . . . . . . . . . . . . . . . . . . . . 
F's profit . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

295. 00 
20. 73 

~315. 73 

$ 674. 27 Transfer price 

The gross receipts method— 
F's profit and transfer price to F 

F's profit — lesser of 1. 83% of F's 
foreign trading gross receipts 

($18. 12) 
or two times F's profit under the 
combined taxable income method 
($41 . 46) . . . . . . . . . . , . . . . . . . . . . . . . . , . . . . . . . . . 18. 12 

Transfer price to F: 
F's foreign trading gross receipts . . . $990. 00 

Less; 
F's expenses . . . . . . . . . . . . . . . . . . . . 
F's profit . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Total . . . , . . . . . . . . . . . . . . . . . . . . . . . . . 

295. 00 
18. 12 

~313. 12 

$676. 88 Transfer price 

The iec/ion 482 method— 
Transfer price to F and I s profit: 

Transfer price to F 

F's profit: 
F's foreign trading gross receipts . . . 

Less: 
F's cost of goods sold . . . . . . . . . . 
F's expenses . . . . . . . . . . . . . . . . . . . . . . 

Total . . . . . . . . . . . . . . . . . . . 

F's profit . . 

690. 00 
295. 00 

~985. 00 

$5. 00 

Example (3). R and F are calendar year taxpayers. 
R, a domestic manufactunng company, owns all the 
stock of F, a FSC for the taxable year. During 1985, 
R produces and sells a product line of export property 
to F for $157, a pnce which can be )ustified as sat- 

isfying the arm's length price standard of section 482. 
The sale from R to F is made under a written agree- 
ment which provides that the transfer price between 
R and F shall be that pnce which allocates to F the 
maximum amount permitted to be received under the 
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2. 00 
50. 00 

~70. 00 

$15. 00 Combined taxable income 

The combined taxable income meihod- 
Fs profit 

F's profit — 23% of combined taxable 
income ($15) $3. 45 

The gross receipts method — F's profit: 
F's 

profit 
— lesser of 1. 83% of F's 

foreign trading gross receipts ($ 3. 66) 
or two times F's profit under the 
combined taxable income method 

($6. 90) . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . $3. 66 

The section 482 merhod — Fs pro/it: 
F's foreign trading gross receipts . . . . . . $200. 00 
Less: 

F's cost of goods sold . . . . . . . . . . . . . 
F's expenses . . . . , . . . . . . . . . . . . . . . . . . . . 

Total . . . . . . . . . . . . . . . . . . . . . . . . , . . . . . . 

157. 00 
50. 00 

~207. 00 

~$7. 00 F's profit (loss) 

Since the gross receipts method results in a greater 
profit to F ($3. 66) than does either the combined 
taxable income method ($3. 45) or the section 482 
method (a loss of $7), and does not exceed twice 

the profit under the combined taxable income 
method, F may earn a maximum profit of $3. 66. 
Accordingly, the transfer price from R to F may be 

readjusted as long as the transfer price is not 

readjusted below $146. 34, computed as follows: 

Transfer price ro F: 
F's foreign trading gross receipts . . . . . . 
Less: 

F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . 
F's profit . . . . . . . . . . . . . . . . . . . . . . . . . , . . . 

Total . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . 
Transfer price 

$200. 00 

50. 00 
3. 66 

~53. 66 

$146. 34 

Examples (4). R and F are fiscal year May 31 year- 

end taxpayers. R, a domestic manufacturing com- 

pany, owns all the stock of F, a FSC for the taxable 

year. During August of 1987, R produces and sells 

transfer pricing rules of section 925. F resells the ex- 
port property for $200. R's cost of goods sold attrib- 
utable to the export property is $115 so that the 
combined gross income from the sale of the export 
property is $85 (i. e. , $200 minus $115). R incurs $18 
in direct selling expenses in connection with the sale 
of the property. R's deductible general and admin- 
istrative expenses allocable to all gross income are 
$120. R's direct selling and its general and adminis- 
trative expenses were not required to be incurred by 
F. R's gross income from sources other than the trans- 
action is $5, 015 resulting in total gross income of R 
and F (excluding the transfer price paid by F) of $5, 100 
(i. e. , $85 plus $5, 015). F incurs $50 in direct and in- 

direct expenses attributable to resale of the export 
property. Of those expenses, $45 relate to activities 
and functions referred to in section 924(c), (d) and 

(e). The maximum profit which F may earn with re- 

spect to the product line is $3. 66, computed as fol- 
lows: 

Combined taxable income: 
F's foreign trading gross receipts . . . $200. 00 
R's cost of goods sold . . . . . . . . . . . . . . . . . ~115. 00 

Combined gross income . . . . . . . . . . . . . . . . . . 85. 00 

Less: 
R's direct selling expenses . . . . . . . 18. 00 

R's apportioned G/A expenses: 
$120 x $85/$5, 100 
F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . 

100 units of export property A to F under a written 

agreement which provides that the transfer price be- 

tween R and F shall be that price which allocates to 
F the maximum profit permitted to be received under 

the transfer pricing rules of section 925. Thereafter, 
the 100 units are resold for export by F for $950. R's 

cost of goods sold attributable to the 100 units is $650. 
R incurs costs, both direct and indirect, in the amount 

of $270 with regard to activities and functions referred 

to in section 924(c), (d) and (e) which it was under 

contract with F to perform for F. R's direct selling 

expenses are $40. Those expenses were not required 

to be incurred by F. For purposes of this example, 
assume that R has no general and administrative ex- 

penses other than those relating to the section 924(c), 
(d) and (e) activities and functions. F incurs expenses 

in the amount of $290 attributable to the resale which 

relate to the activities and functions referred to in 

section 924(c), (d) and (e). Of that amount, $270 was 

paid to R under contract to perform the activites in 

section 924. The remainmg $20 was paid to indepen- 

dent contractors. R chooses not to apply the section 
482 transfer pricing method to determine F's profit 

on the transaction. F may not earn any income under 

either the gross receipts (see the special no-loss rule 

of paragraph (e)(1)(i) of this section) or the combined 
taxable income administrative pricing methods with 

respect to resale of the 100 units because there is a 

combined loss of $(30) on the transaction, computed 
as follows: 

Combined raxable income: 
F's foreign trading gross receipts . . . . . . 
R's cost of goods sold . . . . . . . . . . . . . . . . . . . . 

Combined gross income . . . . . . . . , . . . . . . 
Less: 

R's direct selling expenses . . . . . . 
F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Combined taxable income (loss) . . . . . , . 

$950. 00 
~650. 00 

300. 00 

290. 00 

~330. 00 

~$30. 00 

Under paragraph (e)(1)(i) of this section, F is per- 
mitted to recover its expenses attributable to the sale 
($290) even though such recovery results in a loss or 
increased loss to the related supplier. Accordingly, 
the transfer price from R to F may be readjusted as 
long as the transfer price is not readjusted below $660, 
computed as follows: 

Transfer price ra F: 
'F's foreign trading gross receipts . . . . . . $950. 00 
Less: 

F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . 

Transfer price . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
~290. 00 

$660. 00 

Example (5). Assume the same facts as in Example 

(4) except that F performs the section 924(c), (d) and 

(e) activities and functions and that R chooses to ap- 

ply the section 482 transfer pricing method. Under 
the standards of section 482, a transfer price from R 
to F of $650 is an arm's length price. Accordingly, 
the transfer price to F and F's profit on the subsequent 
resale of product A ($10) are as follows; 

The seer/on 482 method — Transfer price ro F and F's 

profit: 
Transfer price to F . . . . . . . . . . . . . . . . . . . . . . . . $650. 00 

F's profit: 
F's foreign trading gross receipts . . . $950. 00 
F's cost of purchases . . . . . . . . . . . . . . . . . . . ~650. 00 

F's gross income . . . . . . . . . . . . . . . . . . . . . . 300. 00 

Less: 
F's expenses . . . . . . . . . . . . . . . . . . . . . . . , . . . ~290. 00 

F's profit . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $10. 00 

Combined taxable income. 
R's gross receipts from the sale . . . . . . . . $1, 000. 00 
R's cost of goods sold . . . . . . . . . . . „. . . . . . . ~650. 00 

Combined gro s income . . . . . . . . . . . . . . . 350. 00 

Less: 
R's direct selling expenses . . . . . . 50. 00 
F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . 250. 00 

Apportionment of R's general 
and administrative expenses: 

R's total G/A 
expenses . . . . . . . . . . . . . . . . . . . . $200. 00 

Combined gross 
income . . . . . . . . . . . . . . . . . . . . . . 350. 00 

R's and F's total gross income 

(foreign and domestic . . . 18, 000. 00 

Apportionment of G/A 

expenses: $200 x $350/$18, 000 . . . . . . . 
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~303. 89 

$46. 11 Combmed taxable mcome 

This sale of product A results in a loss to R of $40 
(transfer price of $650 less R's cost of goods sold of 
$650 and direct selling expenses of $40). Since R chose 
to use the section 482 transfer pricing method on this 

loss transaction, under the special no loss rule of par- 

agraph (e)(l)(iii) of this section, the administrative 

pricing methods of section 925(a)(1) and (2) may not 
be used for any other sale transactions, or group of 
sale transactions, during the same year of other prod- 
ucts which fall within the same three digit Standard 
Industrial Classification as product A. Fs profit, if 

any, on these sales must be computed under the sec- 

tion 482 transfer pricing method. 

Example (6). R and F are calendar year taxpayers. 
R, a domestic manufacturing company, owns all the 
stock of F, a FSC for the taxable year. During 1985, 
R manufactures 100 units of export property A. R 
enters into a written agreement with F whereby F is 
granted a sales franchise with respect to export prop- 
erty A and F will receive commissions with respect 
to these exports equal to the maximum amount per- 
mitted to be received under the administrative pricing 
rules of section 925(a)(1) and (2). Thereafter, the 100 
units are sold for export by R for $1, 000. The total 
sales price of $1, 000 was paid by the purchaser to R 
within 60 days of the sales transactions. The entire 

$1, 000 would have been foreign trading gross receipts 
had F been the principal on the sale. R's cost of goods 
sold attributable to the 100 units is $650. R's direct 
selling expenses so attributable are $50. R's deduct- 
ible general and administrative expenses, other than 
those attributable to the section 924(c), (d) and (e) 
activities and functions, allocable to all gross income 
are $200. Apportionment of those supportive ex- 

penses on the basis of gross income does not result 
in a material distortion of income and is a reasonable 
method of apportionment. R's direct selling expenses 
and the portion of the general and administrative ex- 
penses not relating to the activities and functions re- 
ferred to in section 924(c), (d) and (e) were not required 
to be incurred by F. R's gross income from sources 
other than the transaction is $17, 650 resulting in total 
gross income of $18, 000 ($350 plus $17, 650). R and 
a related person perform on F's behalf the activities 
and functions referred to in section 924(c), (d) and 

(e). In performing these activites, R and the related 
person incurred expenses, both direct and indirect, 
of $200 and $45, respectively. F pays $200 to R under 
contract and $50 to the related person. The maximum 

profit which F may earn under the franchise pursuant 
to the admmistrative pricing rules is $18. 30, computed 
as follows: 
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The combined /axable 

income method — Fs profit: 
F's profit — 23% of combined 
taxable income ($46. 11) . . . . . . . . $10. 61 

The gross receipts me/hod — Fs profit: 
F's profit — lesser of 1. 83% of R's 

gross receipts ($18. 30) or two times 
F's profit under the combined taxable 
income method ($21. 22) . . . . . . . . . . . . . . . . . $18. 30 

If the election provided for in paragraph (b)(2)(ii) of 
this section is not made, F may receive a commission 

from R in the amount of $268. 30, computed as fol- 

lows: 
F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
F's profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

F's commission 

$250. 00 
18. 30 

$268. 30 

This $268. 30 is F's foreign trade income. F's exempt 
foreign trade income is $174. 98 ($268 30 x 15/23). F's 

taxable income is $6. 37, computed as follows: 
F's foreign trade income . . . . . . . . . . . . . . . . . $268. 30 
F's exempt foreign trade income . . . . . . ~174. 98 

F's non-exempt foreign trade 
income . 93. 32 

Less: 
F's expenses allocable to non- 

exempt foreign trade income 
$250 x $93 32/$268, 30 ~86. 95 

F's taxable income . . . . . . . . . . . . . . . . . . . . . $6. 37 

Of F's total expenses, $163. 05 ($250 x $174. 98/$268, 30) 
are allocated to F's exempt foreign trade income and 

are disallowed for purposes of computing F's taxable 

income. 

If R and F make the election provided for in para- 

graph (b)(2)(ii) of this section, F may receive a com- 

mission from R m thc amount of $322. 19, computed 
as follows: 

F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $303. 89 
F's profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18. 30 

F's commission . . . . . . . . . . . . . . . . . . . . . . . . . . $322. 19 

With this election, this $322. 19 is F's foreign trade 

income. F's exempt foreign trade mcome is $210. 12 

($322. 19x 15/23). F's taxable income is still $6. 37, 
computed as follows. 

F's foreign trade income . . . . . . . . . . . . . . . $322. 19 
F's exempt foreign trade income . . . . . . ~210. 12 

As reflected in the above computation, F included on 
its books $200 of expenses related to the section 924 
activities and performed by R on behalf of F. R m- 

curred $253. 89 of expenses. These expenses were re- 
llected on its books. Under paragraph (b)(2)(ii) of 
this section, R and F may elect to include all of the 
expenses related to the export sales on F's books. 
This wdl sausfy the requirements of section 925(c) 
without requiring an allocation of the expenses be- 
tween R and F. Under this election, as reflected in 

the fofiowing computation, combined taxable income 
will still be $46. 11 but, as reflected in a later part of 
this example, the commission due F will be increased 
by $253. 89: 

Combined taxabe income: 
R's gross receipts from the sale . . . . . . . . $1, 0IXL00 
R's cost of goods sold . . . . . . . . . . . . . . . . . . . . ~650. 00 

Combined gross income . . . . . . . . . . . . . . . , . . 350. 00 

Less: 
F's expenses 

Combined taxable income . . . . . . . . . . . . . . . $46. 11 

F's non-exempt foreign trade 

income 
Less: 
Fs expenses allocable to non- 

exempt foreign trade income 

$303. 89 x $112 07/$322. 19 . . . . . . . . , 
F's taxable income . . . . . . . . . . . . . . . 

112. 07 

(105. 70) 

$ 6. 37 

Of F's total expenses, $198. 19 ($303, 89x $210 12/ 

$322. 19) are allocated to F's exempt foreign trade 

income and are disallowed for purposes of computing 
F's taxable income. 

Example (7). Assume the same facts as in Example 

(6) except that R's direct selling expenses are $60. 
The profit which F may earn under the franchise pur- 

suant to the administrative pricing rules is $16, 62, 
computed as follows: 
Combg'ned iarabfe income: 

R's gross receipts from the sale . . . . . . . . $1, 000. 00 
R's cost of goods sold . . . . . . . . . . . . . . . . . . . . ~650. 00 

Combined gross income . . . . . . . . . . . . . . 350. 00 

Less: 
R's direct selling expenses . . . . . . . . . . . . 
R's apportioned G/A expenses . . . . . . 
F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

3. 89 
250. 00 

~313. 89 

$36. 1] Combined taxable income 

The combined taxable income me/had — Fs profi/: 
F's profit — 23% of combined taxable 

income ($36. H) 

The gross receipts me/had — Fs profit: 
F's profit — lesser of 1. 83% of R's 

gross receipts ($18. 30) or two times 
F's profit under the combined taxable 
income method ($16. 62) . . . . . . . . . . . . . . . . . $16. 62 

F may receive a commission from R in the amount 
of $266. 62, computed as follows: 

F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
F's profit 

F's cominission . . . . . . . . . . . . . . . . . . . . . . . . . 

$ 250. 00 
16. 62 

$ 266. 62 

The combined ratable incogne method — Fs profir: 
Fs profit — 23% of combined taxable 
income ($36. 11) . . . . . . . . . , . . . . . . . . . . . . . . . . $ 8. 31 

The gross receipts method — Fs profit: 
Fs profit — lesser of 1. 83% of R's 

gross receipts ($18. 30) or two times 
F's profit under the combined taxable 
income method ($16. 62) . . . . . . . . . . . . . . . . . $ 16. 62 

F may receive a commission from R ir. the amount 
of $330. 51. computed as follows: 

Fs expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
F's profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

F's commission 

$313. 89 
16. 62 

$ 330 51 

If the election provided for in paragraph (b)(2)(n) of 
this section is made by R and F, the profit which F 
may earn under the franchise pursuant to the admin- 
istrative priang rules will remain at $16. 62 but will 

be computed as follows: 

Combined taxable income: 
R's gross receipts from the sale . . . . . . . . $1, 000. 00 
R's cost of goods sold . . . . . . . . . . . . . . . . . ~650. 00 

Combined gross income. . . , . . . . . . . . . . 350. 00 

Less: F's expenses . . . . . . . . . . . . . . . . . . , ~313. 89 

Combined taxable income. . . . . . . . . . . . , . $36. 11 

Section 921 
As illustrated by Example (6), F's exempt taxable 
income and taxable mcome will be the same regard- 
less of which method is used to compute F's com- 

mission. 
Example /8). Assume the same facts as in Example 

(6) except that F's expenses are $300. With this as- 

sumption, there is a combined loss of $(3. 89) on the 
transaction under the full costing combined taxable 
income method, computed as follows: 

Combined /gu able income: 
R's gross receipts from the sale . . . . . . . . $1, 000. 00 
gg f g g Hd . . . . . . . . . . . . . . . . . . . . ~ggg. tg 

Combined gross income . . . . . . . . . . . 
Less: 

R's direct selling expenses . . . . . . . 
R's apportioned G/A expenses 
F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . 

Combined taxable income (loss) . . . . . . . 

350. 00 

50. 00 
3. 89 

300. 00 

~353. 89 

$~3. 89 

Since there is a combined loss, F will not have a profit 
under the full costing combined taxable income 
method. However, for purposes of this example, it is 

assumed that under the marginal costing rules of 
I1. 925(b)-IT the maximum combined taxable income 
is $75 and the overall profit percentage limitation is 
$30. Accordingly, F's profit would be $6. 90 (23% of 
$30) under the marginal costing rules. F's profit under 
the gross receipts method vill be $13. 80 (1. 83% of 
$1, 000 limited by section 925(d) to two times the profit 
determined under marginal costing). The commission 
F may receive from R is $313. 80. Had all of the ex- 

penses been reflected on F's books pursuant to the 
election of paragraph (b)(2)(ii) of this section, F's 
commission would have been $367. 69. 

Example (9). Assume the same facts as in Example 

(6) except that F's expenses are $300 and that the 
transaction occurred in 1987. F will not earn a profit 
under the sales franchise pursuant to the administra- 
tive pricing rules. This is shown by the following com- 

putation: 

Combined taxable income: 
R's gross receipts from the sale . . . . . . . . 
R's cost of goods sold . . . . . . . . . . . . . . . . , . . 

Combined gross income . . . . . . . . . . . . . . . 
Less: 

R's direct selling expenses 
R's apportioned G/A expenses 
F's expenses . . . . . . . . . . . . . . . . . . . . . . . 

Combined taxable income (loss) 

$1, 000. 00 
~650. 00 

350. 00 

50. 00 
3. 89 

300. 00 

~353. 89 

$~3. 89 

F will not have a profit under the full costing combined 
taxable income method since there is a combined loss 
of $(3. 89). Also. F will not have a profit under the 
gross receipts method due to section 925(d) and the 
special no loss rule of paragraph (e)(1)(i) of this sec- 
tion. In addition, F wifi not have a profit under the 
marginal costing rules because the profit may not ex- 
ceed full costing combined taxable income, see 
91. 925(by-lT(b)(4). Although F may not earn a profit, 
it is entitled to recoup its expenses. Therefore, the 
commission F may receive from R is $300. 00. R will 

bear the entire loss. Had all of the expenses been 
refiected on F's books pursuant to the election of 
paragraph (b)(2)(ii) of this section, F's commission 
would have been $353. 89. 

Example (/0). Assume the same facts as in Ex- 
ample (6) except that R receives total payment of the 
sale price of $18XX) on the 96th day after dehvery, 
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Combined taxable income: 
R's gross receipts from the sale . . . . . . . . 
R's cost of goods sold 

Combined gross income . . . . . . . . , . . . . . . 
Less: 

R's direct selling expenses . . . . . . . 
R's apportioned 
G/A expenses: 

$200 x $340/$18, 000 . . . . . . . . 
F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Combined taxable income 

$990. 00 
~650. 00 

340. 00 

50. 00 

3. 78 
250. 00 

~303. 78 

$36. 22 

well beyond the 60 day period in which payment must 
be made to avoid recharacterization of part of the 
contract price as carrying charges. Therefore, the con- 
tract price of $1, 000 includes $10 of carrying charges, 
assuming a discount rate of 10%. See 8 L927(d)-1(a) 
(0 gt A2) for computation method for determining 
amount of carrying charges. This $10 of carrying charges 
is R's income. The profit which F may earn under the 
franchise pursuant to the administrative pricing rules 
is $16. 66, computed as follows (the election of par- 
agraph (b)(2)(ii) of this section is not made by R and 
F): 

Product Line 
X (products 
A and P) 

Product Line 
W (products 
L, M and N) 

$36. 34 $490. 00 $526. 34 

$40. 48 $421. 00 $461. 48 

On the sale of product K, R received gross receipts 
of $150. R's cost of goods sold was $130. R's and F's 

Product 
A 

Product 
L 

Product Line X 
Combined Taxable 
Income 

R's GR from sale . . . . 
R's cost of goods 
sold . . . . . . . . . . . . . . . . . . . . . 
Combined gross 
income 

$1, 000 

650) 

350 

paragraph (b)(2)(ii) of this section is not made, in the 

fogowing amounts: 

Fs 
Profit Expenses Commissions 

F's expenses . . 
F's profit . . . . . . . 

F's commission 

$10. 00 

2. 75 

$12. 75 

Product 
M 

Product 
N 

Product 
P Total 

$1, 000 $2, 000 

~650 ~1, 300 

350 

expenses allocable to product K totaled $10 ($7 of 
R's expenses and $3 of F's). Under the gross receipts 
method, F earned a profit of $2. 75 (1. 83% of $150) 
and $2. 30 under the combined taxable income method. 

F may receive a commission, assuming the election 

of paragraph (b)(2)(ii) of this section is made by R 
and F, from R in the amount of $12. 75, computed as 

follows: 

The combined taxable income method — F's profitt 
F's profit — 23% of combined taxable $8. 33 
income ($36. 22) . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Less: 
R's expenses . 
F's expenses 

Total . . . . . . . . 

50 
250 

~300 

81 
240 

321 

131 
490 

621 

The gross receipts method — F's profit: 
F's profit — lesser of 1. 83% of R's 

gross receipts ($18. 12) or two times 
F's profit under the combined taxable 
income method ($16. 66) . . . . . . . . . . , . . . . . $16. 66 

$250. 00 
16. 66 

$266. 66 

F may receive a commission from R in the amount 

of $266. 66, computed as follows: 
F's expenses . . . . . , . . . . . . . . . . . . . . . . . . . . . . 
Fis profit . . . . . . . . . . . . . . . . . . . . . . . . „„„. . „. . . 

F's commission . . . . . . . . . . . . . . . . . . . . . „„, 

Combined taxable 
income (loss) . . . . . . . 

23% of CTI . . . 

1. 83% of GR from 
sale . . . . . . . . . . . . . . . . . . . . . . . 

Product Line W 

Combined Taxable 
Income 

R's GR from sale 
R's cost of goods 
sold . . . . . . . . . . . . . . . . . . . . . 

$50 
$11. 50 

$18. 30 

$1, 000 

650 

$625 
445 

$1, 800 

~1, 600 

$29 $79 
$6. 67 $18. 17 

$ 13 34 $ 36 34 

$3, 425 

2, 695 
Example (1/). Assume the same facts as in Ex- 

ample (6). In addition, assume that R also manufac- 

tures products K, L, M, N and P all of which are 

export property as defined in section 927(a). Product 
K is military property as defined in section 923(a)(5) 
and f)L923 — 1T(b)(3)(ii). Assume further that prod- 

ucts A, L and P are included within product line X 
and that products K, L, M and N are included within 

product line W R has entered into a written agree- 
ment with F under which F is granted a sales franchise 

with respect to exporting the products. Under this 

agreement, F will receive commissions with respect 

to those exports equal to the maximum amount per- 

mitted to be received under the administrative pricing 

rules. The table set forth below details F's foreign 

trading gross receipts, R's cost of goods sold and R's 

and F's expenses aUocable and apportioned under 

tL861 — 8 to the sale of products A, L, M, N and P. 
For purposes of this example, it is assumed that R 
does not incur any general and administrative ex- 

penses. Because of the special grouping rule of par- 

agraph (c)(8)(ii) of this section, product L may be 

included for purposes of the administrative pricing 

rules in only one product hne, at the option of R. 
Also for these purposes, product K which is military 

property, may not be grouped with products L, M 

and N. See paragraph (c)(8)(iv) of this section. Under 

these facts, F will have profits under the franchise 

agreement from the sale of products A, L, M, N and 

P and may receive commissions from R relating to 

the sale of those products, assuming the election of 

Combined gross 
income 

Less: 
R's expenses . 
F's expenses . 

Total . . . . . . . . 

Combined taxable 
income (loss) . . . . . . . 

23% of CTI . . . 

/. 83% of GR From 
sale . . . . . . . . . . . . . . . . . . . . . . . 

350 

81 
230 

~311 
$39 
$8. 97 

$17. 94 

Example (/2). R and F are calendar year taxpayers. 
R owns all the stock of F, a FSC for the taxable year. 
During 1985, R purchases 100 units of export property 
A from B, an unrelated domestic manufacturing com- 

pany for $850. R's direct selling expenses so attrib- 

utable are $20. R enters into a written agreement with 

F whereby F is granted a sales franchise with respect 
to export product A and F will receive commissions 

with respect to these exports equal to the maximum 

amount permitted to be received under the admin- 

istrative pricing rules of section 925. Thereafter, the 

100 units are sold for export by R for $1, 050. R factors 

the trade receivable to unrelated person X for $1, 000. 

180 

70 
60 

~130 

70 
131 

~201 

221 
421 

~642 

$50 
$11. 50 

$88 
$20. 24 

$11. 44 $ -0- 

Under gL924(a) — 1T(g)(7), total gross receipts for 
purposes of computing R's and F's combined taxable 
income is $1, 000 (total receipts ($1, 050) less the dis- 

count ($50). This $1, 000 would have been foreign 
trading gross receipts had F been the principal on the 
sale. For purposes of this example, it is assumed that 
R did not incur any general and administrative ex- 
penses. F incurs expenses in the amount of $110, all 

of which were performed by R under contract to F. 
The profit which F may earn under the franchise pur- 

suant to the administrative pricing rules is $9. 20 com- 

puted as follows: 
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Less: 
R's direct selling expenses . 
F's expenses . . . . . . . . . . . . . . . . . . . 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . 
Combined taxable income 

20. 00 
110. 00 

130. 00 

$20. 00 

Combined taxable income: 
R's gross receipts from the sale . . . . . . . . $1, 000. 00 
R's cost of goods sold . . . . . . . . . . . . . . . . . , . . ~850. 00 

150. 00 

The section 482 meihod — F's profit: 
Fs sublease rental receipts for year 

Less; 
F's lcasc rental payments for 

year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . „„. . . 
F's expenses . . . . . . . . . . . . . . . . . . . . . . , 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
F's profit 

$10, 800. 00 

9, 000. 00 
1, 150. 00 

(1~0, 150. 00 

$ 650. 00 

Section 921 

(g) Effective date. The provisions of this 

section and )21. 925(b) — 1T apply with re- 
spect to taxable years ending after De- 
cember 31, 1984, except that a corporation 
may not be a FSC for any taxable year 
beginning before January 1, 1985. 

ill. 925(b) — 1T. Temporary regulations; 
Marginal costing rules. 

The combined taxable income me/hod — F's profit: 
F's profit — 23% of combined taxable 

income ($20) . . . . . . . . . . . . . . . . . . . . . . . , . . . . . $4. 60 

The gross rece/pts method — F's prob/: 
Fs profit — lesser of 1. 83% of R's 

gross receipts ($18. 30) or two umcs 
F's profit under the combined taxable 
income method ($9, 20) . . . . . . . . . . . . . . . . . . . $ 9. 20 

F may receive a commission from R in the amount 
of $119. 20, computed as follows (the election of 
$1. 925(a)-IT(b)(2)(ii) has not been made): 

F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $110. 00 
F's profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9. 20 

F's commission . . . . . . . . . . . . . . . . . . . . . . . . . . $119. 20 

Combined taxable income: 
F's sublease rental receipts for year 

($1, 200 x 9 months) . . . . . . . . . . . . . . . . . . . 
Less: 

R's depreciation (($40, 000 x 
1/10) x 9/12) „„„ 

R's expenses . . . . . . . . . . . . . . . . . . . . . . 
F's expenses . . . . . . . . . . . . . . . . . . . . . . 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Combined taxable income 

$10, 800. 00 

3, 000. 00 

1, 150. 00 

~4, 350. 00 

$6, 450. 00 

The combined taxable income method — F's profit: 
F's profit — 23% of combined 

taxable income ($6, 450) . . . . . . . . . . . . . . . $1, 483. 50 

The gross receipts method — F's profit: 
F's profit — lesser of 1. 83% of F's 

foreign trading gross receipts 

($197. 64) or two times F's profit 

under the combined taxable income 

method ($2, 967) . . . . . . . . . . . . . . . . . . . . . . . . 197. 64 

Example (/3). R and F are calendar year taxpayers. 
R, a domestic manufacturing company, owns all the 
stock of F, a FSC for the taxable year. During March 

1985, R manufactures office equipment, export prop- 

erty within the definition of section 927(a)(1), which 

it leases on April I, 1985, to F for a term of I year 
at a monthly rental of $1, 000, a rent which satisfies 

thc standard of arm's length rental under section 482. 
F subleases the product on April 1, 1985, for a term 
of 1 year at a monthly rental of $1, 200. R's cost for 
the product leased is $40, 000. R's other deductible 

expenses attributable to the product are $200, all of 
which are incurred in 1985. Those expenses were not 

incurred under contract to F. F's expenses attribut- 

ablc to sublease of the export property are $1, 150, 
all of which arc incurred in 1985 directly by F. R 
depreciates the property on a straight line basis, using 

a half-year convention, assuming a 10 year recovery 

period (see section 168(fl(2)(C), $1. 48-1(g)). The profit 

which F may earn wi(h respect to the transaction is 

$1, 483. 50 for 1985 and $600 for 1986, computed as 

follows: 

COMPUTATION FOR 1985 

Since the combined taxable income method results in 

greater profit to F ($1, 483. 50) than does either the 

gross receipts method ($197. 64) or the section 482 

method ($650), F may earn a profit of $1, 483. 50 for 
1985. Accordingly, the monthly rental payable by F 
to R for 1985 may be readjusted as long as the montldy 

rental payable is not readjusted below $907. 39, com- 

puted as follows: 

Monthly rental payable by F ro R for l985: 
F's sublease rental receipts for year $10, 800. 00 

Less: 
F's expenses . . . , . . . . . . . . . . . . . . . . . . . 
F's profit 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

1, 150. 00 
1, 483. 50 

~2, 633. 50 

$8, 166. 50 Rental payable for 1985 

Rental payable each month 

($8, 166. 50/9 months) . . . . . . . . . . . $907. 39 

COMPUTATION FOR 1986 

Combined taxable income: 
F's sublease rental receipts for year 

($1, 200 x 3 months) . . . . . . . . . . . . . . . , . . . . . . $ 

Less: 
R's depreciation (($40, 000 

x 1/10) x 3/12) „„, ~1, 000. 00 

Combined taxable income . . . . . . . . . . . . . . . $2, 600. 00 

The combined taxable income method — F's profit: 
F's profit — 23% of combined taxable 
income ($2, 600) . . . . . . . , . . . . . . . . . . . . . . . . . . . . $598. 00 

The gross receipts method — F's profi: 
F's profit — lesser of 1. 83% of F's 

foreign trading gross receipts ($3, 600) 
or two times F's profit under the 
combined taxable income method 

($1, 196) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

The section 482 method — Fs profit: 
F's sublease rental receipts for year 

Less: 
F's lease rental payments for 

year 
F's profit . 

$65. 88 

$3, 600. 00 

~(3, 000. 00 

Monthly ienial payable by F io R for /986. 
F's sublease rental receipts for year $3, 600. 00 

Less: 
F's profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Rental payable for 1986 

~(600. 00 

$3, 000 00 

Rental payable for each month 

($3, 000/3 months) . . . . . . . . . . . . . . . . . . . . . . . . . . $1. 000. 00 

Since the section 482 method results in a greater profit 
to F ($600) than does either the combined taxable 
income method ($598) or the gross receipts method 

($65. 88), F may earn a profit of $600 for 1986. Ac- 

cordingly, the monthly rental payable by F to R for 
1986 may be readjusted as long as the monthly rental 

payablc is not readjusted below $1, 000, computed as 
follows: 

(a) In general. This section prescribes 
the marginal costing rules authorized by 
section 925(b)(2). If under paragraph (c)(1) 
of this section a FSC is treated for its tax- 
able year as seeking to establish or main- 

tain a foreign market for sales of an item, 
product, or product line of export prop- 
erty (as defined in 51. 927(a) — 1T) from 
which foreign trading gross receipts (as 
defined in ill. 924(a)-IT) are derived, the 
marginal costing rules prescribed in par- 
agraph (b) of this section may be applied 
at the related supplier's election to com- 
pute combined taxable income of the FSC 
and related supplier derived from those 
sales. (Any further reference to a FSC in 
this section shall include a small FSC un- 

less indicated otherwise. ) The combined 
taxable income determined under these 
marginal costing rules may be used to de- 
termine whether the "twice the amount 
determined under the combined taxable 
income method" limitation for the 1. 83% 
of gross receipts test of section 925 (d) has 
been met. For FSC taxable years begin- 
ning after December 31, 1986, if the mar- 
ginal costing rules are used to determine 
the section 925(d) limitation, the FSC may 
not earn more than 100% of full costing 
combined taxable income determined un- 

der the full costing combined taxable in- 

come method of 111. 925(a) — 1T(c)(3)and 
(6). The marginal costing rules may be 
applied even if the related supplier does 
not manufacture, produce, grow, or ex- 
tract the export property sold. The mar- 
ginal costing rules do not apply to sales 
of export property which in the hands of 
a purchaser related under section 954(d)(3) 
to the seller give rise to foreign base com- 
pany sales income as described in section 
954(d) unless, for the purchaser's year in 
which it resells the export property, sec- 
tion 954(b)(3)(A) is applicable or that in- 
come is under the exceptions in section 
954(b)(4). In addition, the marginal cost- 
ing rules do not apply to leases of property 
or to the performances of any services 
even if they are related and subsidiary 
services (as defined in ()1. 924(a) — 1T(d) and 
ill. 925(a) — 1T(b)(2)(iii)(C)). 

(b) Marginal costing rules — (1) In 
general. Marginal costing is a method un- 
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der which only direct production costs of 
producing a particular item, product, or 
product line are taken into account for 
purposes of computing the combined tax- 
able income of the FSC and its related 
supplier under section 925(a)(2). The costs 
to be taken into account are the related 
supplier's direct material and labor costs 
(as defined in ill. 471 — 11(b)(2)(i)). Costs 
which are incurred by the FSC and which 
are not taken into account in computing 
combined taxable inr, ome are deductible 
by the FSC only to the extent of the FSC's 
non-foreign trade income. If the related 
supplier is not the manufacturer or pro- 
ducer of the export property that is sold, 
the related supplier's purchase price shall 
be taken into account. 

(2) Overall projit percentage limitation. 
Under marginal costing, the combined 
taxable income of the FSC and its related 
supplier may not exceed the overall profit 
percentage (determined under paragraph 
(c)(2) of this section) multiplied by the 
FSC's foreign trading gross receipts if the 
FSC is the principal on the sale (or the 
related supplier's gross receipts if the FSC 
is a commission agent) from the sale of 
export property. 

(3) Grouping of transact'ions. (i) In 
general, for purposes of this section, an 
item, product, or product line is the item 
or group consisting of the product or 
product line pursuant to 111. 925(a)— 
1T(c)(8) used by the taxpayer for pur- 
poses of applying the full costing com- 
bined taxable income method ofli1. 925(a)— 
1T(c)(3) and (6). 

(ii) However, for purposes of deter- 
mining the overall profit percentage un- 

der paragraph (c)(2) of this section, any 
product or product line grouping permis- 
sible under fi1. 925(a) — 1T(c) (8) may be used 
at the annual choice of the FSC even 
though it may not be the same item or 
grouping referred to in subdivision (i) of 
this paragraph as long as the grouping 
chosen for determining the overall profit 
percentage is at least as broad as the 
grouping referred to in the above subdi- 
vision (i) of this paragraph. A product 
may be included for this purpose, how- 
ever, in only one product group even 
though under the grouping rules it would 
otherwise fall in more than one group. 
Thus, the marginal costing rules will not 

apply with respect to any regrouping if 
the regrouping does not include any prod- 
uct (or products) that was included in the 
group for purposes of the full costing 
method. 

able income of its related supplier from 
all sales (domestic and foreign) of such 
product or product line during the FSC's 
taxable year, computed under the full 
costing method, is of 

(B) The total gross receipts (det«- 
mined under 111. 927(b) — 1T) of the FSC 
and related supplier from all sales of the 
product or product line 

(ii) At the annual option of the related 
supplier, the overall profit percentage for 
the FSC's taxable year for all products 
and product lines may be determined by 
aggregating the amounts described in sub- 
division (i)(A) and (B) of this paragraph 
of the FSC, and all domestic members of 
the controlled group (as defined in section 
927(d)(4) and fi1. 924(a) — 1T(h)) of which 
the FSC is a member, for the FSC's tax- 
able year and for taxable years of the 
members ending with or within the FSC's 
taxable year. 

(iii) For purposes of determining the 
amounts in subdivisions (i) and (ii) of this 
paragraph, a sale of property between a 
FSC and its related supplier or between 
domestic members of the controlled group 
shall be taken into account only during 
the FSC's taxable year (or taxable year of 
the member ending within the FSC's tax- 
able year) during which the property is 
ultimately sold to a person which is not 
related to the FSC or if related, is a for- 
eign person that is not a FSC. 

(3) Full costing method. For purposes 
of section 925 and this section, the term 
"full costing combined taxable income 
method" is the method for determining 
full costing combined taxable income set 
forth in f)1. 925(a) — 1T(c)(3) and (6). 

(d) Examples. The provisions of this 
section may be illustrated by the following 
examples: 

(4) Application of limitation on FSC 
income ("no loss" rules). The marginal 

costing rules of this section will not apply 
if there is a combined loss of the related 

supplier and the FSC determined in ac- 

cordance with paragraph (b)(1) of this 

section. In addition, for FSC taxable years 
beginning after December 31, 1986, the 

profit determined under the marginal 
costing method may be allowed to the FSC 
only to the extent it does not exceed the 
FSC's and the related supplier's full cost- 

ing combined taxable income determined 
under the full costing combined taxable 
income method of ()1. 925(a) — 1T(c)(3) and 

(6). This rule prevents pricing at a loss to 
the related supplier. If either of these "no 
loss" rules apply, the related supplier may 
nonetheless charge a transfer price or pay 
a commission in an amount that will allow 

the FSC to recover an amount not in ex- 
cess of its full costs, if any, even if to do 
so would create or increase a loss in the 
related supplier. The effect of these no- 
loss rules and of the overall profit per- 
centage limitation of paragraph (c)(2) of 
this section is that the FSC's profit under 
these marginal costing rules is limited to 
the lesser of the following: 

(i) 23% of maximum combined taxa- 
ble ircome determined under the mar- 

ginal costing rules, 

(ii) 23% of the overall profit percent- 
age limitation, or 

(iii) for FSC taxable years beginning 
after December 31, 1986, 100% of the full 
costing combined taxable income deter- 
mined under the full costing combined 
taxable income method of (11. 925(a)— 
1T(c)(3) and (6). 

(c) Definitions — (1) Establishing or 
maintaining a foreign market. A FSC shall 
be treated for its taxable year as seeking 
to establish or maintain a foreign market 
with respect to sales of an item, product, 
or product line of export property from 
which foreign trading gross receipts are 
derived if the combined taxable income 
computed under paragraph (b) of this sec- 
tion is greater than the full costing com- 
bined taxable income computed under the 
full costing combined taxable income 
method of ail. 925(a) — 1T(c)(3) and (6). 

(2) Overall projit percentage. (i) For 
purposes of this section, the overall profit 
percentage for a taxable year of the FSC 
for a product or product line is the per- 
centage which— 

(A) The combined taxable income of 
the FSC and its related supplier from the 
sale of export property plus all other tax- 

Example (1). R and F are calendar year taxpayers. 
R, a domestic manufacturing company, owns all the 
stock of F, a FSC for the taxable year. During 1985, 
R produces and sells 100 units of export property A 
to F under a written agreement which provides that 
the transfer price between R and F shall be that price 
which allocates to F the maximum profit permitted to 
be received under the administrative pricing rules of 
section 925(a)(1) and (2), Thereafter, the 100 units 
are resold for export by F for $950. R's cost of goods 
sold attributable to the 100 units is $650 consisting in 

part of $400 of direct materials and $200 of direct 
labor. R incurs selling expenses directly attributable 
to the sale in the amount of $100. Those expenses 
were not required to be incurred by F. For purposes 
of this examPle, it is assumed that R does not have 

general and administrative expenses that are not def 
initely allocable to any item of gross income F's ez. 
penses attributable to the resale of the 100 units afe 
$120. For PurPoses of this examPle. R and F have 

gross receipts of $4, 0tw from all domestic and foreign 

sales, R's total cost of goods sold and total expenses 
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relating to its foreign and domestic sales are $2, 730 
and $450, respectively. Under full costing, the com- 

bined taxable income will be $80, computed as fol- 

lows: 

Combined taxable income — full costing: 
F's foreign trading gross receipts 

R's cost of goods sold 

Combined gross income . . . . . . . . . . . . . . . 

Less: 
R's direct selling expenses . . . . . . . 
F's expenses . . . . . . . . . . . . . . . . . . . . . , . . . 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Combined taxable income (loss) . . . . . . . 

$ 950. 00 
~650. 00 

300. (N 

100 00 
120. 00 

~220. 00 

$80. 00 

Overall prvfir percentage limitation calculation (de- 
termined under paragraph (c)(2) of this section): 

Gross receipts of R and F from all 

domestic and foreign sales . . . . . . . . . . . . $4, 000. 00 
R's cost of goods sold . . . . . . . . . . . . . . . . . . . . ~2, 730. 00 

Combined gross income . . . . . . . . . . . . . 1, 270. 00 

Less: 
R's expenses . . . . . . . . . . . . . . . . . . . . . . . . . 
F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

450. 00 
120. 00 

~570. 00 

$700. 00 Total taxable income from all 

sales computed on a full costing 
method . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Overall profi percentage (total taxable 

income ($700) divided by total 

gross 
receipts ($4, 000) . . . . . . . . . . . . . . . . . . . . . . . . . 

Overall profi percentage (imirarivn 

Overall profit percentage times F's 

foreign trading gross receipts 

(17. 5% 
times $950. 00) 

17. 5% 

$ 166. 25 

The transfer price from R to F may be set at $791. 76, 
computed as follows: 

Transfer price to F: 
F's foreign trading gross receipts . . . $950. 00 

Less: 
F's expenses . . . . . . . . . . . . . . . . . . . . . . 
F's profit . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Total . . . . . . . . . . . . . . . . 

120. 00 
38. 24 

~158. 24 

$ 791. 76 Transfer price 

F's profit under the full costing combined taxable in- 

come method is $18. 40, i. e. , 23% of full costing com- 
bined taxable income ($80). F's profit under the gross 
receipts method will be $17. 39, i. e. , 1. 83% of F's 

foreign trading gross receipts ($950). However, under 

the marginal costing rules, F would have a profit at- 

tributable to the export sale in the amount of $38. 24, 
i. e. , 23% of combined taxable income as determined 
under the marginal costing rules (23% of $166. 25). 
As shown by the computation below, the combmed 
taxable income under marginal costing is limited to 
the overall profit percentage limitation ($166. 25) since 

that amount is less than the maximum combined tax- 

able income amount ($350): 

Maximum combined taxable income (determined un- 

der paragraph (b)(1) of this section): 
F's foreign trading gross receipts . . . . . . $950. 00 

Less: 
R's direct materials . . . . . . . . „. . . . . . 400. 00 
R's direct labor . . . . . . . . . . . . . . . . . . . . 200. 00 

Total . . . . . . , . . . . . . . . . . , . . . . . . . . . . . . . . ~600. 00 

Maximum combined total income . . . . . $350. 00 

Example (2). Assume the same facts as in Example 

(/) except that F's expenses are $170. Under full cost- 

ing, the combined taxable income will be $30, com- 

puted as follows: 

Combined taxable income — full cosring: 
F's foreign trading gross receipts . . . . . . $950. 00 
R's cost of goods sold . . . . . . . . . . . . . . . . . . . . ~650. 00 

Combined gross income . . . . . . . . . . . , . . 300. 00 

Less: 
R's expenses . . . . . . . . . . . . . . . . . . . . . . . . 100. 00 
F's expenses . . . . . . . . . . , . . . . . . . . . . . . . 170. 00 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~270. 00 

Combined taxable income (loss) . . . . . . . $30. 00 

Overall profit percentage (/xnirarion calculation (de- 
termined under paragraph (c)(2) of tlus section): 

Gross receipts of R and F from all 

domestic and foreign sales . . . . . . . . . . . . . . . $4, 000. 00 
R's cost of goods sold . . . . . . . . . . . . . . . . . . . . ~2, 730. 00 

Combined gross income . . . . . . . . . . . . . . . 1, 270. 00 

Less: 
R's expenses . . . . . . . . . . . . . . . . . . . . . . . . 450. 00 
F's expenses . . . . . . . . . . . . . . . . . . . . . . . . 170. 00 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . . ~620. 00) 

Total taxable income from all sales 

computed on a full costing method . . . 
Overall profit percentage (total taxable 

income ($650) divided by total 

gross 
receipts ($4, 000)) . . . . . . . . . . . . . . . . . . . . lb. 25% 

Overall prvfir percentage /imi/arion 

Overall profit percentage times F's 

foreign trading gross receipts 

(16. 25% times $950. 00) $154. 38 

The transfer price from R to F may be set at $744. 49 
computed as follows: 

Transfer price of F: 
F's foreign trading gross receipts . . $950. 00 

Less: 
F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . 
F's profit 

Total 

170. 00 
35. 51 

~205. 51) 

$744. 49 Transfer price 

Fs progt under the full costing combined taxable in- 

come method is $6. 90, i. e. , 23% of combined taxable 

income, $30. Under the marginal costing rules, F may 

earn a profit attributable to the export sale in the 

amount of $35. 51, i. e. , 23% of combined taxable in- 

come as determined under the marginal costing rules 

(23% of $154. 38). Had the transaction occurred in 

1987, F would have had a proht attributable to the 

export sale under these marginal costing rules of only 

$30, i. e. , 23% of combined taxable income as deter- 

mined under the marginal costing rules (23% of 
$154. 38) limited, for FSC taxable years beginning after 

December 31, 1986, to combined taxable income de- 

termined under full costing ($30), see paragraph (b)(4) 
of this section. F's profit under the gross receipts 

method will be $17. 39, i. e. , 1. 83% of F's foreign trad- 

ing gross receipts ($950). The computations are as 

follows; 

Maximum combined taxable income (determined un- 

der paragraph (b)(1) of this section): 
F's foreign trading gross receipts . . . . . . $950. 00 

Less; 
R's direct materials . . . . . . . . . . . . . . . . 400. 00 
R's direct labor . . . . . . . . . . . . . . . . . . . . . 200. 00 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~(600. 00 

Maximum combined taxable income $350. 00 

Example (3). Assume the same facts as in Examp(e 

(1) except that the transaction occurs in 1987 and that 
F incurs expenses in the amount of $250. Since a $50 
combined loss, as computed below, is incurred, F wiU 

not have any profit under either the full costing com- 

bined taxable income method, the gross receipts 
method for the marginal costing rules: 

Cvmbmed /usable income — full costing: 
F's foreign trading gross receipts . . . . . . $950. 00 
R's cost of goods sold . . . . . . . . . . , . . . . . , . . . ~650. 00 

Combined gross income . . . . . . . . . . . . . . . 300. 00 

Less: 
R's expenses . . . . , , . . . . . . . . . . . . . . . . . 100. 00 
F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . 250. 00 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~350. 00 

Combined taxable income (loss) . . . . . . . ~$50. 00 

Maximum combined raxab/e income (determined un- 
der paragraph (b)(1) of this section): 

R's gross receipts from the sale of the 
export property . $950. 00 

Less: 
R's direct materials . . . . . . . . . . . . . . . 
R's direct labor . . . . . . . . . . . . . . . . . . . . 

450. 00 
100, 00 

~550. 00 

$400. 00 

Total . . . . . . . . . . . . 

Maximum combined taxable income 

The transfer price of R may be set at $700 so that F 
may recover its expenses. 

Example (4). R and F are calendar year taxpayers. 
R, a domestic manufacturing company, owns all the 
stock of F, a FSC for the taxable year. During 1985, 
R manufactures export property A. R enters into a 
wntten agreement with F whereby F will receive a 
commission with respect to sales of export property 
A by R which result in gross receipts to R which would 

have been foreign trading gross receipts had F and 

not R been thc principal on the sale. F will receive 
commissions with respect to such export sales equal 
to the maximum amount permitted to be received 
under the transfer pricing rules of section 925. The 
maximum commission may be earned by F under these 
marginal costing rules. In this example, R received 
$950 from the sale of export property A. R's cost of 
goods sold for that property was $620. R incurred 
direct selling expenses of $20. Also, it is assumed that 
R incurred total general and administrative expenses, 
in addition to those incurred relating to its contract 
to perform on behalf of F the functions and activities 
of section 924(c), (d) and (e), of $50. R incurred direct 
and indirect expenses of $130 in performing those 
functions and activities on behalf of F. During 1985, 
R had gross receipts from all domestic and foreign 
sales of $3, 500, total cost of goods sold and total 
expenses relating to the domestic and foreign sales of 
$1, 600 and $259, respectively. The election provided 
for m $1. 925(a)-IT(b)(2)(ii) was not made by R and 
F. 
Combined taxable income — full costing: 

R's gross receipts from the sale of the 
export property . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $950. 00 
R's cost of goods sold . . . . . . . . . . . . . . . . . . . . ~620. 00 

Combined gross income . . . . . . . , . . . . . . . 330. 00 

Less: 
R's direct selling expenses . . . . . . 20. 00 
F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . 130. 00 
Apportionment of R's general 
and administrative expenses: 

R's total G/A 
expenses . . . . . . . . . . . . . . . . . $50 
Combined gross 
income. . . . . . . . . . . . . . . . . . 330 
Apportionment of G/A 

expenses $50 x $330/$1, 900 
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . ~158. 68 

Combined taxable income (loss) . . . . . . . $171. 32 
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Overall profit percen/age (total taxable 
income ($1, 511) divided by total 

gross 
receipts ($3, 500)) 

Overall pro/i/ peicenrage iimira//on 

Overall profit percentage times R's 

gross receipts from the sale of 
export 

property (i. e. , 43. 17% times 
$950. 00) 

43. 17% 

$ 410. 12 

Since the overaU profit percentage limitation ($410. 12) 
is greater than the maximum combined taxable in- 

come ($400), combined taxable income under mar- 

ginal costing and for purposes of uomputing F's 
commission is limited to $400. Under these marginal 
costing rules, F will have a profit attributable to the 
sale of $92, i. e. , 23% of combined taxable income as 
determined under the marginal costing rules (23% of 
$400). Accordingly, the commission F receives from 
R is $222, i. e. , F's expenses ($130) plus F's profit 
($92). 

Example (5). Assume the same facts as in Example 
(4), except that R's gross receipts from the sale of 
export property which would have been foreign trad- 

ing gross receipts had F been the principal on the sale 
are $1, 050 and gross receipts from aU sales, domestic 
and foreign, remain at $3, 500. For purposes of ap- 

plying the combined taxable income method, R and 
F may compute their combined taxable incoine at- 

tributable to the product line of export property under 
the marginal costing rules as follows: 

Combined raxabie income — full costing: 
R's gross receipts from the sale of the 

export property . . . . . . . . . . . . . . . . . . . . . . . . . . 
R's cost of goods sold . . . . . . . . . . . . . . . . , . . . 

Combined gross income . . . . . . . . . . . . . . . 
Less: 

R's direct selling expenses 
F's expenses . . . . . . . . . . . . . . . . . . . . . . . . . 
Apportionment of R's G/A 

expenses $50 x $430/$1, 900 . . . . . 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Combined taxable income (loss) . . . . . . . 

$1, 050. 00 

~(620. 00 

430. 00 

20. 00 

130. 00 

11. 32 

~161. 32 

$268. 68 

Maximum coinbined taxable income (determined un- 

der paragraph (b)(1) of this section): 
R's gross receipts from the sale of 

export property $1, 050. 00 

Less: 
R's direct materials . . . . . . . . . . . . . . . 450. 00 
R's direct labor . . . . . . . . . . . . . . . . . . . . . 100. 00 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~550. 00 

Maximum combined taxable income $500. 00 

Overall profit perccn/age (see example 

(4)) 
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Overall profit percentage lim//arion calcu(ation (de- 
termined under paragraph (c)(2) of this section): 

Gross receipts of R from aa domestic 
and foreign sales . . . . . . . . . . . . . . . . . . . . . . , . $3, 500. 00 

R's cost of goods sold . . . . . . , . . . . . . . . . . . . . ~1, 600. 00 

Combined gross income . . . . . . . . . . . . „. 1, 900. 00 

Less; 
R's total expenses . . . . . . . . . . . „. . . . 259. 00 
F's total expenses . . . . . . . . . . . . , . . . . . 130. 00 

Total . . . . . . . . . . . . . . . . . . . . . . . . „„. . . ~450. 00 

Total taxable income from an sales 
computed on a fua costing method $1, 511. 00 

Overall profit percen/age l/m/ra/ion 

(determined under paragraph (c)(2) 
of this section) (R's gross receipts 

from sale ($1, 050. 00) times the 

overall profit percentage (43. 17%)) $453. 29 

Since maximum combined taxable income ($500) is 

greater than the overall profit percentage limitation 

($453. 29), combined taxable income under marginal 

costing and for purposes of computing F's commission 

is limited to $453. 29. Under these marginal costing 

rules, F will have a profit attributable to the sales of 
$104. 26, i. e. , 23% of combined taxable income (23% 
of $453. 29). Accordingly, the commission F receives 

from R is $234. 26, i. e. , F's expenses ($130) plus F's 

profit ($104. 26). 
Example (6). Assume the same facts as in Example 

(5), except that F has expenses of $140 and R's cost 

of goods sold for the export sale was $900. R does 

not incur any direct selling expenses. Since cost of 
goods sold has increased by $280, R's total gross in- 

come has been reduced from $1, 900 to $1, 620. For 
purposes of applying the combined taxable income 

method, R and F may compute their combined tax- 

able income under the marginal costing rules as fol- 

lows: 

Combined raxabie income — full costing: 
R's gross receipts from the sale of the 
export property . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
R's cost of goods sold . . . . . . . . . . . . . . . . . . . . 

Combined gross income, . . . . . . . . . . . . . . 
Less: 

F's expense . . . . . . . . . . . . . . . . . . . . . . . . . . 
Apportionment of R's G/A 

expenses $50 x $150/$1, 620 . . . . . 
Total . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . 

$1, 050. 00 
~900. 00 

150. 00 

140. (8 

4. 63 

~144. 63 

$5. 37 Combined taxable income (loss) . . . . . . . 

Maximum combined /arabic income (determined un- 
der paragraph (b)(1) of this section: 

R's gross receipts from the sale of the 
export property . . . . . , . . . . . . . . . . . . . . . . . . . . . . . $1, 050. 00 

Less: 
R's direct materials 
R's direct labor . . . . . , . . . . . . . . . . . . . . . 

630. 00 
200. 00 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~830. 00 

Maximum combined taxable income $220. 00 

Overall profit percenrage timirau'on ca/cuia/ion (de- 
termined under paragraph (c)(2) of this section): 

Gross receipts of R and F from au 
domestic and foreign sales . . . . . . . . . . . . . . . 
R's cost of goods sold 

Combined )ross income . . . . . . . . . . . . . . . 
Less: 

R's total expenses . . . . . . . . . . . . . . . . . 
F's total expenses 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

$3, 500. 00 
(1, 880. 00) 

1, 620. 00 

259. 00 
140. 00 

~(399. 00 
Total taxable income from au sales 
computed on a full costing method . . . $1, 221. 00 

Overall profi/ percentage (total taxable 
income ($1, 221) divided by total gross 
receipts ($3, 500)) . . . . . . . . . . . . . . . . . . . . . . . . . . 34. 89% 

Overall profit percentage limitation 
Overall progt percentage times R's 
gross receipts from the sale of export 
property (i. e. , 34. 98% times $1, 050) $366. 35 

Since the overall profit percentage limitation ($366. 35) 
is greater than the maximum combined taxable in- 

come ($220), combined taxable income under mar- 
ginal costing and for purposes of computing F's 
commission is limited to $220. Under these marginal 
costing rules, F will have a profit attributable to t"e 
sale of $50. 60, i. e. , 23% of combined taxable income 
as determined under the marginal costing rules (23% 
of $220), If the transaction occurred in 1987, F's pr«t 
would be limited, however, by paragraph (b)(4) of 
this section to the full costing combined taxable in- 

come of $5. 37. 

(l1. 926(a) — 1T. Temporary Regulations; 
Distributions to shareholders. 

(a) Treatment of distributions. Any 
distribution by a FSC (or former FSC) to 
its shareholder with respect to its stock 
will be includible in the shareholder's gross 
income in accordance with the provisions 
of section 301. (Any further reference to 
a FSC in this section shall include a small 

FSC unless indicated otherwise. ) See sec- 
tion 245(c) for treatment of distributions 
to domestic corporate shareholders of the 
FSC. If earnings and profits of a FSC (or 
former FSC) attributable to foreign trade 
income are distributed to a shareholder 
which is a foreign person (or a nonresi- 
dent alien individual), that distribution 
shall be treated as United States source 
income which is effectively connected with 
the conduct of a trade or business con- 
ducted through a permanent establish- 
ment of such shareholder within the United 
States. For this purpose, distributions to 
a foreign partnership, foreign trust, for- 
eign estate or other foreign entities that 
would be treated as pass-through entities 
under U. S. law shall be treated as made 
directly to the partners or beneficiaries in 

proportion to their respective interest in 
the entity. 

(b) Order of distribution — (1) In gen- 
eral. Any actual distribution to a share- 
holder by a FSC (or former FSC) which 
is made out of earnings and profits shall 
be treated as made in the following order, 
to the extent thereof- 

(i) Out of earnings and profits attrib- 
utable to exempt foreign trade income de- 
termined solely because of operation of 
section 923(a)(4), 

(ii) Out of earnings and profits attrib- 
utable to other exempt foreign trade in- 

come, 
(iii) Out of earnings and profits attrib- 

utable to non-exempt foreign trade in- 

come determined under either of the 
administrative pricing methods of section 

925(a)(1) or (2), 
(iv) Out of earnings and profits attrib- 

utable to section 923(a)(2) non-exempt 

income, and 

(v) Out of their earnings and profits, 
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(2) Determination of earnings and pro- 
jits. For purposes of this section, the earn- 

ings and profits of a FSC (or former FSC) 
shall be the earnings and profits computed 
in accordance with the rules, where ap- 
plicable, prescribed in ri1. 964-1 (relating 
to determination of the earnings and pro- 
fits of a foreign corporation) other than 
subsections (d) and (e) of that section. 

(c) Dejinition of "former FSC". Under 
section 926(c), the term "former FSC" 
refers to a corporation which is not a FSC 
for a taxable year but which was a FSC 
for a prior taxable year. However, a cor- 
poration is not a former FSC for a taxable 
year unless such corporation has, at the 
beginning of such taxable year, earnings 
and profits attributable to foreign trade 
income. A corporation which is a former 
FSC for a taxable year is a former FSC 
for ail purposes of the Code. 

(d) Personal holding company in- 
come — (1) Treatment of dividends. Any 
amount includible in a shareholder's gross 
income as a dividend with respect to the 
stock of a FSC (or former FSC) under 
paragraph (a) of this section shall be treated 
as a dividend for all purposes of the Code, 
except that that part of the dividend at- 
tributable to foreign trade income, other 
than an amount attributable to section 
923(a)(2) non-exempt income, shall not 
be considered in applying the personal 
holding company and foreign personal 
holding company provisions (sections 541 
through 547 and 551 through 558, re- 

spectively). 

(2) Look through option. With regard 
to distributions from a FSC (or former 

FSC) which are not treated as personal 
holding company income under para- 
graph (d)(1) of this section, the share- 
holder may, however, treat any amount 
of that distribution as an item of income 

described under section 543 (or section 
553) (for example, rents) if it establishes 

to the satisfaction of the Commissioner 
that such amount is attributable to earn- 

ings and profits of the FSC derived from 
such item of income. For example, dis- 

tributions from a FSC relating to section 

923(a)(2) non-exempt income will be 
treated as dividends for purposes of the 

personal holding company provisions of 
sections 541 through 547 unless the look 
through option is elected. Under this op- 
tion, if earnings and profits out of which 

those distributions are made are attrib- 
utable to the lease of export property, the 
FSC shareholder may treat the distribu- 
tion for purposes of the personal holding 

company provisions as rents rather than 

as dividends. This may be beneficial to 
the shareholder because rents are not 
considered under section 543(a)(2) as per- 
sonal holding company income, if in gen- 

eral, rents constitute 50% or more of 
the shareholder's adjusted ordinary gross 
income. 

(e) Sale of stockif secti on 1248 applies. 
For purposes of section 1248, the earnings 
and profits of a FSC (or former FSC) shall 

not include earnings and profits attribut- 
able to foreign trade income. 

t)1. 927(a) — 1T. Temporary Regulations; 
Definition of export property. 

(a) General rule. Under section 927(a), 
except as otherwise provided with respect 
to excluded property in paragraphs (f), 
(g) and (h) of this section and with respect 
to certain short supply property in para- 
graph (i) of this section, export property 
is property in the hands of any person 
(whether or not a FSC) (any further ref- 
erence to a FSC in this section shall in- 

clude a small FSC unless indicated 
otherwise)— 

(1) U. S. manufactured, produced, 
grown or extracted. Manufactured, pro- 
duced, grown, or extracted in the United 
States by any person or persons other than 
a FSC (see paragraph (c) of this section), 

(2) Foreign use, consumption or dis- 

position. Held primarily for sale, lease or 
rental in the ordinary course of a trade or 
business by a FSC to a FSC or to any other 
person for direct use, consumption, or 
disposition outside the United States (see 
paragraph (d) of this section), 

(3) Foreign content. Not more than 50 
percent of the fair market value of which 
is attributable to articles imported into the 
United States (see paragraph (e) of this 
section), and 

(4) I4on-related FSC purchaser or user. 
Which is not sold, leased or rented by a 
FSC, or with a FSC as commission agent, 
to another FSC which is a member of the 
same controlled group (as defined in sec- 
tion 927(d)(4) and ill. 924(a) — 1T(h)) as the 
FSC. 

(b) Services. For purposes of this sec- 
tion, services (including the written com- 

munication of services in any form) are 
not export property. Whether an item is 

property or services shall be determined 
on the basis of the facts and circumstances 
attending the development and disposi- 
tion of the item. Thus, for example, the 
preparation of a map of a particular con- 
struction site would constitute services and 

not export property, but standard maps 
prepared for sale to customers generally 
would not constitute services and would 

be export property if the requirements of 
this section were otherwise met. 

(c) Manufacture, production, growth, 
or extraction of property — (1) By a per- 
son other than a FSC. Export property 
may be manufactured, produced, grown, 
or extracted in the United States by any 

person, provided that that person does 
not qualify as a FSC. Property held by a 

FSC which was manufactured, produced, 
grown or extracted by it at a time when 

it did not qualify as a FSC is not export 
property of the FSC. Property which sus- 

tains further manufacture, production or 
processing outside the United States prior 
to sale or lease by a person but after man- 

ufacture, production, processing or ex- 
traction in the United States will be 
considered as manufactured, produced, 
grown or extracted in the United States 
by that person only if the property is reim- 
ported into the United States for further 
manufacturing, production or processing 
prior to final export sale. In order to be 
considered export property, the property 
manufactured, produced, grown or ex- 
tracted in the United States must satisfy 
all of the provisions of section 927(a) and 
this section. 

(2) Manufactured, produced or proc- 
essed. For purposes of this section, prop- 
erty which is sold or leased by a person 
is considered to be manufactured, pro- 
duced or processed by that person or by 
another person pursuant to a contract with 

that person if the property is manufac- 
tured or produced, as defined in 51. 954- 
3(a)(4). For purposes of this section, how- 

ever, in determining if the 20% conver- 
sion test of li1. 954 — 3(a)(4)(iii) has been 
met, conversion costs include assembly and 
packaging costs but do not include the 
value of parts provided pursuant to a ser- 
vices contract as described in li1. 924(a)— 
1T(d)(3). In addition, for purposes of this 
section, the 20% conversion test is ex- 
tended and applied to the export prop- 
erty's adjusted basis rather than to its cost 
of goods sold if it is leased or held for 
lease. 

(d) Foreign use, consumption or dis- 

position — (1) In general. (i) Under par- 
agraph (a)(2) of this section, export 
property must be held primarily for the 
purpose of sale, lease or rental in the or- 
dinary course of a trade or business, by a 
FSC to a FSC or to any other person, and 
the sale or lease must be for direct use, 
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consumption, or disposition outside the 
United States. Thus, property cannot 
qualify as export property unless it is sold 
or leased for direct use, consumption, or 
disposition outside the United States. 
Property is sold or leased for direct use, 
consumption, or disposition outside the 
United States if the sale or lease satisfies 
the destination test described in subdivi- 
sion (2) of this paragraph, the proof of 
compliance requirements described in 
subdivision (3) of this paragraph, and the 
use outside the United States test de- 
scribed in subdivision (4) of this para- 
graph. 

(ii) Factors not taken into account. In 
determining whether property which is sold 
or leased to a FSC is sold or leased for 
direct use, consumption, or disposition 
outside the United States, the fact that 
the acquiring FSC holds the property in 
inventory or for lease prior to the time it 
sells or leases it for direct use, consump- 
tion, or disposition outside the United 
States will not affect the characterization 
of the property as export property. Fun- 
gible export property must be physically 
segregated from non-export property at 
all times after purchase by or rental by a 
FSC or after the start of the commission 
relationship between the FSC and related 
supplier with regard to the export prop- 
erty. Non-fungible export property need 
not be physically segregated from non- 
export property. 

(2) Destination test. (i) For purposes 
of paragraph (d)(1) of this section, the 
destination test of this paragraph is sat- 
isfied with respect to property sold or leased 

by a seller or lessor only if it is delivered 

by the seller or lessor (or an agent of the 
seller or lessor) regardless of the F. O. B. 
point or the place at which title passes or 
risk of loss shifts from the seller or les- 
sor— 

(A) Within the United States to a car- 
rier or freight forwarder for ultimate de- 
livery outside the United States to a 
purchaser or lessee (or to a subsequent 
purchaser or sublessee), 

(B) Within the United States to a pur- 

chaser or lessee, if the property is ulti- 

mately delivered outside the United States 
(including delivery to a carrier or freight 
forwarder for delivery outside the United 
States) by the purchaser or lessee (or a 

subsequent purchaser or sublessee) within 

I year after the sale or lease, 

(C) Within or outside the United States 
to a purchaser or lessee which, at the time 
of the sale or lease, is a FSC or an interest 

charge DISC and is not a member of the 

same controlled group as the seller or les- 

sor, 

(D) From the United States to the pur- 

chaser or lessee (or a subsequent pur- 

chaser or sublessee) at a point outside the 
United States by means of the seller's or 
lessor's own ship, aircraft, or other deliv- 

ery vehicle, owned, leased, or chartered 

by the seller or lessor, 

(E) Outside the United States to a pur- 

chaser or lessee from a warehouse, stor- 

age facility, or assembly site located outside 
the United States, if the property was pre- 
viously shipped by the seller or lessor from 

the United States, or 

(F) Outside the United States to a pur- 
chaser or lessee if the property was pre- 
viously shipped by the seller or lessor from 

the United States and if the property is 

located outside the United States pur- 
suant to a prior lease by the sefier or 
lessor, and either (l) the prior lease ter- 
minated at the expiration of its term (or 
by the action of the prior lessee acting 
alone), (2) the sale occurred or the term 
of the subsequent lease began after the 
time at which the term of the prior lease 
would have expired, or (3) the lessee un- 

der the subsequent lease is not a related 
person with respect to the lessor and the 
prior lease was terminated by the action 
of the lessor (acting alone or together with 

the lessee). 
(ii) For purposes of this paragraph 

(d)(2) (other than paragraph (d)(2)(i)(C) 
and (F)(3)), any relationship between the 
seller or lessor and any purchaser, sub- 

sequent purchaser, lessee, or sublessee is 
immaterial. 

(iii) In no event is the destination test 
of this paragraph (d)(2) satisfied with re- 
spect to property which is subject to any 
use (other than a resale or sublease), 
manufacture, assembly, or other process- 
ing (other than packaging) by any person 
between the time of the sale or lease by 
such seller or lessor and the delivery or 
ultimate delivery outside the United States 
described in this paragraph (d)(2). 

(iv) If property is located outside the 
United States at the time it is purchased 
by a person or leased by a person as les- 
see, such property may be export prop- 
erty in the hands of such purchaser or 
lessee only if it is imported into the United 
States prior to its further sale or lease 
(including a sublease) outside the United 
States. Paragraphs (a)(3) and (e) of this 
section (relating to the 50 percent foreign 
content test) are applicable in determin- 

ing whether such property is export prop- 
erty. Thus, for example, if such property 
is not subjected to manufacturing or pro- 
duction (as defined in paragraph (c) of 
this section) within the United States after 
such importation, it does not qualify as 
export property. 

(3) Proof of compliance with destina- 

tion test — (i) Delivery outside the United 

States. For purpose of paragraph (d)(2) 
of this section (other than subdivision (i)(C) 
thereof), a seller or lessor shall establish 
ultimate delivery, use, or consumption of 
property outside the United States by 
providing— 

(A) A facsimile or carbon copy of the 
export bill of lading issued by the carrier 
who delivers the property, 

(B) A certificate of an agent or rep- 
resentative of the carrier disclosing deliv- 

ery of the property outside the United 
States. 

(C) A facsimile or carbon copy of the 
certificate of lading for the property ex- 
ecuted by a customs officer of the country 
to which the property is delivered, 

(D) If that country has no customs 
administration, a written s'tatement by the 
person to whom delivery outside the 
United States was made, 

(E) A facsimile or car'bon copy of the 
Shipper's Export Declaration, a monthly 
shipper's summary declaration filed with 
the Bureau of Customs, or a magnetic 
tape filed in lieu of the Shipper's Export 
Declaration, covering the property, or 

(F) Any other proof (including evi- 
dence as to the nature of the property or 
the nature of the property or the nature 
of the transaction) which establishes to 
the satisfaction of the Commissioner that 
the property was ultimately delivered, or 
directly sold, or directly consumed out- 
side the United States within I year after 
the sale or lease. 

(ii) The requirements of subdivision 

(i)(A), (B), (C), or (E) of this paragraph 
will be considered satisfied even though 
the name of the ultimate consignee and 
the price paid for the goods is marked out 
provided that, in the case of a Shipper's 
Export Declaration or other document 
listed in subdivision (i)(E) of this para- 
graph or a document such as an export 
bill of lading, such document still indi- 

cates the country in which delivery to the 
ultimate consignee is to be made and, in 

the case of a certificate of an agent or 
representative of the carrier, that the doc- 
ument indicates that the property was de- 

livered outside the United States. 
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(iii) A seller or lessor shall also estab- 
lish the meeting of the requirement of 
paragraph (d)(2)(i) of this section (other 
than subdivision (i)(C) thereof), that the 
property was delivered outside the United 
States without further use, manufacture, 
assembly, or other processing within the 
United States. 

(iv) For purposes of paragraph 
(d)(2)(i)(C) of this section, a purchaser 
or lessee of property is deemed to qualify 
as a FSC or an interest charge DISC for 
its taxable year if the seller or lessor ob- 
tains from the purchaser or lessee a copy 
of the purchaser's or lessee's election to 
be treated as a FSC or interest charge 
DISC together with the purchaser's or les- 
see's sworn statement that the election 
has been timely filed with the Internal 
Revenue Service Center. The copy of the 
election and the sworn statement of the 
purchaser or lessee must be received by 
the seller or lessor within 6 months after 
the sale or lease. A purchaser or lessee is 
not treated as a FSC or interest charge 
DISC with respect to a sale or lease during 
a taxable year for which the purchaser or 
lessee does not qualify as a FSC or interest 

charge DISC if the seller or lessor does 
not believe or if a reasonable person would 

not believe at the time the sale or lease 
is made that the purchaser or lessee will 

qualify as a FSC or interest charge DISC 
for the taxable year. 

(v) If a seller or lessor fails to provide 
proof of compliance with the destination 
test as required by this paragraph (d)(3), 
the property sold or leased is not export 
property. 

(4) Sales and leases of property for ul- 

timaie usein the United States — (i) In gen- 

eral. For purposes of paragraph (d)(1) of 
this section, the use test in this paragraph 

(d)(4) is satisfied with respect to property 
which— 

(A) Under subdivision (4)(ii) through 

(iv) of this paragraph is not sold for ul- 

timate use in the United States, or 

(B) Under subdivision (4)(v) of this 

paragraph is leased for ultimate use out- 

side the United States. 

(ii) Sales of property for ultimate use 

in the United States. For purposes of sub- 

division (4)(i) of this paragraph, a pur- 

chaser of property (including components, 

as defined in subdivision (4)(vii) of this 

paragraph) is deemed to use the property 
ultimately in the United States if any of 
the following conditions exist: 

(A) The purchaser is a related party 
with respect to the seller and the pur- 

chaser ultimately uses the property, or 
a second product into which the prop- 

erty is incorporated as a component, in 

the United States. 

(B) At the time of the sale, there is 

an agreement or understanding that the 

property, or a second product into which 

the property is incorporated as a com- 

ponent, will be ultimately used by the 

purchaser in the United States. 

(C) At the time of the sale, a rea- 

sonable person would have believed that 

the property or the second product 
would be ultimately used by the pur- 

chaser in the United States unless, in 

the case of a sale of components, the 

fair market value of the components at 
the time of delivery to the purchaser 
constitutes less than 20 percent of the 

fair market value of the second product 
into which the components are incor- 

porated (determined at the time of 
completion of the production, manu- 

facture, or assembly of the second 
product). 

For purposes of subdivision (4)(ii)(B) of 
this paragraph, there is an agreement or 
understanding that property will ulti- 
mately be used in the United States if, for 
example, a component is sold abroad un- 

der an express agreement with the foreign 
purchaser that the component is to be in- 

corporated into a product to be sold back 
to the United States. As a further ex- 

ample, there would also be such an agree- 
ment or understanding if the foreign 
purchaser indicated at the time of the sale 
or previously that the component is to be 
incorporated into a product which is de- 

signed principally for the United States 
market. However, such an agreement or 
understanding does not result from the 
mere fact that a second product, into which 

components exported from the United 
States have been incorporated and which 

is sold on the world market. is sold in 

substantial quantities in the United States. 

(iii) Use in the United States. For pur- 

poses of subdivision (4)(ii) of this para- 

graph, property (including components 
incorporated into a second product) is or 
would be ultimately used in the United 
States by the purchaser if, at any time 
within 3 years after the purchase of such 

property or components, either the prop- 
erty is or the components (or the second 
product into which the components are 
incorporated) are resold by the purchaser 
for use by a subsequent purchaser within 

the United States or the purchaser or sub- 

sequent purchaser fails, for any period of 
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365 consecutive days, to use the property 
or second product predominantly outside 
the United States (as defined in subdivi- 

sion (4)(vi) of this paragraph). 

(iv) Sales ro retailers. For purposes of 
subdivision (4)(ii)(C) of this paragraph, 
property sold to any person whose prin- 

cipal business consists of selling from in- 

ventory to retail customers at retail outlets 

outside the United States will be consid- 
ered to be used predominantly outside the 
United States. 

(v) Leases of property for ultimate use 

outside the United States. For purposes of 
subdivision (4)(i) of this paragraph, a les- 

see of property is deemed to use property 
ultimately outside the United States dur- 

ing a taxable year of the lessor if the prop- 
erty is used predominantly outside the 
United States (as defined in subdivision 

(4)(vi) of this paragraph) by the lessee 
during the portion of the lessor's taxable 
year which is included within the term of 
the lease. A determination as to whether 
the ultimate use of leased property sat- 
isfies the requirements of this subdivision 
is made for each taxable year of the lessor. 
Thus, leased property may be used pre- 
dominantly outside the United States for 
a taxable year of the lessor (and thus, 
constitute export property if the remain- 

ing requirements of this section are met) 
even if the property is not used predom- 
inantly outside the United States in earlier 
taxable years or later taxable years of the 
lessor. 

(vi) Predominant use outside the United 

States. For purposes of this paragraph 
(d)(4), property is used predominantly 
outside the United States for any period 
if, during that period, the property is lo- 
cated outside the United States more than 
50 percent of the time. An aircraft, rail- 
road rolling stock, vessel, motor vehicle, 
container, or other property used for 
transportation purposes is deemed to be 
used predominantly outside the United 
States for any period if, during that pe- 
riod, either the property is located outside 
the United States more than 50 percent 
of the time or more than 50 percent of 
the miles traversed in the use of the prop- 
erty are traversed outside the United 
States. However, property is deemed to 
be within the United States at all times 
during which it is engaged in transport 
between any two points within the United 
States, except where the transport con- 
stitutes uninterrupted international air 
transportation within the meaning of sec- 
tion 4262(c)(3) and the regulations under 

1987 — 1 C. B. 217 



Section 921 
that section (relating to tax on air trans- 
portation of persons). An orbiting satel- 
lite is deemed to be located outside the 
United States. For purposes of applying 
section 4262(c)(3) to this subdivision, the 
term "United States" includes the Com- 
monwealth of Puerto Rico. 

(viii) Component. For purposes of this 
paragraph (d)(4), a component is prop- 
erty which is (or is reasonably expected 
to be) incorporated into a second product 
by the purchaser of such component by 
means of production, manufacture, or as- 

sembly. 

(e) Foreign content of property — (1) The 
50 percent test. Under paragraph (a)(3) of 
this section, no more than 50 percent of 
the fair market value of export property 
may be attributable to the fair market value 

of article which were imported into the 
United States. For purposes of this par- 
agraph (e), articles imported into the 
United States are referred to as "foreign 
content. " The fair market value of the 
foreign content of export property is com- 

puted in accordance with paragraph (e)(4) 
of this section. The fair market value of 
export property which is sold to a person 
who is not a related person with respect 
to the seller is the sale price for such prop- 
erty (not including interest, finance or 
carrying charges, or similar charges. ) 

(2) Application of 50 percent lest. The 
50 percent test is applied on an item-by- 

item basis. If, however, a person sells or 
leases a large volume of substantially 
identical export property in a taxable year 
and if all of that property contains sub- 

stantially identical foreign content in sub- 

stantially the same proportion, the person 
may determine the portion of foreign con- 
tent contained in that property on an ag- 

gregate basis. 

(3) Parts and services. If, at the time 

property is sold or leased the seller or 
lessor agrees to furnish parts pursuant to 
a services contract (as provided in 
111. 924(a) — 1T(d)(3)) and the price for the 
parts is not separately stated, the 50 per- 
cent test is applied on an aggregate basis 
to the property and parts. If the price for 
the parts is separately stated, the 50 per- 
cent test is applied separately to the prop- 
erty and to the parts. 

(4) Computation of foreign content- 
(i) Valuation. For purposes of applying 
the 50 percent test, it is necessary to de- 

termine the fair market value of all arti- 

cles which constitutes foreign content of 
the property being tested to determine if 
it is export property. The fair market value 

preceding sentences is not available to a 
person purchasing property, the person 
shall establish that no more than 50 per- 
cent of the fair market value of such prop- 
erty is attributable to the fair market value 
of articles which were imported into the 
United States. 

(B) Special election. For purposes of 
the special election set forth in subdivision 

(4)(i)(B) of this paragraph, if the initial 
export is made to a controlled person within 

the meaning of section 482, the fair mar- 

ket value of the imported articles and of 
the portion of the articles that are man- 

ufactured, produced, grown, or extracted 
within the United States shall be estab- 
lished by the taxpayer in accordance with 

the rules under section 482 and the reg- 
ulations under that section. If the initial 

export is not made to a controlled person, 
the fair market value must be established 

by the taxpayer under the facts and cir- 
cumstances. 

(iii) Interchangeable component arti- 
cles. (A) If identical or similar component 
articles can be incorporated interchange- 
ably into property and a person acquires 
component articles that are imported into 
the United States and other component 
articles that are not imported into the 
United States, the determination whether 
imported component articles were incor- 
porated in the property that is exported 
from the United States shall be made on 
a substitution basis as in the case of the 
rules relating to drawback accounts urider 
the customs laws. See section 313(b) of 
the Tariff Act of 1930, as amended (19 
U. S. C. 1313(b)). 

(B) The provisions of subdivision 
(4)(iii)(A) of this paragraph may be il- 

lustrated by the following example: 

of the imported articles is determined as 

of the time the articles are imported into 

the United States. 

(A) General rule. Except as provided 

in paragraph (e)(4)(i)(B), the fair market 

value of the imported articles which con- 

stitutes foreign content is their appraised 

value, as determined under section 403 of 
the Tariff Act of 1930 (19 U. S. C. 1401a) 
in connection with their importation. The 

appraised value of the articles is the full 

dutiable value of the articles, determined, 
however, without regard to any special 

provision in the United States tariff laws 

which would result in a lower dutiable 

value. 

(B) Special election. If all or a portion 
of the imported article was originally 

manufactured, produced, grown, or ex- 

tracted in the United States, the taxpayer 

may elect to determine the fair market 
value of the imported articles which con- 
stitutes foreign content under the provi- 

sions of this paragraph (e)(4)(i)(B) if the 

property is subjected to manufacturing or 
production (as defined in paragraph (c) 
of this section) within the United States 
after importation. A taxpayer making the 
election under this paragraph may deter- 
mine the fair market value of the im- 

ported articles which constitutes foreign 
content to be the fair market value of the 
imported articles reduced by the fair mar- 
ket value at the time of the initial export 
of the portion of the property that was 

manufactured, produced, grown, or ex- 
tracted in the United States. The taxpayer 
must establish the fair market value of the 
imported articles and of the portion of the 
property manufactured, produced, grown, 
or extracted in the United States at the 
time of the initial export in accordance 
with subdivision (4)(ii)(B) of this para- 
graph. 

(ii) Evidence of fair market value — (A) 
General rule. For purposes of subdivision 

(4)(i)(A) of this paragraph, the fair mar- 
ket value of the imported articles is their 
appraised value, which may be evidenced 
by the customs invoice issued on the im- 
portation of such articles into the United 
States. If the holder of the articles is not 
the importer (or a related person with re- 
spect to the importer), the appraised value 
of the articles may be evidenced by a cer- 
tificate based upon information contained 
in the customs invoice and furnished to 
the holder by the person from whom the 
articles (or property incorporating the ar- 
ticles) were purchased. If a customs in- 
voice or certificate described in the 

Example. Assume that a manufacturer produces a 
total of 20, 000 electronic devices. The manufacturer 

exports 5, 000 of the devices and subsequently sells 

11, 000 of the devices to a FSC which exports the 
11, 000 devices. The major single component artide 
in each device is a tube which represents 60 percent 
of the fair market value of the device at the time the 
device is sold by the manufacturer. The manufacturer 

imports 8, 000 of the tubes and produces the remaining 

12, 000 tubes. For purposes of this subdivision, in ac- 

cordance with the substitution principle used in the 

customs drawback laws, the 5, 000 devices exported 

by the manufacturer are each treated as containing 

an imported tube because the devices were exported 

prior to the sale to the FSC. The remaining 3, 000 
imported tubes are treated as being contained in the 

first 3, 000 devices purchased and exported by the FSC, 

Thus, since the 50 percent test is not met with respect 

to the first 3, 000 devices purchased and exported by 

the FSC, those devices are not exPort ProPerty. The 

remaining 8, 000 devices Purchased and exPorred by 

the FSC are treated as containing tubes produced in 

the United States, and those devices are export prop- 
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erty (if they otherwise meet the requirements of this 
section). 

(f) Excluded property — (1) In general. 
Notwithstanding any other provision of 
this section, the following property is not 
export property- 

(i) Property described in subdivision 

(2) of this paragraph (relating to property 
leased to a member of controlled group), 

(ii) Property described in subdivision 

(3) of this paragraph (relating to certain 
types of intangible property), 

(iii) Products described in paragraph 

(g) of this section (relating to oil and gas 
products), and 

(iv) Products described in paragraph 
(h) of this section (relating to certain ex- 
port controlled products). 

(2) Property leased to member of con- 
trolled group — (i) In general. Property 
leased to a person (whether or not a FSC) 
which is a member of the same controlled 
group as the lessor constitutes export 
property for any period of time only if 
during the period— 

(A) The property is held for sublease, 
or is subleased, by the person to a third 
person for the ultimate use of the third 
person; 

(B) The third person is not a member 
of the same controlled group; and 

(C) The property is used predomi- 
nantly outside the United States by the 
third person. 

(ii) Predominant use. The provisions 
of paragraph (d)(4)(vi) of this section ap- 

ply in determining under subdivision 

(2)(i)(C) of this paragraph whether the 

property is used predominantly outside 
the United States by the third person. 

(iii) Leasing rule. For purposes of this 

paragraph (f)(2), leased property is deemed 

to be ultimately used by a member of the 
same controlled group as the lessor if such 

property is leased to a person which is not 
a member of the controlled group but 
which subleases the property to a person 
which is a member of the controlled group. 
Thus, for example, if X, a FSC for the 
taxable year, leases a movie film to Y, a 
foreign corporation which is not a mem- 

ber of the same controlled group as X, 
and Y then subleases the film to persons 
which are members of the controlled group 
for showing to the general public, the film 

is not export property. On the other hand, 
if X, a FSC for the taxable year, leases a 
movie film to Z, a foreign corporation 
which is a member of the same controlled 

group as X, and Z then subleases the film 

to Y, another foreign corporation, which 

is not a member of the same controlled 

group for showing to the general public, 
the film is not disqualified from being ex- 

port property. 

(iv) Certain copyrights. With respect 
to a copyright which is not excluded by 

subdivision (3) of this paragraph from being 

export property, the ultimate use of the 

property is the sale or exhibition of the 

property to the general public. Thus, if 
A, a FSC for the taxable year, leases re- 

cording tapes to B, a foreign corporation 
which is a member of the same controlled 

group as A, and if B makes records from 
the recording tape and sells the records 
to C, another foreign corporation, which 

is not a member of the same controlled 

youp, for sale by C to the general public, 
the recording tape is not disqualified un- 

der this paragraph from being export 
property, notwithstanding the leasing of 
the recording tape by A to a member of 
the same controlled group, since the ul- 

timate use of the tape is the sale of the 
records (i. e. , property produced from the 
recording tape). 

(3) Intangible property. Export prop- 
erty does not include any patent, inven- 

tion, model, design, formula, or process, 
whether or not patented, or any copyright 
(other than films, tapes, records, or sim- 

ilar reproductions, for commercial or home 

use), goodwill, trademark, tradebrand, 
franchise, or other like property. Al- 

though. a copyright such as a copyright on 
a book or computer software does not 
constitute export property, a copyrighted 
article (such as a book or standardized, 
mass marketed computer software) if not 
accompanied by a right to reproduce for 
external use is export property if the re- 
quirements of this section are otherwise 
satisfied. Computer software referred to 
in the preceding sentence may be on any 
medium, including, but not limited to, 
magnetic tape, punched cards, disks, semi- 

conductor chips and circuit boards. A li- 

cense of a master recording tape for re- 
production outside the United States is 

not disqualified under this paragraph from 

being export property. 

(g) Oil and Gas — (1) In general. Un- 

der section 927(a)(2)(C), export property 
does not include oil or gas (or any primary 
product thereof). 

(2) Primary product from oil or gas. A 
primary product from oil or gas is not 
export property. For purposes of this par- 
agraph— 

(i) Primary product from oil. The term 
"primary product from oil" means crude 
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oil and all products derived from the de- 

structive distillation of crude oil, includ- 

ing— 
(A) Volatile products, 

(B) Light oils such as motor fuel and 
kerosene, 

(C) Distillates such as naphtha, 

(D) Lubricating oils, 

(E) Greases and waxes, and 

(F) Residues such as fuel oil, 
For purposes of this paragraph, a product 
or commodity derived from shale oil which 

would be a primary product from oil if 
derived from crude oil is considered a pri- 
mary product from oil. 

(ii) Primary product from gas. The term 
"primary product from gas" means all gas 
and associated hydrocarbon components 
from gas wells or oil wells, whether re- 
covered at the lease or upon further proc- 
essing, including— 

(A) Natural gas, 
(B) Condensates, 

(C) Liquefied petroleum gases such as 
ethane, propane, and butane, and 

(D) Liquid products such as natural 
gasoline. 

(iii) Primary products and changing 
technology. The primary products from 
oil or gas described in subdivision (2)(i) 
and (ii) of this paragraph and the proc- 
esses described in those subdivisions are 
not intended to represent either the only 
primary products from oil or gas, or the 
only processes from which primary prod- 
ucts may be derived under existing and 
future technologies, For example, petro- 
leum coke, although not derived from the 
destructive distillation of crude oil, is a 
primary product from oil derived from an 
existing technology. 

(iv) Itlon-primary products. For pur- 
poses of this paragraph, petrochemicals, 
medicinal products, insecticides and al- 
cohols are not considered primary prod- 
ucts from oil or gas. 

(h) Export controlled products — (1) In 
general. Section 927(a)(2)(D) provides that 
an export controlled product is not export 
property. A product or commodity may 
be an export controlled product at one 
time but not an export controlled product 
at another time. For purposes of this par- 
agraph, a product or commodity is an 
"export controlled product" at a partic- 
ular time if at that time the export of such 
product or commodity is prohibited or 
curtailed under section 7(a) of the Export 
Administration Act of 1979, to effectuate 
the policy relating to the protection of the 
domestic economy set forth in paragraph 
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(2)(C) of section 3 of the Export Admin- 
istration Act of 1979. That policy is to use 
export controls to the extent necessary to 
protect the domestic economy from the 
excessive drain of scarce materials and to 
reduce the serious inflationary impact of 
foreign demand. 

(2) Products considered export con- 
trolled products — (i) In general. For pur- 
poses of this paragraph, an export 
controlled product is a product or com- 
modity, which is subject to short supply 
export controls under 15 CFR Part 377. 
A product or commodity is considered an 
export controlled product for the duration 
of each control period which applies to 
such product or commodity. A control pe- 
riod of a product or commodity begins on 
and includes the initial control date (as 
defined in subdivision (2)(ii) of this par- 
agraph) and ends on and includes the final 

control date (as defined in subdivision 

(2)(iii) of this paragraph). 

(ii) Initial control date. The initial con- 
trol date of a product or commodity which 

is subject to short supply export controls 
is the effective date stated in the regula- 
tions to 15 CFR Part 377 which subjects 
the product or commodity to short supply 
export controls. If there is no effective 
date stated in these regulations, the initial 
control date of the product or commodity 
will be thirty days after the effective date 
of the regulations which subject the prod- 
uct or commodity to short supply export 
controls. 

(iii) Final control date. The final con- 
trol date of a product or commodity is the 
effective date stated in the regulations to 
15 CFR Part 377 which removes the prod- 
uct or commodity from short supply ex- 
port controls. If there is no effective date 
stated in those regulations, the final con- 
trol date of the product or commodity is 

the date which is thirty days after the ef- 
fective date of the regulations which re- 
move the product or commodity from short 

supply export control. 

(iv) Expiration of Export Administra- 

tion Act. An initial control date and final 

control date cannot occur after the expi- 
ration date of the Export Administration 
Act under the authority of which the short 

supply export controls were issued. 

(3) Effective dates — (i) Products con- 

trolled on January I, 1985. If a product 
or commodity was subject to short supply 

export controls on January 1, 1985, this 

paragraph shall apply to all sales, ex- 

changes, other dispositions, or leases of 
the product or commodity made after 

January 1, 1985, by the FSC or by the 
FSC's related supplier if the FSC is the 
commission agent on the transaction. 

(ii) Products first controlled after Jan- 
uary I, 1985. If a product or commodity 
becomes subject to short supply export 
controls after January 1, 1985, this par- 

agraph applies to sales, exchanges, other 
dispositions, or leases of such product or 
commodity made on or after the initial 
control date of such product or commod- 

ity, and to owning such product or com- 
modity on or after such date. 

(iii) Date of sales, exchange, lease, or 
other disposition. For purposes of this 

paragraph (h)(3), the date of sale, ex- 
change, or other disposition of a product 
or commodity is the date as of which title 
to such product or commodity passes. The 
date of a lease is the date as of which the 
lessee takes possession of a product or 
commodity. The accounting method of a 
person is not determinative of the date of 
sale, exchange, other disposition, or lease. 

(i) Property in short supply. If the 
President determines that the supply of 
any property which is otherwise export 
property as defined in this section is in- 
sufficient to meet the requirements of the 
domestic economy, he may by Executive 
Order designate such property as in short 
supply. Any property so designated will 

be treated under section 927(a)(3) as 
property which is not export property 
during the period beginning with the date 
specified in such Executive Order and 
ending with the date specified in an Ex- 
ecutive Order setting forth the President's 
determination that such property is no 
longer in short supply. 

51. 927(b) — 1T. Temporary Regulations; 
Definition of gross receipts. 

(a) General rule. Under section 927(b), 
for purposes of section 921 through 927, 
the gross receipts of a person for a taxable 
year are— 

(1) Business income. The total amounts 
received or accrued by the person from 
the sale or lease of property held primar- 
ily for sale or lease in the ordinary course 
of a trade or business, and 

(2) Other income. Gross income rec- 
ognized from whatever source derived, 
such as, for example, from- 

(i) The furnishing of services (whether 
or not related to the sale or lease of prop- 
erty described in subdivision (1) of this 
paragraph), 

(ii) Dividends and interest (including 
tax exempt interest), 

(iii)' The sale at a gain of any property 
not described in subdivision (1) of this 
paragraph, and 

(iv) Commission transactions to the 
extent described in paragraph (e) of this 
section. 

(b) Non-gross receipts items. For pur- 

poses of paragraph (a) of this section, gross 
receipts do not include amounts received 
or accrued by a person from— 

(1) Loan transactions. The proceeds of 
a loan or of the repayment of a loan, or 

(2) Non-taxable transactions. A receipt 
of property in a transaction to which sec- 
tion 118 (relating to contribution to cap- 
ital) or section 1032 (relating to exchange 
of stock for property) applies. 

(c) Non-reduction of total amounts. For 
purposes of paragraph (a) of this section, 
the total amounts received or accrued by 
a person are not reduced by costs of goods 
sold, expenses, losses, a deduction for 
dividends received, or any other deduct- 
ible amounts. The total amounts received 
or accrued by a person are reduced by 
returns and allowances. 

(d) Method of accounting. For pur- 
poses of paragraph (a) of this section, the 
total amounts received or accrued by a 
person shall be determined under the 
method of accounting used in computing 
its taxable income. If, for example, a FSC 
receives advance or installment payments 
for the sale or lease of property described 
in paragraph (a)(1) of this section, for the 
furnishing of services, or which represent 
recognized gain from the sale of property 
not described in paragraph (a)(1) of this 
section, any amount of such advance pay- 
ments is considered to be gross receipts 
of the FSC for the taxable year for which 
such amount is included in the gross in- 
come of the FSC. 

(e) Commission transactions — (1) In 
general — (i) With a related supplier. In the 
case of transactions which give rise to a 
commission from the FSC's related sup- 
plier on the sale or lease of property or 
the furnishing of services by a principal, 
the FSC's gross income from all such 
transactions is the commission paid or 
payable to the FSC by the related sup- 
plier. The FSC's gross receipts for pur- 
poses of computing its profit under the 
administrative pricing methods of section 
925(a)(1) and (2) shall be the gross re- 
ceipts (other than gross receipts which 

would not be foreign trading gross re- 
ceipts had they been received by the FSC) 
derived by the related supplier from the 
sale or lease of the property or from the 
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furnishing of services, with respect to which 
the commissions are derived. Also, in de- 
termining whether the 50% test in section 
924(a) has been met, the relevant gross 
receipts are the gross receipts of the re- 
lated supplier. 

(ii) With an unrelated principal. In the 
case of transactions which give rise to a 
commission from an unrelated principal 
to a FSC on the sale or lease of property 
or the furnishing of services by a princi- 
pal, the amount recognized by the FSC 
as gross income from all such transactions 
shall be the commission received from the 
principal. 

(2) Selective commission arrange- 
ments — (i) In general. A commission ar- 
rangement between the FSC and its related 
supplier may provide that the FSC will 

not be the related supplier's commission 
agent with respect to sales or leases of 
export property, or the furnishing of ser- 
vices, which do not result in foreign trad- 

ing gross receipts. In addition, the 
commission agreement may provide that 
the FSC will not be the related supplier's 
commission agent on transactions which 
would result in a loss to the related sup- 
plier under the transfer pricing rules of 
section 925(a). In a buy-sell FSC situa- 
tion, selective commission arrangements 
are not applicable. Determination of which 

transactions fall within the selective com- 
mission arrangement may be made up to 
the due date under section 6072(b), in- 

cluding extensions provided for under 
section 6081, of the FSC's income tax re- 
turn for the taxable year of the FSC dur- 

ing which a transaction occurs. 
(ii) Example. The treatment of a se- 

lective commission arrangement may be 
illustrated by the following example: 

Example. A calendar year commission FSC ("F") 
entered into a selective commission arrangement with 

related supplier RS which provided that F will not be 
RS's commission agent on transactions which would 

result in a loss to RS under the transfer pricing rules 

of section 925(a). During 1987, RS sold three differ- 
ent articles of export property A, B and C, all of 
which fall within the same three digit Standard In- 

dustrial Classification. In July of 1988, while prepar- 

ing the FSC's 1987 income tax return, RS determined 

that the sale of export property A resulted in a loss 
to RS under the section 482 method of section 925(a)(3) 
and that applying that method to the sales of export 
property B and C resulted in only a small amount of 
mcome to both RS and F. In addition, RS determined 
that grouping export property B and C, while ex- 

cluding export property A from the grouping, resulted 

in the highest profit to F under the combined taxable 

income administrative pricing method of section 
925(a)(2). Using the same grouping, the gross rcccipts 
method of section 925(a)(1) would result in a lower 

profit to F. Under the special no-loss rule of $1. 925(a)— 
IT(e)(1)(ui). RS would be prohibited from using the 

N's sales receipts for machines manu- 

factured by M (without reduction for 
cost of goods sold and selling 

expenses) 
N's lease receipts for machines manu- 

factured by M (without reduction for 
depreciation and leasing expenses) 

N's gross mcome from related and sub- 

sidiary services for machines manu- 

factured by M (without reduction for 
service expenses) 

N's sal'es receipts for products manu- 

factured by Z (without reduction for 
Z's cost of goods sold, commissions 
on sales and commission sales 

expenses) 
Dividends received by N . . . . . . . . . . . . . . . . . 
Interest received by N 

Proceeds received by N representing 
recognized gam (but not losses) from 
sales of business assets located out- 

side the United States . . . . . . . . . . . . . . . . . 

N's gross receipts 

$1, 550 

550 
150 
200 

250 

$3, 550 

l)1. 927(e) — 1T. Temporary Regulations; 
Special sourcing rule. 

(a) Source rules for related persons— 
(1) In general. If a FSC receives foreign 
trading gross receipts on the sale of export 
property which it purchased from a re- 
lated supplier, the related supplier's for- 
eign source income, if any, resulting from 
the initial sale of the export property to 
the FSC may not exceed the amount of 
income which would have been treated as 
foreign source income earned by the re- 
lated person had the analogous DISC 
pricing rules of section 994 applied to the 
initial sale. This special rule also applies 

combined taxable income administrative pricing 
method to determine F's profit for the grouping of 
export property B and C if it used the section 482 

method on the sale of export property A. This results 

because there was a loss to RS on the sale of export 

property A. Under the selective commission arrange- 

ment, RS could exercise its option and exclude the 

sale of export property A. Since F is no longer deemed 

to have been operatmg as RS's commission agent on 

that sale, the combined taxable income method may 

be used to compute F's profit on the grouping of the 

sales of export property B and C. 

(f) Example. The definition of gross 
receipts under this section may be illus- 

trated by the following example: 

Example. During 1985, M, a related supplier of N, 
is engaged in the manufacture of machines in the 

United States. N, a calendar year FSC, is engaged in 

the sale and lease of such machines in foreign coun- 

tries. N furmshes services which are related and sub- 

sidiary to its sale and lease of those machines. N also 
acts as a commission agent in foreign countries for Z. 
an unrelated supplier, with respect to Z's sale of prod- 

ucts. N receives dividends on stock owned by it, in- 

terest on loans, and proceeds from sales of business 

assets located outside the United States resulting in 

recognized gains and losses. N's gross receipts for 
1985 are $3, 550, computed on thc basis of the addi- 

tional facts assumed in the table below: 
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if the FSC is acting as a commission agent 
for the related supplier on the sale of ex- 
port property and the transfer pricing rules 

are used to determine the commission 
payable to the FSC. 

(2) Grouping of transactions. If, for 
purposes of determining the FSC's profits 
under the administrative pricing rules, 
grouping of transactions under l)1. 925(a)— 
1T(c)(8) was elected, the same grouping 
shall be used for making the determina- 
tions under this special sourcing rule. 

(3) Analogous DISC pricing rules. For 
purposes of this section- 

(i) The DISC gross receipts pricing rule 
of section 994(a)(1) is analogous to the 
gross receipts pricing rule of section 
925(a)(1); 

(ii) The DISC combined taxable in- 

come pricing rule of section 994(a)(2) is 
analogous to the combined taxable in- 

come pricing rule of section 925(a)(2); and 

(iii) The DISC section 482 pricing rule 
of section 994(a)(3) is analogous to the 
section 482 pricing rule of section 925(a)(3). 

li1. 927(e) — 2T. Temporary Regulations; 
Effect of Boycott Participation on FSC 
and Small FSC Benefits. 

(a) International Boycott Factor. If the 
FSC (or small FSC) or any member of the 
FSC's (or small FSC's) controlled group 
participates in or cooperates with an in- 
ternational boycott within the meaning of 
section 999, the FSC's (or small FSC's) 
exempt foreign trade income as deter- 
mined under section 923(a) shall be re- 
duced by an amount equal to the product 
of the FSC's (or small FSC's) exempt for- 
eign trade income multiplied by the in- 
ternational boycott factor determined 
under section 999. The amount of the re- 
duction will be considered as non-exempt 
foreign trade income. 

(b) Specifically Attributable Taxes and 
Income Method. If the taxpayer clearly 
demonstrates that the income earned for 
the taxable year is attributable to specific 
operations, then in lieu of applying the 
international boycott factor for such tax- 
able year, the amount of the exempt for- 
eign trade income as determined under 
section 923(a) that will be reduced by this 
section shall be the amount specifically 
attributable to the operations in which 
there was participation in or cooperation 
with an international boycott under sec- 
tion 999(b)(1). The amount of the reduc- 
tion will be considered as non-exempt 
foreign trade income. 

Par. 6. Section 1. 927 — 1T is removed 
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and 121. 927(d) — 2T is added immediately 
following III. 927(d) — 1T to read as follows: 

III. 927(d) — 2T. Temporary Regulations; 
Definitions and special rules relating to 
Foreign Sales Corporation. 

(a) Definition of related supplier. For 
purposes of section 921 through 927 and 

the regulations under those sections, the 

term "related supplier" means a related 

party which directly supplies to a FSC any 

property or services which the FSC dis- 

poses of in a transaction producing for- 

eign trading gross receipts, or a related 

party which uses the FSC as a commission 

agent in the disposition of any property 
or services producing foreign trading gross 

receipts. A FSC may have different re- 

lated suppliers with respect to different 

transactions. If, for example, X owns all 

the stock of Y, a corporation, and of F, 
a FSC, and X sells a product to Y which 

is resold to F, only Y is the related sup- 

plier of F. If, however, X sells directly to 

F and Y also sells directly to F, then, as 

to the transactions involving direct sales 

to F, each of X and Y is a related supplier 

of F. 
(b) Definition of related party. The term 

"related party" means a person which is 

owned or controlled directly or indirectly 

by the same interests as the FSC within 

the meaning of section 482 and 121. 482— 

1(a) 

OMB CONTROL NUMBERS 
UNDER THE PAPERWORK 

REDUCTION ACT 
(26 CFR Part 602) 

Par. 7. The authority for Part 602 con- 

tinues to read as follows: 
Authority: 26 U. S. C. 7805. 
Par. 8. Section 602. 102(c) is amended 

by inserting in the appropriate place in 

the table "(l1. 921 — 3T. . . 1545 — 0935", 
"(21. 923 — 1T. . . 1545 — 0935", II1. 924(a)— 
1T. . . 1545 — 0935", "III. 925(a) — 1T. . . 
1545-0935", "III. 925(b)-IT . . . 1545- 
0935", "111. 926(a) — 1T . . . 1545 — 0935", 
"II1. 927(a) — 1T . . . 1545 — 0935", 
"II 1. 927(b)-1T . . . 1545-0935", 
"(I1. 927(d) — 2T . . . 1545 — 0935", 
"121. 927(e) — 1T. . . 1545 — 0935" and 
"Ii l. 927(e) — 2T. . . 1545-0935". 

LAWRENCE B. GIBBs, 
Commissioner of 
Internal Revenue. 

Approved January 8, 1987. 

J. ROGER MENTZ, 
Assistant Secretary 
of the Treasury. 

(Filed by the Office of the Federal Register on March 

2, 1987, 8:45 a. m. , and published in the issue of 

the Federal Register for March 3, 1987, 52 F. R. 
6428. ) 

26 CFR 1. 927-2. Foreign sales corporation — gen- 

eral rules. 

T. D. 8127 

TITLE 26 — INTERNAL REVENUE. — 
CHAPTER 1, SUBCHAPTER A, PART 

1 — INCOME TAX; TAXABLE YEARS 

ENDING AFTER DECEMBER 31, 
1953; PART 602 — OMB CONTROL 

NUMBERS UNDER THE PAPERWORK 

REDUCTION ACT 

FSC General Rules, Requirements, 

Definitions, And Special Rules 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Final regulations. 

SUMMARY: This document contains fi- 

nal Income Tax Regulations concerning 

the general rules regarding the require- 

ments that a corporation must meet to be 

a foreign sales corporation (FSC) (or a 

small FSC) and the tax treatment of a FSC 
(or a small FSC) and the specific rules 

regarding the requirements for FSC and 

small FSC status, the methods of electing 

and terminating FSC status, and the def- 

inition of and computation of carrying 
charges on sales of property by a FSC. 
These final regulations provide necessary 
guidance to FSCs and their shareholders 
with respect to FSC qualification under 

Title VIII of the Tax Reform Act of 1984 
(Foreign Sales Corporations). 

DATES: The regulations are applicable 
for taxable years beginning after Decem- 
ber 31, 1984, and are effective after De- 
cember 31, 1984. 

FOR FURTHER INFORMATION 
CONTACT: Richard Chewning of the 
Office of the Associate Chief Counsel (In- 
ternational), within the Office of Chief 
Counsel, Internal Revenue Service, 1111 
Constitution Avenue N. W. , Washington, 
D. C. 20224 (Attention: CC:LR:T) (202— 
566-6384), not a toll-free call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

On December 12, 1984, the FED- 
ERAL REGISTER published temporary 
regulations (49 FR 48283) [T. D. 7993, 
1985 — 1 C. B. 248] and proposed amend- 
ments (49 FR 48322) [LR — 167 — 84, 1985— 

1 C. B. 652] to the Income Tax Regula- 

tions (26 CFR Part 1) under new sections 

921, 922 and 927, which were added to 

the Code by sections 801 and 805 of the 

Tax Reform Act of 1954 (P. L. 98 — 69, 98 
Stat. 985 and 1000). Written comments 

responding to this notice were received. 

A public hearing was held on May 13, 
1985. After consideration of all comments 

regarding the proposed amendments, those 

amendments are adopted by this Treasury 

decision with revisions in response to those 

comments. The comments and revisions 

are discussed below. 

PUBLIC COMMENTS 

The proposed and temporary Income 

Tax Regulations dealt with general rules, 

requirements, definitions and special rules 

for FSCs in a question and answer format. 

Most of the comments received did not 

question the correctness of the responses 

to the questions presented but rather re- 

quested that the responses be more spe- 

cific. With respect to only one issue, the 

time when carrying charges will begin to 

accrue, was ther= major disagreement ex- 

pressed concerning the rule stated in the 

proposed and temporary regulations. 

The proposed and temporary regula- 

tions provide that carrying charges will 

not accrue if the sales price of export 
property, lease payment for lease of ex- 

port property or services income from 

rendering of qualified services is fully paid 

before the end of the normal payment 

period, which was set at 60 days from the 
date of the sale or exchange of property 
under the contract or from the date ser- 
vices under the contract are completed. 
If not fully paid by the end of the normal 

payment period, carrying charges would 

accrue during the period beginning with 

the first day after the end of the normal 

payment period and ending with the date 

on which payment is made. A special rule 

was included to lessen the administrative 

burden of this carrying charges provision. 
This special rule provides that the FSC 
may elect to treat the final date of pay- 

ment stated in the contract as the date on 

which payment is made if the contracts 

for all transactions completed during the 
FSC's taxable year require that payment 

be received within the normal payment 

period and if no more than 20% of the 

transactions for which final payment is re- 

ceived in the taxable year involve pay- 

ment after the end of the 60 day normal 

payment period (the 20% election). 
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Many commentators suggested that in 
export sale transactions, the normal pay- 
ment period exceeds the 60 day period 
provided for in the regulations. Those 
commentators suggested that the normal 
payment period should be set at 6 months. 
Notwithstanding the comments, it was de- 
cided not to extend the normal payment 
period beyond 60 days. 

Several commentators suggested that 
the 20% election does not eliminate the 
administrative burdens associated with the 
carrying charges provisions. They sug- 
gested that various other methods of com- 
puting carrying charges would be more 
administratively beneficial. Some com- 
mentators suggested that the invoice date 
or the end of the month date should be 
used as the date the normal payment pe- 
riod begins. These suggestions were re- 
jected because in effect they would extend 
the normal payment period beyond 60 
days. Other commentators requested var- 
ious methods of computing carrying 
charges that do not require matching the 
particular receivable to the date of pay- 
ment. One suggested method is to cal- 

culate the carrying charges on the average 
number of days that receivables are out- 
standing during the year. For example, if 
receivables attributable to foreign trading 
gross receipts on the average are paid 
within 90 days, this method would com- 
pute carrying charges based on the 30 days 
in excess of the normal payment period 
that the average receivables are outstand- 
ing. This method has been allowed as an 
alternative to the computation method of 
$1. 927(d) — 1(a)A — 2(ii)(A). However, if this 
method is elected, it must be used to com- 
pute carrying charges for all transactions 
during the year. Separate computations 
of carrying charges must be made for 
transactions involving related persons and 
unrelated persons. In addition, separate 
computations must be made for each of 
the five types of receipts listed in para- 
graphs (1) through (5) of section 924(a). 

In addition, the 20% election was mod- 

ified to provide that for taxable years be- 

ginning after March 3, 1987, the 20% test 
will refer to only the foreign trading gross 
receipts of the transactions. For prior years, 
the 20% test will refer to either the for- 

eign trading gross receipts of the trans- 
actions or to the number of transactions. 
Also, the 20% election was modified to 
provide that the grouping rules applicable 
to determination of the FSC's profit under 
the administrative pricing rules of section 
925 may be applied. Accordingly, trans- 
actions may be grouped into product or 

product-line groupings to determine 
whether 20% or less of the foreign trading 

gross receipts (or number of transactions, 
if applicable) of the grouped transactions 
involve payment after the end of the nor- 

mal payment period. 

Also, these regulations at $1. 922 — 1(h) 
clarify what constitutes the FSC's princi- 

pal foreign office, and what activities have 

to be performed by the FSC at that office. 
See 5L922 — 1(i) with respect to what doc- 
uments, and when these documents, have 

to be maintained at the FSC's principal 
foreign office. See $1. 922 — 1(i) with re- 

spect to what information must be in- 

cluded in the documents that are to be 
maintained at the principal foreign office. 

With regard to the commentators' re- 

quest for more specific guidance on many 
of the answers given in the proposed and 
temporary regulations, the following sec- 
tions have been deleted from this regu- 
lation: H1. 921 — 2T(a) (Q&A — 2) (effect of 
FSC election); (f) (Q&A — 9) and (Q&A— 
10) definition of foreign trading gross 
receipts); (g) (Q&A — 11) (definition of 
export property); (h) (Q&, A — 12) (admin- 
istrative pricing and (Q&A — 13) (exempt 
foreign trade income); (i) (Q&A — 14) 
(treatment of exempt foreign trade in- 

come) and (Q&A — 15) (allocation of de- 
ductions); (j) (Q&A — 16) (non-exempt 
foreign trade income); (l) (Q&A — 19) 
(foreign tax credit); (m) (Q&A — 20) (dis- 
tributions of a FSC) and (n) (Q&A — 21) 
(subpart F application). Topics covered 
by those questions and answers are cov- 
ered in greater detail in the temporary 
regulations relating to FSC transfer pric- 
ing rules, distributions, foreign tax credit 
and other special rules for FSCs (T. D. 
8126). 

REGULATORY FLEXIBILITY ACT 

Pursuant to 5 U. S. C. 605(b), the Sec- 
retary of the Treasury has certified that 
the requirements of the Regulatory Flex- 
ibility Act do not apply to this regulation 
since it will not have a significant eco- 
nomic impact on a substantial number of 
small entities. Accordingly, a Regulatory 
Flexibility Analysis is not required and 
has not been prepared. 

EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue has determined that these regulations 
are not a major rule as defined in Exec- 
utive Order 12291 and that a Regulatory 
Impact Analysis therefore is not required 
and has not been prepared. 

Section 921 
PAPERWORK REDUCTION ACT 

These regulations were submitted to the 
Office of Management and Budget for re- 
view under the Paperwork Reduction Act 
and approved under OMB number 1545— 
0884. 

DRAFTING INFORMATION 

The principal author of these regula- 
tions is Richard Chewning of the Office 
of the Associate Chief Counsel (Inter- 
national), within the Office of Chief 
Counsel, Internal Revenue Service. How- 
ever, personnel from other offices of the 
Internal Revenue Service and Treasury 
Department participated in developing the 
regulations, both on matters of substance 
and style. 

Adoption of amendments to the 

regulations 

Accordingly, 26 CFR Parts 1 and 602 
are amended as follows: 

INCOME TAX REGULATIONS 
(26 CFR Part 1) 

Paragraph 1. The authority for Part 1 

continues to read in part: 
Authority: 26 U. S. C. 7805. " " " Sec- 

tion 1. 927(d) — 1 also issued under 26 U. S. C. 
927(d)(1)(B). * * * Section 1. 927(f) — 1 also 
issued under 26 U. S. C. 927(f). ' ' ' 

Par. 2. Sections 1. 921 — 2T, 1. 922 — 1T, 
1. 927(d) — 1T and 1. 927(f) — 1T are re- 
moved. 

Par. 3. New iili1. 921 — 2, 1. 922 — 1, 
1. 927(d) — 1, and 1. 927(f) — 1 are added at 
the appropriate places to read as follows: 

liL921 — 2 Foreign Sales Corporation— 
General Rules. 

(a) Definition of a FSC and the Effect 
of a FSC Election. 

Q — 1. What is the definition of a For- 
eign Sales Corporation (hereinafter re- 
ferred to as a "FSC" (All references to 
FSCs include small FSCs unless indicated 
otherwise))? 

A — 1. As defined in section 922(a), an 
FSC must satisfy the following eight re- 
quirements. 

(i) The FSC must be a corporation or- 
ganized or created under the laws of a 
foreign country that meets the require- 
ments of section 927(e)(3) (a "qualifying 
foreign country") or a U. S. possession 
other than Puerto Rico (an "eligible pos- 
session"). See Q&As 3, 4, and 5 of t)1. 922— 
1. 
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(ii) A FSC may not have more than 25 

shareholders at any time during the tax- 
able year. See Q&A 6 of 51. 922 — 1. 

(iii) A FSC may not have any pre- 
ferred stock outstanding during the tax- 
able year. See Q&As 7 and 8 of 51. 922— 
lt. 

(iv) A FSC must maintain an office 
outside of the United States in a quali- 
fying foreign country or an eligible pos- 
session and maintain a set of permament 
books of account (including invoices or 
summaries of invoices) at such office. See 
Q&As 9, 10, 11, 12, 13, 14, and 15 of 
li l. 922-1. 

(v) A FSC must maintain within the 
United States the records required under 
section 6001. See Q&A 16 of ti1. 922 — 1. 

(vi) The FSC must have a board of di- 
rectors which includes at least one indi- 
vidual who is not a resident of the United 
States at all times during the taxable year. 
See Q&As 17, 18, 19, 20, and 21 of $1. 922— 
1. 

(vii) A FSC may not be a member, at 
any time during the taxable year, of any 

controlled group of corporations of which 
an interest charge DISC is a member. See 
Q&A 2 of this section and Q&A 13, of 
t11. 921 — 1t(b)(13). 

(viii) A FSC must have made an elec- 
tion under section 927(f)(1) which is in 
effect for the taxable year. See Q&A 1 of 
t)1. 921 — 1(b)(1) and t11. 927(f) — 1. In addi- 
tion, under section 441(h), the taxable year 
of a FSC must conform to the taxable year 
of its principal shareholder. See Q&A 4 
of 51. 921 — 1(b)(4). 

Q — 2. Does the reference to a DISC 
under section 922(a)(1)(F) which pro- 
vides that a FSC cannot be a member, at 
any time during the taxable year, of any 
controlled group of corporations of which 
a DISC is a member refer solely to an 
interest charge DISC? 

A — 2. Yes. 
(b) Small FSC. 
Q — 3. What is a small FSC? 
A — 3. A small FSC is a Foreign Sales 

Corporation which meets the require- 
ments of section 922(a)(1) enumerated in 

Q&A 1 of this section as well as the re- 
quirements of section 922(b). Section 
922(b) requires that a small FSC make a 
separate election to be treated as a small 

FSC. See Q&A 1 of $1. 921 — 1(b) and 
$1. 927(f) — 1. In addition, section 922(b) 
requires that the small FSC not be a mem- 

ber, at any time during the taxable year, 
of a controlled group of corporations which 

includes a FSC unless such FSC is a small 
FSC. 
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QW. What is the effect of an election 
as a small FSC? 

A — 4. Under section 924(b)(2), a smafi 

FSC need not meet the foreign manage- 

ment and economic processes tests of sec- 

tion 924(b)(1) in order to have foreign 

trading gross receipts. However, in de- 

termining the exempt foreign trade in- 

come of a small FSC, any foreign trading 

gross receipts for the taxable year in ex- 

cess of $5 million are not taken into ac- 

count. If the foreign trading gross receipts 
of a small FSC for the taxable year exceed 
the $5 million limitation, the FSC may 

select the gross receipts to which the lim- 

itation is allocated. In order to use the 
administrative pricing rules under section 
925(a), a small FSC must satisfy the ac- 

tivities test under section 925(c). In ad- 

dition, under section 441(h), the taxable 
year of a small FSC must conform to the 
taxable year of its principal shareholder 
(defined in Q&A 4 of 51. 921 — 1(b)(4) as 
the shareholder with the highest percent- 
age of its voting power). 

Q — 5. What is the effect on a small FSC 
(or FSC) ("target") if it is acquired, di- 

rectly or indirectly, by a corporation if 
that acquiring corporation ("acquiring"), 
or a member of the acquiring corpora- 
tion's controlled group, is a FSC (or small 

FSC)? 

A — 5. Unless the corporations in the 
controlled group elect to terminate the 
FSC (or small FSC) election of the ac- 
quiring corporation, the target's small 
FSC's (or FSC's) taxable year and elec- 
tion will terminate as of the day preceding 
the date the target small FSC and ac- 
quiring FSC became members of the same 
controlled group. The target small FSC 
will receive FSC benefits for the period 
prior to termination, but the $5 million 
small FSC limitation will be reduced to 
the amount which bears the same ratio to 
the $5 million as the number of days in 
the short year created by the termination 
bears to 365. The due date of the income 
tax return for the short taxable year cre- 
ated by this provision wifi be the date pre- 
scribed by section 6072(b), including 
extensions, starting with the last day of 
the short taxable year. If the short taxable 
year created by this provision ends prior 
to March 3, 1987, the filing date of the 
tax return for the short taxable year will 
be automatically extended until the ear- 
lier of May 18, 1987, or the date under 
section 6072(b) assuming a short taxable 
year had not been created by these reg- 
ulations. 

(c) Comparison of FSC to DISC. 

Q — 6. How does a FSC differ from a 
DISC? 

A — 6. A DISC is a domestic corpora- 
tion which is not itself taxable while a FSC 
must be created or organized under the 
laws or a jurisdiction which is outside of 
the United States (including certain U. S. 
possessions) and may be taxable on its 

income except for its exempt foreign trade 
income. The DISC provisions enable a 
shareholder to obtain a partial deferral of 
tax on income from export sales and cer- 
tain services, if 95 percent of its receipts 
and assets are export related. The FSC 
provisions contain no assets test, but a 
portion of income for export sales and 

certain services is exempt from U. S. taxes 
if the FSC satisfies certain foreign pres- 
ence, foreign management, and foreign 
economic processes tests. 

(d) Organization of a FSC. 

Q — 7. Under the laws of what countries 
may a FSC be organized? 

A — 7. A FSC may not be created or 
organized under the laws of the United 
States, a state, or other political subdi- 
vision. However, a FSC may be created 
or organized under the laws of a posses- 
sion of the United States, including Guam, 
American Samoa, the Commonwealth of 
the Northern Mariana Islands and the 
Virgin Islands of the United States, but 
not Puerto Rico. These eligible posses- 
sions are located outside the U. S. customs 
territory. In addition, a FSC may incor- 
porate under the laws of a foreign country 
that is a party to (i) an exchange of in- 
formation agreement that meets the 
standards of the Caribbean Basin Eco- 
nomic Recovery Act of 1983 (Code sec- 
tion 274(h)(6)(C)), or (ii) a bilateral income 
tax treaty with the United States if the 
Secretary certifies that the exchange of 
information program under the treaty car- 
ries out the purpose of the exchange of 
information requirements of the FSC leg- 
islation as set forth in section 927(e)(3), 
if the company is covered under the ex- 
change of information program under 
subdivision (i) or (ii). The Secretary may 
terminate the certification. Any termi- 
nation by the Secretary will be effective 
six months after the date of the publica- 
tion of the notice of such termination in 

the Federal Register. 

(e) Foreign Trade Income. 

Q — 8. How is foreign trade income de- 

fined? 



A — 8. Foreign trade income, defined in 
section 923(b), is gross income of a FSC 
attributable to foreign trading gross re- 
ceipts. It includes both the profits earned 
by the FSC itself from exports and com- 
missions earned by the FSC from products 
and services exported by others. 

(f) Investment Income and Carrying 
Charges. 

Q — 9. What do the terms "investment 
income" and "carrying charges" mean? 

A — 9. (i) Investment income means: 
(A) Dividends, 

(B) Interest, 
(C) Royalties, 
(D) Annuities, 

(E) Rents (other than rents from the 
lease or rental of export property for use 
by the lessee outside of the United States); 

(F) Gains from the sale of stock or se- 
curities, 

(G) Gains from futures transactions in 

any commodity on, or subject to the rules 
of, a board of trade or commodity ex- 
change (other than gains which arise out 
of a bona fide hedging transaction rea- 
sonably necessary to conduct the business 
of the FSC in the manner in which such 
business is customarily conducted by oth- 
ers). 

(H) Amounts includable in computing 
the taxable income of the corporation un- 

der part I of subchapter 1, and 

(I) Gains from the sale or other dis- 

position of any interest in an estate or 
trust. 

(ii) Carrying charges means: 

(A) Charges that are imposed by a FSC 
or a related supplier and that are identi- 
fied as carrying charges, (" stated carrying 
charges") and 

(B) (I) Charges that are considered to 
be included in the price of the property 
or services sold by a FSC or a related 
supplier, as provided under Q&As 1 and 

2 of 51. 927(d) — 1, and (2) other unstated 
interest. 

Q — 10. How are investment income and 

carrying charges treated? 
A — 10. Investment income and carry- 

ing charges are not foreign trading gross 
receipts. Investment income and carrying 
charges are includable in the taxable in- 

come of a FSC, except in the case of a 

commission FSC where carrying charges 
are treated as income of the related sup- 

plier, and are treated as income effec- 
tively connected with a trade or business 

conducted through a permanent estab- 
lishment within the United States. The 
source of investment income and carrying 

charges is determined under sections 861, 
862, and 863 of the Code. 

(g) Small Businesses. 

Q — 11. What options are available to 
small businesses engaged in exporting? 

A — 11. A small business may elect to 
be treated as either a small FSC or an 

interest charge DISC. See Q&As 3 & 4 
of ill. 921 — 2 relating to a small FSC. Rules 
with respect to interest charge DISCs are 
the subject of another regulations project. 
t11. 922 — 1 Requirements that a corpora- 
tion must satisfy to be a FSC or a small 

FSC. 
(a) FSC requirements. 

Q — 1. What are the requirements that 
a corporation must satisfy to be a FSC? 

A — 1. A corporation must satisfy all of 
the requirements of section 922(a). 

(b) Small FSC requirements. 

Q — 2. What are the requirements that 
a corporation must satisfy to be a small 

FSC? 
A — 2. A corporation must satisfy all of 

the requirements of section 922(a)(1) and 

(b). 
(c) Definition of corporation. 

Q — 3. What type of entity is considered 
a corporation for purposes of qualifying 
as a FSC or a small FSC under section 
922? 

A — 3. A foreign entity that is classified 
as a corporation under section 7701(a)(3) 
(other than an insurance company) is con- 
sidered a corporation for purposes of this 
requirement. 

(d) Eligible possessions. 
Q-4. For purposes of meeting the place 

of incorporation requirement of section 
922(a)(1)(A), what is a possession of the 
United States? 

A — 4. For purposes of section 
922(a)(1)(A), the possessions of the United 
States are Guam, American Samoa, the 
Commonwealth of the Northern Mariana 
Islands, and the Virgin Islands of the 
United States (" eligible possessions"). 
Puerto Rico, although a possession for 
certain tax purposes, does not qualify as 
a jurisdiction in which a FSC or small FSC 
may be incorporated. 

(e) Qualifying countries. 

Q — 5. For purposes of meeting the place 
of incorporation requirement of section 
922(a)(1)(A), what is a foreign country 
and which foreign countries meet the re- 
quirements of section 927(e)(3)? 

A — 5. (i) A foreign country is a juris- 
diction outside the 50 states, the District 
of Columbia, the Commonwealth of Puerto 
Rico, and the possessions of the United 
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States. (ii) A list of the foreign countries 
that meet the requirements of section 
927(e)(3) (" qualifying countries") will be 
published from time to time in the Federal 
Register and the Internal Revenue Bul- 
letin. A corporation is considered to be 
created or organized under the laws of a 
foreign country that meets the require- 
ments of section 927(e)(3) only if the for- 
eign country is a party to (A) an exchange 
of information agreement under the Car- 
ibbean Basin Economic Recovery Act 
(Code section 274(h)(6)(C)), or (B) a bi- 
lateral income tax treaty with the United 
States if the Secretary certifies that the 
exchange of information program under 
the treaty carries out the purposes of the 
exchange of information requirements of 
the FSC legislation as set forth in Code 
section 927(e)(3) and if the corporation is 
covered under exchange of information 
program under subdivision (A) or (B). 

(f) lVumber of shareholders. 

Q — 6. Who is counted as a shareholder 
of a corporation for purposes of deter- 
mining whether a corporation meets the 
limitation on the number of shareholders 
to no more than 25 under section 
922(a)(1)(B)? 

A — 6. Solely for purposes of the limi- 
tation on the number of shareholders, the 
following rules apply: 

(i) In general, an individual who owns 
an interest in stock of the corporation is 
counted as a shareholder. In the case of 
joint owners, each joint owner is counted 
as a shareholder. A member of a corpo- 
ration's board of directors who holds 
qualifying shares that are required to be 
owned by a resident of the country of in- 
corporation is not counted as a share- 
holder. 

(ii) A corporation that owns an inter- 
est in stock of the corporation is counted 
as a single shareholder. 

(iii) An estate that owns an interest in 
stock of the corporation is counted as a 
single shareholder. If the limitation on 
number of shareholders is not satisfied by 
reason of the closing of an estate, the FSC 
will continue to qualify for the taxable 
year of the FSC in which the estate is 
closed. 

(iv) A trust is not counted as a share- 
holder. In the case of a trust all of which 
is treated as owned by one or more per- 
sons under sections 671 — 679, those per- 
sons are counted as shareholders. In the 
case of all other trusts, a beneficiary is 
counted as a shareholder. 

(v) A partnership is not counted as a 
shareholder. A general or limited partner 
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is counted as a shareholder if it is a cor- 
poration, an individual, or an estate, un- 
der the rules contained in subdivisions (i) 
through (iii). A general or limited partner 
is not counted as a shareholder if it is a 
partnership or a trust; the rules contained 
in subdivision (iv) and this subdivision (v) 
apply to the determination of who is 
counted as a shareholder. 

(g) Class of stock. 

Q — 7. What is preferred stock for pur- 
poses of determining whether a corpo- 
ration satisfies the requirement under 
section 922(a)(1)(C) that no preferred 
stock be outstanding? 

A-7. Preferred stock is stock that is 
limited and preferred as to dividends or 
distributions in liquidation. 

Q — 8. Can a corporation have out- 
standing more than one class of common 
stock? 

A — 8. Yes. However, the rights of a class 
of stock will be disregarded if the right 
has the effect of avoidance of federal in- 

come tax. For instance, dividend rights 
may not be used to'direct dividends from 
exempt foreign trade income to share- 
holders that have taxable income and to 
direct other dividends to shareholders that 
have net operating loss carryovers. 

(h) Office. 

Q — 9. What is an office for purpose of 
determining whether a corporation sat- 
isfies the requirement of section 922(a) 
(1)(D)(i)? 

A — 9. An office is a place for the trans- 
action of the business of the corporation. 
To be an office a place must meet all of 
the following requirements: 

(i) It must have a fixed location. 
A transient location is not a fixed lo- 

cation. 
(ii) It must be a building or a portion 

of a building consisti ng of at least one room. 
A room is a partitioned part of the in- 

side of a building. The building or portion 
thereof used as the corporation's office 
must be large enough to accommodate the 
equipment required in subdivision (iii) of 
this answer 9 and the activity required in 
subdivision (iv) of this answer 9. How- 

ever, an office is not limited to a room 
with communication equipment or an ad- 

jacent room. Non-contiguous space within 

the same building will also constitute an 
office if it is equipped for the retention of 
the documentation required to be stored 

by the FSC and if access to the necessary 
communication equipment is available for 
use by the FSC. 

(iii) It must be equipped for the per- 
formance of the corporation's business. 
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An office must be equipped for the 

communication and retention of infor- 

mation and must be supplied with com- 

munication services. 

(iv) It must be regularly used for some 

business activity of the corporation. 

A corporation's business activities must 

include the maintenance of the documen- 

tation described in Q&A 12 of this 

section. These documents need not be 

prepared at the office. Any person, 
whether or not related to the corporation, 

may perform the business activities of the 

corporation at the office if the activity is 

performed pursuant to a contract, oral or 
written, for the performance of the activ- 

ity on behalf of the corporation. 

(v) It must be operated, and owned or 
leased, by the corporation or by a person, 
whether or not related to the corporation, 
under contract to the corporation. 

(vi) It must be maintained by the cor- 

poration or by a person, whether or not 
related, to the corporation, under contract 
to the corporation at all times during the 
taxable year. In the case of a corporation 
newly organized as a FSC, thirty days may 
elapse between the time the corporation 
is organized as a FSC (i. e. , the first day 
for which the FSC election is effective) 
and the time an office is maintained by 
the corporation or a person under con- 
tract with the corporation. 

A place that meets the requirements in 
subdivision (i) through (vi) of this answer 
9 can also be used for activities that are 
unrelated to the business activity of the 
corporation. 

Q — 10. Can a corporation locate an of- 
fice in any foreign country if it has at least 
one office in a U. S. possession or in a 
foreign country that meets the require- 
ments of section 927(e)(3) as provided 
Q&A 5 of this section? 

A — 10. Yes. 

Q — 11. Must a corporation locate the 
office that is required under section 
922(a)(1)(D)(i) in the country or posses- 
sion of its incorporation? 

A — 11. No. 

(i) Documentation. 

Q — 12. What documentation must be 
maintained at the corporation's office for 
purposes of section 922(a)(1)(D)(ii)? 

A — 12. At least the following docu- 
mentation must be maintained at the cor- 
poration's office under section 
922(a)(1)(D)(ii): 

(i) The quarterly income statements, a 
final year-end income statement and a year- 
end balance sheet of the FSC; and 

(ii) All final invoices (or a summary of 
them) or statements of account with re- 
spect to (A) sales by the FSC, and (B) 
sales by a related person if the FSC re- 
alizes income with respect to such sales. 

A final invoice is an invoice upon which 
payment is made by the customer. A final 
invoice must contain, at a minimum, the 
customer's name or identifying number 
and, with respect to the transaction or 
transactions, the date, product or product 
code or service or service code, quantity, 
price, and amount due. In the alternative, 
a document will be acceptable as a final 
invoice even though it does not include 
all of the above listed information if the 
FSC establishes that the document is con- 
sidered to be a final invoice under normal 
commercial practices, An invoice for- 
warded to the customer after payment has 
been tendered or received pursuant to a 
letter of credit, as a receipt for payment, 
satisfies this definition. A single final in- 
voice may cover more than one transac- 
tion with a customer. 

(iii) A summary of final invoices may 
be in any reasonable form provided that 
the summary contains all substantive in- 
formation from the invoices. All substan- 
tive information includes the customer' s 
name or identifying number, the invoice 
number, date, product or product code, 
and amount owed. In the alternative, all 
substantive information includes a sum- 
mary of the information that is included 
on documents considered to be final in- 
voices under normal commercial practice. 
A statement of account is any summary 
statement forwarded to a customer to in- 
form of, or confirm, the status of trans- 
actions occurring within an accounting 
period during a taxable year that is not 
less than one month. A statement of ac- 
count must contain, at a minimum, the 
customer's name or identifying number, 
date of the statement of account and the 
balance due (even if the balance due is 
zero) as of the last day of the accounting 
period covered by the statement of ac- 
count. In the alternative, a document will 

be accepted as a statement of account even 
though it does not include all of the above 
listed information if the FSC establishes 
that the document is considered a state- 
ment of account under normal commer- 
cial practice. For these purposes, a 
document will be considered to be a state- 
ment of account under normal commer- 

cial practice if it is sent to domestic as well 

as to export customers in order to inform 

the customers of the status of transactions 

during an accounting period. With regard 



to quarterly income statements, a reason- 
able estimate of the FSC's income and 
expense items will be acceptable. If the 
FSC is a commission FSC, 1. 83% of the 
related supplier's gross receipts will be 
considered a reasonable estimate of the 
FSC's income. The documents required 
by this Q&A 12 need not be prepared by 
the FSC. In addition they need not be 
prepared at the FSC's office. 

(iv) The FSC will satisfy the require- 
ment that the documents be maintained 
at its office even if not all final invoices 
(or summaries) or statements of account 
or items to be included on statements of 
account are maintained at its office as long 
as it makes a good faith effort to do so 
and provided that any failure to maintain 
the required documents is cured within a 
reasonable time of discovery of the fail- 
ure. 

Q — 13. If the required documents are 
not prepared at the FSC's office, by what 

date must the documents be maintained 
at its office? 

A-13. With regard to the applicable 
quarters or years prior to March 3, 1987, 
the quarterly income statements, final in- 

voices (or summaries), or statements of 
account and the year-end balance sheet 
must be maintained at the FSC's office no 
later than the due date, including exten- 
sions, of the FSC tax return for the ap- 
plicable taxable year in which the period 
ends. With regard to the applicable quar- 
ters or years ending after March 3, 1987, 
the quarterly income statements for the 
first three quarters of the FSC year must 

be maintained at the FSC's office no later 
than 90 days after the end of the quarter. 
The quarterly income statement for the 
fourth quarter of the FSC year, the final 

year-end income statement, the year-end 
balance sheet, and the final invoices (or 
summaries) or statements of account must 

be maintained at the FSC's office no later 
than the due date, including extensions, 
of the FSC tax return for the applicable 
taxable year. 

Q — 14. In what form must the docu- 
mentation required under section 
922(a)(1)(D)(ii) be maintained? 

A — 14. The documentation required to 
be maintained by the office may be orig- 

inals or duplicates and may be in any form 
that qualifies as a record under Rev. Rul. 
71 — 20, 1971 — 1 C. B. 392. Therefore, doc- 
umentation may be maintained in the form 

of punch cards, magnetic tapes, disks, and 

other machine-sensible media used for 
recording, consolidating, and summariz- 

ing accounting transactions and records 

within a taxpayer's automatic data pro- 

cessing system. The corporation need not 
maintain at its office equipment capable 
of reading the machine-sensible media. 
That equipment, however, must be situ- 

ated in a location that is readily accessible 
to the corporation. The equipment need 

not be owned by the corporation. 

Q — 15. How long must the documen- 

tation required under section 922(a)(1) 
(D)(ii) be maintained? 

A — 15. The documentation required 
under section 922(a)(1)(D)(ii) for a tax- 

able year must be maintained at the FSC's 
office described in section 922(a)(1)(D)(i) 
until the period of limitations for assess- 
ment of tax for the taxable year has ex- 

pired under section 6501. 

Q — 16. Under what circumstances will 

a corporation be considered to satisfy the 
requirement of section 922(a)(1)(D)(iii) 
that it maintain the records it is required 

to keep under section 6001 at a location 
within the United States? 

A — 16. A corporation will be consid- 
ered to satisfy this requirement if the rec- 
ords required under section 6001 are kept 
by any person at any location in the United 
States provided that the records are re- 
tained in accordance with section 6001 and 
the regulations thereunder. 

(j) Board of directors. 

Q — 17. What is a corporation's "board 
of directors" for purposes of the require- 
ment under section 922(a)(1)(E) that, at 
all times during the taxable year, the cor- 
poration must have a board of directors 
which includes at least one individual who 
is not a resident of the United States. 

A — 17. The "board of directors" is the 
body that manages and directs the cor- 
poration according to the law of the qual- 

ifying country or eligible possession under 
the laws of which the corporation was cre- 
ated or organized. 

Q — 18. Can the member of the board 
of directors who is a nonresident of the 
United States be a citizen of the United 
States? 

A — 18. Yes. For purposes of meeting 
the requirement under section 
922(a)(1)(E), the member of the board 
who cannot be a United States resident 
can be a United States citizen. The prin- 
ciples of section 7701(b) shall be used to 
determine whether a United States citizen 
is a United States resident. 

Q — 19. If the only member of the board 
of directors who is not a resident of the 
United States dies or resigns, is removed 
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from the board or becomes a resident of 
the United States will the corporation be 
considered to fail the requirement under 

section 922(a)(1)(E)? 
A — 19. If the corporation appoints a new 

member who is a nonresident of the United 

States to the board within 30 days after 
the death, resignation or removal of the 
former nonresident member, the corpo- 
ration will be considered to satisfy the re- 

quirement under section 922(a)(1)(E). 
Also, the corporation will be considered 
to satisfy the requirement under section 

922(a)(1)(E) if the corporation appoints 
a new member who is a nonresident of 
the United States to the board within 30 
days after the corporation has knowledge, 
or reason to know, that the board's for- 
mer nonresident member was in fact a 
resident of the United States. 

Q — 20. Is a nonresident alien individ- 

ual who elects to be treated as a resident 

of the United States for a taxable year 
under section 6013(g) considered a non- 
resident of the United States for purposes 
of the requirement under section 
922(a)(1)(E)? 

A — 20. Yes. 
Q — 21. Will the requirement that a 

FSC's board of directors have a nonresi- 
dent member at all times during the tax- 
able year be satisfied if the non-resident 
member is elected or appointed to the 
board of directors no later than 30 days 
after the first day for which the FSC elec- 
tion is effective? 

A — 21. Yes. 

li1. 927(d)-1 Other Definitions. 

(a) Carrying Charges. 

Q — 1. Under what circumstances is the 
sales price of property or services sold by 
a FSC or a related supplier considered to 
include carrying charges as defined in sub- 
division (ii)(B)(1) of Q&A 9 of t11. 921— 
2? 

A — 1. (i) The proceeds received from 
a sale of export property by a FSC or a 
related supplier (or the amount paid for 
services rendered or from rental of export 
property) may include carrying charges if 
any part of the sale proceeds (or service 
or rental payment) is paid after the end 
of the normal payment period. If the ex- 
port property is sold or leased by, or if 
the services are rendered by, the FSC, the 
entire carrying charges amount as deter- 
mined in Q8;A 2 of this section will be 
the income of the FSC. If, however, the 
FSC is the commission agent of a related 
supplier on these transactions, the car- 
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rying charges amount so determined is in- 

come of the related supplier. The 
commission payable to the FSC will be 
computed by reducing the related sup- 
plier's gross receipts from the transaction 

by the amount of the carrying charges. 
No carrying charges will be assessed on 
the commissions paid by the related sup- 

plier to the FSC. The carrying charges 
provisions, likewise, do not apply to any 

other transaction that does not give rise 

to foreign trading gross receipts. 

(ii) The normal payment period for a 
sale transaction is 60 days from the earlier 

of date of sale or date of exchange of 
property under the contract. For this pur- 

pose, the date of sale will be the date the 

sale is recorded on the seller's books of 
account under its normal accounting 
method. The date the transaction was re- 

corded on the seller's books of account 
shall be disregarded if recording is de- 

layed in order to delay the start of the 
normal payment period. In these circum- 

stances, the earlier of the date of the con- 

tract or date of exchange of property will 

be deemed the date of sale. For related 
and subsidiary services that are not sep- 

arately stated from the sale or lease trans- 

action, the earlier of the date of the sale 
or date the export property is delivered 

to the purchaser is the applicable date. 
For related and subsidiary services which 

are separately stated from the sale or lease 
transaction and for other services, such as 

engineering and architectural services, the 

normal payment period is 60 days from 

the earlier of the date payment is due for 
the services or the date services under the 
contract are completed. The date of com- 

pletion of a services contract is the date 
of final approval of the services by the 

recipient. With regard to transactions in- 

volving the lease or rental of export prop- 

erty, the normal payment period will begin 

on the date the rental payment is due un- 

der the lease. The date the normal pay- 

ment period begins under this subdivision 

(ii) will be the same whether or not the 
transaction is with a related person. 

(iii) The carrying charges are com- 

puted for the period beginning with the 

first day after the end of the normal pay- 

ment period and ending with the date of 
payment. A FSC may elect at any time 

prior to the close of the statute of limi- 

tations of section 6501(a) for the FSC tax- 

able year to treat the final date of payment 
stated in the contract as the date of pay- 

ment if— 
(A) the contracts for all transactions 

completed during the taxable year require 

that payment be received within the nor- 

mal payment period, and (B) no more 

than 20% of transactions for which final 

payment is received in the taxable year 

involve payment after the end of the nor- 

mal payment period. For FSC taxable years 

beginning after March 3, 1987, the 20% 
test will apply only to the dollar value of 
the transactions and not to the number of 
transactions. For prior taxable years, the 

20% test will apply to either the dollar 

value of the transactions or to the number 

of transactions. The special grouping rules 

applicable to determination of the FSC's 

profit under the administrative pricing rules 

of section 925 may be applied to this elec- 

tive provision. Accordingly, transactions 

may be grouped into product or product- 

line groupings to determine whether 20% 
or less of the dollar value (or number of 
transactions, if applicable) of the grouped 

transactions involve payment after the end 

of the normal payment period. 
0 — 2. How are carrying charges as de- 

fined in subdivision (ii)(B)(1) of Q&A 9 
of 51. 921 — 2 computed? 

A — 2. If carrying charges as defined in 

subdivision (ii)(B)(1) of Q&A 9 of 51. 921— 

2 are considered to be included in the 
sales price of property services, income 

or rental payment the amount of the car- 

rying charges is equal to the amount in 

subdivision (i) of this answer if the con- 

tract provides for stated interest or the 
amount in subdivisions (ii) or (iii) of this 

answer, whichever is applicable, if the 
contract does not so provide. 

(i) If a contract provides for stated in- 

terest beginning on the day after the end 
of the normal payment period, carrying 
charges will accrue only if the stated in- 

terest rate is less than the short-term, 
monthly Federal rate as of the day after 
the end of normal payment period and 
then only to the extent the stated interest 
is less than the short-term, monthly Fed- 
eral rate. The short-term, monthly Fed- 
eral rate is that rate as determined for 
purposes of section 1274(d) and which is 

published in the Internal Revenue Bul- 
letin. Carrying charges will not accrue, 
however, unless payments are made after 
the end of the normal payment period. 

(ii) If a contract for a transaction does 
not provide for stated interest, and if the 
taxpayer does not elect the method de- 
scribed in subdivision (iii) below, the 
amount of carrying charges is equal to the 
excess of— 

(A) The amount of the sales price of 
property, services income or rental pay- 
ment that is unpaid on the day after the 
end of the normal payment period, over 

(B) The present value, as of the day 

after the end of the normal payment pe- 

riod, of all payments that are required to 
be made under the contract and that are 

unpaid on the day after the end of the 

normal payment period. 
The amount of the sales price of prop- 

erty, services income or rental payment 

is the amount under the contract whether 

it be the sales price, amount paid for ser- 

vices or the rental amount determined as 

of the actual payment date unless a FSC 
makes the election provided under sub- 

division (iii) of Q&A 1. If a FSC makes 

the election provided under subdivision 

(iii) of Q&A 1, the amount of the sales 

price is the sales price, services income or 

rental payment under the contract deter- 

mined as of the final payment date stated 

in the contract. 
All payments that are required to be 

made under the contract include the stated 

sales price, services income or rental pay- 

ment as well as stated amounts of interest 

and carrying charges. The discount rate 
for the present value computation is sim- 

ple interest at the short-term monthly 

Federal rate published in the Internal 
Revenue Bulletin, determined as of the 

day after the end of the normal payment 

period. 
The present value of a payment is cal- 

culated as follows: 

1 P= S 
(1 + (i x t)) 

P = present value of a payment that is 

required and unpaid after the end 

of the normal payment period 
S = amount of a payment that is re- 

quired and unpaid after the end of 
the normal payment period 

i = the short-term monthly Federal rate 
t = the number of days after the end of 

the normal payment period and be- 
fore date of payment divided by 365. 

If a sale is made, or if services are com- 

pleted, or if rent is due under a lease in 

a taxable year and the required date of 
payment is in a later taxable year, car- 

rying charges for the first taxable year are 
computed for the number of days after 
the end of the normal payment period and 

before the end of the taxable year. For 
the following taxable year, carrying charges 

are computed for the number of days after 

the beginning of the taxable year and be- 

fore the date of payment. 

(iii) At the election of the taxpayer, 

the amount of carrying charges may be 
determined under the method described 

in this subdivision (iii). If the taxpayer 

elects this method, it must be used for all 
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(AR) (I/365) (X) (Y) 
Carrying charges 

Average monthly receivables bal- 
ance for the taxable year 

The average short-term, monthly 
Federal rate for the year 
The number of times receivables 
turn over in the year 

The number of days the average 
receivables are outstanding over 60 
days. 

CC = 
CC = 
AR = 

X 

This optional method is illustrated in Ex- 
ample (5) in subdivision (v) of this an- 
swer. 

(iv) The computation of carrying 
charges under this answer 2 applies only 
to the determination of carrying charges 
under subdivision (ii)(B)(l) of Q&A 9 of 
l)1. 921 — 2 and does not apply to the de- 
termination of any other unstated interest 
or for any other purpose. 

(v) The following examples illustrate 
the computation of carrying charges un- 

der this section: 

applicable transactions within the taxable 
year of the FSC. If this optional method 
is used, the computation of carrying 
charges must be made separately for 
transactions involving related persons and 
for those transactions involving unrelated 
persons. In addition, the computation of 
carrying charges must be made separately 
for each of the five types of income of the 
FSC (or of the related supplier if the re- 
lated supplier is the principal on the trans- 
action) listed in paragraphs (I) through 
(5) of section 924(a). These groupings are 
separate and distinct from the groupings 
that are established for purposes of de- 
termining the FSC's profit on the export 
transactions. The optional method al- 
lowed in this subdivision provides that the 
amount of carrying charges for a taxable 
year of a FSC (or related supplier if the 
related supplier is the principal on the ex- 
port transaction) is computed using the 
average of receivables of unrelated per- 
sons (or of related persons) and the 
average time those receivables are out- 
standing. Receivables are included in this 
computation only if they are from trans- 
actions on which foreign trading gross re- 
ceipts, as defined in section 924(a), are 
received by the FSC (or which are re- 
ceived by a related supplier of a FSC and 
which would have been foreign trading 
gross receipts had they been received by 
the FSC). Carrying charges are calculated 
under this method as follows: 

Example (I). On January I, 1985, a FSC sells ex- 

port property for $10, 000. The export property is de- 

livered to the purchaser on January 10, 1985. The 

terms of the contract require payment wt thin 90 days 

after sale. The normal payment period is 60 days. The 
FSC does not make an election under subdkvision (iii) 
of Q&A 1. The contract does not require the payment 

of any interest or carrying charges. The purchaser 

pays the entire sales price on March I, 1985. The 
sales price is not considered to include any carrying 

charges because the purchaser paid the entire sale~ 

price within the normal payment period. 

Example (2). The facts are thc same as in example 

(I) except that the purchaser pays the entire sales 

price on April 6, 1985, 96 days after the earlier of the 
date of saic or date of delivery (/. e. , January I, 1985). 
Therefore, the sales price is considered to include 

carrying charges computed as follows: 

Step I: Determine the short-term monthly Federal 
rate as of the earlier of date of sale or date of delivery. 
For purposes of this example, the rate is 10%. 

Srep 2: Determine the fraction of thc year repre- 
sented by the number of days after 60 days and before 
date of payment. In this example. the number of days 

beyond 60 is 96 — 60 = 36, which is divided by 365, 

= . 099 fraction of the year 
~36 da s 

365 days 

Step 3: Using the short-term monthly Federal rate 
and the fraction of the year, compute the present 
value of the payment. 

P = S 
I 

(i+ (i x t)) 
1 

(I + (. 10 x . 099)) 
P = $10, 000 (. 99) 
P = $9, 900 

Srep 4: Using the present value of all payments, 
compute the carrying charges. 

Carrying Charges = Sales Price Less Present Value. 

$10, 000 Sales Price 

~9900 Present Value 
$100 Carrying charges 

Example (3). On October 15, 1985, F, a FSC, leases 
export property to X for one month with a total rental 
due of $20, 000. Under the terms of the lease, A agreed 
to pay F $10, 000 on October 15, 1985, and the re- 
maining $10, 000 on January 15, 1986. The contract 
does not require the payment of any interest or car- 
rying charges. The second $10, 000 payment is made 
on January 3, 1986. This payment does not include 
any carrying charges because X paid the $10, 000 be- 
fore the start of the normal payment period. 

Example� (4). On October 15, 1985, F, a FSC, leases 
export property to X, for one month with a total 
amount due under the lease of $10, 000, payable on 
October 15, 1985. X delays payment until January 19, 
1986, which was 96 days after the start of the normal 

payment period. The 60 day normal payment period 
terminated on December 14, 1985. Therefore. the 
lease payment is considered to include carrying charges 
of $100 computed in the same manner as in Example 
(2). Of this $100, 17/36, or $47. 22, is carrying charges 
for 1985 (i. e. , 17 days in December), and 19/36, or 
$52. 78, is carrying charges for 1986. 

Example (5). During 1986, F, a FSC, sold on ac- 
count export properties A and B to related and un- 

related persons. 

(a) Unrelared persons. During 1986, thc sales on 
account to unrelated persons totaled $6, 000. On the 
last day of each of the months of 1986, F had total 
receivables from unrelated persons from sales of ex- 
port properties A and B, as foHows: 

January 31 
February 28 
March 31 
April 30 
May 31 
June 30 
July 31 
August 31 

September 30 
October 31 

November 30 
December 31 

$1, 400 
1, 400 
1, 000 
1, 000 
1, 200 
1, 300 
1, 000 
1, 300 
1, 500 
1, 100 
1, 200 

~1000 
$14 400 

Section 921 

Carrytng charges for 1986 wtth unrelated persons un- 

der the optional method of subdivision (iii) of this 

answer will be $19. 23, computed as follows: 
Step I: Determine the average short-term, monthly 

Federal rate for the year. for purposes of this ex- 
ample, the rate is assumed to be 9%. 

Step 2: Determine the average receivables for the 

year. This average is calculated by totaling the end 
of the month receivables balance of each month of 
the year and dividing by twelve. In this example, the 
average monthly receivables balance is $1, 200, cal- 
culated as follows; 

13 days = (365/5) — 60 days 

Step 5: The amount of carrying charges, $19. 23, is 
calculated by using the following equation: 

CC = (AR) (I/365) (X) (Y) 
CC = Carrying charges 
AR = Average monthly receivables balance for the 

taxable year (step 2) 
I = The average short-term monthly Federal rate 

for the year (step I) 
X = The number of times receivables turn over in 

the year (step 3) 
Y = The number of days the average receivables 

are outstanding over 60 days (step 4). 
CC = $19. 23 = ($1, 200) (. 09/365) (5) (13) 

(B) Related persons. Carrying charges, if any, on 
the sales on account to related persons must be com- 
puted separately using this optional method. 

Q — 3. Is a discount from the sales price 
of property or services for prompt pay- 
ment considered to be stated carrying 
charges as defined in subdivision (ii)(A) 
of Q-A 9 of 51. 921-2? 

A — 3. No. 

Q — 4. Is the receipt of an arm's length 
factoring payment from an unrelated per- 
son considered a payment of the sales pro- 
ceeds for purposes of determining whether 
payment is made within the normal pay- 

$1, 200 = $14, 400/12 

Step 3. Determine the number of times the re- 
ceivables turn over during the year. This is calculated 
by dividing the sales on account for the year by the 
average monthly receivable~ balance for the year. For 
purposes of this example, receivables turned over 5 
times for 1986, computed as follows: 

$6 000 
$1, 200 

Step 4: Determine the number of days the average 
receivables are outstanding in excess of 60 days. In 
this example, there are 13 receivable days in excess 
of 60 days, computed as follows: 
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ment period and the possible imposition 
of carrying charges? 

A — 4. Yes. 

tJ1. 927(f) — 1 Election and termination of 
status as a Foreign Sales Corporation. 

(a) Election ofstatusas a FSCorasmall 
FSC. 

Q — 1. What is the effect of an election 

by a corporation to be treated as a FSC 
or small FSC? 

A — 1. A valid election to be treated as 

a FSC or a small FSC applies to the tax- 
able year of the corporation for which made 

and remains in effect for all succeeding 
taxable years in which the corporation 
qualifies to be a FSC unless revoked by 
the corporation or unless the corporation 
fails for five consecutive years to qualify 
as a FSC (in case of a FSC election) or as 
a small FSC (in case of a small FSC elec- 

tion). 
Q — 2. Can a corporation established 

prior to January 1, 1985 be treated as a 
FSC or a small FSC prior to making a 
FSC or a small FSC election? 

A — 2. A corporation cannot be treated 
as a FSC or a small FSC until it has made 

a FSC or a small FSC election. An elec- 

tion made within the first 90 days of 1985 
relates back to January 1, 1985 unless the 

taxpayer indicates otherwise. 

Q — 3. If a shareholder who has not 
consented to a FSC or small FSC election 
transfers some or all of its shares before 
or during the first taxable year for which 

the election is made, may the holder of 
the transferred shares consent to the elec- 

tion? 
A — 3. A holder of the transferred shares 

may consent to a FSC or small FSC elec- 

tion under the circumstances described in 

tJ1, 992 — 2(c)(1). The rules contained in 

tJ1. 992 — 2(c) shall apply to the consent by 

a holder of transferred shares. 

Q — 4. If a shareholder who has con- 

sented to a FSC or a small FSC election 

transfers some or all of its shares before 
the first taxable year for which the elec- 

tion is made, must the holder of the trans- 

ferred shares consent to the election? 

A — 4. Yes. Consent must be made by 

any recipient of such shares on or before 
the 90th day after the first day of such first 

taxable year. If such recipient fails to file 

his consent on or before such 90th day, 
an extension of time for filing such con- 

sent may be granted in the manner, and 

subject to the conditions, described in 

paragraph (b)(3) of tJ1. 992 — 2. 

Q — 5. May an election of a corporation 

to be a FSC or a small FSC be effective 

as of a time other than the start of the 

corporation's taxable year? 

A — 5. No. 

Q — 6. If a fiscal year foreign corpora- 

tion was in existence on December 31, 
1984, must it wait until the first day of its 

taxable year beginning after January 1, 
1985, to elect FSC status? 

A — 6. No, If a fiscal year foreign cor- 

poration was in existence on December 

31, 1984, its taxable year will be deemed 

to have terminated on that date if the for- 

eign corporation elects FSC status to be 
effective January 1, 1985. An income tax 
return will be required for any short years 
created by the deemed closing of the tax- 

able year unless the corporation is re- 

lieved from the necessity of making a return 

by section 6012 and the regulations under 

that section. If the corporation's taxable 

year is deemed closed by operation of this 

regulation, the filing date of tax returns 

for the short taxable year ended on De- 
cember 31, 1984, will be automatically ex- 

tended until May 18, 1987. 
Q — 7. What is the effect of an election 

to be treated as a FSC or as a small FSC 
if the corporation or any other member 
of the controlled group has in effect an 
election to be treated as an interest charge 
DISC? 

A — 7. The interest charge DISC elec- 
tion shall be treated as revoked for all 

purposes under the Code as of the date 
the FSC election is effective. An affirm- 
ative revocation of the DISC election is 
unnecessary. The FSC election shall take 
effect. As long as the FSC election re- 
mains in effect, neither the corporation 
nor any other member of the controlled 
group is permitted to elect to be treated 
as an interest charge DISC for any taxable 
year including any part of a taxable year 
during which the corporation's FSC elec- 
tion continues to be effective. 

Q-8. What is the effect of an election 
to be treated as a small FSC if the cor- 
poration or any other member of the con- 
trolled group has in effect an election to 
be treated as a FSC? 

A — 8. As long as a FSC election re- 
mains in effect, neither the corporation 
nor any other member of the controlled 
group is permitted to elect to be treated 
as a small FSC for any taxable year in- 
cluding any part of a taxable year during 
which a FSC election continues to be ef- 
fective. Any FSC within the controlled 
group must affirmatively revoke its FSC 
election for a taxable year including any 
part of a taxable year for which small FSC 
status is elected. 

Q — 9. What is the effect of an election 
to be treated as a FSC if the corporation 
or any other member of the controlled 
group has in effect an election to be treated 
as a small FSC i 

A — 9. As long as a small FSC election 
remains in effect, neither the corporation 
nor any other member of the controlled 
group is permitted to elect to be treated 
as a FSC for any taxable year including 

any part of the taxable year during which 

a small FSC election continues to be ef- 
fective. Any small FSC within the con- 
trolled group must affirmatively revoke its 

small FSC election for a taxable year in- 

cluding any part of a taxable year for which 

FSC status is elected. An election to be 
treated as a small FSC is permitted if the 
corporation or any other member of the 
controlled group has in effect an election 
to be treated as a small FSC. For a special 
rule providing for conversion of a small 

FSC to a FSC within one taxable year, 
see tJ1. 921 — 1T(b)(1) (Q&A 1). 

(b) Termination of election of status as 
a FSC or a small FSC. 

Q — 10. How is the status of a corpo- 
ration as a FSC or as a small FSC ter- 
minated? 

A — 10. The status of a corporation as 
a FSC or as a small FSC is terminated 
through revocation or by its continued 
failure to be a FSC. 

Q — 11. For what taxable year may a 
corporation revoke its election to be treated 
as a FSC or as a small FSC? 

A — 11. A corporation may revoke its 
election to be treated as a FSC or as a 
small FSC for any taxable year of the cor- 
poration after the first taxable year for 
which the election is effective. 

Q — 12. When must a corporation re- 
voke a FSC or a small FSC election if 
revocation is to be effective for the tax- 
able year in which revocation takes place? 

A — 12. If a corporation files a state- 
ment revoking its election to be treated 
as a FSC or as a small FSC during the 
first 90 days of a taxable year (other than 
the first taxable year for which such elec- 
tion is effective), such revocation will be 
effective for such taxable year and all tax- 
able years thereafter. If the corporation 
files a statement revoking its election to 
be treated as a FSC or a smail FSC after 
the first 90 days of a taxable year, the 
revocation will be effective for all taxable 

years following such taxable year. 

Q — 13. Can a FSC change its status to 
a small FSC, or can a small FSC change 

its status to a FSC as of a date other than 

the first day of a taxable year? 
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A — 13. No. Since a revocation of an 
election to be a FSC or a small FSC is 
effective only for entire taxable year, a 
corporation's change between FSC and 
small FSC status is effective as of the first 
day of a taxable year. 

Q — 14. How may a corporation revoke 
an election by a corporation to be treated 
as a FSC or a small FSC? 

A — 14. A corporation may revoke its 
election by filing a statement that the cor- 
poration revokes its election under sec- 
tion 922(a) to be treated as a FSC or under 
section 922(b) to be treated as a small 
FSC. Such statement shall indicate the 
corporation's name, address, employer 
identification number, and the first taxa- 
ble year of the corporation for which the 
revocation is to be effective. The state- 
ment shall be signed by any person au- 
thorized to sign a corporate return under 
section 6062. Such revocation shall be filed 
with the Service Center with which the 
corporation filed its return. 

Q — 15. What is the effect if a corpo- 
ration that has elected to be treated as a 
FSC or a small FSC fails to qualify as a 
FSC because it does not meet the require- 
ments of section 922 for a taxable year? 

A — 15. If a corporation that has elected 
to be treated as a FSC or a small FSC 
does not qualify as a FSC or a small FSC 
for a taxable year, the corporation will 

not be treated as a FSC or a smail FSC 
for the taxable year. However, the failure 
or a corporation to qualify to be treated 
as a FSC or a small FSC for a taxable year 
does not terminate the election of the cor- 
poration to be treated as FSC or a small 
FSC unless the corporation does not qual- 
ify under section 922 for each of 5 con- 
secutive taxable years, as provided in Q&A 
16 of this section. 

Q — 16. Under what circumstances is the 
FSC or small FSC election terminated for 
continued failure to be a FSC? 

A — 16. If a corporation that has elected 
to be treated as a FSC or a small FSC 
does not qualify under section 922 to be 
treated as a FSC or small FSC for each 
of 5 consecutive taxable years, such elec- 
tion terminates and will not be effective 
for any taxable year after such lifth tax- 
able year. Such termination will be effec- 
tive automatically without notice to such 

corporation or to the Internal Revenue 
Service. 

OMB CONTROL NUMBERS 
UNDER THE PAPERWORK 

REDUCTION ACT 
(26 CFR Part 602) 

Par. 4. The authority for Part 602 con- 
tinues to read as follows: 

Authority: 26 U. S. C. 7805. * " " 

Par. 5. Section 602. 101(c) is amended 

by inserting in the appropriate place in 

the table "t)1. 921 — 2. . . 1545 — 0884", 
"III. 922-1 . . . 1545-0884", "f1. 927(d)-l 

1545-0884", and "t)1. 927(f)-1 
1545-0884". 

LAwRENcE B. GIBBS, 

Commissioner of 
Internal Revenue, 

Approved January 27, 1987. 

J. RQGER MENTz, 
Assistant Secretary 

of the Treasury. 

(Filed by the Office of the Federal Register on March 
2, 1987, 8:45 a. m. , and published in the issue of 
the Federal Register for March 3, 1987, 52 F. R. 
6468) 

Section 924. — Foreign Trading Gross 

Receipts 

26 CFR l. 924(ci-lt Requirement that a FSC be man- 

aged outside the United States. 

T. D. 8125 

TITLE 26. — INTERNAL REVENUE— 
CHAPTER I, SUBCHAPTER A, PART 
I 
— INCOME TAX; TAXABLE YEARS 
BEGINNING AFTER DECEMBER 31, 
1953; PART 602 — OMB CONTROL 
NUMBERS UNDER THE PAPERWORK 
REDUCTION ACT 

Foreign Management and Foreign 
Economic Processes Requirements of a 
Foreign Sales Corporation 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Final regulations. 

SUMMARY: This document contains fi- 
nal regulations relating to foreign man- 
agement and foreign economic processes 
requirements of a foreign sales corpora- 
tion (FSC). These final regulations pro- 
vide guidance to FSCs, their shareholders, 
and Internal Revenue Service personnel 
with respect to qualifications for benefits 
under Title VIII of the Tax Reform Act 
of 1984 (Foreign Sales Corporations). 

DATES: The regulations generally apply 
to taxable years beginning after Decem- 
ber 31, 1984, and are effective after De- 
cember 31, 1984. 

Section 924 
FOR FURTHER INFORMATION 
CONTACT: Carol P. Tello of the Office 
of Associate Chief Counsel (Interna- 
tional), Internal Revenue Service, 1111 
Constitution Avenue, N. W. , Washing- 
ton, D. C. 20224 (Attention: CC:INTL— 
45 — 86). Telephone 202-566-3289, not a toll- 
free number. ) 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

On December 12, 1984, the FED- 
ERAL REGISTER published proposed 
amendments to the Income Tax Regula- 
tions (26 CFR Part 1) under sections 924, 
925, and 927 of the Internal Revenue Code 
of 1954 (49 FR 48321) [1985-1 C. B. 648] 
by cross-reference to Temporary Income 
Tax Regulations (26 CFR Part 1) pub- 
lished on the same day (49 FR 48273) 
[1985 — C. B. 258]. The amendments pro- 
vide rules for determining whether a FSC 
will be treated as having foreign trading 
gross receipts through satisfaction of the 
requirements of section 924. In addition, 
the amendments provide rules for group- 
ing transactions for purposes of the for- 
eign economic processes tests. 

Numerous written comments were re- 
ceived with respect to the proposed reg- 
ulations. A public hearing was held on 
May 13, 1985. The significant points raised 
by the comments and changes made are 
discussed in the remainder of the pream- 
ble. After consideration of all comments 
regarding the proposed amendments, these 
amendments are adopted as modified by 
this Treasury decision. 

DISCUSSION OF MAJOR 
COMMENTS AND REVISED 

AMENDMENTS 

Section 1. 924(c)-1 

Requirement that a FSC be managed outside 
the United States 

Paragraph (b) of section 1. 924(c) — 1 has 
been revised to clarify that the board of 
directors or shareholders may act, in ac- 
cordance with the local law of the foreign 
country or possession of the United States 
in which the FSC was created or orga- 
nized, by written consent without a meet- 
ing and that such action may be taken by 
the board of directors or shareholders while 
in the United States without violating the 
requirements of section 924(c)(1). 

Many commentators criticized the link- 
ing together of the requirements of sec- 
tions 924(c)(2) and 924(c)(3) to define the 
account that is to be regarded as the prin- 
cipal bank account of the FSC as the ac- 
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count from which the disbursements of 
dividends, legal and accounting fees, and 
salaries of officers and directors are made. 
This rule is derived from the legislative 
history in the Senate Finance Committee 
Report which is the most complete ex- 
planation of the FSC provisions. 

Commentators also criticized the rule 
in paragraph (c)(1) of section 1. 924(c) — 1 
which requires the account that is to be 
treated as the principal bank account of 
the FSC to be maintained in an eligible 
possession or country which meets the ex- 
change of information requirements of 
section 927(e)(3). The requirement that 
the principal bank account and the ac- 
count from which section 924(c)(3) dis- 
bursements are made be in a country 
qualified to host a FSC is necessary to 
ensure that such an account is in a country 
from which the Commissioner may obtain 
information regarding the account. 
Therefore, this rule is retained in the final 
regulations. 

The proposed regulations did not ad- 
dress the question of whether a FSC may 
have more than one principal bank ac- 
count. The final regulations permit a FSC 
to have more than one principal bank ac- 
count. Such accounts must be designated 
on the annual return of the FSC. 

Paragraph (d)(1) of section 1. 924(c) — 1 
is revised. The rule requiring that all div- 

idends, legal fees, accounting fees, salar- 
ies of officers of the FSC, and salaries or 
fees paid to members of the board of di- 
rectors of the FSC that are disbursed dur- 

ing the taxable year be disbursed out of 
the principal bank account of the FSC is 
expanded to provide the circumstances 
under which the occasional inadvertent 
payment of such amounts out of another 
bank account will be disregarded. With 
respect to dividends, if an actual disburse- 
ment of dividends is made, such disburse- 
ment must be made from the principal 
bank account. Dividends, however, may 
be declared by establishing a payable to 
the Parent company acting as a related 
supplier. This payable may be netted 
against amounts owed to the FSC by the 
Parent company acting as a related sup- 
plier. 

Many commentators suggested that a 
rule be provided stating the time by which 
reimbursements by the FSC must be made 
to a related person who pays legal or ac- 
counting fees, salaries of officers, and sal- 
aries or fees of directors, wholly or partially 

on behalf of the FSC. The final regula- 
tions provide that the related person must 

be reimbursed no later than the last date 
prescribed for filing the FSC's tax return 
(including extensions) for the taxable year 
to which the reimbursement relates. 

A safe harbor rule is added which al- 

lows a FSC to rely upon a written state- 
ment or invoice furnished to it by a related 
person to determine the amounts paid on 
its behalf by the related person. 

One commentator suggested that a rule 

be provided for the situation in which a 
determination is made by the Commis- 
sioner that all or a part of the legal or 
accounting fees, salaries of officers, and 
salaries or fees of directors of the FSC 
were paid by the related person without 
receiving reimbursement. The final reg- 
ulations provide that the FSC may satisfy 
the requirements of section 924 (c) (3) if 
the fees and salaries were paid by the re- 
lated person in good faith, and the FSC 
reimburses the related person for the fees 
and salaries within 90 days after the de- 
termination. 

Section 1. 924(dj-l 

Requirement that economic processes take 

place outside the United States 

A suggestion that the final regulations 
explicitly provide that the FSC is not re- 
quired to identify itself to the customer 
as a separate entity in the performance of 
any of the activities comprising the eco- 
nomic processes is adopted. 

A sentence is added to paragraph (c)(1) 
of section 1. 924(d) — 1 to provide that once 
the FSC has particpated outside the United 
States in an activity that constitutes the 
solicitation, negotiation, or the making of 
the contract with respect to a transaction, 
any prior or subsequent activity by the 
FSC with respect to the transaction that 
would otherwise constitute the same sales 
activity will be disregarded for purposes 
of determining whether the FSC has met 
the requirements of section 924(d)(1)(A). 
This rule allows the FSC which has par- 
ticipated outside the United States in an 
activity that constitutes a sales activity to 
also participate within the United States 
in activities that constitute the same sales 
activity. 

A suggestion that the regulations de- 
scribe the amount of activity necessary to 
constitute solicitation by mail has been 
adopted. Accordingly, a sentence is added 
to paragraph (c)(2) of section 1. 924(d) — 1 
to provide that communication by mail 

means depositing the communcation in a 
mailbox. 

Commentators suggested that the final 
regulations adopt the mutually exclusive 
election for solicitation and sales pro- 
motion similar to that proposed for solic- 
itation and advertising. Since promotional 
meetings with a customer can constitute 
both solicitation and sales promotion, this 
suggestion has been adopted. To insure 
that the FSC performs distinct and sep- 
arate activities with respect to solicitation 
and advertising or sales promotion where 
the same customer is involved, a sentence 
is added to paragraph (c)(2) of section 
1. 924(d) — 1 to provide that the same or 
similar activities cannot be considered to 
be both solicitation and advertising, or 
both solicitation and sales promotion, with 
respect to the same customer. 

A sentence is added at the end of par- 
agraphs (c)(2), (c)(3), and (c)(4) of sec- 
tion 1. 924(d) — 1 to clarify that the sales 
activities tests may be met with respect to 
sales to related entities. 

A new paragraph (c)(5) is added to sec- 
tion 1. 924(d) — 1 to clarify the application 
of the grouping rules to the sales activities 
since grouping by product or product line 
is permitted. The proposed rules in par- 
agraph (c)(1) of section 1. 924(d) — 1 which 
addressed the grouping of sales transac- 
tions by customer and by contract are in- 
corporated into paragraph (c)(5). With 
respect to the application of the product 
or product line grouping rules to sales ac- 
tivities for taxable years beginning after 
Feburary 19, 1987, a quantitative stand- 
ard based on the amount of gross receipts 
is adopted by the final regulations. Under 
this rule, the requirements of section 
924(d)(1)(A) are met with respect to all 
transactions included in the product or 
product line grouping if the sales activities 
are performed outside the United States 
with respect to customers with sales rep- 
resenting at least 20 percent of foreign 
trading gross receipts included in the same 
product or product line grouping during 
the current year or to customers with sales 
representing 50 percent of the foreign 
trading gross receipts included in the same 
product or product line grouping in the 
prior year. Transitional rules for former 
DISCs, interest charge-DISCs and affili- 
ated groups which have not had a FSC, 
DISC or interest charge-DISC as a mem- 
ber in the prior year are provided. For 
taxable years prior to the adoption of the 
final regulations, the sales activities tests 
with respect to product or product line 
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grouping will be satisfied if one sales 
transaction is performed with respect to 
any member of the product or product 
line grouping. 

Additionally, rules for contract group- 
ing are revised. For long-term contracts 
between unrelated parties, the sales ac- 
tivities tests need be satisfied only once 
during the life of the contract. For re- 
quirements contracts and sales between 
related parties, the sales activities tests 
must be satisfied annually. 

Examples are added in paragraph (c)(6) 
of section 1. 924(d) — 1 to illustrate the ap- 
plication of the rules governing the par- 
ticipation of the FSC outside the United 
States in the sales portion of the trans- 
action. 

Many commentators criticized the pro- 
posed rule in paragraph (d)(5) of section 
1. 924(d) — 1 which limited the application 
of the 50-percent foreign direct cost test 
to instances in which the FSC incurred 
direct costs that were attributable to the 
activities described in each of at least three 
of the five paragraphs of section 924(e). 
Commentators were concerned that the 
rule created an artificial need to incur di- 

rect costs in a category or categories in 
order to use the 50-percent foreign direct 
cost test and was unsupported by the lan- 

guage of the Code or the legislative his- 

tory. After further consideration, the rule 
is deleted in the final regulations. 

A sentence has been added to para- 
graph (d)(6) of section 1. 924(d) — 1 to clar- 
ify that in the event that the Commissioner 
determines that the foreign direct costs 
attributable to activities described in one 
or both of the two paragraphs of section 
924(e) specified in the FSC's return do not 
equal or exceed 85 percent of the total 
direct costs attributable to such activities, 
the 85-percent foreign direct cost test may, 
nonetheless, be satisifed by the FSC if the 
foreign direct costs attributable to each of 
two activities described in any other par- 
agraphs of section 924(e) equal or exceed 
85 percent of the total direct costs attrib- 
utable to those two activities. 

One commentator noted that the laws 

and regulations which govern foreign mil- 

itary sales do not specifically require that 
the sellers undertake any activity with re- 

spect to those sales within the United 
States, but only preclude sellers from con- 

tracting with foreign governments. Thus, 
only by implication must these activities 
take place within the United States. 
Therefore, the language in the proposed 
regulations with respect to statutory or 

regulatory requirements for foreign mil- 

itary sales is eliminated. The final regu- 
lations under paragraph (f)(1) of section 
1. 924(d) — 1 provide a new rule which ap- 

plies to all foreign military sales. Under 
the rule, the requirements of section 
924(d)(1)(A) are deemed to be satisfied. 
The FSC, however, will nonetheless be 

required to satisfy either the 50-percent 
or the 85-percent foreign direct cost test 
with respect to the activities described in 

section 924(e). 

Section 1. 924(ej-l 

Activities relating to the disposition of export 

prepertit 

Advertising and sales promotion 

Many commentators expressed con- 
cern that the term "customers" in para- 

graph (a)(1)(i) of proposed section 
1. 924(e) — 1 would exclude from the defi- 

nition of "advertising" advertising that is 
directed at parties other than the FSC's 
customers (or the related supplier's cus- 
tomers in the case of a commission FSC). 
Thus, advertising under a cooperative ad- 
vertising arrangement would not be 
counted. Under these arrangements, ex- 
porters selling to distributors for resale 
agree to absorb all or a portion of either 
the distributor's cost of advertising di- 

rected at its potential foreign customers 
or the costs of end-market advertising di- 
rected at the ultimate foreign users. Many 
exporters advertise solely through such 
arrangements. For this reason, the final 
regulations add a new paragraph 
(a)(1)(i)(B) to section 1. 924(e) — 1 to allow 
end market advertising related to prod- 
ucts sold to distributors to qualify as a 
direct cost if either the total cost of an 
advertisement is paid by the FSC, either 
directly or indirectly, or if 20 percent of 
the advertising costs are paid directly or 
indirectly by the FSC. No distinction will 

be made between related and unrelated 
parties. A definition of a distributor as 
other than a final consumer or end user 
is provided. 

A suggestion that all direct costs of ad- 
vertising be considered foreign direct costs 
of advertising if a specific threshold per- 
centage of the advertising is conveyed 
outside the United States is adopted with 

respect to mass communications other than 
mass mailings. A sentence is added to par- 

agraph (a)(1)(iii) of section 1. 924(e) — 1 to 
provide that if the distribution statistics 
show that 85 percent or more of the read- 

ership, radio listeners, or viewership are 

Section 924 
outside the United States, all direct costs 
of advertising are considered to be foreign 
direct costs of advertising. 

An additional rule provide that adver- 

tising in foreign English editions of U. S. 
publications is a foreign expense and gives 
rise only to foreign direct costs. Further- 
more, a presumption is made that costs 
related to U. S. editions of the same pub- 
lication are not direct costs because they 
relate to U. S. sales. Costs related to for- 
eign language editions are treated as for- 
eign direct costs. 

A new subsection is added which pro- 
vides guidance with respect to the inter- 
relationship between solicitation and 
advertising. The general rule prohibits an 
activity from qualifying as both advertis- 
ing and solicitation. An exception, how- 

ever, for second mailings is provided. If, 
during one taxable year, two generically 
different items such as a price list and a 
description of the product itself are mailed, 
one mailing may be treated as solicitation 
and the other mailing may be treated as 
advertising for purposes of section 924. 
The exception would not apply to items 
that are not generically different such as 
an original price list and an amended price 
list. 

Examples are added in paragraph 
(a)(1)(v) of section 1. 924(e) — 1 to illus- 
trate the rules with respect to advertising 
activities. 

Commentators suggested that the term 
"customer meeting" in paragraph (a)(2)(i) 
of section 1. 924(e) — 1 be defined. Some 
expressed concern that the term could be 
interpreted to mean that a meeting with 
a single customer in the United States 
would constitute domestic sales promo- 
tion. The final regulations provide that a 
customer meeting means a periodic meet- 
ing (e. g. , quarterly, semi-annual, or an- 
nual) in which 10 or more customers or 
potential customers are reasonably ex- 
pected to attend. For prior taxable years, 
however, a customer meeting, at the op- 
tion of the FSC, may mean any meeting 
with a customer or potential customer re- 
gardless of the frequency of the meetings 
or the number of customers or potential 
customers in attendance, thereby, per- 
mitting FSCs who had one or more meet- 
ings with fewer than 10 customers or 
potential customers to treat those meet- 
ings as customer meetings if it is to their 
benefit to do so. 

The proposed regulations did not ad- 
dress the direct costs of sales promotion 
in the case of a customer meeting. A sen- 
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tence is added to paragraph (a)(2)(ii) of 
section 1. 924(e) — 1 to provide that such 
direct costs include the costs of materials 
printed specifically for the meeting and 
the costs of travel, food, and lodging for 
both the direct sales personnel and cus- 
tomers or potential customers attending 
the meeting. 

Examples are added in paragraph 
(a)(2)(iv) of section 1. 924(e) — 1 to illus- 

trate the rules for the sales promotion ac- 
tivity. 

Processing of customer orders and 
arranging for delivery of the export 
property 

One commentator noted that while nei- 

ther the Code nor the regulations limit 

the use of a FSC to situations in which 

there is a related supplier, proposed par- 
agraph (b)(1)(i) of section 1, 924(e) — 1 de- 

fined the processing of customer orders 
only in the context of a related supplier. 
A sentence is added to the paragraph to 
address this oversight by providing that if 
the FSC does not have a related supplier, 
the processing of customer orders means 
communication with the customer by any 
method such as telephone, telegram, or 
mail to acknowledge receipt of the order 
and requirements for delivery. 

The proposed regulations did not ad- 

dress the direct cost of processing of cus- 

tomer orders. A new paragraph (b)(1)(ii) 
is added to provide that direct costs of 
processing of customer orders include sal- 

aries of clerical personnel and costs of 
telephone, telegram, mail, or other com- 
munication media (including the costs of 
operating transmission equipment). 

Examples are added in paragraph 
(b)(1)(iv) of section 1. 924(e) — 1 to illus- 

trate the principles with respect to the 
processing of customer orders activity. 

Paragraph (b)(2)(i) of section 1. 924(e)- 
1 is modified to make the arranging for 
delivery activity test easier to satisfy, thus 
minimizing the potential disruption of es- 

tablished relationships between a related 
supplier's shipping department and its 
carrier or freight forwarder. Arranging for 
delivery includes communication by the 
FSC with the carrier or freight forwarder 
and also with the customer. The final reg- 
ulations, however, provide that the car- 
rier or freight forwarder may already have 

knowledge of the information communi- 
cated. In addition, only one communi- 

cation with the carrier or freight forwarder 

and one communication with the cus- 
tomer will be taken into account in de- 

termining whether this test has been 

satisfied. Subsequent or prior communi- 

cations will not be counted. A FSC, how- 

ever, will not be able to qualify a product 
or product line grouping with numerous 

transactions by simply processing a cus- 
tomer's order and arranging for delivery 

with respect to one transaction in the 

grouping. For taxable years beginning after 
February 19, 1987, a quantitative stand- 

ard is adopted as set forth in paragraph 

(b) of section 1. 924(e) — 1. Thus, a FSC 
may qualify a grouping of transactions only 

if it performs the activities of processing 
of customer orders and arranging for de- 

livery of export property with respect to 
customers generating at least 20 percent 
of foreign trading gross receipts of the 
grouping elected by the FSC under sec- 
tion 1. 924(d)-1(e) during the current year. 

Examples are added in paragraph 
(b)(2)(iv) of section 1. 924(e)-1 to illus- 

trate the meaning of arranging for deliv- 

ery. 

Transportation 

A number of commentators criticized 
the definition of transportation provided 
in the proposed regulations because it ex- 
cluded ocean and sea transportation un- 

der such widely used arrangements as 
C. I. F. (Cost, Insurance, Freight) and 
C. & F. (Cost and Freight). To reflect the 
economic realities, the final regulations 
relax the definition of transportation by 
providing in paragraph (c)(1) of section 
1. 924(e) — 1 that the FSC or, in the case of 
a commission FSC, the related supplier is 
treated as responsible for the property 
when it has title, bears the risk of loss, or 
insures the property during shipment. This 
permits C. I. F. contracts, but not 
C, & F. contracts, to qualify as transpor- 
tation. 

The rule for international carriers is ex- 
tended to include freight forwarders if (i) 
the freight forwarder bears the risk of loss 
or is an insurer of the goods, and (ii) the 
property is shipped on a single bill of lad- 

ing issued to the FSC or its agent as ship- 
per. 

Commentators suggested that the reg- 
ulations provide a rule for buy-sell FSCs 
similar to the one proposed for commis- 
sion FSCs in order that a buy-sell FSC 
and its related supplier can define by 
agreement the point at which the FSC as- 
sumes ownership or responsibility for the 
property. This suggestion was not adopted 
because while the legislative history sup- 
ports the rule with respect to commission 
FSCs, no similar legislative history exists 
with respect to buy-sell FSCs. 

Examples are added in paragraph (c)(4) 
of section 1. 924(e) — 1 to illustrate the rules 
with respect to the transportation activity. 

Determination and transmittal of a final 
invoice or statement of account and 
receipt of payment 

A sentence and an example are added 
to paragraph (d)(1)(i) of section 1. 924(e)— 
1 to clarify that a FSC need only assemble 
and forward either a final invoice or a 
statement of account and that the costs of 
assembling and forwarding the document 
not chosen for purposes of meeting the 
direct cost test are disregarded. For tax- 
able years beginning after February 19, 
1987, the final regulations provide that if 
a FSC assembles and forwards from out- 
side the United States either a final in- 
voice or a statement of account at least 
once during the taxable year to customers 
with sales representing 50 percent of the 
current year foreign trading gross receipts 
within a product or product line grouping 
or 50 percent of the foreign trading gross 
receipts of the prior year within the same 
product or product line grouping, all do- 
mestic costs of sending invoices or state- 
ments of account (whichever is selected 
for purposes of the costs test) are disre- 
garded. If the invoice or statement of ac- 
count is not sent to customers representing 
50 percent of the foreign trading gross 
receipts derived from current or prior year 
export sales, all costs related to the as- 
sembly and forwarding of invoices or 
statements of account (whichever is se- 
lected for purposes of the costs test) must 
be included in the determination of the 
direct cost test. Suggestions to provide a 
rule stating what information must be re- 
flected on a final invoice or a statement 
of account are incorporated into the final 
regulations. 

Numerous commentators addressed the 
need to provide a definition for the term 
"assembly. " Thus, the final regulations 
provide that assembly means folding the 
documents, filling envelopes, and ad- 
dressing envelopes (if window envelopes 
are not used). 

The location of the determination and 
transmittal of a final invoice or statement 
of account is clarified in paragraph 
(d)(1)(iii) of section 1. 924(e) — 1 to provide 
that the location of this activity is the place 
where the final invoice or statement of 
account is both assembled and forwarded 
to the customer. Because the proposed 
rule refers to assembled "or" forwarded, 
the final regulations retain that rule for 
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taxable years beginning before February 
19, 1987. 

Examples are added in paragraph 
(d)(1)(iv) of section 1. 924(e)-1 to illus- 
trate the principles of determination and 
transmittal of a final invoice or statement 
of account. 

Commentators criticized the 5-day rule 
in proposed paragraph (d)(2)(iii). That rule 
provided that the FSC is considered to 
have received payment outside the United 
States if payment is made by purchaser 
directly to the related supplier in the United 
States, and the related supplier transfers 
the funds to a bank account of the FSC 
outside the United States within 5 busi- 
ness days after receipt of good funds by 
the related supplier's bank. An example 
showing the operation of this rule in the 
context of a commission FSC appeared in 

proposed section 1. 925(b)-1, It provided 
that the commission FSC may satisfy the 
receipt of payment requirement by re- 
ceiving the commission from the realted 
supplier in its bank account within 5 busi- 

ness days after the related supplier's bank 
receives good funds. The proposed reg- 
ulations adopted the 5-day rule to con- 
form to the language in the legislative 
history which states that initial payment 
may be received in the United States pro- 
vided that the proceeds are transferred 
immediately to a bank account of the FSC 
outside the United States. 

Commentators stated that the deter- 
mination of a FSC's commission with re- 

spect to proceeds received from export 
sales is impossible to accomplish in 5 busi- 

ness days after receipt of good funds by 
the related supplier's bank. In addition, 
the rule provided by the proposed regu- 
lations did not apply to buy-sell FSCs. 
Finally, in order for the FSC to receive 
the benefit of the 5-day rule, the related 
supplier could not provide the payment 
under contract with or on behalf of the 
FSC. 

To overcome the problems raised, the 
final regulations increase the number of 
days from 5 business days to 35 calendar 
days and extend the rule to situations in 

which either the FSC or the related sup- 

plier (without regard to whether it re- 
ceives payment on behalf of the FSC) 
receives proceeds from the export sales 

in the United States and, within the pe- 
riod beginning with the receipt of pay- 
ment and ending 35 days after the receipt 
of good funds, transfers at least 1. 83 per- 
cent of the gross receipts (the "gross re- 

ceipts amount") to the foreign bank 
account of the FSC. 

Examples are added in paragraph 
(d)(2)(iv) of section 1. 924(e) — 1 to illus- 

trate the rules with respect to the receipt 
of payment activity. 

Assumption of credit risk 

Paragraph (e) of section 1. 924(e) — 1, 
which addresses the assumption of credit 
risk, is revised. Paragraph (e)(1) of sec- 
tion 1. 924(e) — 1 is expanded to clarify that 

the FSC may elect to bear the economic 
risk of nonpayment with respect to its 

transactions in a taxable year by incurring 

costs in any one of five categories of costs. 
Once a category is elected, costs (or lack 
of them) in any other category are irrel- 

evant for purposes of section 924(d). 
In addition, paragraph (e)(4)(i) is clar- 

ified to provide that if the FSC bears the 
economic risk of nonpayment for a par- 
ticular year by assuming the risk of a bad 
debt with respect to a transaction or 
grouping of transactions, the FSC must 

incur at least one bad debt with respect 
to any transaction within the grouping 
during a consecutive three year period. A 
rule is provided in the event that no actual 
loss is incurred in any of the three con- 
sective years. 

For taxable years beginning after Feb- 
ruary 19, 1987, paragraph (e)(4)(ii) pro- 
vides new grouping rules for credit risk 
activities other than assuming the risk of 
a bad credit. The grouping rules for fac- 
toring receivables require that at least 20 
percent of the face amount of the receiv- 
ables attributable to the foreign trading 
gross receipts of the grouping elected by 
the FSC under paragraph (e)(1) of section 
1. 924(d) — 1 be factored to qualify all trans- 
actions within that grouping. For letters 
of credit or banker's acceptances, a fee 
must be incurred with respect to 20 per- 
cent of the foreign trading gross receipts 
attributable to sales in the grouping elected 
by the FSC to qualify all transactions within 

the grouping. For obtaining insurance from 
an unrelated party, 20 percent of face 
amount of receivables generated by for- 
eign trading gross receipts within the 
grouping elected by the FSC must be in- 

sured to qualify all transactions. Finally, 
for investigation of credit by a foreign credit 

agency, 20 percent of customers or po- 
tential customers must be investigated to 
qualify all transactions within the group 
elected by the FSC. The term potential 
customer is defined as an unrelated per- 
son on whom an investigation is per- 
formed, but with whom no export sales 
contract is executed. 

Section 924 

REGULATORY FLEXIBILITY ACT 
AND EXECUTIVE ORDER 12291 

It is hereby certified that this regulation 
will not have a significant economic im- 

pact on a substantial number of small en- 

tities because few small entities will be 
affected. Accordingly, these final regu- 

lations are not subject to the requirements 
of the Regulatory Flexibility Act of 1890 

(5 U. S. C. Chapter 6). 
The Commissioner of Internal Reve- 

nue has determined that this regulation is 

not a major rule as defined in Executive 
Order 12291 and that a regulatory impact 
analysis is therefore not required. 

PAPERWORK REDUCTION ACT 

The collection of information require- 
ments contained in this regulation have 
been submitted to the Office of Manage- 
ment and Budget (OMB) in accordance 
with the requirements of the Paperwork 
Reduction Act of 1980. These require- 
ments have been approved by OMB. 

DRAFTING INFORMATION 

The principal author of these regula- 
tions is Carol P. Tello of the Office of 
Associate Chief Counsel (International), 
Internal Revenue Service. However, per- 
sonnel from other offices of the Internal 
Revenue Service and Treasury Depart- 
ment participated in developing the reg- 
ulations, both on matters of substance and 
style. 

Adoption of Amendments to the 
Regulations 

Accordingly, 26 CFR Part 1 and 26 CFR 
Part 602 are amended as follows: 

INCOME TAX REGULATIONS 
[26 CFR Part I] 

Paragraph 1. The authority for Part 1 

is amended by adding the following ci- 
tation: 

Authority: 26 U. S. C. 7805. * " ' Sec- 
tions 1. 924(c) — 1, 1. 924(d) — 1, and 1. 924(e)— 
1, also issued under 26 U. S. C. 924(d). 

Par. 2. Sections 1. 924(c) — 1, 1. 924(d)— 
1, and 1. 924(e)-1 are added in the appro- 
priate places to read as fofiows: 

5L924(c) — 1 Requirement that a FSC be 
managed outside the United States. 

(a) In general. Section 924(b)(1)(A) 
provides that a FSC shall be treated as 
having foreign trading gross receipts for 
the taxable year only if the management 
of the FSC during the year takes place 
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outside the United States, as provided in 
section 924(c). Section 924(c) and this 
section set forth the management activi- 
ties that must take place outside the United 
States in order to satisfy the requirement 
of section 924(b)(1)(A). Paragraph (b) of 
this section provides rules for determining 
whether the requirements of section 
924(c)(1) have been met. Section 924(c)(1) 
requires that all meetings of the board of 
directors of the FSC during the taxable 
year and all meetings of the shareholders 
of the FSC during the taxable year take 
place outside the United States. Para- 

graph (c) of this section provides rules for 
maintaining the FSC's principal bank ac- 
count outside the United States as pro- 
vided in section 924(c)(2). Paragraph (d) 
of this section provides rules for disburse- 
ments required by section 924(c)(3) to be 
made from bank accounts of the FSC 
maintained outside the United States. 

(b) Meetings of board of directors and 
meetings of shareholders must be outside 
the United States. All meetings of the board 
of directors of the FSC and all meetings 
of the shareholders of the FSC that take 
place during a taxable year must take place 
outside the United States to meet the re- 
quirements of section 924(c)(1). Only 
meetings that are formally convened as 
meetings of the board of directors or as 
shareholder meetings will be taken into 
account in determining whether those re- 

quirements have been met. In addition, 
all such meetings must comply with the 
local laws of the foreign country or pos- 
session of the United States in which the 
FSC was created or organized. The local 
laws determine whether a meeting must 

be held, when and where it must be held 

(if it is held at all), who must be present, 
quorum requirements, use of proxies, and 
so on. Where the local law permits action 

by the board of directors or shareholders 
to be taken by written consent without a 
meeting, use of such procedure will not 
constitute a meeting for purposes of sec- 
tion 924(c)(1). Section 924(c)(1) and this 
section impose no other requirements ex- 

cept the requirement that meetings that 
are actually held take place outside the 
United States. If the participants in a 
meeting are not all physically present in 

the same location, the location of the 
meeting is determined by the location of 
the persons exercising a majority of the 

voting power (including proxies) partici- 

pating in the meeting. For example, a FSC 
has five directors, and is organized in 

country A. Country A's law requires that 

a majority of the directors of a corpora- 
tion must participate in a meeting to con- 
stitute a quorum (and, thus, a meeting), 
but there is no requirement that the meet- 

ing be held in country A or that the di- 

rectors must be physically present to 
participate. One director is in country A, 
another director is in country B, and a 
third director is in the United States. These 
three directors convene a meeting by tele- 

phone that constitutes a meeting under 
the law of country A. The meeting occurs 
outside the United States because the per- 
sons exercising a majority of the voting 
power participating in the meeting are lo- 

cated outside the United States. 
(c) Maintenance of the principal bank 

account outside the United States — (1) In 
general. For purposes of section 924(c), 
the bank account that shall be regarded 
as the principal bank account of a FSC is 
the bank account from which the dis- 

bursements described in paragraph (d) of 
this section are made. A FSC may have 
more than one principal bank account. 
The bank account that is regarded as the 
principal bank account must be main- 

tained in a foreign country which meets 
the requirements of section 927(e)(3), or 
in any possession of the United States (as 
defined in section 927(d)(5)), and it must 
be so maintained at all times during the 
taxable year. For taxable years beginning 
on or after February 19, 1987, a principal 
bank account or accounts must be des- 
ignated on the annual return of the FSC 
by providing the bank name(s) and ac- 
count number(s). 

(2) Maintenance of the account in a 
bank. The bank account that is regarded 
as the principal bank account must be 
maintained in an institution that is en- 
gaged in the conduct of a banking, fi- 

nancing, or similar business, as defined in 
51. 954 — 2(d)(2)(ii) (without regard to 
whether it is a controlled foreign corpo- 
ration). The institution may be a U. S. 
bank, provided that the account is main- 
tained in a branch outside the United 
States. 

(3) Maintenance of an account outside 
the United States. Maintenance of the 
principal bank account outside the United 
States means that the account regarded 
as the principal bank account must be an 
account maintained on the books of the 
banking institution at an office outside the 
United States, but does not require that 
access to the account may be made only 
outside the United States. Instructions 
providing for deposits into or disburse- 
ments from the account may originate in 

the United States without affecting the 
status of maintenance of the account out- 
side the United States 

(4) Maintenance of the account at all 
times during the taxable year. The term 
"at all times during the taxable year" gen- 
erally means for each day of the taxable 
year. In the case of a newly created or 
organized corporation, thirty days may 
elapse between the effective date of the 
corporation's election to be treated as a 
FSC and the date a bank account is opened 
without causing the FSC to fail the re- 
quirement that it maintain its principal 
bank account outside the United States 
at all times during the taxable year. For 
example, if a corporation is created or 
organized prior to January 1, 1985 and 
makes an election to be treated as a FSC 
within the first 90 days of 1985, the elec- 
tion is effective as of January 1, 1985. 
Thus, the FSC must open a bank account 
within 30 days of January 1, or as of Jan- 
uary 31, 1985, to satisfy this requirement. 
Also, a FSC shall be treated as satisfying 
this requirement if the account that is re- 
garded as its principal bank account is ter- 
minated during the taxable year, provided 
that (i) such termination is the result of 
circumstances beyond the FSC's control, 
and (ii) the FSC establishes a new prin- 
cipal bank account within thirty days after 
such termination. A FSC may close its 
principal bank account and replace it with 

another account that qualifies under this 
paragraph (c) as a principal bank account 
at any time provided that no lapse of time 
occurs between the closing of the princi- 
pal bank account and the opening of the 
replacement account. 

(5) Other accounts. The FSC may 
maintain other bank accounts in addition 
to its principal bank account. Such other 
accounts may be located anywhere, with- 
out limitation. The mere existence of such 
other accounts will not cause the FSC to 
fail to satisfy the requirements of section 
924(c). 

(d) Disbursement of dividends, legal and 
accounting fees, and salaries of officers and 
di rectors out of the principal bank account 
of the FSC — (1) In general. All divi- 
dends, legal fees, accounting fees, salaries 
of officers of the FSC, and salaries or fees 
paid to members of the board of directors 
of the FSC that are disbursed during the 
taxable year must be disbursed out of bank 
account(s) of the FSC maintained outside 
the United States. Such an account is 
treated as the principal bank account of 
the FSC for purposes of section 924(c). 
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Dividends, however, may be netted against 
amounts owed to the FSC (e. g. , commis- 
sions) by a related supplier through book 
entries. If the FSC regularly disburses its 
legal or accounting fees, salaries of offi- 
cers, and salaries or fees of directors out 
of its principal bank account, the occa- 
sional, inadvertent payment by mistake of 
fact or law of such amounts out of another 
bank account will not be considered a dis- 

bursement by the FSC if, upon determi- 
nation that such payment was made from 
another account, reimbursement to such 
other account is made from the principal 
bank account of the FSC within a reason- 
able period from the date of the deter- 
mination. Disbursement out of the 
principal bank account of the FSC may 
be made by transferring funds from the 
principal bank account to a U. S. account 
of the FSC provided that (i) the payment 
of the dividends, salaries or fees to the 
recipients is made within 12 months of the 
transfer, (ii) the purpose of the expend- 
itures is designated and, (iii) the payment 
of the dividends, salaries or fees is ac- 

tually made out of the same U. S. account 
that received the disbursement from the 
principal bank account. 

(2) Reimbursement. Legal or account- 

ing fees, salaries of officers, and salaries 
or fees of directors that are paid by a re- 
lated person wholly or partially on behalf 
of a FSC must be reimbursed by the FSC. 
The amounts paid by the related person 
are not considered disbursed by the FSC 
until the related person is reimbursed by 
the FSC. The related person must be 
reimbursed no later than the last date pre- 
scribed for filing the FSC's tax return (in- 
cluding extensions) for the taxable year 
to which the reimbursement relates. Any 
reimbursement for amounts paid on be- 

half of the FSC must be disbursed out of 
the FSC's principal bank account (and not 
netted against any obligation owed by the 
related person to the FSC), as set forth 
in paragraph (c) of this section. To de- 

termine the amounts paid on behalf of the 

FSC, the FSC may rely upon a written 

statement or invoice furnished to it by the 
related person which shows the following: 

(i) the actual fees charged for perform- 

ing the legal or accounting services for the 
FSC or, if such fees cannot be ascertained 

by the related person, a good faith esti- 

mate thereof, and the actual salaries or 
fees paid for services as officers and di- 

rectors of the FSC, and 

(ii) the person who performed or pro- 
vided the services. 

(3) Good Faith Exception. If, after the 

FSC has filed its tax return, a determi- 

nation is made by the Commissioner that 

all or a part of the legal or accounting 

fees, salaries of officers, and salaries or 
fees of directors of the FSC were paid by 

a related person without receiving reim- 

bursement, the FSC may, nonetheless, 

satisfy the requirements of section 
924(c)(3) if the fees and salaries were paid 

by the related person in good faith, and 

the FSC reimburses the related person for 
the fees and salaries paid within 90 days 

after the determination. The reimburse- 
ment shall be treated as made as of the 

end of the taxable year of the FSC for 
which the reimbursement is made. 

(4) Dividends — (i) Definition. For 
purposes of section 924(c) and this section 

only, the term "dividends" refers solely 
to cash dividends (including a dividend 

paid in a foreign functional currency) ac- 

tually paid pursuant to a declaration or 
authorization by the FSC. Accordingly, a 
"dividend" will not include a constructive 
dividend that is deemed to be paid (re- 
gardless of the source of such constructive 
dividend) or a distribution of property that 
is a dividend under section 316 other than 
a distribution of U. S. dollars or a foreign 
functional currency. 

(ii) Offset accounting entries. Payment 
of dividends by the FSC to its related sup- 

plier may be in the form of an accounting 
entry offsetting an amount payable to the 
related supplier for the dividend against 
an existing debt owed to the FSC. The 
offset accounting entries must be clearly 
identified in the books of account of both 
the related supplier and the FSC. 

(5) Legal and accounting fees. For pur- 
poses of this section, legal and accounting 
fees do not include salaries paid to legal 
and accounting employees of the FSC (or 
a related person). Legal and accounting 
fees are limited to fees paid to indepen- 
dent persons performing legal or account- 
ing services for or with respect to the FSC. 

(6) Salaries of officers and directors. For 
purposes of this section, salaries of offi- 

cers and salaries or fees of directors are 
only those salaries or fees paid for services 
as officers or directors of the FSC. Salar- 
ies do not include reimbursed travel and 
entertainment expenses. If an individual 

officer, director, or employee of a related 
person is also an officer or director of a 
FSC and receives additional compensa- 
tion for services performed for the FSC, 
the portion of the compensation paid to 
the individual which is for services per- 

formed for the FSC is required to be dis- 

bursed out of the FSC's principal bank 
account. For purposes of this section, the 
term "compensation" is defined as set forth 

in paragraphs (d)(1) and (2) of li1. 415 — 2. 

tt1. 924(d) — I Requirement that economic 
processes take place outside the United 
States. 

(a) In general. Section 924(b)(1)(B) 
provides that a FSC has foreign trading 
gross receipts from any transaction only 

if economic processes with respect to such 
transaction take place outside the United 
States as provided in section 924(d). Sec- 
tion 924(d) and this section set forth the 
rules for determining whether a sufficient 
amount of the economic processes of a 
transaction take place outside the United 
States. Generally, a transaction will qual- 

ify if the FSC satisfies two different re- 
quirements: participation outside the 
United States in the sales portion of the 
transaction, and satisfaction of either the 
50-percent or the 85-percent foreign di- 

rect cost test. The activities comprising 
these economic processes may be per- 
formed by the FSC or by any other person 
acting under contract with the FSC. (All 
references to "FSC" in tili1. 924(d) — I and 
1. 924(e) — I shall mean the FSC or, if ap- 
plicable, the person performing the rel- 
evant activity under contract on behalf of 
the FSC). The FSC may act upon standing 
instructions from another person in the 
performance of any activity, whether a 
sales activity under paragraph (c) of this 
section or an activity relating to the dis- 

position of export property under para- 
graph (d) of this section and F11. 924(e) — 1. 
The identity of the FSC as a separate en- 
tity is not required to be disclosed in the 
performance of any of the activities com- 
prising the economic processes. Except as 
otherwise provided, the location of any 
activity is determined by the place where 
the activity is initiated by the FSC, and 
not by the location of any person trans- 
mitting instructions to the FSC. 

(b) Activities performed by another 
person — (1) In general. Any person, 
whether domestic or foreign, and whether 
related or unrelated to the FSC, may per- 
form any activity required to satisfy this 
section, provided that the activity is per- 
formed pursuant to a contract for the per- 
formance of that activity on behalf of the 
FSC. Such a contract may be any oral or 
written agreement which constitutes a 
contract at law. The person performing 
the activity is not required to enter into 
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a contract directly with the FSC and, thus, 
may be a direct or indirect subcontractor 
of a person under contract with the FSC. 
For example, assume that a buy-sell FSC 
enters into an agreement with its related 
supplier in which the related supplier agrees 
to perform on behalf of the FSC all sales 
activities with respect to the FSC's trans- 
actions with its foreign customers. Through 
its existing agreements with a domestic 
unrelated person, the related supplier 
subcontracts the performance of these ac- 
tivities to the domestic unrelated person, 
who, in turn, subcontracts the perform- 
ance of the sales activities to foreign sales 
agents. The sales activities performed by 
the foreign sales agents are considered to 
be performed on behalf of the FSC for 
purposes of meeting the requirements of 
section 924(d)(1)(A). 

(2) Proof of Compliance. If the FSC 
does not perform the activity itself, it must 
maintain records adequate to establish, 
with respect to each transaction or group 
of transactions, that the activity was per- 
formed and that the performance of such 
activity took place outside the United 
States. If the person who performed the 
activity on behalf of the FSC is an inde- 
pendent contractor, the FSC may rely upon 
a written declaration from that person 
stating that the activities were performed 
by that person on behalf of the FSC, and 
were performed outside the United States. 
An invoice or a receipt for payment will 

be considered to be such a written dec- 
laration if it specifies that the activities 
were performed outside the United States 
or specifies a particular place outside the 
United States where the activities were 
performed. If the person performing the 
activities on behalf of the FSC is a related 
person, the FSC must maintain records 
adequate to establish that the activities 
were actually performed and where the 
activities were performed. Such records 
may be stored with the related person 
provided that the FSC makes such records 
available to the Commissioner upon re- 
quest. 

(c) Participation outside the United 
States in the sales portion of the transac- 
tion — (1) In general. The requirement of 
section 924(d)(1)(A) is met with respect 
to the gross receipts of a FSC derived from 

any transaction if the FSC has partici- 
pated outside the United States in the so- 
licitation, the negotiation, or the making 
of the contract relating to such transaction 
(hereinafter described as "sales activi- 
ties"), as provided in this paragraph (c). 
A sale need not occur in order that the 

solicitation or negotiation tests be satis- 

fied. Once the FSC has participated out- 

side the United States in an activity that 

constitutes the solicitation, negotiation, 
or the making of the contract with respect 
to a transaction, any prior or subsequent 

activity by the FSC with respect to such 

transaction that would otherwise consti- 

tute the sales activity will be disregarded 
for purposes of determining whether the 
FSC has met the requirements of section 

924(d)(1)(A). For example, if a FSC sells 

a product to a foreign customer by first 

meeting with the customer in New York 
to discuss the product and then by mailing 

to it from outside the United States a bro- 

chure describing the product, the prior 
meeting is disregarded and only the mail- 

ing is considered in determining whether 

there was solicitation outside the United 
States by the FSC with respect to the 
transaction which has occurred. 

(2) Solicitation (other than advertis- 

ing). For purposes of this paragraph (c), 
"solicitation" refers to any communica- 

tion (by any method, including, but not 
limited to, telephone, telegraph, mail, or 
in person) by the FSC, at any time during 
the 12 month period (measured from the 
date the communication is mailed or 
transmitted) immediately preceding the 
execution of a contract relating to the 
transaction to a specific, targeted cus- 
tomer or potential customer, that specif- 
ically addresses the customer's attention 
to the product or service which is the sub- 

ject of the transaction. For purposes of 
paragraph (c)(2) of this section, com- 
munication by mail means depositing the 
communication in a mailbox. Except as 

prodded in 51. 924(e)-1(a)(1) with re- 
spect to second mailings, activities that 
would otherwise constitute advertising 
(such as sending sales literature to a cus- 
tomer or potential customer) will be con- 
sidered solicitation if the activities are 
directed at a specific, targeted customer 
or potential customer, and the costs of the 

activity are not taken into account as ad- 
vertising under the foreign direct cost tests. 
Activities that would otherwise constitute 
sales promotion (such as a promotional 
meeting in person with a customer) will 

be considered to be solicitation if the ac- 
tivities are directed at a specific, targeted 
customer or potential customer, and the 
costs of the activity are not taken into 
account as sales promotion under the for- 
eign direct cost tests. Except as provided 
in $1. 924(e) — 1(a)(1) with respect to sec- 
ond mailings, the same or similar activi- 
ties cannot be considered both solicitation 

and advertising, or both solicitation and 
sales promotion, with respect to the same 
customer. Solicitation, however, may take 
place at the same time as, and in con- 
junction with, another sales activity. Ad- 
ditionally, it may take place with respect 
to any person, whether domestic or for- 

eign, and whether or not related to the 
FSC. 

(3) Negotiation. For purposes of this 

paragraph (c), "negotiation" refers to any 
communication by the FSC to a customer 
or potential customer aimed at an agree- 
ment on one or more of the terms of a 
transaction, including, but not limited to, 
price, credit terms, quantity, or time or 
manner of delivery. For purposes of this 

paragraph (c)(3), communication by mail 

has the same meaning as prodded in par- 
agraph (c)(2) of this section. Negotiation 
does not include the mere receipt of a 
communication from a customer (such as 

an order) that includes terms of a sale. 
Negotiation may take place at the same 
time as, and in conjunction with, another 
sales activity. Additionally, it may take 
place with respect to any person, whether 
domestic or foreign, and whether or not 
related to the FSC. 

(4) Making of a contract. For purposes 
of this paragraph (c), "making of a con- 
tract" refers to performance by the FSC 
of any of the elements necessary to com- 

plete a sale, such as making an offer or 
accepting an offer. A requirements con- 
tract is considered an open offer to be 
accepted from time to time when the cus- 
tomer submits an order for a specified 
quantity. Thus, the acceptance of such an 
order will be considered the making of a 
contract. The written confirmation by the 
FSC to the customer of the acceptance of 
the open order will also be considered the 
making of a contract. Acceptance of an 
unsolicited bid or order is considered the 
"making of a contract" even if no solici- 
tation or negotiation occurred with re- 

spect to the transaction. The written 
confirmation by the FSC to the customer 
of an oral or written agreement which 

confirms variable contract terms, such as 

price, credit terms, quantity, or time or 
manner of delivery, or specifies (directly 
or by cross-reference) additional contract 
terms will be considered the making of a 
contract. A written confirmation is any 

confirmation expressed in writing, includ- 

ing a telegram, telex, or other similar 

written communication. The making of a 

contract may take place at the same time 

as, and in conjunction with, another sales 
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activity. Additionally, it may take place 
with respect to any person, whether do- 
mestic or foreign, and whether or not re- 
lated to the FSC. 

(5) Grouping transactions. Generally, 
the sales activities under this paragraph 
(c) are to be applied on a transaction-by- 
transaction basis. By annual election of 
the FSC, however, any of the sales activ- 
ities may be applied on the basis of a group 
as set forth in this paragraph (c)(5). Any 
groupings used must be supported by ad- 
equate documentation of performance of 
activities relating to the groupings used. 
An election by the FSC to group trans- 
actions must be made on its annual in- 
come tax return. The FSC, however, may 
amend its tax return to group in a manner 
different from that elected on its original 
return before the expiration of the statute 
of limitations. 

(i) Standards of groups. A determi- 
nation by a FSC as to a grouping will be 
accepted by a district director if such de- 
termination conforms to any of the fol- 
lowing standards: 

(A) Product or product line groupings. 
A product or product line grouping may 
be based upon either a recognized trade 
or industry usage, or upon a two digit 
major group (or on any inferior classifi- 
cation or combination of inferior classi- 
fications within a major group) of the 
Standard Industrial Classification as pre- 
pared by the Statistical Policy Division of 
the Office of Management and Budget, 
Executive Office of the President. For 
taxable years beginning on or before Feb- 
ruary 19, 1987, any sales activity that is 
performed outside the United States with 

respect to any transaction covered by the 
product or product line grouping during 
the FSC's taxable year shall apply to all 
transactions covered by the product or 
product line. However, for taxable years 
beginning after February 19, 1987, the re- 
quirement of section 924(d)(1)(A) is met 
with respect to all transactions covered by 
the product or product line grouping only 
if the sales activities are performed out- 
side the United States with respect to cus- 

tomers with sales representing either: (i) 
20-percent or more of the foreign trading 
gross receipts of the product or product 
line grouping during the current year or 
(ii) 50 percent or more of the foreign trad- 

ing gross receipts of the product or prod- 
uct line grouping for the prior year 
irrespective of whether any sales occurred 
within the current year to the prior year 
customers. If during the prior taxable year, 

the controlled group of which the FSC is 

a member had a DISC or interest charge 
DISC, the FSC may use the 50 percent 
rule with respect to the preceding DISC 
or interest charge DISC year, substituting 

qualified export receipts for foreign trad- 
ing gross receipts. A corporation which 

has not been treated in the prior year as 
a FSC, interest charge DISC, or DISC 
does not have to meet either the 20 per- 
cent test or the 50 percent test for the first 

year in which it is treated as a FSC. 
(B) Customer groupings. A customer 

grouping includes all transactions of the 
FSC with a particular customer during the 
FSC's taxable year. Thus, any sales activ- 
ity that is performed outside the United 
States with respect to any transaction with 
the customer during the taxable year shall 

apply to all transactions within the cus- 
tomer grouping. 

(C) Contract groupings. A contract 
grouping includes all transactions of the 
FSC under a particular contract for a tax- 
able year. Thus, any sales activity that is 
performed outside the United States with 
respect to any transaction under the con- 
tract will apply to all transactions under 
the contract for such taxable year. For 
long-term contracts between unrelated 
parties, the sales activities tests need be 
satisfied only once for the life of the con- 
tract. With respect to requirements con- 
tracts and long-term contracts between 
related parties, the sales activities test must 
be satisfied annually. 

(D) Product or product line groupings 
within customer or contract groupings. 
Groupings may be based upon product or 
product line groupings within customer or 
contract groupings. If, however, the pri- 
mary grouping is a customer or contract 
grouping, the 20 percent test set forth in 
subdivision (A) of this paragraph relating 
to product or product line grouping will 
not be applicable. 

(ii) Transactions included in a group- 
ing. A choice by a FSC to group trans- 
actions shall generally apply to all 
transactions within the scope of that 
grouping. The choice of a grouping, how- 
ever, applies only to transactions covered 
by the grouping and, for transactions not 
encompassed by the grouping, the deter- 
minations may be made on a transaction- 
by-transaction basis or other grouping ba- 
sis. For example, a FSC may choose a 
product grouping with respect to one 
product and use the transaction-by-trans- 
action method for another product within 
the same taxable year. In addition, if a 
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FSC applies sales activity rules on the ba- 
sis of other types of groupings, such as all 
sales to a particular customer, transac- 
tions included in those other groupings 
shall be excluded from product groupings. 

(tii) Different groupings allowed for 
different purposes. A choice by the FSC 
to group transactions may be made sep- 
arately for each of the sales activities un- 

der section 924(d)(1)(A). Groupings used 
for purposes of section 924(d)(1)(A) will 

have no relationship to groupings used for 
other purposes, such as satisfying the for- 
eign direct cost tests. This paragraph (c)(5) 
does not apply for purposes of section 925. 

(6) Examples. The provisions of this 
paragraph (c) may be illustrated by the 
following examples: 

Example (I). In November, a calendar year FSC 
mailed from its foreign office its catalog to a potential 
foreign customer. The catalog displayed numerous 
products along with a brief description and the price 
of each. In February of the following year, the FSC 
sold to the customer a product displayed in the cat- 
alog. Since the FSC communicated with the customer 
during the 12-month period prior to the sale, although 
during the previous taxable year, the FSC participated 
outside the United States in the solicitation relating 
to the transaction. 

Exnmp(e (2). A FSC with a taxable year ending 
April 30, 1986, solicits customer X during that taxable 
year with respect to product A. In the previous tax- 
able year, the FSC sold product A to customers V, 
W, X, Y, Z, none of whom were customers in the 
taxable year ending April 30, 1986. The sales pro- 
ceeds from sales to customer X represented 50 per- 
cent of the foreign trading gross receipts for the previous 
FSC year. The FSC meets the 50 percent test for 
product or product line grouping for the taxable year 
ending April 30, 1986. If the facts were changed so 
that there was not a FSC, DISC or interest charge 
DISC in the same controlled group in the previous 
taxable year, the single solicitation directed to any 
customer would qualify au transactions within the 
product group as meeting the solicitation requirement 
for that taxable year. For subsequent taxable years, 
the 50 percent test or the 20 percent test would be 
applicable. 

Example (3). A FSC earns commissions on the sale 
of export property by its domestic related supplier to 
United States wholesalers for final sale to foreign cus- 
tomers. The related supplier receives an order from 
one of its United States wholesalers. The related sup- 
plier telephones the United States whoksaler to in- 
form it of the new price and the probability of another 
price increase saon. The United States wholesaler 
orally agrees to the new price and the related supplier 
instructs the FSC to telex the wholesaler from its for- 
eign office a confirmation that the product will be sold 
at the current new price. The written confirmation by 
the FSC of an oral agreemcnt on a variable contract 
term constitutes the making of a contract. Thus, the 
requirements of section 924(d)(1)(A) are met with 
respect to the transaction relating to the product. 

(d) Satisfaction of either the 50-percent 
or the 85-percent foreign direct cost test— 
(1) In general. Section 924(d)(1)(B) re- 
quires, in order for the gross receipts of 
a transaction to qualify as foreign trading 
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gross receipts, that the foreign direct costs 
incurred by the FSC attributable to the 
transaction equal or exceed 50 percent of 
the total direct costs incurred by the FSC 
attributable to the transaction. The direct 
costs are those costs attributable to activ- 
ities described in the five categories of 
section 924(e). Section 924(d)(2) provides 
that, instead of satisfying the 50-percent 
foreign direct cost test of section 
924(d)(1)(B), the FSC may incur foreign 
direct costs attributable to activities de- 
scribed in each of two of those categories 
that equal or exceed 85 percent of the 
total direct costs incurred by the FSC at- 
tributable to the activity described in each 
of the two categories. If no direct costs 
are incurred by the FSC in a particular 
category, that category shall not be taken 
into account for purposes of determining 
satisfaction of either the 50-percent or the 
85-percent foreign direct cost test. If any 
amount of direct costs is incurred in a 
particular category, that category shall be 
taken into account for purposes of the 
foreign direct costs tests. 

(2) Direct costs — (i) Definition of di- 
rect costs. For purposes of section 924(d), 
direct costs are those costs which are in- 

cident to and necessary for the perform- 
ance of any activity described in section 
924(e). Direct costs include the cost of 
materials which are consumed in the per- 
formance of the activity, and the cost of 
labor which can be identified or associated 
directly with the performance of the ac- 
tivity (but only to the extent of wages, 
salaries, fees for professional services, and 

other amounts paid for personal services 
actually rendered, such as bonuses or 
compensation paid for services on the ba- 
sis of a percentage of profits). Direct costs 
also include the allowable depreciation 
deduction for equipment or facilities (or 
the rental cost for use thereof) that can 
be specifically identified or associated with 

the activity, as well as the contract price 
of an activity performed on behalf of the 
FSC by a contractor. If costs of services 
or the use of facilities are only incidentally 
related to the performance of an activity 
described in section 924(e), only the in- 

cremental cost is considered to be identi- 
fied directly with the activity. For example, 
supervisory, administrative, and general 
overhead expenses, such as telephone ser- 
vice, normally are not identified directly 
with particular activities described in sec- 
tion 924(e). The cost of a long distance 
telephone call made to arrange for deliv- 

ery of export property, however, is iden- 
tified directly with the activities described 

percent foreign direct cost test, however, 
foreign direct costs are determined sep- 
arately for each paragraph of section 
924(e). 

(5) Fifty percent foreign direct cost test. 
To satisfy the requirement of section 
924(d)(1)(B), the foreign direct costs in- 

curred by the FSC attributable to the 
transaction must equal or exceed 50 per- 
cent of the total direct costs attributable 
to the transaction. This test looks to the 
cost of the activities described in section 
924(e) on an aggregate basis; therefore, 
it is not necessary that the foreign direct 
costs of each activity, or of each para- 

graph section 924(e), equal or exceed 50 
percent of the total direct costs of that 
activity or paragraph. 

(6) Eighty-five percent foreign direct cost 
test — (i) General rule. To satisfy the re- 
quirement of section 924(d)(2), the for- 
eign direct costs of a transaction incurred 

by the FSC attributable to activities de- 

scribed in each of at least two paragraphs 
of section 924(e) must equal or exceed 85 
percent of the total direct costs attribut- 
able to activities described in that para- 
graph. This test looks to costs of the 
activities on a paragraph-by-paragraph 
basis (but not on an activity-by-activity 
basis). As an example, the foreign direct 
costs of advertising and sales promotion 
are aggregated with each other for this 

purpose, but they are not aggregated with 
the foreign direct costs of transportation. 

(ii) Satisfaction of the 85-percent test. 

If, after the FSC files its tax return indi- 

cating that it has satisfied the 85-percent 
foreign direct cost test with respect to each 
of at least two paragraphs of subsection 
924(e) and a determination is made by the 
Commissioner that the foreign direct costs 
attributable to one or both of the two par- 
agraphs of section 924(e) specified on the 
return did not equal or exceed 85 percent 
of the total direct costs attributable to such 

activities, the FSC may, nonetheless, sat- 

isfy the 85-percent foreign direct cost test 
if the foreign direct costs attributable to 
any two paragraphs of section 924(e) equal 
or exceed 85 percent of the total direct 
costs attributable to those other para- 
graphs. 

(e) Grouping transactions. Generally, 
the foreign direct cost tests under para- 

graph (d) of this section are to be applied 
on a transaction-by-transaction basis. By 
annual election of the FSC, however, the 

foreign direct cost tests may be applied 

on a customer, contract or product or 
product line grouping basis. Any group- 

in section 924(e)(2). Direct costs for pur- 

poses of section 924(d) do not necessarily 

include all of the expenses taken into ac- 

count for purposes of determining the tax- 

able income of the FSC or the combined 

taxable income of the FSC and its related 

supplier. 
(ii) Allocation of direct costs. For pur- 

poses of this section only, if costs are iden- 

tified with more than one activity (whether 

or not all of the activities are described 
in section 924(e)), the portion of the costs 
attributable to each activity shall be de- 

termined by allocating the costs among 
the actiinties in any manner that is con- 
sistently applied and, if applicable, that 

reasonably reflects relative costs that would 

be incurred by performing each activity 

independently. If costs of an activity are 
attributable to more than one transaction 
or grouping of transactions, the portion 
of the costs attributable to each transac- 
tion or grouping shall be determined by 
allocating the costs among the transac- 
tions or groupings in any manner that is 
consistently applied and, if applicable, that 
reasonably reflects relative costs that would 

be incurred by performing the activity in- 

dependently with respect to each trans- 
action or grouping. 

(3) Total direct costs. The term "total 
direct costs" means all of the direct costs 
of any transaction attributable to activi- 
ties described in any paragraph of section 
924(e). For purposes of the 50-percent 
foreign direct cost test of section 924(d) 
(1)(B), total direct costs are determined 
based on the direct costs of all activities 
described in all of the paragraphs of sec- 
tion 924(e). For purposes of the 85-per- 
cent foreign direct cost test of section 
924(d)(2), however, the total direct costs 
are determined separately for each par- 
agraph of section 924(e). If more than one 
activity is included within a paragraph of 
section 924(e), direct costs must be in- 
curred with respect to at least one activity 
listed in the paragraph. If costs are in- 
curred with respect to more than one ac- 
tivity, all direct costs must be considered 
for purposes of satisfying the direct costs 
test. 

(4) Foreign direct costs. The term "for- 
eign direct costs" means the portion of 
the total direct costs of any transaction 
which is attributable to activities per- 
formed outside the United States. For 
purposes of the 50-percent foreign direct 
cost test, foreign direct costs are deter- 
mined based on the direct costs of all ac- 
tivities described in all of the paragraphs 
of section 924(e). For purposes of the 85- 
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ings used must be supported by adequate 
documentation of performance of activi- 
ties and costs of activities relating to the 
groupings used. An election by the FSC 
to group transactions must be made on its 
annual income tax return. The FSC may, 
however, amend its tax return before the 
expiration of the statute of limitations un- 
der section 6501 of the Code to group in 
a manner different from that elected on 
its original return. 

(1) Standards for groupings. A deter- 
mination by a FSC as to a grouping will 

be accepted by the district director if such 
determination conforms to any of the fol- 
lowing standards: 

(i) Product or product line groupings. 
A product or product line grouping may 
be based either on a recognized trade or 
industry usage, or on a two digit major 
grouping (or on any inferior classification 
or combination of inferior classifications 
within a major grouping) of the Standard 
Industrial Classification as prepared by the 
Statistical Policy Division of the ONce of 
Management and Budget, Executive Of- 
fice of the President. 

(ii) Customer groupings. A customer 
grouping includes all transactions of the 
FSC with a particular customer during the 
FSC's taxable year. 

(iii) Contract groupings. A contract 
grouping includes all transactions of the 
FSC under a particular contract, including 
a requirements contract. The tests will be 
applied to all transactions within a con- 
tract grouping during each taxable year 
of the FSC; however, by election of the 
FSC, all transactions under a contract that 
occur in the first or the last year of the 
contract may be included with, respec- 
tively, the next succeeding or the imme- 

diately preceding taxable year in applying 
these tests. For example, if with respect 
to transactions during the first calendar 
year of a 5-year contract, a calendar year 
FSC incurs direct costs attributable to the 
transactions of $100X for advertising, all 

of which are foreign direct costs, and $10X 
for processing of customers orders and for 
arranging for delivery, $9X (or 90 percent 
of the total direct costs) of which are for- 

eign direct costs, the FSC has satisfied the 
85-percent foreign direct cost test with re- 
spect to those transactions for the taxable 
year. If with respect to transactions during 

the second year of the contract, the FSC 
only incurs $18X of direct costs for proc- 
essing of customer orders and arranging 
for delivery, $15X (83. 3 percent of the 
total direct costs) of which are foreign di- 
rect costs, the FSC may include the trans- 

actions from the first year of the contract 
to meet the 85-percent foreign direct cost 
test in the second taxable year. Thus, with 

respect to the transactions in the second 

year, the FSC satisfies the foreign direct 
costs test for advertising (because the en- 

tire $100X of direct costs are foreign di- 

rect costs) and for processing of customer 
orders and arranging for delivery (be- 
cause of the $28X of direct costs, $24X or 
85. 7 percent of the total direct costs are 
foreign direct costs). If, however, with re- 

spect to transactions in the third year, the 
FSC satisfies the foreign direct costs test, 
those transactions cannot be included with 

the transactions in the fourth year. The 
FSC may aggregate the direct costs in the 
fourth and fifth years in the same manner 
as for the first and second years as de- 

scribed above in order to satisfy the 85 
percent foreign direct costs test. 

(iv) Product or product line groupings 
within customer or contract groupings. 
Groupings may be based on product or 
product line groupings within customer or 
contract groupings. 

(2) Transactions included in a group- 
ing. An election by the FSC to group 
transactions shall generally apply to all 

transactions within the scope of that 
grouping. The election of a grouping, 
however, applies only to transactions cov- 
ered by the grouping and, as to transac- 
tions not encompassed by the grouping, 
the determinations may be made on a 
transaction-by-transaction basis or other 
grouping basis. For example, the FSC may 
elect a product grouping with respect to 
one product and elect the transaction-by- 
transaction method for another product 
within the same taxable year. In addition, 
if a FSC is permitted to apply either the 
50-percent or the 85-percent foreign di- 
rect cost test on the basis of other types 
of groupings, such as all transactions with 

respect to a particular customer, trans- 
actions included in those other groupings 
shall be excluded from product groupings. 

(3) Different groupings allowed for dif- 
ferent purposes. An election by the FSC 
to group transactions may be made sep- 
arately for each of the activities relating 
to disposition of export property under 
section 924(d)(1)(B) or section 924(d)(2). 
Groupings used for purposes of section 
924 will have no bearing on groupings for 
other purposes. This paragraph (e) does 
not apply for purposes of section 925. 

(f) Exception for foreign military prop- 
erty — (1) General rule. The requirements 
of this section do not apply to any activ- 
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ities performed in connection with foreign 
military sales except those activities de- 
scribed in section 924(e). The FSC is 

deemed to have satisfied the requirements 
of section 924(d)(1)(A). 

(2) Example. The principles of para- 
graph (f)(l) of this section may be illus- 

trated by the following example: 

Example. A FSC earns commissions on foreign mil- 

itary sales by its related supplier. AH solicitation, ne- 

gotiation, and contract making activities occur in the 
United States solely between the related supplier and 
the United States government. The property is deliv- . 

ered, title passes, and payment is made in the United 

States in accordance with standard United States gov- 

ernment practices. The FSC incurs costs in the amount 

of $155X to process the government's orders and ar- 

range for delivery of the goods, aH of which are for- 

eign direct costs. In addition, it incurs foreign direct 
costs in the amount of $250X for assembling and 

transmitting its final invoice to the government from 

outside the U. S. and foreign direct costs of $200X 
associated with receiving payment from the related 
supplier in accordance with the rules of $1. 924(e)— 
1(d)(2)(iii). No other activities occur with respect to 
the foreign military sales. The FSC has satisged the 
85-percent foreign direct cost test and thus has foreign 
trading gross receipts with respect to the foreign rail- 

itary sales. The fact that the FSC did not participate 
outside the United States in any of the sales activities 
has no bearing on the qualiacation of the receipts 
since the FSC is deemed to have met the requirements 

of $924(d)(1)(A). 

li1. 924(e) — 1 Activities relating to the dis- 
position of export property. 

(a) Advertising and sales promotion. 
For purposes of section 924(e), advertis- 
ing and sales promotion are defined as 
follows. 

(1) Advertising — (i) Advertising de- 

fined — (A) General rule. Advertising 
means the announcement or description 
of property or services described in sec- 
tion 924(a), in some medium of mass com- 
munication (such as radio, television, 
newspaper, trade journals, mass mailings, 
or billboards), in order to induce multiple 
customers or potential customers to buy 
or rent the property or services from the 
FSC or related supplier. Advertising is 
not required to be directed to the general 
public, but may be focused toward any 
group of export customers or potential 
export customers. Advertising except for 
the advertising described in r)1. 924(e)— 
1(a)(1)(B) must describe one or more 
specific products or product lines (or ser- 
vices) and identify the product as a prod- 
uct offered by the FSC or related supplier. 
Advertising intended solely to build a fa- 
vorable image of a company or group of 
companies is not included in this defini- 
tion of advertising. Additionally, adver- 
tising primarily directed at customers or 
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potential customers in the United States 
is not included in this definition of ad- 
vertising, nor is advertising related to 
property or services not described in sec- 
tion 924(a). 

(B) Special rules for sales fo disfribu- 
fors. If the customer is a distributor 
(whether domestic or foreign, related or 
unrelated to the FSC), an expense that is 
incurred by the distributor and charged 
to the FSC or related supplier as a re- 
duction in the purchase price or as a sep- 
arate charge for an announcement or 
description described in paragraph 
(a)(1)(A) of this section to induce the dis- 
tributor's customers, potential customers, 
or the ultimate users to buy or rent the 
property or services is advertising for these 
purposes (i) if the FSC incurs 20 percent 
or more of the total advertising costs of 
the distributor or (ii) if the FSC pays the 
total charge of an advertisement either 
directly or indirectly. For these purposes, 
a distributor is anyone other than an end 
user or a final consumer. A FSC may incur 
direct advertising costs to a foreign end 
consumer even though the FSC sells to a 
U. S. distributor. 

(ii) Direct costs of advertising. Direct 
costs of advertising include costs of trans- 
mitting, displaying, or distributing the ad- 
vertising to customers or potential 
customers and the costs of printing in the 
case of sales literature, but do not include 
fees paid to an independent advertising 
agency to develop the announcement or 
description, translation costs, or costs of 
preparing the announcement or descrip- 
tion for potential use as advertising. Di- 
rect costs of sending sales literature to 
customers or potential customers may be 
taken into account as advertising costs as 
long as the activity is not taken into ac- 
count for purposes of the sales activity 
requirements of (11. 924(d) — 1(c). 

(iii) Location of advertising. 

(A) General Rule. The location of ad- 
vertising activity is the place to which the 
advertising is transmitted, displayed, dis- 

tributed, mailed, or otherwise conveyed 
to the customers or potential customers 
(or in the case of advertising described in 

paragraph (a)(i)(B) of this section, the 
distributor's customers, or the ultimate 
users). For example, a television adver- 
tisement that is broadcast to a foreign 
country constitutes advertising activity 
outside the United States even though the 
broadcast signal originates in the United 
States. Therefore, the cost of that adver- 

tising activity is a foreign cost. The FSC 

may rely upon the distribution statistics 
of the publisher of print media or the 
broadcaster of broadcast media through 
which the advertising is distributed. If the 
distribution statistics show that 85 percent 
or more of the readership, radio listeners, 
or viewership are outside the United States, 
all direct costs of advertising are consid- 
ered foreign direct costs of advertising. 

B) Foreign editions of journals, mttg- 

azines, efc. Costs related to advertising in 

foreign English editions of U. S. publica- 
tions as well as advertising in any publi- 
cation in a foreign language are foreign 
direct costs. 

(C) United States editions. Costs re- 
lated to advertising in United States pub- 
lications are not treated as direct costs 
even if the publication also has a foreign 
edition in English. 

(iv) Second mailings. In general, direct 
costs of sending sales literature to cus- 
tomers may be treated as solicitation or 
advertising, but not both. A distinction 
may be made, however, between a first 
and second mailing so that one may be 
treated as advertising and the other may 
be treated as solicitation. To qualify un- 

der this second mailing rule, the two mail- 

ings must be generically different items 
such as a price list and a description of 
the product itself. An amended price list 
would not be distinguishable from an 
original price list and would, therefore, 
not constitute a second mailing. 

(v) Examples. The principles of para- 
graph (a)(1) of this section may be illus- 

trated by the following examples: 

Example (1). The related supplier, under contract 
with a buy-selt FSC to advertise export product D on 
the FSC's behalf to its foreign unrelated customers, 
engaged a French advertising agency to develop an 
advertising campaign to induce French customers to 
buy the product. As a part of tbe advertising cam- 

paign, the agency places a one-page advertisement in 
a relevent French trade journal. The advertisement 
constitutes advertising within the meaning of para- 
graph (a)(1) of this section. 

Example (2). A United States weekly magazine 
publishes, in addition to its United States edition, a 
Canadian edition in English and a Mexican edition in 

Spanish. A FSC incurs costs of $200 X for a one-page 
display in each of the three editions for a total ad- 
vertising cost of $600 X. The $200 X cost relating to 
the advertising in the United States edition is not a 
direct cost because it relates to United States sales. 
The total costs of $400 X relating to advertising in 

the English language Canadian edition and the Span- 
ish language Mexican edition are foreign direct costs. 

Example (3) . A FSC earns commissions on the sale 
of export product E by its domestic related supplier 
to United States distributors for resale to Canadian 
retail customers. The related supplier, under contract 
with the FSC to advertise product E, pays an amount 

equal to 1-percent of its annual gross receipts with 

respect to product E under a cooperative advertising 

arrangement with the distributor. The amount, which 
represents 20 percent of the total advertising costs for 
product E, is reimbursed by tbe FSC. The 20-percent 
amount represents a significant portion of the total 
advertising costs and thus constitutes advertising within 

the meaning of paragraph (a)(1)(i) of this section. 

Example (4). A FSC mails two items to each cus- 

tomer on its customer list within one taxable year. 
The first mailing consists of a price list which merely 
lists the various products by name and provides a price 
next to each product name. The second mailing con- 

sists of a brochure which fully describes and illustrates 
each product. The two mailings are generically dif- 

ferent. Therefore, one mailing may be counted as 

advertising while the other maiTing may be counted 
as solicitation. 

(2) Sales promotion — (i) Sales pro- 
motion defined. Sales promotion means 
an appeal made in person to an export 
customer or potential export customer for 
the sale or rental of property or services 
described in section 924(a), made in the 
context of a trade show or customer meet- 
ing. A customer meeting means a periodic 
meeting (e. g. , quarterly, semi-annual, or 
annual) in which 10 or more customers or 
potential customers are reasonably ex- 
pected to attend. However, for taxable 
years bey'nning before February 19, 1987, 
a customer meeting may, at the option of 
the taxpayer, mean any meeting with a 
customer or potential customer regardless 
of the frequency of the meetings or the 
number of customers or potential cus- 
tomers in attendance. A meeting, show 
or event in the United States that is pri- 
marily aimed at the export of goods or 
services described in section 924(a) con- 
stitutes sales promotion. Sales promotion 
does not include an appeal made in the 
context of any meeting, show or event 
primarily aimed at U. S. customers or an 
appeal for the sale or rental of property 
or services not described in section 924(a). 
Whether any meeting, show or event is 
primarily aimed at U. S. customers or at 
the export of goods or services described 
in section 924(a) shall be determined by 
all of the facts and circumstances includ- 
ing the announced objective of the meet- 
ing, show or event; the attendees; the 
location of the meeting, show or event; 
and the product of special feature of the 
product, 

(ii) Direct costs of sales promotion. Di- 
rect costs of sales promotion include costs 
such as rental of space at trade shows, 
payments to organizers or other persons 
hired for the event, rental of display 
equipment and decorations for the event, 
and costs of maintaining a showroom. Di- 
rect costs of sales promotion also include 
costs for travel, meals, and lodging for 
direct sales people attending the event if 
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these costs are paid by the FSC or related 
supplier. In the case of a customer meet- 
ing, direct costs of sales promotion in- 
clude the costs of materials printed 
specifically for the meeting and the costs 
of travel, lodging, and food for both the 
direct sales people and customers or po- 
tential customers attending the meeting. 
Direct costs of sales promotion do not 
include the cost of salaries and commis- 
sions of direct sales people or the cost of 
discount coupons, samples of the product, 
or printed advertising materials that are 
used for general advertising as well as sales 
promotion. 

(iii) Location of sales promotion. The 
location of sales promotion activity is the 
place where the trade show or customer 
meeting is held. 

(iv) Examples. The principles of par- 
agraph (a)(2)(i) of this section may be 
illustrated by the following examples: 

Example (t). The related supplier sells various ex- 

port products described in section 924(a) to its foreign 
customers. As a commission agent for the related 
supplier with respect to such sales, the FSC performs 
sales promotion. It contracts with the related supplier 
to serve as its agent for such purposes. To stimulate 
the sale of its export products, the related supplier 
conducts semi-annual meetings with the purchasing 
agents of its customers at its Kansas City headquar- 
ters. Ten or more purchasing agents are reasonably 
expected to attend each meeting. At such meetings, 
the purchasing agents see the related supplier's man- 

ufacturing facilities, visit with its executives, attend 
technical updates, and see new export products. These 
semi-annual customer meetings constitute sales pro- 
motion within the meaning of paragraph (a)(2)(i) of 
this section. Direct costs incurred with respect to the 
customer meetings are U. S. direct costs because tbe 
sales promotion activities occur within the United 
States. 

Example (2) . Assume the same facts as in Example 

(t), except that the related supplier exhibits products 
that only operate on 220 volts at a trade show in the 
United States. According to the trade show sponsors, 
the purpose of the show is to increase sales abroad 

of United States-manufactured products. Since the 

products exhibited are designed for operation in for- 

eign countries and the purpose of the trade show is 

to boost sales in those countries, the trade show held 

in the United States is primarily aimed at the export 
products described in section 924(a) and not at United 

States customers. Thus, the trade show constitutes 

sales promotion within the meaning of paragraph 

(a)(2)(i) of this section and the direct costs incurred 

in connection with the trade show are treated as United 

States direct costs. 

(b) Processing of customer orders and 

arranging for delivery of the export prop- 
erty. For purposes of section 924(e), the 
processing of customer orders and the ar- 

ranging for delivery of the export prop- 
erty are defined in paragraph (b)(1) and 

paragraph (b)(2), respectively, of this sec- 
tion. For taxable years beginning after 
February 19, 1987, if the FSC performs 

the activities of processing of customer 
orders and arranging for delivery of the 
export property and elects to group its 

transactions, it is considered to have per- 
formed the activities with respect to all 

transactions in the grouping elected by the 
FSC under I11. 924(d)-1(e) during the tax- 
able year if it performs the activities of 
processing of customer orders and ar- 

ranging for delivery of the export prop- 
erty with respect to customers generating 
20 percent or more of foreign trading gross 
receipts within the elected grouping. 

(1) Processing of customer orders — (i) 
Processing of customer orders defined. The 
processing of customer orders means no- 
tification by the FSC to the related sup- 
plier of the order and of the requirements 
for delivery. The related supplier may have 

independent knowledge of the order and 
requirements for delivery. If the FSC does 
not have a related supplier, the processing 
of customer orders means communication 
with the customer by any method such as 
telephone, telegram, or mail to acknowl- 
edge receipt of the order and require- 
ments for delivery. Once the related 
supplier has been notified by the FSC, or 
the customer has received an acknowl- 
edgement from the FSC, of the order and 
requirements for dehvery, subsequent or 
prior communications with respect to an 
order (such as changes in quantity or pro- 
spective delivery date) are not included 
in the definition of processing of customer 
orders. 

(ii) Direct costs of processing customer 
orders. Direct costs of processing of cus- 
tomer orders include salaries of clerical 
personnel and costs of telephone, tele- 
gram, mail, or other communication 
media (including the costs of operating 
transmission equipment). 

(iii) Location of processing of cus- 
tomer orders. The location of this activity 
is the place where the communication is 
initiated by the FSC. 

(iv) Examples. The principles of par- 
agraph (b)(1) of this section may be il- 
lustrated by the following examples: 

Example (I). A domestic related supplier, using a 
FSC as its commission agent on the sale of export 
property to foreign customers, receives an order from 
one of its foreign customers. Information concerning 
the receipt of such order and its requirements for 
delivery are transmitted to the FSC. The FSC from 
its office outside the United States notifies the related 
supplier of the order and the requirements for deliv- 

ery by telex. This notihcation by the FSC to the re- 
lated supplier constitutes the processing of the 
customer's order within the meaning of paragraph 

(b)(1)(i) of this section. In addition, its direct costs 
of processing the customer's order are foreign direct 
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costs because the communication is initiated by the 
FSC from outside the United States. 

Example (2). A domestic unrelated supplier man- 

ufactures a product which it sells to a buy-seU FSC 
located in Germany for resale to tbe FSC's German 
customers. Upon receiving an order from one of its 

customers, the FSC telephones the customer from its 

German office to acknowledge receipt of tbe order 
and the requirements for delivery. The acknowledge- 
ment constitutes the processing of the customer's or- 
der within the meaning of paragraph (b)(1)(i) of this 

section and the direct costs attributable thereto are 
foreign direct costs. 

(2) Arranging for delivery- 
(i) Arranging for delivery defined. The ar- 

ranging for delivery of export property 
means the taking of necessary steps to 
have the export property delivered to the 
customer in accordance with the require- 
ments of the order. Arranging for delivery 
does not include preparation of shipping 
documents (e. g. , bill of lading) or the 
property for shipment (l. e. , packaging or 
crating), or shipment of property (l. e. , 
transportation). Arranging for delivery 
does include communications with a car- 
rier or freight forwarder to provide trans- 
portation (as defined in 51. 924(e) — 1(c)(1), 
but without regard to when the commis- 
sion relationship for purposes of trans- 
portation begins) for the export property 
from the FSC or related supplier to the 
place where the customer takes posses- 
sion of the property. Arranging for deliv- 

ery also includes communications with the 
customer to notify the customer of the 
time and place of delivery. The carrier or 
freight forwarder and the customer may 
already have knowledge of the informa- 
tion communicated. If the FSC has com- 
municated with the carrier or freight 
forwarder, where applicable, and the cus- 
tomer to notify it of the time and place 
of delivery, prior or subsequent commu- 
nications to either about delivery are not 
included in the definition of arranging for 
delivery. 

(ii) Direct costs of arranging for deliv- 

ery. The direct costs of arranging for de- 
livery include salaries of clerical personnel 
and costs of telephone, telegraph, mail, 
and other communications media, but do 
not include any actual shipping costs. 

(iii) Location of arranging for delivery. 
The location of arranging for delivery ac- 
tivity is the place where the activity is in- 
itiated by the FSC. 

(iv) Examples. The principles of par- 
agraph (b)(2)(i) of this section may be 
illustrated by the following examples: 

Example (I) . A FSC earns commissions on the sale 
of export property by its domestic related supplier to 
foreign customers. The shipment term of aU of the 
related supplier's sales is F. O. B. (Free on Board) its 
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manufacturing plant in Gary, Indiana. Thus, there is 
no transportation as defined in $1. 924(e)-1(c)(1) with 
respect to its sales. From its shipping department at 
the plant, the related supplier telephones caniers to 
arrange for delivery. It also notifies the FSC by mail 
of the time and place of delivery of the customer' s 
orders. The FSC from its office outside the United 
States transmits the received information to the cus- 
tomers. Because there is no transportation to be ar- 
ranged, this communication alone by the FSC to the 
customers to notify them of the time and place of 
delivery constitutes arranging foc delivery within the 
meaning of paragraph (b)(2)(i) of this section. 

Example (2). Assume the same facts as in Example 

(I), except that the shipment term of au of the related 
supplier's sales is C. I. F. (Cost, Insurance, Freight) 
and that the commission relationship for transporta- 
tion begins after the export property leaves the United 
States customs territory. The related supplier tele- 
phones a, trucking finn and an overseas carrier from 
its plant in Gary, Indiana to ascertain information on 
transporting its property by truck to the docks, and 

by overseas canier from the docks to the place where 
the customer takes possession. Upon receiving the 
necessary information, the related supplier electron- 
ically transmits to the FSC the shipping information 
and the time and place of delivery to the customer. 
In addition, it instructs the FSC to communicate the 
necessary shipping information to the carriers to en- 
sure shipment and to notify the customer of the time 
and place of delivery. The FSC does both from its 
office located outside of the United States. The com- 
munications by the FSC to the carriers and the cus- 

tomer constitute arranging for delivery within the 
meaning of paragraph (b)(2)(i) of this section. 

(c) Transportation — (1) Transportation 
defined. For purposes of section 924(e), 
transportation means moving or shipping 
the export property during the period when 
the FSC owns or is responsible for the 
property, or, if the FSC is acting as a com- 
mission agent, during the period when the 
related supplier owns or is responsible for 
the property but after the commission re- 
lationship for purposes of transportation 
begins (even if the relationship begins after 
the property leaves the U, S, customs ter- 
ritory). The FSC or related supplier is 
treated as responsible for the property 
when it either has title, bears the risk of 
loss, or insures the property during ship- 
ment. Since a commission FSC will not 
generally have title or bear the risk of loss, 
it will, nevertheless, satisfy the transpor- 
tation test if the related supplier has either 
title, bears the risk of loss, or insures the 
property during shipment. Examples of 
methods of shipping which would qualify 
as transportation include F. O. B. (Free on 
Board) destination, C. I. F. (Cost, Insur- 

ance, Freight), Ex Ship, and Ex Quay, 
but do not include C. & F. (Cost and 

Freight) or F. O. B. shipping point. 

(2) Direct costs of transportation. The 
direct costs of transportation include the 
expenses of shipping, such as fees paid to 
carriers and freight forwarders, costs of 

domestic trucking firm transports the property to the 
Canadian border where a Canadian trucking company 
is used to transport the property to its Canadian des- 
tination. The documentation fees and the fees for the 
two trucking firms are paid by the FSC. Because the 
FSC paid the costs of shipping and the property was 

shipped during the period when the FSC was respon- 
sible for the property, the FSC has engaged in trans- 
portation activity, the direct costs of which are the 
fees paid by the FSC. If 70 percent of the mileage 
from St. Louis to the Canadian destination is asso- 
ciated with the transportation from the Canadian bor- 
der to the Canadian destination, 70 percent of the 
FSC's direct transportation costs are foreign direct 
costs. If, instead of using two trucking firms, the FSC 
had tendered the goods to a freight forwarder for 
shipment to a foreign location and the freight for- 
warder assumed the risk of loss for the goods and 
issued a single bifi of lading, all of the fees paid by 
the FSC to the freight forwarder would be foreign 
direct costs. 

freight insurance, and documentation fees. 

With respect to fungible commodities, di- 

rect costs include only those costs in- 

curred after the goods have been identified 

to a contract. Transportation costs do not 

include any of the costs of arranging for 

delivery. The FSC is considered to engage 
in transportation activity whenever it pays 
the costs of shipping the export property 
and the property is shipped during the 

period when the FSC owns or is respon- 
sible for the property as provided in par- 

agraph (c)(1) of this section. If the 
customer pays the shipping costs directly, 
the FSC is not considered to engage in 

transportation activity. If, however, the 
FSC pays the shipping costs, the ultimate 

transfer of those costs to the customer will 

not disqualify the FSC from engaging in 

transportation for purposes of section 
924(e) regardless of whether the costs are 
included in the sale price of the export 
property or separately stated. 

(3) Location of transportation. The lo- 

cation of transportation activity is the area 
over which the property is transported. 
Thus, the portion of total direct costs of 
transportation treated as foreign direct 
costs is the portion attributable to trans- 
portation outside the United States, de- 
termined on the basis of the ratio of mileage 
outside the U. S. customs territory to total 
mileage. For purposes of determining 
mileage outside U. S. customs territory, 
goods are treated as leaving U. S. customs 
territory when they have been tendered 
to an international carrier for shipment to 
a foreign location, as long as they are not 
removed from the custody of the carrier 
before they reach a point outside U. S. 
customs territory. The same rule for de- 
termining mileage outside the U. S. cus- 
toms territory will apply to freight 
forwarders if (i) the forwarder has the risk 
of loss or is an insurer of the goods, and 
(ii) the property is shipped on a single bill 
of lading issued to the FSC or its agent as 
the shipper. 

(4) Examples. The principles of para- 
graph (c) of this section may be illustrated 
by the following examples: 

Example (2). A related supplier sells export prop- 
erty to its foreign customer in Liverpool, England. 
The contract between the related supplier and the 
customer requires that the property be shipped C. I. F. 
Liverpool. The related supplier engages the FSC as 
its commission agent with respect to its sales to the 
customer, requiring the FSC to provide transporta- 
tion to the customer. The FSC contracts with the 
related supplier to provide the transportation on be- 
half of the FSC. The commission agreement between 
the related supplier and the FSC provides that the 
FSC's responsibilities with respect to transportation 
of the export property begins after the property leaves 

the U. S. customs territory. The related supplier hires 
a domestic trucking firm to transport the shipment to 
a New York City port where it is loaded on a cargo 
ship destined for Liverpool at a total cost of $3, 000X, 
$2, 750X of which is allocable to mileage fiorn the U. S. 
customs territory to Liverpool, England. Because the 
related supplier insures the property during shipment 
under C. I. F. , the property is shipped during the pe- 
riod when the related supplier is treated as respon- 
sible for the property. Thus, the FSC, as the related 
supplier's commission agent, has satisfied the trans- 

portation test. In addition, because the FSC's re- 
sponsibilities with respect to transportation begins when 

the property leaves U. S. customs territory, the FSC's 
payment of $2750X is a foreign direct cost of trans- 

portation. The remairung $250X is not a direct cost 
of transportation to the FSC because the amount was 

expended before the commission relationship be- 
tween the FSC and related supplier began. 

Example (l). A buy-sell FSC sells export property 
to a customer located in Canada. The contract be- 
tween the FSC and the customer requires that the 
property be shipped F. O. B, its Canadian destination. 
Under this shipment term, the FSC holds title and 
bears the risk of loss until the property is tendered at 
its Canadian destination. Thus, it is responsible for 
the property during shipment. The FSC instructs its 
related supplier to ship the property from its manu- 
facturing facilities in St. Louis. The related supplier 
negotiates two contracts, one for domestic transpor- 
tation and the second for foreign transportation. A 

Example (3). A FSC earns commissions on sales 

by the related supplier of export property, au of which 

falls within a single two-digit SIC group. The related 

supplier is under contract to the FSC to perform on 

the FSC's behalf all of the section 924(e) activities 

attributable to the sales. Of all of the sales made 

during the year, the FSC has no transportation costs 

with respect to the sales to customer R because the 

shipment term is F. O. B. the related supplier's Chi- 

cago plant. With respect to the sales to customer S, 
the FSC ships the property F. O. B. its destination and 

pays 100 percent of the transportation costs, all of 
which are foreign direct costs because the commission 

relationship for transportation begins outside the U, S, 

customs territory. For purposes of determining whether 

the FSC has satisfied the 85-percent foreign direct cost 

test for transportation, the FSC groups the sales by 

product. Because the transportation costs for sales to 

customer S are 100-percent foreign direct costs and 

because there are no transportation costs on sales to 

customer R, the FSC is considered to have met the 
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gS-percent foreign direct cost test for transportation 
for all the sales in the single two-digit SIC group. 

(d) Determination and transmittal of a 
final invoice or statement of account and 
receipt of paymenf. For purposes of sec- 
tion 924(e), the determination and trans- 
mittal of a final invoice or statement of 
account and the receipt of payment are 
defined as follows. 

(1) Determination and fransmitta! of a 
final invoice or statement of account- 
(i) Definitions — (A) In general. The de- 
termination and transmittal of a final in- 
voice or statement of account means the 
assembly of either a final invoice or state- 
ment of account and the forwarding of 
that document to the customer. A FSC 
may elect to send either final invoices or 
statements of account and disregard any 
costs of the alternative not elected. For 
taxable years beginning after February 19, 
1987, a special grouping rule is provided. 
If the FSC assembles and forwards either 
a statement of account or a final invoice 
from outside the United States to cus- 
tomers with sales representing 50 percent 
of the current year foreign trading gross 
receipts within a product or product line 

grouping or to customers with sales rep- 
resenting 50 percent of the prior year for- 
eign trading gross receipts within a product 
or product line grouping utilized for the 
current year, all other U. S. costs will be 
disregarded and the FSC will be deemed 
to have no U. S. costs with respect to the 
determination and transmittal of a final 
invoice or statement of account. If, during 
the prior taxable year, the controlled group 
of which the FSC is a member had a DISC 
or interest charge DISC, the FSC may 

apply the 50 percent rule by taking into 
account the customers and sales of the 
DISC or interest charge DISC for the pre- 
ceding taxable year. If no foreign trading 
gross receipts (or qualified export receipts 
for DISC purposes) were received in the 
prior year either by the FSC or by a DISC 
or interest charge DISC within the con- 
trolled group of which the FSC is a mem- 

ber, the FSC must apply the 50 percent 
rule taking into account customers and 

foreign trading gross receipts for the cur- 

rent year. In the event that the 50 percent 
rule is not satisfied, all costs associated 
with assembly and forwarding of the se- 
lected documents (invoices or statements 
of account) must be included in the costs 
attributable to activities described in sec- 
tion 924(e)(4). 

(B) Final invoice defined. A final in- 

voice is an invoice upon which payment 

is made by the customer. A final invoice 
must contain the customer's name or 
identifying number and, with respect to 
the transaction or transactions, the date, 
product or service, quantity, price, and 
amount due. In the alternative, a docu- 
ment will be acceptable as a final invoice 
even though it does not include all of the 
above listed information if the FSC es- 
tablishes that the document is considered 
to be a final invoice under normal com- 
mercial practices. An invoice forwarded 
to the customer after payment has been 
tendered or received pursuant to a letter 
of credit as a receipt for payment satisfies 
this definition. 

(C) Sfatemenf of account defined. A 
statement of account is any summary 
statement forwarded to a customer to in- 

form of, or confirm, the status of trans- 
actions occurring within an accounting 
period during a taxable year that is not 
less than one month. A statement of ac- 
count must contain, at a minimum, the 
customer's name or identifying number, 
date of the statement of account as of the 
last day of the accounting period covered 
by the statement of account and the bal- 
ance due (even if the balance due is zero). 
A single final invoice or statement of ac- 
count can cover more than one transac- 
tion with one customer. In the alternative, 
a document will be accepted as a state- 
ment of account even though it does not 
include all of the above listed information 
if the FSC establishes that the document 
is considered a statement of account un- 

der normal commercial practice. For these 
purposes, a document will be considered 
to be a statement of account under normal 
commercial practices if it is sent to do- 
mestic as wefi as to export customers in 
order to inform the customers of the sta- 
tus of transactions during an accounting 
period. Additional information may be sent 
separately, such as summary statements 
forwarded to a related party for purposes 
of reconciling intercompany accounts for 
financial reporting requirements. If the 
information is sent separately, the direct 
costs associated with the assembly and 
forwarding of that information are not 
considered for purposes of section 924(d). 

(D) Assembly and forwarding defined. 
Assembly means folding the documents 
(where applicable), filling envelopes, and 
addressing envelopes (if window envel- 

opes are not used). Forwarding means 
mailing or delivery. 

(ii) Direct costs of determination and 
transmittal of final invoice or statement of 
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account. Direct costs of this activity in- 
clude costs of office supplies, office equip- 
ment, clerical salaries and costs of mailing 
or other delivery services, if the costs can 
be identified or associated directly with 
the assembly and transmittal of a final in- 
voice or statement of account. Costs of 
establishing a price, or of communicating 
prices or other billing information be- 
tween the FSC and a related supplier are 
not direct costs of this activity. In addi- 
tion, the costs of preparing and mailing 
the final invoices or statements of account 
to the FSC and the costs of accumulating 
and formatting data for invoicing or state- 
ments of account on computer discs, tapes, 
or some other storage media along with 
the costs of transmitting or transporting 
this data to the FSC are not direct costs 
of this activity. 

(iii) Location of determination and 
transmittal of a final invoice or statement 

of account. For taxable years beginning 
before February 19, 1987, the location of 
this activity is the place where the final 
invoice or statement of account is assem- 
bled for forwarding to the customer or the 
place from which it is forwarded to the 
customer. Thus, the forwarding of the fi- 

nal invoice or statement of account from 
outside the United States is sufficient to 
source this activity outside the United 
States. For all other taxable years, the 
location of this activity is the place where 
the final invoice or statement of account 
is both assembled and forwarded to the 
customer. 

(iv) Examples. The principles of par- 
agraph (d)(1) of this section may be il- 
lustrated by the following examples, all 
of which apply to taxable years beginning 
on or after February 19, 1987. 

Example (!). A related supplier sells export prop- 
erty to its foreign customers. The related supplier 
engages the FSC as its commission agent with respect 
to the sales, requiring the FSC to determine and trans- 
mit final invoices or statements of account to the cus- 
tomers with respect to the sales. Annually, the FSC 
assembles and forwards statements of account to cus- 
tomers representing 40 percent of current year export 
sales and 35 percent of prior year sales. The state- 
ments are sent from its office outside of the United 
States. The remaining statements of account are sent 
from the Albany, New York office of the related sup- 
plier. The statements are recognized in its industry as 
a statement of account. Although the statement does 
not contain all of the information described in 
&1. 924(e) — 1(d)(1)(i), it is sent to both domestic and 
foreign customers of the related supplier to inform 
the customer of the status of its transactions with the 
related supplier. Thc document qualifies as a state- 
ment of account under 11. 924(e) — 1(d)(1)(i); how- 
ever, the SO percent test set forth in Il 924(e) — 1(d)— 
l(i)(A) is not satisfied. Therefore, the FSC must take 
into account all domestic direct costs attributable to 
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assembly and forwarding of statements of account 
from its domestic office in determining whether the 
FSC has satisfied the direct costs test with respect to 
section 924(e)(4) and paragraph $924(e) — 1(d). 

Example (2). Employees of a FSC, in the FSC's 
foreign office, fold and place in envelopes the sheet 
or sheets that constitute the final invoices provided 
by the related supplier. In addition, the employees 
address, affix postage to, and mail the envelopes. These 
activities constitute the determination and transmittal 
of the final invoices within the meaning of paragraph 
(d)(1)(i) of this section and, because the final invoices 
are assembled and forwarded to the customers from 
outside the United States, aB the direct costs of the 
activities are foreign direct costs. 

Example (3). The related supplier sends to the FSC's 
foreign office a computer tape to be used to prepare 
a statement of account. A management company, 
working under contract with the FSC, transcribes the 
data to a piece of paper which is a statement of ac- 
count for purposes of $1. 924(d)(1)(i), folds the doc- 
ument, and fills, affixes postage to, and mails the 
envelopes. Only the costs performed by the manage- 
ment company under contract with the FSC that con- 
stitute the assembly and forwarding of a statement of 
account under $1. 924(e) — 1(d)(1)(i)(D) are direct costs. 
Therefore, the costs attributable to transcribing the 
data to a piece of paper are not direct costs for pur- 

poses of section 924(e)(4). 

(2) Receipt of payment — (i) Receipt of 
payment defined. Receipt of payment 
means the crediting of the FSC's bank 
account by an amount which is not less 
than 1. 83 percent of the gross receipts 
("gross receipts amount") associated with 
the transaction. The FSC's bank account 
is not credited unless the FSC has the au- 
thority to withdraw the amount depos- 
ited. Where sales proceeds are factored 
or where payments from related foreign 
subsidiaries are netted against amounts 
owed to these foreign subsidiaries in an 
intercompany account, crediting of the 
FSC's bank account with no less than the 
gross receipts amount of the factoring 
proceeds or the proceeds, net of offsets, 
respectively, qualifies as receipt of pay- 
ment. In addition, where a FSC is pre- 
cluded from receiving a portion of the 
proceeds of the export transaction, the 
FSC may satisfy receipt of payment by 
receiving no less than the gross receipts 
amount of the remaining portion of the 
proceeds in its bank account. In the case 
of advance or progress payments, each 
payment constitutes a payment for receipt 
of payment purposes. 

(ii) Direct costs of receipt of payment. 
Direct costs of receiving payment include 
the expenses of maintaining a bank ac- 
count of the FSC in which payment is de- 

posited, any fees or service charges 
incurred for converting the payment into 
U. S. currency, and any transfer fees in- 

curred with respect to the transfer of funds 

into and out of the FSC's bank account 

in accordance with the 35 calendar day 

rule in paragraph (d)(2)(iii) of this sec- 

tion. The transfer fees and the fees or 
service charges incurred for currency con- 

version are considered to be foreign direct 

costs of receiving payment; however, ex- 

change losses are not costs of receiving 

payment. 
(iii) Location of receipt of payment. The 

location of this activity is the office of the 

banking institution at which the account 

is maintained. If payment is made by the 

purchaser directly to the FSC or the re- 

lated supplier in the United States, and 

the FSC or related supplier transfers the 

gross receipts amount associated with the 

transaction to a bank account of the FSC 
outside the United States after receipt of 
payment (i. e. , cash, check, wire transfer, 
etc. ), but no later than 35 calendar days 

after receipt of good funds (i. e. , the clear- 

ance of the check) the FSC is considered 
to have received payment outside the 
United States. Therefore, all transfer fees 
and the costs of the foreign bank account 
are treated as foreign direct costs. The 
United States bank costs are disregarded, 
If, however, the related supplier does not 
transfer the gross receipts amount within 

35 calendar days, United States bank costs 
are not disregarded and are domestic di- 

rect costs. In either case, the transfer costs, 
currency conversion charges, and foreign 
bank costs remain foreign direct costs. The 
preceding rules apply both to commission 
FSCs and buy-sell FSCs. 

(iv) Examples. The principles of par- 

agraph (d)(2) of this section may be il- 

lustrated by the following examples: 

Example (I). A FSC earns commissions on sales 

of export property by its related supplier. The relaied 

supplier manufactures and sefls its export property to 
its foreign subsidiaries for resale in their respective 
countries. From time to time, the foreign subsidiaries 
wiB return products to the related supplier for credit 
and, from time to time, the foreign subsidiaries pur- 

chase products in their respective countries and sell 

such products to the related supplier. These trans- 

actions result in various amounts being owed to the 

foreign subsidiaries. Each month the various inter- 

company obligations are reviewed. The result of such 
review of inter-company indebtedness is a netting out 
of the various intercompany liabilities on the books, 
to the extent possible, and a flow of funds for the net 
obligation. Due to the nature of these transactions, 
the amounts owed by the foreign subsidiaries exceed 
the amounts which the related supplier owes to the 
foreign subsidiaries. The gross receipts amount (i. e. , 
1. 83 percent of this net amount) is credited to the 
FSC's bank account. This constitutes receipt of pay- 
ment for purposes of paragraph (d)(2)(i) of this sec- 
tion. 

Example (2). In a leveraged lease transaction, a 
FSC-lessor obtains purchase financing from a lending 

interest in the proceeds and requires that a portion 
of each rental payment be paid by the lessee directly 

to the lending institution. Since the FSC is precluded 
from receiving a portion of the proceeds of the export 
transaction, the FSC may satisfy the receipt of pay- 
ment requirement by receiving the gross receipts 
amount with respect to the remaining proceeds. 

Example (3). A buy-sen FSC sells its export prop- 

erty to a foreign customer and is paid by means of a 
"draw-down" letter of credit. Over a substantial pe- 

riod of time prior to delivery of the export property, 
amounts are advanced to the FSC under the letter of 
credit. At delivery, the remaining amount available 

is paid. Each payment made to the FSC constitutes 

a payment for receipt of payment purposes and thus 

the gross receipts amount related to each payment 

must be credited to the FSC's bank account. 

Example (4). A FSC earns commissions on sales 

of export property by its related supplier. The related 

supplier regularly collects payments from its foreign 

customers in a San Francisco bank account and, after 

the San Francisco bank has collected on the checks, 

transfers, within 35 calendar days, the gross receipts 

amounts from its New York bank account to the FSC's 

bank account located outside the United States. The 

FSC incurred transfer fees of $160X in addition to a 

fee of $35X for the maintenance of the FSC's bank 

account outside the United States during the 35 cal- 

endar day period. The maintenance fee relating to 

the United States bank account for the 35 calendar 

day period is $45X. The receipt of payment test is 

met because the gross receipts amounts are trans- 

ferred after payment but within 35 calendar days to 

the FSC's bank account located outside the United 

States. The transfer fees of $160X and the mainte- 

nance fee of $35X relating to the FSC's foreign bank 

account are foreign direct costs. The $45X mainte- 

nance fee related to the United States bank account 

is not a direct cost. If the gross receipts amounts had 

not been transferred to the FSC's foreign bank ac- 

count within 35 calendar days, the $45X maintenance 

fee related to the United States bank account would 

be considered a United States direct cost. The transfer 

fee of $160X and the maintenance fee of $35X relating 

to the FSC's foreign bank account, however, would, 

nonetheless, be considered as foreign direct costs. 
The same funds received in San Francisco need not 

be transferred to the FSC's foreign bank account be- 

cause money is fungible. For the same reason, the 

gross receipts amounts need not be transferred from 

the same bank account in which the payments are 
received. 

(e) Assumption of credit risk— 
(1) Assumption of credit risk defined. For 
purposes of section 924(e), the assump- 

tion of credit risk means bearing the eco- 
nomic risk of nonpayment with respect to 
a transaction. If the FSC is acting as a 
commission agent for the related supplier, 
this risk is borne by the FSC if the com- 

mission contract transfers the costs of the 
economic risk of nonpayment with re- 

spect to the transaction from the related 

supplier to the FSC. The FSC may elect 
on its annual return to bear the economic 
risk of nonpayment with respect to its 
transactions during a taxable year by 
either- 

(i) assuming the risk of a bad debt in 

accordance with the rules of paragraph 

(e)(4)(i) of this section, 
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(ii) obtaining insurance to cover non- 

payment, 
(iii) investigating credit of a customer 

or a potential customer, 

(iv) factoring trade receivables, or 

(v) selling by means of letters of credit 
or banker's acceptances. 
Only the alternative elected to be per- 
formed by the FSC during a taxable year 
is relevant for purposes of section 924(d). 
For example, if a buy-sell FSC elects to 
bear the economic risk of non-payment 
with respect to its transaction during a 
taxable year by assuming the risk of a bad 
debt in accordance with the rules of par- 
agraph (e)(4)(i) of this section, and also 
factors the transaction's trade receiva- 
bles, only the direct costs of assuming the 
risk of a bad debt are relevant for pur- 

poses of section 924(d). For purposes of 
this paragraph, a potential customer is an 
unrelated person who is engaged in the 
purchase or sale of export property on 
whom an investigation is performed, but 
with whom no export sales contract is ex- 
ecuted. 

(2) Direct costs of assumption of credit 

risk. (i) With respect to assuming the risk 

of a bad debt, the direct costs of the as- 

sumption of credit risk in the case of a 
buy-sell FSC include debts that become 
uncollectible and charges taken into ac- 

count in determining additions to bad debt 

reserves of the FSC. In the case of a com- 
mission FSC, the direct costs of the as- 

sumption of credit risk include the 
assumption of the debts and charges of 
the related supplier attributable to export 
sales that are allowed as deductions under 

section 166. 
(ii) With respect to insurance, the di- 

rect costs of the assumption of credit risk 

are the costs of obtaining insurance against 

the risk of nonpayment. Qualifying in- 

surance must be obtained from an unre- 

lated insurer and must cover the risk of 
nonpayment due to default and bank- 

ruptcy by the purchaser. Insurance ob- 

tained from a related insurer, or insurance 

that covers default and bankruptcy due to 
risks of war or political unrest without 

covering ordinary default or bankruptcy 

is not sufficient. 

(iii) With respect to investigating credit, 

the direct costs of assumption of credit 
risk are the external costs of investigating 

credit for customers or potential cus- 

tomers, including costs of membership in 

a credit agency or association for that pur- 

pose (but not the costs of approving credit 

by an internal credit agency). 

(iv) With respect to factoring trade re- 

ceivables, the direct costs of assumption 

of credit risk are the costs of factoring 

trade receivables of related and unrelated 

customers (e. g. the amount of the dis- 

count and the fees relating to factoring). 

(v) With respect to letters of credit or 

banker's acceptances, the direct costs of 
assumption of credit risk are the costs of 
letters of credit or banker's acceptances 

and the documentary collection costs. 

(3) Location of assumption of credil 

risk. The location of the activity of as- 

sumption of credit risk is the location of 
the customer or obligor whose payment 

is at risk, except that the location of in- 

vestigating credit is the location of the 

credit agency or association performing 

the investigation. A foreign branch of a 

United States corporation and a foreign 

office of the United States government 

are not foreign obligors for purposes of 
this test. A foreign branch of a United 

States credit investigation agency or as- 

sociation, however, is treated as located 

outside the United States. 

(4) Special rules — (i) Assuming the risk 

of it bad debt. (A) In general. If a FSC 
chooses to bear the economic risk of non- 

payment by assuming the risk of a bad 

debt with respect to a transaction or 

grouping of transactions and an actual bad 

debt loss on a foreign trading gross receipt 
is not incurred in any three consecutive 

years, the FSC will be deemed to have 

performed this activity during the first two 

years of the three year period. For the 

third year, the FSC will not be deemed 
to have performed this activity and must 

satisfy the 85 percent foreign direct costs 
test by satisfying any two paragraphs in- ' 

cluded within section 924(e) other than 

assumption of credit risk activity under 

section 924(e)(5). An actual bad debt loss 

will only satisfy the activity test with re- 

spect to a single three consecutive year 
period. 

(B) Example. The principles of this 

paragraph may be illustrated by the fol- 

lowing example: 

Example. In year I, a related supplier of a com- 

mission FSC incurs a bad debt with respect to foreign 

trading gross receipts owed by a foreign obligor. This 

expense is the only bad debt incurred with respect to 

foreign trading gross receipts in year 1. Therefore, 

thc direct costs for thc bearing of the economic nsk 

of nonpayment for year I are an foreign direct costs 

and the 85-percent test is satisfied. In year 2, the FSC 

incurs a bad debt with respect to a U. S. broker/con- 

solidator. The direct costs for year 2 are U. S, direct 

costs and, therefore, the 85-percent test is not satis- 
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lied. No bad debt is incurred in year 3. Because a bad 

debt with respect to a foreign obligor is incurred in 

year I, the FSC is deemed to have satisfied the eco- 

nomic risk of nonpayment for each of years 1, 2 and 

3. 

(ii) Grouping with respect lo other risk 

activities. For taxable years beginning after 

February 19, 1987, if a FSC elects to bear 

the economic risk of nonpayment by per- 

forming one of the activities described in 

paragraph (e) of this section and elects to 

group transactions, it is considered to have 

performed the elected activity with re- 

spect to all transactions within the group 

during the taxable year if it performs the 

activity in accordance with the following 

rules. If a FSC elects to factor trade re- 

ceivables, at least 20 percent of the face 
amount of a group's receivables must be 
factored. If a FSC elects to sell by means 

of letters of credit or banker's accept- 
ances, a fee must be incurred with respect 
to 20 percent of the foreign trading gross 

receipts attributable to sales within the 

group. If the FSC elects to obtain insur- 

ance to cover nonpayment, 20 percent of 
the face amount of receivables attribut- 

able to sales included in the 111. 924(d)— 
1(e) grouping elected by the FSC must be 
insured. If a FSC elects to investigate credit 

of customers or potential customers, 20 
percent of new or potential customers for 
which a credit investigation is performed 
must be investigated. 

INTERNAL REVENUE PRACTICE 
REGULATIONS 
[26 CFR Part 602] 

Par. 3. The authority citation for Part 

602 continues to read: 
Authority: 26 U. S. C. 7805. 
Par. 4. Section 602. 101(c) is amended 

by inserting in the appropriate place in 

the table "1. 924. . . 1545 — 0904". 
LAWRENCE B. GIBBS 

Commissioner 

of Internal Revenue, 

Approved January 9, 1987. 

J. ROGER MENTZ 

Assistant Secretary 

of the Treasury. 

(Filed by the Office of the Federal Register on Feb- 

ruary 13, 1987, 10:30 a. m. , and published in the 

issue of the Federal Register for February 19, 1987, 

52 F. R. 5084 ) 
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26 CFR 1. 924(cl-t T: Requirement that FSC be man 
aged outside the United States. 

T. D. 8134 

TITLE 26. — INTERNAL REVENUE. — 
CHAPTER I, SUBCHAPTER A- 
INCOME TAX 

Foreign Sales Corporation; Foreign 

Management and Foreign Economic 
Processes 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Removal of temporary regu- 
lations. 

SUMMARY: This document removes 
temporary Income Tax Regulations Re- 
lating to Foreign Sales Corporations (FSCs) 
* * * [1985 — 1 C. B. 258] concerning the 
foreign management and foreign eco- 
nomic processes requirements. 

DATES: The removal of the temporary 
regulations at sections 1. 924(c) — 1T, 
1. 924(d) — 1T, and 1. 924(e) — 1T is effective 
generally for taxable years beginning after 
December 31, 1984. 

FOR FURTHER INFORMATION 
CONTACT: Carol P. Tello of the Office 
of Associate Chief Counsel (Interna- 
tional), within the Office of Chief Coun- 

sel, Internal Revenue Service, 1111 
Constitution Avenue, N. W. , Washing- 

ton, DC 20224 (Attention: CC:INTL;6) 
(202-566-3226, not a toll-free call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

This document removes temporary In- 

come Tax Regulations Relating to For- 

eign Sales Corporations (26 CFR Part 1) 
at sections 1. 924(c) — 1T, 1. 924(d) — 1T, and 

1. 924(e) — 1T (T. D. 7994) [1985 — 1 C. B. 
258]. 

NONAPPLICABILITY OF 
EXECUTIVE ORDER 12291 

The Treasury Department has deter- 

mined that removal of these temporary 

regulations is not subject to review under 

Executive Order 12291. Accordingly, a 

Regulatory Impact Analysis is not re- 

quired. 

REGULATORY FLEXIBILITY ACT 

A general notice of proposed rule- 

making is not required by 5 U. S. C. 553(b) 
for removal of temporary regulations. Ac- 

cordingly, the Regulatory Flexibility Act 

(5 U. S. C. chapter 6) does not apply and 
no Regulatory Flexibility Analysis is re- 

quired. 

DRAFTING INFORMATION 

The principal author of this removal of 
temporary Income Tax Regulations is 
Carol P. Tello of the Office of Associate 
Chief Counsel (International), within the 
Office of Chief Counsel, Internal Reve- 
nue Service. Personnel from other offices 
of the Internal Revenue Service and Treas- 
ury Department participated in develop- 
ing this removal of temporary Income Tax 
Regulations. 

Adoption of Amendments to the 

Regulations 

The Income Tax Regulations (26 CFR 
Part 1) are amended as follows: 

Paragraph 1. The authority citation for 
Part 1 continues to read in part: 

Authority: 26 U. S. C. 7805. 

INCOME TAX REGULATIONS 

Par. 2. IIIII. 924(c) — 1T, 1. 924(d) — 1T, and 

1. 924(e) — 1T are removed. 

LAWRENCE B. GIBBS, 
Commissioner of 

Internal Revenue. 

Approved March 27, 1987. 

J. ROGER MENTZ, 

Assistant Secretary 

of the Treasury. 

(Filed by the Office of the Federal Register on April 

2, 1987, at 9:28 a. m. , and published in the issue of 
the Federal Register for April 3, 1987, 52 F. R. 
10741) 

Subpart F. — Controlled Foreign 

Cur rations 

Section 952. — Subpart F Income Defined 

26 CFR 1. 952-tt Subpart F income dejined. 
(A(so Section 883; 1. 883 — 1. ) 

Subpart F income; shipping. A con- 
trolled foreign corporation's U. S. source 
shipping income is not excluded from sub- 

part F income if it is not included in gross 
income under section 883 of the Code. 

Rev. Rul. 87-15 

ISSUE 

Whether, under the circumstances de- 
scribed below, a controlled foreign cor- 

poration's United States source shipping 
income is excluded from subpart F income 
pursuant to section 952(b) of the Internal 
Revenue Code. 

FACTS 

P, a domestic corporation, owns all of 
the outstanding stock of FS, a country X 
corporation. FS is a controlled foreign 
corporation (CFC) within the meaning of 
section 957(a) of the Code. 

FS, a calendar year taxpayer, owns and 
operates a ship in international traffic. The 
United States does not have an income 
tax treaty with country X. FS has trans- 
portation income all of which is received 
as a result of shipping cargo on a regularly 
scheduled basis between a United States 
port and a port in country X. FS has of- 
fices in the United States, country X and ' 

other countries, from which it conducts 
its shipping business. A portion of FS's 
income earned after December 31, 1986, 
is effectively connected with a United 
States trade or business within the mean- 

ing of sections 864 and 887(b)(3) of the 
Code. Such income, however, is exempt 
from United States tax under the recip- 
rocal shipping exemption of section 
883(a)(1) of the Code. 

LAW AND ANALYSIS 

Effective for taxable years beginning 
after December 31, 1986, section 883(a)(1) 
provides that gross income derived by a 
corporation organized in a foreign coun- 

try which grants an equivalent exemption 
to United States citizens and corporations 
shall not be included in gross income of 
such foreign corporation as determined 
under section 882 and shall be exempt 
from United States income taxation. Sec- 
tion 883(c)(1), which limits the availabil- 

ity of the exemption in certain situations, 
does not apply to any foreign corporation 
which is a CFC. 

Section 952(a) of the Code defines the 
term subpart F income. Under section 
952(a)(2), subpart F income includes 
"foreign base company income, " as de- 
termined under section 954. Under sec- 
tion 954(a)(4), foreign base company 
income includes "foreign base company 
shipping income" as defined in section 
954(f). All of FS's income comes within 

the definition of foreign base company 
shipping income under section 954(f) be- 
cause all of its income is derived from or 
in connection with the use of a vessel in 

foreign commerce. 

The shipping exemption provided in 

section 883(a) of the Code is for purposes 
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of determining the gross income of for- 
eign corporations subject to direct taxa- 
tion under section 882 and does not 
preclude inclusion of FS's shipping in- 
come as subpart F income. For purposes 
of determining subpart F gross income, 
section 1. 952 — 2(c)(1) of the regulations 
provides that, except where otherwise dis- 
tinctly expressed, the provisions of sub- 
chapters F, G, H, L, M, N, S, and T of 
Chapter 1 of the Code shall not apply in 
the determination of gross income. Sec- 
tion 883 is included in subchapter N of 
the Code and, therefore, the shipping ex- 
emption does not apply for purposes of 
calculating subpart F income. 

In Rev. Rul. 72 — 527, 1972 — 2 C. B. 456, 
a CFC realized interest income excluda- 
ble from gross income under section 103(a) 
of the Code. The revenue ruling holds 
that such interest will not be included in 
subpart F income. The section 103(a) ex- 
emption for interest income is provided 
under subchapter B of Chapter 1 of the 
Code which, in contrast to subchapter N, 
is not a subchapter enumerated in section 
1. 952 — 2(c)(1). 

Section 952(b) of the Code excludes 
from subpart F income any item of in- 
come from sources within the United States 
which is effectively connected with the 
conduct by the CFC of a trade or business 
within the United States unless such item 
is exempt from taxation (or is subject to 
a reduced rate of tax) pursuant to a treaty 
obligation of the United States. Since FS's 
income is exempt from United States tax- 
ation under section 883(a)(1) rather than 
pursuant to a treaty, the language of the 
section 952(b) exception for income ex- 
empt by treaty does not apply. 

Section 952(b) of the Code was origi- 
nally enacted as part of the Revenue Act 
of 1962, Pub. L. No. 87 — 834, 1962 — 3 C, B. 
111, 153. Before its subsequent amend- 
ment by section 104(j) of Pub. L. No. 89— 
809, 1966 — 2 C. B. 656, 678, the statute read 
as follows: 

(b) Exclusion of United States In- 
come — Subpart F income does not in- 

clude any item includible in gross income 
under this chapter (other than this sub- 

part) as income derived from sources 
within the United States of a foreign 
corporation engaged in trade or busi- 
ness in the United States. 

Under former section 952(b), FS'8 United 
States source income clearly would not be 
excluded from subpart F income, since 
this income is not includible in FS's gross 
income for United States income tax pur- 

poses. In modifying section 952(b) in 1966, 
Congress intended only to clarify that in- 

come exempt from tax (or subject to a 
reduced rate of tax) by treaty is not to be 
considered includible in gross income and 
thereby excluded from subpart F income 
under section 952(b) and to make section 
952(b) consistent with the general elimi- 
nation of the force of attraction principle 
in the Code. S. Rep. No. 1707, 89th Cong. , 
2d Sess. 9 (1966), 1966-2 C. B. 1059, states: 

In determining "subpart F income, " 
there is excluded income of a foreign 
corporation from U. S. sources which 

already is taxed by the United States 
because the corporation is engaged in 

trade or business in the United States. 
Present law is interpreted in the income 
tax regulations as not excluding from 
"subpart F" income, income exempt 
from U. S. tax, or subject to a reduced 
rate of tax, in accordance with a treaty. 
The bill modifies existing law to con- 
form this provision with the effectively 
connected concept and to clarify the 
language of existing law with respect to 
income affected by treaties. 

The modification of section 952(b) was 
not intended to exclude from subpart F 
income gross income that would be sub- 
ject to United States tax as effectively 
connected income but for a statutory ex- 
emption. 

HOLDING 

The exception in section 952(b) of the 
Code does not apply to FS's United States 
source shipping income earned in taxable 
years beginning after December 31, 1986, 
that is exempt from gross income under 
section 883(a)(1). Accordingly, that in- 
come is not excluded from subpart F in- 
come pursuant to section 952(b). 

The holding in this revenue ruling also 
applies to income earned in taxable years 
beginning on or before December 31, 1986. 
Therefore, the exception in section 952(b) 
of the Code does not apply to any United 
States source shipping income that is ex- 
empt from United States income tax un- 

der section 883(a)(1) of the Internal 
Revenue Code of 1954. 

26 CFR 1. 952 — I: Subpart F income defined. 

For income derived from the listed countries that 
is currently subpart to section 952(a)(5). See Rev. 
Rul. 87-35, page 182. 

Section 1001 
Section 960. — Special Rules For Foreign 

Taxes 
26 CFR 1. 960-1: Foreign tax credit wah respect to 

taxes paid on earnings and profiu of controlled foreign 
cofpomuolls. 

For countries currently described in section 901(j). 
See Rev. RuL 87-35, page 182. 

Section 964. — Nlscellaneous Pfmfisions 

26 CFR 1. 964-1t Determination of the earnings and 
profits of a foreign corporarion. 

Whether the accumulated profits of a foreign cor- 
poration are reduced to the amount of earnings and 
prortts attributable to the interests of U. S. share- 
holders upon which the foreign income tax is actually 
patd. See Rev. Rul. 87-14, page 181. 

Subchapter D. — Gam or Loss on Disposition 
of Property 
Part I. — Determination of Amount of and 
Recognition of Gain or L. oss 

Section 1001. -Determination of Amount of 
and Recognition of Gain or Loss 

26 CFR 1. 1001 — 1: Computation of gain or loss. 
(A!so Sections 103, 2651 1. 103 — 1, 1. 265 — 2). 

Reissuance; tax-exempt bonds; interest 
adjustment clause waiver. The waiver of 
a right under an interest adjustment clause 
to receive additional interest results in a 
reissuance of a municipal bond. 

Rev. Rul. 87-19 

ISSUES 

(1) If a financial institution holds an 
issue of bonds the interest on which is tax- 
exempt under section 103 of the Internal 
Revenue Code and waives its right under 
an interest adjustment clause to receive a 
higher rate of interest, does the waiver 
result in a deemed exchange under section 
1001 of the old bonds for new bonds? 

(2) If so, and if the interest on the new 
bonds is exempt from tax, is the financial 
institution subject to the interest expenses 
disallowance rule of section 265(b) of the 
Code? 

FACTS 

Fl, a financial institution described in 
section 265(b)(5) of the Code, is the holder 
of $1, 000, 000 of bonds with a base interest 
rate of 7 percent issued by city CI in 1981. 
CI issued the bonds in connection with a 
conduit financing in which CI loaned the 
proceeds to X, a business corporation, and 
X issued a note to CI that was assigned 
to FI as the security for CFs obligation 
on the bonds. X used the proceeds of the 
loan to acquire a newly constructed man- 
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Section 1001 
ufacturing facility that it owns and oper- 
ates. The bonds were issued as an exempt 
small issue of bonds described in section 
103(b)(6) of the Code, the interest on which 
is exempt from federal income tax under 
section 103(a). 

Interest on the bonds is payable each 
January 1 and July 1 until maturity. The 
terms of the bonds provide that in the 
event there is a change in the maximum 
marginal federal corporation income tax 
rate, the interest rate on the bonds will 
be equal to the base interest rate multi- 
plied by the quotient of (1 minus the new 
maximum marginal federal corporation 
income tax rate) divided by (1 minus the 
original maximum marginal federal cor- 
poration income tax rate). For example, 
a reduction in the maximum marginal fed- 
eral corporation income tax rate from 46 
to 34 percent would result in an interest 
rate on the bonds of 8. 56 percent com- 
puted as follows: 

1 — 0. 34 
7 x 1-0. 46 

8. 56. 

An amendment of section 11 of the Code 
by section 601 of the Tax Reform Act of 
1986, 1986-3 (Vol. 1) C. B. 166, decreases 
the maximum marginal federal corpora- 
tion income tax rate. This reduction will 
trigger the interest adjustment clause for 
CI's bonds. 

On January 15, 1987, FI waived its right 
to receive the higher rate of interest under 
the interest adjustment clause with the 
result that interest will continue to be paid 
at the base rate of 7 percent after the 
change in the maximum tax rate becomes 
effective. In connection with Fl's waiver, 
CI and X satisfied all applicable require- 
ments for interest on a refunding bond to 
be tax-exempt under section 103 of the 
Code. These requirements include the 
registration requirement, the information 
reporting requirement, the maturity lim- 

itation requirement, and other applicable 
requirements imposed by the enactment 
of the Tax Equity and Fiscal Responsi- 
bility Act of 1982, 1982 — 2 C. B. 462, the 
Tax Reform Act of 1984, 1984 — 3 (Vol, 1) 
C. B. 1, and the Tax Reform Act of 1986. 

LAW AND ANALYSIS 

Section 1001 of the Code provides that 

gain or loss from the sale or other dis- 

position of property will be determined 

by reference to the amount realized and 

the adjusted basis of such property. The 
entire amount of the gain or loss will be 
recognized unless otherwise provided. 

and a deemed issuance of new bonds. See 
Rev. Rul. 81 — 169. 

The date that the new bonds will be 
deemed to have been issued is January 
15, 1987, the date of the waiver. Even 
though this date is prior to the date that 
the interest adjustment is triggered and 
the date on which interest at the new rate 
is due, it is the waiver of the interest ad- 
justment clause that changed the terms of 
the bonds and resulted in a reissuance. 

Because FEs waiver on January 15, 1987, 
resulted in a deemed acquisition by Fl of 
new bonds on that date, and because the 
new bonds satisfied all the requirements 
for interest on a refunding bond to be tax- 
exempt, FI is deemed to hold tax-exempt 
obligations acquired after August 7, 1986. 

HOLDINGS 

(1) FI's waiver of its right under the 
interest adjustment clause to receive a 
higher rate of interest results in a material 
change in the terms of the bonds and, 
therefore, is a deemed exchange under 
section 1001 of the Code of the old bonds 
for new bonds. 

(2) Because FI is deemed to have ac- 
quired on January 15, 1987, new bonds 
the interest on which is tax-exempt and 
the acquisition occurred after August 7, 
1986, FI is precluded from deducting the 
portion of its interest expense that is al- 
locable to tax-exempt interest on the new 
bonds under section 265(b) of the Code. 

Subchapler P. — Capital Gains and Losses 
Part IV. — Special Rules ler aetectninina Capital 
Gains and Losses 

Section 124S. Main From Certain Sales or 
Exchanges of Stock In Certain Foreign 
Corporations 

26 CFR I. 1248-1 i Treatment of gain from certain sales 
or exchanges of stockin certain foreign corporations. 

Gain from certain sales or exchanges of 
stock in certain foreign corporations. Sec- 
tion 1248(a) of the Code will apply if, in 
a non-section 355 transaction, a domestic 
corporation distributes to its domestic 
parent all of the stock of a domestic hold- 
ing company availed of to hold the stock 
of a controlled foreign corporation. 

Rev. Rul. 87-47 

ISSUE 

Whether section 1248 of the Internal 
Revenue Code applies if, in a non-section 
355 transaction, a domestic corporation 

Section 1. 1001 — 1(a) of the Income Tax 
Regulations provides that the gain or loss 

from the exchange of property for other 
property differing materially either in kind 

or in extent is treated as income or as loss 
sustained. 

Rev. Rul. 81 — 169, 1981 — 1 C. B. 429, 
concludes that an exchange of bonds that 
contain materially different terins is a tax- 
able event under section 1001 of the Code. 
In Rev. Rul. 81 — 169, the taxpayer ex- 
changed a municipal bond bearing inter- 
est at 9 percent, maturing February 1, 1996, 
and subject to sinking fund payments cal- 
culated to provide for level debt service, 
for a bond of equal face amount bearing 
interest at gtr'a percent, maturing February 
1, 2006, and not subject to a sinking fund 

provision. 
Section 265(b)(1) of the Code provides 

that in the case of a financial institution 
no deduction shall be allowed for that 
portion of the taxpayer's interest expense 
that is allocable to tax-exempt interest. 

Section 265(b)(2) of the Code provides 
that the portion of the taxpayer's interest 
expense that is allocable to tax-exempt 
interest is an amount that bears the same 
ratio to such interest expense as (A) the 
taxpayer's average adjusted bases of tax- 
exempt obligations acquired after August 
7, 1986, bears to (B) such average ad- 
justed bases for all assets of the taxpayer. 
For purposes of the disallowance of in- 
terest rule of section 265(b), the acqui- 
sition date of an obligation is the date on 
which the holding period begins with re- 
spect to the obligation in the hands of the 
acquiring financial institution. See 2 H. R. 
Rep. No. 99 — 841 (Conf. Rep. ), 99th Cong. , 
2d Sess. II — 333 (1986). Generally the 
holding period of an obligation begins on 
the day after it is acquired. See Rev. Rul. 
70-598, 1970-2 C. B. 168. 

An adjustment to the interest rate on 
an issue of bonds pursuant to an interest 
adjustment clause does not result in an 
exchange under section 1001 of the Code. 
Although the interest payable on the bonds 
changes as the result of the adjustment, 
the adjustment is fixed by the terms of the 
bonds upon issuance and does not change. 

In this case, however, Fl has waived its 
right under the interest adjustment clause 
and will receive interest at the rate of 7 
percent rather than at the higher rate to 
which it would have been entitled under 
the terms of the bonds issued in 1981. This 
represents a material change in the terms 
of the bonds and results in a taxable ex- 
change under section 1001 of the Code 
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distributes to its domestic parent all of the 
stock of a domestic holding company 
availed of to hold the stock of a controlled 
foreign corporation. 

FACTS 

P, a domestic corporation, owns all of 
the stock of S, which is also a domestic 
corporation. 

On January 1, 1983, S purchased from 
an unrelated third party, in a transaction 
in which gain or loss was recognized, all 

of the outstanding shares of FX, a con- 
trolled foreign corporation (CFC) as de- 
fined in section 957(a) of the Code. 

On January 1, 1986, S contributed for 
no consideration all of its shares of FX 
stock to HC, an existing whollyowned do- 
mestic subsidiary of S. HC's only asset is 
the stock of FX. 

On December 31, 1986, S distributed 

to P all of the shares of HC stock. On the 
date of this distribution, the fair market 
value of HC's stock exceeded the adjusted 
basis of the HC stock in the hands of S. 
S, P and HC do not file a consolidated 
tax return. 

LAW AND ANALYSIS 

For the distribution of the HC stock to 
qualify as a tax-free distribution under 
section 355 of the Code, HC must be en- 

gaged in the active conduct of a trade or 
business within the meaning of section 

355(b). Since HC is a holding company, 
HC may be considered to be engaged in 

the active conduct of a trade or business, 

if at all, only through the ownership of 
the stock of FX, its only asset. Under sec- 

tion 355(b)(2)(D), since FX was acquired 

by S in a transaction in which gain or loss 

was recognized within the 5-year period 

preceding December 31, 1986, the date 

of the distributon of HC stock to P by S, 
HC is not active, and section 355 cannot 

~pp~y 

Section 311(d) of the Internal Revenue 
Code of 1954, which was amended by the 

Tax Reform Act of 1984 (the 1984 Act), 
provides that, if a corporation distributes 

property (other than an obligation of such 

corporation) to a shareholder in a distri- 

bution described in subpart A (sections 
301 through 307), and the fair market value 

of such property exceeds its adjusted basis 

(in the hands of the distributing corpo- 
ration), gain shall be recognized to the 

distributing corporation in an amount equal 

to such excess as if the property had been 

sold at the time of the distribution. The 
Conference Committee Report accom- 

panying the 1984 Act states that the dis- 

tribution by one domestic corporation to 
another of appreciated stock of a foreign 

corporation is subject to section 311(d) 
and may trigger gain recognition to the 

distributing corporation that may be tax- 

able as dividend income under section 

1248(a). See H. R. Rep. No. 98-861 (Conf. 
Rep. ), 98th Cong. , 2d Sess. 821 (1984), 
1984-3 (Vol. 2) C. B. 77. Section 311 was 

amended by the Tax Reform Act of 1986 
with the effect that section 311(d) was 

substantially recodified as section 311(b). 
Section 1248(a) of the Code provides 

that, if a United States person sells or 
exchanges stock in a foreign corporation 
and such person has satisfied the stock 
ownership requirements of section 
1248(a)(2), the gain recognized on the sale 

or exchange of the stock will be included 

in the gross income of the United States 
person as a dividend. The amount includ- 

ible as a dividend under section 1248(a) 
is limited to the earnings and profits of 
the CFC that are attributable to the United 
States person's stock and that were ac- 
cumulated in the taxable years beginning 

after December 31, 1962, and during the 

period the foreign corporation was a CFC 
and the stock was held by the United States 
person. 

If a United States person sells or ex- 

changes stock of a domestic corporation 
and such domestic corporation was formed 
or availed of principally for the holding, 
directly or indirectly, of stock of one or 
more foreign corporations, for purposes 
of section 1248 the sale or exchange will 

be treated as a sale or exchange of the 
stock of the foreign corporation or cor- 
porations held by the domestic corpora- 
tion. Section 1248(e). 

Under section 1. 1248 — 6(b)(1) of the In- 

come Tax Regulations, if a United States 
person recognizes gain on the sale or ex- 

change of stock of a domestic corporation 
that was formed or availed of principally 
for the holding of stock of a foreign cor- 
poration and the United States person 
would satisfy the stock ownership require- 
ments of section 1248(a)(2) if the domes- 
tic corporation were a foreign corporation, 
the gain will be included in the gross in- 

come of the United States person as a 

dividend to the extent of the relevant 

earnings and profits. For purposes of 
computing the relevant earnings and prof- 

its, the domestic corporation shall be 
treated as if it were a first tier foreign 
corporation. Section 1. 1248 — 6(b)(1)(i) of 
the regulations. 

Section 1248(c)(2) of the Code pro- 
vides that for purposes of section 1248, if 

Section 1248 
section 1248(a) or (f) applies to a sale or 
exchange by a United States person of the 
stock of a foreign corporation, and, by 
reason of owning that stock, the United 
States person was treated as owning under 
section 958(a)(2) an amount of the stock 
of another foreign corporation (" lower- 
tier corporation") that satisfied the stock 
ownership requirements of section 
1248(a)(2), the earnings and profits of the 
foreign corporation attributable to the 
stock sold or exchanged shall be deemed 
to include the earnings and profits of the 
lower-tier corporation that are attribut- 
able to the stock of the lower-tier cor- 
poration treated as owned by the United 
States person on the date of the sale or 
exchange. 

The distribution of the HC stock by S 
is taxable under section 311(d), which treats 
the distribution of the HC stock as if the 
stock had been sold at the time of distri- 
bution. The Conference Report accom- 
panying the 1984 Act implies that the 
deemed sale under section 311(d) is treated 
as an actual sale for purposes of section 
1248. Under sections 1248(e) and 1. 1248— 
6, the gain from the sale of the HC stock 
is treated as a dividend to the extent of 
the relevant earnings and profits com- 
puted as if HC were a first tier foreign 
subsidiary of S. Therefore, for purposes 
of computing the relevant earnings and 
profits, the distribution of the HC stock 
to P by S is treated as the sale or exchange 
of a CFC that owns all of the stock of FX. 

Under section 1248(c)(2), in calculat- 
ing S's gain that will be treated as a div- 

idend under section 1248(a) on the deemed 
sale of the HC stock, the earnings and 
profits of HC attributable to the stock 
owned by S will include those earnings 
and profits of FX that are attributable to 
stock owned by S and that were accu- 
mulated during the period that FX was a 
CFC and during which S owned the FX 
stock either directly under section 
958(a)(1)(A) or indirectly under section 
958(a)(2). 

HOLDING 

When S distributes the stock of HC to 
P, section 311(d) of the Code requires 
that gain shall be recognized by S in an 
amount equal to the excess of the fair 
market value of the HC stock over its 
adjusted basis in S's hands. Pursuant to 
sections 1248(a) and 1248(e), such gain, 
which is attributable to the deemed dis- 

position of the HC stock, shall be in- 

cluded in the gross income of S as a 
dividend to the extent of the relevant 
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Section 1256 
earnings and profits, including certain 
earnings and profits of FX, as provided 
in section 1248(c)(2). 

Section 1256. — Section 1256 Contracts 
Marked to Market 

Futures and option contracts estab- 
lished under the Mutual Offset System. 
Futures and option contracts established 
under the Mutual Offset System existing 
between the Chicago Mercantile Ex- 
change and the Singapore International 
Monetary Exchange Limited are consid- 
ered traded on or subject to the rules of 
the exchange that ultimately assumes the 
contracts for purposes of the sourcing rules 
and section 1256 of the Code. 

Rev. Rul. 87-43 

ISSUES 

(1) Whether futures contracts or op- 
tion contracts that are established pur- 
suant to the Mutual Offset System existing 
between the Chicago Mercantile Ex- 
change and the Singapore International 
Monetary Exchange Limited are consid- 
ered traded on or subject to the rules of 
the exchange that assumes the contract 
for purposes of section 1256 of the Inter- 
nal Revenue Code. 

(2) Whether the use of the Mutual Off- 
set System will affect the sourcing of gains 
or losses from futures and option contract 
transactions. 

FACTS 

The Chicago Mercantile Exchange 
(CME) is a "qualified board or exchange" 
within the meaning of section 
1256(g)(7)(B) of the Code. The Singa- 

pore International Monetary Exchange 
Limited (SIMEX) is a foreign board of 
trade that is not a "qualified board or ex- 
change" because there has not been a de- 
termination by the Secretary under section 

1256(g)(7)(C). 
In September 1984, the CME and the 

SIMEX entered into an agreement to es- 
tablish the Mutual Offset System (Sys- 
tem). The System provides an inter- 
exchange clearing process by which cus- 

torners can establish new positions or off- 
set existing positions on one exchange, 
during hours in which that exchange is 

closed for trading, by the execution of a 
contract on the other exchange. The Sys- 
tem was designed to provide investors with 

the economic benefits of extended trading 
hours while reducing the price risks and 

which is reystered with the Securities 
and Exchange Commission 

transaction costs inherent in trading on 

two autonomous exchanges. 

Under the System, a customer initially 

places an order to execute a futures or 

option contract with a clearing member 

of the exchange to which the contract will 

ultimately be transferred (Origination 

Exchange). The clearing member for the 

Origination Exchange then transfers the 

order to a clearing member of the ex- 

change where the trade will be executed 

(Execution Exchange). After the contract 

is cleared on the Execution Exchange, the 

contract is transferred to the Origination 

Exchange through an inter-exchange 
clearing process. The Origination Ex- 

change automatically assumes the trans- 

ferred contract, usually before the next 

trading day of the Execution Exchange. 
Thereafter, the contract is subject to and 

treated under the rules of the Origination 

Exchange as if it had been originally ex- 

ecuted on that exchange without using the 

System. Once an order to execute a fu- 

tures or option contract is placed in the 

System, it cannot be removed from the 

System except in situations when the con- 

tract cannot be cleared successfully. 

(B) a domestic board of trade des- 

ignated as a contract market by the 
Commodity Futures Trading Commis- 

sion, or 

(C) any other exchange, board of 
trade, or other market which the Sec- 

retary determines has rules adequate to 
carry out the purposes of this section. 

For purposes of determining the fed- 

eral income tax consequences of a trans- 

action, it is necessary to ascertain the legal 

relationships that exist between the par- 

ties to the transaction. In the typical ex- 

change clearing process for a futures or 
option contract, an exchange clearing 
house is interposed between the original 

parties to the transaction, namely, the 

clearing members who represent the pur- 

chaser and seller under the contract. Al- 

though there are a series of steps involved 

in the typical exchange clearing process, 
the step transaction doctrine provides that 

these steps are not analyzed separately 

but are viewed as component parts of a 

single transaction. In the typical exchange 

clearing process, the legal relationship be- 

tween the investor and the broker remains 

unchanged notwithstanding the fact that 

an exchange clearing house is interposed 

between the original parties to the trans- 

action. 

LAW AND ANALYSIS 

The inter-exchange clearing process 
constitutes no more than an additional step 
in the normal clearing process. Under the 

System, the inter-exchange clearing proc- 

ess is automatic and, generally, once an 

order is placed in the System, it cannot 

be removed therefrom. With respect to 
the original parties to the transaction, the 

legal relationships that result after the 

contracts are transferred under the Sys- 

tem are no different from those that would 

exist if the trade had taken place on the 

Origination Exchange without using the 

System. Consequently, the step transac- 

tion doctrine applies to the System and 

the inter-exchange clearing process has no 

independent significance for federal in- 

come tax purposes. 

HOLDINGS 

(I) Futures contracts or option con- 

tracts established under the System are 

treated as traded on or subject to the rules 

of the Origination Exchange for purposes 

of section 1256 of the Code. Thus, con- 

tracts executed on the SIMEX and as- (A) a national securities exchange 

Section 1256 of the Code prescribes 
special rules for reporting gains and losses 
from "section 1256 contracts. " 

Section 1256(b) of the Code defines the 
term "section 1256 contract" as including 

any regulated futures contract and any 
nonequity option. 

Section 1256(g)(1) of the Code pro- 
vides that the term "regulated futures 
contract" means a contract (A) with re- 
spect to which the amount required to be 
deposited and the amount which may be 
withdrawn depends on a system of mark- 

ing to market, and (B) which is traded on 
or subject to the rules of a qualified board 
or exchange. 

Section 1256(g)(3) of the Code pro- 
vides that the term "nonequity option" 
means any listed option which is not an 
equity option. 

Section 1256(g)(5) of the Code pro- 
vides that the term "listed option" means 
any option (other than a right to acquire 
stock from the issuer) which is traded on 
or subject to the rules of a qualified board 
or exchange. 

Section 1256(g)(7) of the Code pro- 
vides that the term "qualified board or 
exchange" means— 
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sumed by the CME under the System are 
treated as traded on or subject to the rules 
of a qualified board or exchange within 
the meaning of section 1256(g)(1)(B) and 
section 1256(g)(5) of the Code. By con- 
trast, contracts executed on the CME and 
assumed by the SIMEX under the System 
are not treated as traded on or subject to 
the rules of a qualified board or exchange 
within the meaning of section 
1256(g)(1)(B) or section 1256(g)(5). 

(2) Gains or losses from contracts ex- 
ecuted on the SIMEX and assumed by the 
CME under the System have the same 
source as gains or losses, respectively, of 
contracts that are executed on the CME 
without using the System. Conversely, 
gains or losses from contracts executed on 
the CME and assumed by SIMEX under 
the System have the same source as gains 
or losses, respectively, of contracts that 

are executed on the SIMEX without using 

the System. 
No holding is provided herein regard- 

ing whether such gains or losses are U. S. 
or foreign source under sections 861 
through 863 of the Code. 

Part V. — Special Rules for Bonds and Other Debt 
instruments 
Subpart A. — Original Issue Discount 

Section 1273. -Determination of Amount of 
Original Issue Discount 

The adjusted applicable federal short-term, mid- 

term, and long-term rates are set forth for the month 

of February 1987. See Rev. Rul. 87-11, this page. 

Section 1274 
The adjusted applicable federal short-term, mtd- 

term, and long-term rates are set forth for the month 
of March 1987, See Rev. Rul. 87-16, page 254. 

The adjusted applicable federal short-term, mid- 

term, and long-term rates are set forth for the month 
of June 1987. See Rev. Rul. 87-42, page 256. 

Section 1274. — Determination of Issue Price 
in the Case of Certain Debt Instruments 

Issued for Property 

(A/so Sections 280G, 382, 383, 467, 468, 483, 1273, 
1288, 7872. j 
Rev. Rul. 87-11 

For purposes of section 1274(d) of the 
Internal Revenue Code, the short-term, 
mid-term, and long-term applicable fed- 
eral rates (AFR) for the month of Feb- 
ruary 1987 are as follows: 

Period for Compounding 

Annual Semiannual Quarterly Monthly 

Short- Term 
AFR 

110% AFR 
120% AFR 

Mid-Term 
AFR 

110% AFR 
120% AFR 

Long- Term 
AFR 

110% AFR 
120% AFR 

6. 20% 
6. 83% 
7. 46% 

6. 94% 
7. 64% 
8. 35% 

7. 39% 
8. 15% 
8. 90% 

6. 11% 
6. 72% 
7. 33% 

6. 82% 
7. 50% 
8. 18% 

7. 26% 
7. 99% 
8. 71% 

6. 06% 
6. 66% 
7. 26% 

6. 76% 
7. 43% 
8. 10% 

7. 20% 
7. 91% 
8. 62% 

6. 03% 
6. 63% 
7. 22% 

6. 73% 
7. 39% 
8. 04% 

7. 15% 
7. 86% 
8. 56% 

For purposes of section 1288 of the 
Code, the short-term, mid-term, and long- 
term adjusted federal rates (adjusted AFR) 

for the month of February 1987 are as 
follows: 

Period for Compounding 

Annual Semiannual Quarterly Monthly 

Short- Term 

AFR 

Mid- Term 
AFR 

Long- Term 
AFR 

3. 93% 

4. 88% 

6. 15% 

3. 89% 

4. 82% 

6. 06% 

3. 87% 

4. 79% 

6. 01% 

3. 86% 

4. 77% 

5. 98% 

For purposes of section 382 of the Code, 
the adjusted federal long-term rate and 
the long-term tax-exempt rate for Feb- 
ruary 1987 are as follows: 

Adjusted federal long-term rate for February 
Long-term tax-exempt rate for ownership changes during Feb- 

ruary (the highest of the adjusted federal long-term rates for 
the current month and the prior two months) 

6. 15% 
6. 35% 
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Section 1274 
(Ateosecaons280G, 382, 383, 467, 483, t273, 1288, Internal Revenue Code, the short-term, 
7872. ) mid-term, and long-term applicable fed- 

eral rates (AFR) for the month of March 
Rev. Rul. 87-16 

1987 are as follows: 
For purposes of section 1274(d) of the 

Period for Compounding 
Annual Semiannual Quarterly Monthly 

Short- Term 
AFR 

110% AFR 
120% AFR 

Mid- Term 
AFR 

110% AFR 
120% AFR 

Long- Term 

AFR 
110% AFR 
120% AFR 

6. 22% 
6. 85% 
7. 50% 

6. 97% 
7. 68% 
8. 39% 

7. 49% 
8. 25% 
9. 01% 

6. 13% 
6. 74% 
7. 36% 

6. 85% 
7. 54% 
8. 22% 

7. 35% 
8. 09% 
8. 82% 

6. 08% 
6. 68% 
7. 29% 

6. 79% 
7. 47% 
8. 14% 

7. 28% 
8. 01% 
8. 72% 

6. 05% 
6. 65% 
7. 25% 

6. 75% 
7. 42% 
8. 08% 

7. 24% 
7. 96% 
8. 66% 

For purposes of section 1288 of the for the month of March 1987 are as fol- 
Code, the short-term, mid-term, and long- lows: 
term adjusted federal rates (adjusted AFR) 

Period for Compounding 
Short-term 

AFR 

Mid-term 
AFR 

Long-term 
AFR 

3. 77% 

4. 71% 

6. 06% 

3 74% 

4. 66% 

5. 97% 

3. 72% 

4. 63% 

5, 93% 

3. 71% 

4. 62% 

5. 90% 

For purposes of section 382 of the Code, 
the adjusted federal long-term rate and 

the long-term tax-exempt rate for March 
1987 are as follows: 

Adjusted federal long-term rate for March 
Long-term tax-exempt rate for ownership changes during March 

(the highest of the adjusted federal long-term rates for the current 
month and the prior two months) 

6. 06% 

6. 15% 

Rev. Rul. 87-25 mid-term, and long-term applicable fed- 

For purposes of section 1274(d) of the eral rates (AFR) for the month of April 
Internal Revenue Code, the short-term 1987 are as follows: 

Penod for Compounding 

Annual Semiannual Quarterly Monthly 

Short- Term 
AFR 

110% AFR 
120% AFR 

Mid- Term 
AFR 

110% AFR 
120% AFR 

Long- Term 
AFR 

110% AFR 
120% AFR 

6. 29% 
6. 93% 
7. 57% 

7. 02% 
7. 73% 
8. 45% 

7, 53% 
8. 30% 
9. 07% 

6. 19% 
6. 81% 
7. 43% 

6. 90% 
7. 59% 
8. 28% 

7. 39% 
8. 13% 
8. 87% 

6. 14% 
6, 75% 
7. 36% 

6. 84% 
7. 52% 
8. 20% 

7. 32% 
8. 05% 
8. 77% 

6. 11% 
6. 72% 
7. 32% 

6. 80% 
7. 47% 
8. 14% 

7. 28% 
8. 00% 
8. 71% 
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For purposes of section 1288 of the termadjustedfederalrates(adjusted AFR) 
Code, the short-term, mid-term, and long- for the month of April 1987 are as follows: 

Section 1274 

Period for Compounding 

Annual Semiannual Quarterly Monthly 

Short-term 
AFR 

Mid-term 

AFR 

Long-term 
AFR 

3. 69% 

4. 71% 

6. 02% 

3. 66% 

4. 66% 

5. 93% 

3. 64% 

4. 63% 

5. 89% 

3. 63% 

4. 62% 

5. 86% 

For purposes of section 382 of the Code, 
the adjusted federal long-term rate and 

the long-term tax-exempt rate for April 
1987 are as follows: 

Adjusted federal long-term rate for April 

Long-term tax-exempt rate for ownership changes during April (the 
highest of the adjusted federal long-term rates for the current 
month and the prior two months) 

6. 02% 

6. 15% 

(Aiso Sections 280G, 382, 383, 467, 468, 483, 1273, 
1288, 7872. ) 

Rev. Rul. 87-33 
For purposes of section 1274(d) of the 

Internal Revenue Code, the short-term, 
mid-term, and long-term applicable fed- 
eral rates (AFR) for the month of May 
1987 are as follows: 

Period for Compounding 

Annual Semiannual Quarterly Monthly 

Short- Term 
AFR 

110% AFR 
120% AFR 

Mid- Term 
AFR 

110% AFR 
120% AFR 

Long- Term 
AFR 

110% AFR 
120% AFR 

6. 51% 
7. 17% 
7. 84% 

7. 32% 
8. 07% 
8. 82% 

7. 83% 
8. 63% 
9. 43% 

6. 41% 
7. 05% 
7. 69% 

7. 19% 
7. 91% 
8. 63% 

7. 68% 
8. 45% 
9. 22% 

6. 36% 
6. 99% 
7. 62% 

7. 13% 
7. 83% 
8. 54% 

7. 61% 
8. 36% 
9. 12% 

6. 33% 
6. 95% 
7. 57% 

7. 08% 
7. 78% 
8. 48% 

7. 56% 
8. 30% 
9. 05% 

For purposes of section 1288 of the termadjustedfederalrates(adjustedAFR) 
Code, the short-term, mid-term, and long- for the month of May 1987 are as follows: 

Period for Compounding 

Annual Semiannual Quarterly Monthly 

Short-term 
AFR 

Mid-term 

AFR 

Long-term 
AFR 

3. 98% 

4. 99% 

6. 29% 

3. 94% 

4. 93% 

6. 19% 

3. 92% 

4. 90% 

6. 14% 

3. 91% 

4. 88% 

6. 11% 
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Section 1274 
For purposes of section 382 of the Code, 

the adjusted federal long-term rate and 
the long-term tax-exempt rate for May 
1987 are as follows: 

Adjusted federal long-term rate for May 
Long-term tax-exempt rate for ownership changes during May (the 

highest of the adjusted federal long-term rates for the current 
month and the prior two months) 

6. 29% 

6. 29% 

tA!so sections 280G, 382, 383, 483, 1273, 1288, 7872) Internal Revenue Code, the short-term, 
mid-term, and long-term applicable fed- 

Rev. Rul. 87-42 eral rates (AFR) for the month of June 
1987 are as follows: 

For purposes of section 1274(d) of the 

Penod for Compounding 

Annual Semiannual Quarterly Monthly 

Short- Term 

AFR 
110% AFR 
120% AFR 

Mid- Term 
AFR 

110% AFR 
120% AFR 

Long- Term 
AFR 

110% AFR 
120% AFR 

7. 21% 
7. 94% 
8. 68% 

8. 25% 
9. 10% 
9. 95% 

8. 67% 
9. 56% 

10. 45% 

7. 08% 
7. 79% 
8. 50% 

8. 09% 
8. 90% 
9. 71% 

8. 49% 
9. 34% 

10. 19% 

7. 02% 
7. 72% 
8. 41% 

8. 01% 
8. 80% 
9. 59% 

8. 40% 
9. 23% 

10. 06% 

6. 98% 
7. 67% 
8. 35% 

7. 96% 
8. 74% 
9. 52% 

8. 34% 
9. 16% 
9. 98% 

For purposes of section 1288 of the term adjusted federal rates (adjusted AFR) 
Code, the short-term, mid-term, and long- for the month of June 1987 are as follows: 

Period for Compounding 

Annual Semiannual Quarterly Monthly 

Short-term 
AFR 

Mid-term 

AFR 

Long-term 
AFR 

5. 21% 

6. 06% 

7. 40% 

5. 14% 

5. 97% 

7. 27% 

5. 11% 

5. 93% 

7. 21% 

5. 09% 

5. 90% 

7. 16% 
For purposes of section 382 of the Code, the long-term tax-exempt 

the adjusted federal long-term rate and 1987 are as follows; 
Adjusted federal long-term rate for June 
Long-term tax-exempt rate for ownership changes during June 

(the highest of the adjusted federal long-term rates for the current 
month and the prior two months) 

rate for June 

7. 40% 

7. 40% 
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Subpart n — Miscellaneous Provisions 

Section 1288. — Treatment of Original Issue 
Discount on Tax-Exempt Obligations 

The adjusted applicable federal short-term, mid- 
term, and long-term rates are set forth for the month 
of March 1987. See Rev. Rul. 87-16, page 254. 

The adjusted applicable federal short-term, mid- 
term, and long-term rates are set forth for the month 
of May 1987. See Rev. Rul. 87 — 33, page 255. 

The adjusted applicable federal short-term, mid- 
term, and long-term rates are set forth for the month 
of June 1987. See Rev. Rul. 87-42, page 256. 

Chapter 2. — Tax on Self-Employment Income 

Section 1402. — Definitions 

26 CFR I. 1402(e) — 5T: Applicanons for exemption from 
self-employment tax hy ministers. 

T. D. 8136 

TITLE 26 — INTERNAL REVENUE. — 
CHAPTER 1 — SUBCHAPTER A — PART 

1 — INCOME TAX; TAXABLE YEARS 
BEGINNING AFTER DECEMBER 31, 
1953; SUBCHAPTER H — PART 602— 
OMI3 CONTROL NUMBERS UNDER 
THE PAPERWORK REDUCTION ACT 

Applications for Exemption from Self- 

employment Taxes for Ministers, Certain 

Members of Religious Orders, and Christian 

Science Practitioners 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Temporary regulations. 

SUMMARY: This document provides 
temporary regulations relating to appli- 
cations for exemption from self-employ- 
ment taxes filed by ministers, members of 
a religious order who are not under a vow 

of poverty, and Christian Science practi- 
tioners. The text of the temporary regu- 
lations set forth in this document also serves 

as the text of the proposed regulations 
cross-referenced ' * a [page 807 of this 

Bulletin]. The temporary regulations re- 
flect changes to the applicable tax law made 

by section 1704(a) of the Tax Reform Act 
of 1986 and provide guidance on the man- 

ner of applying for exemption from self- 

employment taxes under section 1402(e) 
of the Internal Revenue Code of 1986. 

EFFECTIVE DATE: The regulations 
contained in this document are effective 

with respect to applications filed after De- 

cember 31, 1986. 

FOR FURTHER INFORMATION 
CONTACT: Robert E. Shaw of the Leg- 

islation and Regulations Division, Office 
of Chief Counsel, Internal Revenue Ser- 

vice, 1111 Constitution Avenue, N. W. , 
Washington, DC 20224 (Attention: 
CC:LR: T (LR — 153-86)). Telephone, 202— 
566-3297 (not a toll-free call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

Section 1402(e)(1)(A) of the Internal 
Revenue Code of 1986 provides that min- 

isters, members of a religious order who 

are not under a vow of poverty, or Chris- 
tian Science practitioners may file an ap- 
plication for exemption from self- 
employment taxes. This section requires 
any individual seeking the exemption to 
file an application together with a state- 
ment that either he or she is conscien- 
tiously opposed to, or because of religious 
principles he or she' is opposed to, the 
acceptance (with respect to service per- 
formed as a minister, member, or prac- 
titioner) of any public insurance that makes 
payments in the event of death, disability, 
old age or retirement, or makes payments 
toward the cost of, or provides services 
for, medical care. 

Section 1704(a) of the Tax Reform Act 
of 1986 (100 Stat. 2085, 2779) amended 
section 1402(e)(1) of the Code to require 
an individual (other than a Christian Sci- 
ence practitioner) who applies for ex- 
emption from self-employment taxes to 
state in the application that he or she has 
informed the affiliate church or order that 
the applicant is opposed to receiving such 
insurance. In addition, section 1704(a) of 
the Act added a new paragraph (2) to 
section 1402(e) of the Code to require 
verification that all applicants (including 
Christian Science practitioners) are aware 
of the grounds for which an exemption 
may be granted and that they seek the 
exemption on such grounds. No applica- 
tion for exemption will be approved with- 

out this verification. The amendments 
made by section 1704(a) of the Act are 
effective with respect to applications filed 

after December 31, 1986. Thus, neither 
the amendments made by the Act nor the 
temporary regulations apply to present 
exemptions or to applications for exemp- 
tion that are filed before January 1, 1987. 

Section 1402 
The temporary regulations provide that 

applications filed after December 31, 1986, 
by a minister or a member of a religious 
order who is not under a vow of poverty 
must include a statement to the effect that 
the applicant has informed the ordaining, 
commissioning, or licensing body of the 
church or order that he or she is consci- 
entiously opposed, or opposed on reli- 
gious principles, to the acceptance of any 
public insurance that makes payments in 
the event of death, disability, old age, or 
retirement, or makes payments toward the 
cost of, or provides services for, medical 
care. 

Applications for exemption under sec- 
tion 1402(e) shall be made on Form 4361. 
It is anticipated that Form 4361 will be 
revised to include the statement described 
above. However, if the form does not 
contain the statement, the applicant must 
file a separate statement along with Form 
4361. 

The temporary regulations also pro- 
vide that any application for exemption 
under section 1402(e) filed after Decem- 
ber 31, 1986, by ministers, members of a 
religious order not under a vow of pov- 
erty, or Christian Science practitioners may 
be approved by the Service only after ver- 
ification that the individual applying for 
the exemption is aware of the grounds on 
which the individual may receive an ex- 

emption pursuant to section 1402(e) and 
that the individual seeks exemption on 
such grounds. The temporary regulations 
set forth the procedure to be followed for 
such venfication. 

REGULATORY FLEXIBILITY ACT 
EXECUTIVE ORDER 12291 

PAPERWORK REDUCTION ACT 
OF 1980. 

No general notice of proposed rule- 
making is required by 5 U. S. C. 553(b) for 
temporary regulations. Accordingly, the 
Regulatory Flexibility Act does not apply 
and no Regulatory Flexibility Analysis is 
required for this rule. The Commissioner 
of Internal Revenue has determined that 
this temporary rule is not a major rule as 
defined in Executive Order 12291 and that 
a Regulatory Impact Analysis is therefore 
not required. The reporting requirements 
added by this document have been sub- 
mitted to the Office of Management and 
Budget (OMB) in accordance with the re- 
quirements of the Paperwork Reduction 
Act of 1980. The reporting requirements 
have been approved by OMB. 
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Section 1402 

DRAFTING INFORMATION 

The principal author of these tempo- 
rary regulations is Robert E. Shaw of the 
Legislation and Regulations Division of 
the Office of Chief Counsel, Internal Rev- 
enue Service. However, personnel from 
other offices of the Internal Revenue Ser- 
vice and Treasury Department partici- 
pated in developing these regulations both 
on matters of substance and style. 

Adoption of Amendments to the 
Regulations. 

Accordingly, 26 CFR Part 1 and Part 
602 are amended as follows: 

Paragraph 1. The authority for Part 1 
is amended by adding the following ci- 
tation: 

Authority: 26 U. S. C. 7805. * * * Sec- 
tion 1. 1402(e) — 5T also issued under 26 
U, S. C. 1402(e)(1) and (2). 

Par. 2. A new ill. 1402(e) — 5T is added 
immediately after ft1. 1402(e)-4A to read 
as follows: 

INCOME TAX REGULATIONS 
(26 CFR Part 1) 

tJ1. 1402(e)-5T Applications for exemp- 
tion from self-employment taxes fiiled after 
December 31, 1986, by ministers, certain 
members of religious orders, and Chris- 
tian Science practitioners. 

(a) In general. (1) Except as provided 
in paragraph (a)(2) of this section, this 

section applies to any individual who is a 

duly ordained, commissioned, or licensed 
m'inister of a church, member of a reli- 

gious order (other than a member of a 
religious order who has taken a vow of 
poverty as a member of such order), or a 
Christian Science practitioner who files an 

application after December 31, 1986, for 
exemption from the tax on self-employ- 

ment income (see section 1401 and 
ti1. 1401 — 1) with respect to services per- 
formed by him or her in his or her capacity 
as a minister, member, or practitioner 
pursuant to liti1. 1402(e) — 2A through 
1. 1402(e) — 4A. This section does not apply 
to applications for exemption under sec- 

tion 1402(e) that are filed before January 

1, 1987. 
(2) Application of this section to Chris- 

tian Science practitioners. Paragraph (b) 
of this section does not apply to Christian 

Science practitioners. Thus, Christian Sci- 

ence practitioners filing applications for 
exemption form self-employment taxes 

under section 1402(e) should follow the 

procedures set forth in lili1. 1402(e) — 2A 

through 1. 1402(e)-4A, and are not re- 

quired to include the statement described 
in paragraph (b)(1)(ii) of this section. 
However, see paragraph (c) of this section 
for verification procedures with respect to 
applications for exemption from self-em- 

ployment taxes filed after December 31, 
1986, by Christian Science practitioners. 

(b) Church or order must be in- 
formed — (1) In general. Any individual, 

other than a Christian Science practi- 
tioner, who files an application for ex- 

emption from the tax on self-employment 
income under section 1402(e) after De- 
cember 31, 1986: 

(i) Shall file such application in ac- 
cordance with the procedures set forth in 

lit11. 1402(e) — 2A through 1. 1402(e)-4A, 
and 

(ii) Shall include with such application 
a statement to the effect that the individ- 
ual making application for exemption has 
informed the ordaining, commissioning, 
or licensing body of the church or order 
that he or she is opposed to the accept- 
ance (for services performed as a minister 
or member of a religious order not under 
a vow of poverty) of any public insurance 
that makes payments in the event of death, 
disability, old age, or retirement, or that 
makes payments toward the cost of, or 
provides services for, medical care (in- 
cluding the benefits of any insurance sys- 

tem established by the Social Security Act). 

(2) Statement to be filed with Form. If 
the form provided by the Service for ap- 
plying for exemption under 1402(e) does 
not contain the statement set forth in par- 
agraph (b)(1)(ii) of this section, any in- 
dividual required to include this statement 
with his or her application under this par- 
agraph (b) shall file such statement with 
the individual's application at the time and 
place prescribed for filing such application 
under 11111. 1402(e) — 2A and 1. 1402(e) — 3A. 
The statement shall contain the infor- 
mation set forth in paragraph (b)(1)(ii) of 
this section and shall be signed by such 
individual under penalties of perjury. 

(c) Verification of Application — (1) In 
general. The Service will approve an ap- 
plication for an exemption filed by an in- 

dividual to whom this section applies only 
after verifying that the individual applying 
for the exemption is aware of the grounds 
on which the individual may receive an 
exemption under section 1402(e) (see 
t)1. 1402(e) — 2A) and that the individual 
seeks exemption on such grounds, in ac- 
cordance with the procedures set forth in 

paragraph (c)(2) of this section. 
(2) Verification procedure. Upon re- 

ceipt of an application for exemption from 
self-employment taxes under section 
1402(e) and this section, the Service will 

mail to the applicant a statement that de- 
scribes the grounds on which an individual 

may receive an exemption under section 
1402(e). The individual filing the appli- 
cation shall certify that he or she has read 
the statement and that he or she seeks 
exemption from self-employment taxes on 
the grounds listed in the statement, The 
certification shall be made by signing a 

copy of the statement under penalties of 
perjury and mailing the signed copy to the 
Service Center from which the statement 
was issued not later than 90 days after the 
date on which the statement was mailed 
to the individual. If the signed copy of the 
statement is not mailed to the Service 
Center within 90 days of the date on which 

the statement was mailed to the individ- 

ual, that individual's application for ex- 
emption will not be effective until the date 
that the signed copy of the statement is 

received at the Service Center. 

OMB CONTROL NUMBER UNDER 
THE PAPERWORK REDUCTION 

ACT 
(26 CFR Part 602) 

Par. 3. The authority for Part 602 con- 
tinues to read as follows: 

Authority: 26 U. S. C. 7805. 
Par. 4. Section 602. 101(c) is amended 

by inserting in the appropriate places in 
the table "1. 1402(e)-5T. . . [1545-0168]. " 

There is a need for immediate guidance 
with respect to the provisions contained 
in this Treasury decision. For this reason, 
it is found impracticable to issue it with 
notice and public procedure under sub- 
section (b) of section 553 of title 5 of the 
United States Code or subject to the ef- 
fective date limitation of subsection (d) 
of that section. 

LAWRENCE B. GIBBS, 
Commissioner of 

Internal Revenue. 
Approved April 3, 1987. 

O. DONALDSON CHAPOTON, 

Acting Assistant Secretary 

of the Treasury. 

(Filed by the Office of the Federal Register on April 

14, 1987, at 8:45 a. m. , and published in the issue 

of the Federal Register for April 15, 1987, 52 F. R, 
12161) 
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Chapter 3. — Withholding of Tax on Nonresident 
Aliens and Foreign Cotporalions 
Subchapter A. — Nonresident Aliens and Foreign 
Corporations 

Section 1441;Withholding of Tax on 

Nonresident Aliens 

In(ormation which must be obtained by a with- 

holding agent in order to rely on a nonresident alien 
student's claim for exemption from federal income 

tax on compensation for services under an income tax 

treaty to which the United States is a party. See Rev. 
Proc. 87-8, page 366. 

Information which must be obtained by a with- 

holding agent in order to rely on a nonresident alien's 

claim for exemption from federal income tax on in- 

come received as a teacher or researcher under an 

income tax treaty to which the United States is a 

party. See Rev. Proc. 87-9, page 368. 

Section 1445. — Withholding of Tax on 

Disposition of United States Real Property 

Interests 

26 CFR 1. 1445-1: Withholding on disposition of U. S. 
real property interests by foreign persons; in generaL 

T. D. 8113 

TITLE 26, — INTERNAL REVENUE. — 
CHAPTER 1, SUBCHAPTER A, PART 

1 — INCOME TAX; TAXABLE YEARS 
BEGINNING AFTER DECEMBER 31, 
1953. — PART 602 — OMB CONTROL 

NUMBERS UNDER THE PAPERWORK 

REDUCTION ACT 

Withholding upon dispositions of II. S. real 

property interesh by foreign persons 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Final regulations. 

SUMMARY: This document contains fi- 

nal Income Tax Regulations relating to 
the withholding that is required upon the 

disposition of a U. S. real property interest 

by a foreign person. These regulations are 

necessary to provide the public with guid- 

ance with respect to the withholding re- 

quirements of section 1445 of the Internal 

Revenue Code of 1954, as added by the 

Tax Reform Act of 1984. These regula- 

tions affect purchasers of U. S. real prop- 

erty interests and entities with foreign 
interest-holders that dispose of U. S. real 

property interests. It also contains 
amendments to Income Tax Regulations 
relating to substantive income tax liability 

on such a disposition. 

DATES: The regulations are generally ef- 

fective with respect to dispositions of U. S. 
real property interests after January 23, 
1987. However, if a person who is treated 

as a withholding agent under $1. 1445 — 8T 
of the Temporary Regulations exercises 

the option to apply such regulations to a 
distribution prior to the general 30 day 

effective date, then, solely for purposes 
of applying $1. 1445 — 8T, this regulation 

shall be effective on the date f1, 1445 — 8T 
is effective with respect to that distribu- 

tion. 

FOR FURTHER INFORMATION 
CONTACT: Jeffrey Dorfman of the Of- 

fice of Associate Chief Counsel (Inter- 
national) within the Office of the Chief 
Counsel, Internal Revenue Service, 1111 
Constitution Avenue, N. W. , Washing- 

ton, DC 20224 (Attn: CC:INTL:Br5); 
Telephone 202-566-3407 (not a toll-free 
call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

Section 1445 was added to the Internal 
Revenue Code by section 129 of the Tax 
Reform Act of 1984. Technical correc- 
tions were made by sections 311(b)(4) and 

1810(f) of the Tax Reform Act of 1986. 
On December 31, 1984, proposed addi- 
tions to the Income Tax Regulations (26 
CFR Part 1) under section 1445 were pub- 
lished in the Federal Register (49 FR 
50739) by cross-reference to Temporary 
Income Tax Regulations (26 CFR Part la) 
published the same day (49 FR 50667). A 
public hearing concerning the proposed 
regulations was held on January 17, 1986. 
After consideration of all the comments 
received, those regulations are revised and 
adopted by this Treasury Decision. 

Regulations published under section 897 
of the Internal Revenue Code were 
adopted by Treasury Decision 7999 (49 
FR 50689). This Treasury Decision amends 
those regulations. 

EXPLANATION OF PROVISIONS 

Amendments to fII1. 897 — 1(c)(2)(iii), 
1. 897 — 1(d) (2) (i), 1. 897 — 1(n), 1. 897— 
2(b)(2)(v), 1. 897-2(c)(4)(ii), 1. 897-2(c)(5), 
1. 897 — 2(g)(3), 1. 897 — 3(a) and 1. 897- 
3(c)(4) of the Income Tax Regulations. 

Section 1. 897 — 1(c)(2)(iii) has been 
clarified to indicate that the rule therein 
stated applies to regularly traded interests 
(not to only stock). 

With respect to production payments, 
f1. 897 — 1(d)(2)(i) provides that an inter- 
est in production payments described in 
section 636 does not generally constitute 

Section 1445 
an interest in real property other than solely 

as a creditor. However, a right to pro- 
duction payments shall constitute an in- 

terest in real property other than solely 
as a creditor if it conveys a right to share 
in the appreciation in value of, or in the 
gross or net proceeds or profits generated 
by, the mineral property. Thus, the right 
to typical bank-type production payments 
is treated as an interest in real property 
other than solely as a creditor because it 
is an interest in proceeds or profits, even 
though the production payment holder may 
have no right to share in the appreciation 
in value of the mineral property. Accord- 
ingly, f1. 897 — 1(d)(2)(i) has been amended. 

In response to public comment, the def- 
inition of "regularly traded" contained in 
f1. 897 — 1(n) has been amended. The 
amendment provides that stock of a cor- 
poration which is described in section 
851(a)(1) of the Internal Revenue Code 
(certain mutual funds and unit investment 
trusts) and units of a unit investment trust 
registered under the Investment Com- 

pany Act of 1940, (15 U. S. C. 80 a-1 to 
80 b — 2), shall be treated as stock of a 
corporation which is regularly traded on 
an established securities market. The ra- 
tionale for this change is that trading of 
interests in certain entities that are mutual 
funds (whether open end or closed end 
funds), unit investment trusts, or other 
investment vehicles described in section 
851(a)(1) is sufficiently analogous to the 
trading of corporate stock on an estab- 
lished securities market to warrant iden- 
tical treatment. 

The definition of "regularly traded" 
contained in f1. 897 — 1(n) has also been 
clarified with respect to interests that are 
traded in bearer form on a foreign secu- 
rities market, The rule provides that in- 
terests in a domestic entity that are traded 
on a foreign exchange shall not be con- 
sidered to be regularly traded on an es- 
tablished securities market unless such 
interests are traded in registered form and 
are registered pursuant to the provisions 
of the Securities Exchange Act of 1934 
(see, 15 U. S. C. 78). The reason for this 
change is that the Service cannot deter- 
mine whether shares are regularly traded 
on a foreign exchange if they are traded 
in bearer form. 

Section 1. 897 — 2(b)(2)(v) has been sub- 
stantially amended because its applica- 
tion was inconsistent with tJf1. 897— 
2(g)(1)(ii)(A) and $1. 897 — 2(g)(2)(ii). Thus, 
f1. 897 — 2(b)(2)(v) now provides a refer- 
ence to f f1. 897 — 2(g)(1)(ii)(A) and 1. 897— 
2(g)(2)(ii) with respect to the effect on 
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interest holders of reliance on a statement 
issued by a corporation that made a de- 
termination as to whether it was a U. S. 
real property holding corporation under 
the provisions of $1. 897 — 2(b). 

Typographical errors have been cor- 
rected in 81. 897 — 2(c)(4)(ii), 1. 897 — 2(c)(5), 
1. 897 — 2(g)(3), 1. 897 — 3(a), and 1. 897— 
3(c)(4). 

Amendments to $1. 897-2(h) of the Income 

Tax Regulations 

Section 1. 897 — 2(h)(1)(i) provides that 
a domestic corporation, any interest in 
which is known by the corporation to be 
held by a foreign person, must determine 
whether it is a U. S. real property holding 
corporation in accordance with the rules 
of that section. Section 1. 897 — 2(h)(1)(ii) 
of the regulations provides that a domes- 
tic corporation, any interest in which is 
known to be held by a foreign person, that 
determines it is not a U. S. real property 
holding corporation on each of the ap- 
plicable determination dates in a given 
taxable year must attach a statement to 
its income tax return, informing the Ser- 
vice that it is not a U. S. real property 
holding corporation. Section 1. 897 — 2(i)(2) 
provides that with respect to taxable years 
ending after June 18, 1980, for which a 
return was filed before January 30, 1985, 
the statement required to be filed by par- 

agraph (h)(1)(ii) of this section must be 
separately delivered to the Internal Rev- 
enue Service office where the corporation 
filed its most recent income tax return no 
later than April 1, 1985. 

Commentators have raised two prob- 
lems with respect to these regulations. 
First, no method is provided for corpo- 
rations that have failed to provide state- 
ments required under 51. 897 — 2(h)(1)(ii) 
to remedy this failure. Second, the reg- 
ulations may be unclear with respect to 
whether a corporation that failed to file 

the required statement with respect to 
taxable years ending after June18, 1980, 
for which a return was filed before Jan- 

uary 30, 1985, can file statements with 

respect to subsequent years. 
In view of these problems, the regu- 

lations under 51. 897 — 2(h) have been re- 

vised. Section 1. 897-2(h)(1) now requires 

a domestic corporation to provide notice 
(regarding whether such corporation is or 
has been a U. S. real property holding cor- 
poration) to a foreign interest holder within 

a reasonable period after receipt of an 

inquiry by such foreign interest holder. 
Annual filing of a notice with the Service 

is no longer required. However, in order 

for the statement provided to the foreign 
interest holder to be valid, the corpora- 
tion must deliver notice to the Service (as 
provided in 51. 897 — 2(h)(2)) on or before 
the 30th day after the statement is mailed 

to the interest holder that requested it. 
As in the prior regulations, the require- 
ments of 51. 897 — 2(h) are not applicable 
to domestically controfied real estate in- 

vestment trusts and to corporations in 

which any class of stock is regularly traded 
on an established securities market. Sec- 
tion 1. 897 — 2(h)(4) provides that a cor- 
poration, any interest in which is known 

to be held by a foreign person, which de- 

termines that it is not a U. S. real property 
holding corporation on each of the ap- 
plicable determination dates in a given 
taxable year may voluntarily attach to its 
income tax return for that year a state- 
ment informing the Service of its deter- 
mination. The transition rules in 51. 897— 

2(i) have also been amended. 

Section 1. 1445-1: General Rules 

Commentators suggested that the Ser- 
vice clarify the amount subject to with- 

holding with respect to joint transferors. 
Accordingly, 51. 1445 — 1(b)(2) provides that 
the amount subject to withholding in the 
case of a joint transfer of a U. S. real prop- 
erty interest by one or more foreign per- 
sons and one or more non-foreign persons 
shall be determined by allocating the 
amount realized based upon the capital 
contribution of each transferor with re- 
spect to the property and by aggregating 
the amounts allocated to foreign persons. 
A special rule, which overrides the gen- 
eral rule, has been provided for joint 
transferors that are husband and wife. 
Where a husband and wife are joint trans- 
ferors their total capital contribution is 
aggregated and each is deemed to have 
contributed 50 percent of the aggregated 
amount. Section 1. 1445 — 1(f)(3)(iv) pro- 
vides rules regarding the crediting of 
amounts withheld among joint foreign 
transferors. 

In response to public comment, rules 
have been provided governing withhold- 

ing with respect to options to acquire a 
U. S. real property interest. These rules 
are contained in 51. 1445-1(b)(3). 

Section 1. 1445 — 1(c)(1) provides the 
general rule regarding reporting and pay- 
ing over withheld amounts. In response 
to several comments, the time period for 
reporting and paying over withheld 
amounts has been extended from 10 days 
to 20 days. 

Section 1. 1445 — 1(c)(2) provides rules 
concerning delayed reporting and pay- 
ment pending application for a withhold- 

ing certificate. The regulations have been 
modified in the following manner in re- 
sponse to public comment. 

(1) To address concerns that the terms 
of a sale can change significantly within 
30 days prior to a transfer of a U. S. real 
property interest, the regulations no longer 
require that an application be submitted 
to the Service at least 30 days prior to the 
transfer. Under 51. 1445 — 1(c)(2)(i)(A), an 
application need only be submitted on the 
day of or any time prior to the transfer 
for delayed reporting and payment to ap- 

ply. 

(2) With respect to reporting and pay- 
ing over withheld amounts pending a de- 
termination by the Service on an 
application for a withholding certificate, 
the regulation draws a distinction regard- 
ing applications submitted by a transferee 
of a U. S. real property interest and ap- 
plications submitted by a transferor. Where 
the applicant is a transferee, the trans- 

feree must report and pay over withheld 
amounts (or a lesser amount as deter- 
mined by the Service) by the 20th day 
following the Service's final determina- 
tion (defined as the day the withholding 
certificate or notice of denial is mailed to 
the transferee). An applicant that is a 
transferor of a U. S. real property interest 
must provide notice to a transferee prior 
to the transfer that an application for a 
withholding certificate has been submit- 
ted to the Service. While the transferee 
must still withhold 10 percent of the amount 
realized on the transfer, the transferee need 
not report and pay over such amount (or 
a lesser amount determined by the Ser- 
vice) until the 20th day after the Service's 
final determination. For this purpose, the 
definition of the Service's "final deter- 
mination" is the day upon which a copy 
of the withholding certificate or notice of 
denial issued by the Service is mailed. 

One commentator suggested that an 

appeal procedure be available if an ap- 
plication for reduced withholding is re- 
jected. This suggestion was not adopted 
because it is not mandated by section 1445 
and would impose an undue administra- 
tive burden on the Service. Several com- 
mentators suggested that the anti-abuse 
rule of 51. 1445 — 1T(c)(2)(iii) of the Tem- 

porary Regulations be eliminated. This 
was rejected because the rule is a needed 
safeguard against abusive delays in com- 

plying with section 1445(a). 
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Contents of Forms 8288 and 8288-A 
Section 1. 1445-1(d) 

Several comments were received re- 
garding Forms 8288 and 8288A. The first 
comment suggested the elimination of the 
requirement that the name of the trans- 
feror be identified. This was rejected be- 
cause the Service must know the identity 
of transferors in order to properly credit 
amounts withheld against tax liability aris- 
ing from the transfer. The second com- 
ment suggested that an individual 
transferor or transferee be able to provide 
a mailing address rather than a home ad- 
dress. This suggestion was adopted in part. 
The regulations now provide that, in ad- 
dition to a home address, the transferor 
may specify a mailing address to which 
the stamped copy of the Form 8288-A is 

to be sent. A third suggestion was that 
the requirement that the "nature of an 
improvement" be reported on Forms 8288 
and 8288A be deleted. We have re- 
sponded to this suggestion by requiring 
that the nature of only substantial im- 

provements be reported on Forms 8288 
and 8288A. Finally, it was suggested that 
the regulations delete f11. 1445 — 1(d)(1)(vii) 
which authorizes Forms 8288 and 8288A 
to include "such other information as the 
Commissioner may require. " This was re- 
jected because the Service may need flex- 

ibility in the future with respect to obtaining 
other information that may be needed to 
administer section 1445. 

Penalties and interest imposed on transferee 

Section 1. 1445-1(e) 

Section 1. 1445 — 1(e) has been expanded 
to clarify the liability under section 1461 
of transferees who fail to withhold and 

pay over tax under section 1445, and to 
coordinate that liability with the transfer- 
or's tax liability. New ii1. 1445 — 5(e)(3) 
clarifies that pursuant to section 1463 the 
liability for tax and penalties generally 

terminates when the transferor's liability 

with respect to the transfer has been sat- 

isfied. The transferee must provide suf- 

ficient information to enable the Service 

to determine that the transferor's liability 

has been satisfied. 
Section 1. 1445 — 1(e)(3) also clarifies that 

interest is due from and payable by the 

transferee, under section 6601 and the 

regulations thereunder, on the amount of 
the withholding tax that should have been, 
but was not, timely withheld and paid over 

by the transferee. Liability for interest for 
failure to withhold and pay over tax is not 
excused by a subsequent payment of tax 

by the transferor, since the transferee's 

liability to withhold and pay over tax is 

not dependent on the transferor's actual 

tax liability. However, the regulations 

provide that if the transferor's tax liability 

is in fact paid (or established to be zero) 

then the transferee's liability will also be 

deemed to have been satisfied as of that 

date. Thus, the transferee will be held 

liable for the payment of interest with re- 

spect to the period between the date on 

which the transferee was required to pay 

over tax under section 1445 and the date 

on which that liability is deemed to be 

satisfied by reason of the transferor's pay- 

ment of tax. 

Effect of Withholding on Transferor Section 

1. 1445-1(f) 

Section 1. 1445 — 1(f) requires a stamped 

copy of Form 8288A to be attached to a 

transferor's return in order to claim credit 
for withheld taxes. One commentator 
raised an issue concerning the effect of 
the failure of the transferee to remit with- 

held funds to the Service with the result 

that the transferor would never receive a 
stamped copy of Form 8288A. To address 

this concern, 51. 1445 — 1(f) now provides 

that if a stamped copy of Form 8288A is 

not received by the transferor, the trans- 

feror may establish the amount of tax 
withheld by the transferee by attaching to 
its return substantial evidence (e. g. , clos- 

ing documents) of such amount. 

Finally, one commentator suggested that 

a foreign person should not be required 
to file a return if withholding under sec- 

tion 1445 fully satisfies any substantive tax 
liability. This was rejected. Withholding 
under section 1445 is not a substantive tax 
and taxpayers must file a return to estab- 
lish their correct liability. 

Definitions 

Section 1. 1445-1(g) 

With respect to the definition of amount 

realized, commentators suggested that, (1) 
it should be made clear that "cash paid 
or to be paid" includes only principal and 

not interest (stated or unstated) or orig- 

inal issue discount, and (2) the normal 

expenses of sale should be taken into ac- 

count. While the former suggestion was 

adopted, the latter was not on the basis 

that the statutory language of section 

1445(a) did not allow this result. 
A clarification was also made in the 

definition of "date of transfer" to indicate 

that payments made pursuant to a "con- 

tract for deed" constitute payments of 
consideration. 

Section 1445 
Section 1. 1445-2 

Situations Where no Withholding Required 

Transferor Not a Foreign Poison 

Section 1. 1445-2(b) 

Section 1. 1445 — 2(b)(1) provides that a 

transferee may employ "other means" 

(rather than a certification of non-foreign 
status) to determine the non-foreign sta- 

tus of the transferor. One commentator 
suggested that, because the transferee may 

employ "other means, " a transferee would 

not be considered a person "required" to 
deduct and withhold tax under section 1461 
in the event such transferee refused to 
employ "other means" and demanded a 
withholding certificate. In response to this 

comment the rules under 81. 1445 — 2(b)(1) 
and 1. 1445 — 5(b)(3) have been clarified to 
indicate that a transferee need not employ 
"other means" to fall within the ambit of 
section 1461. 

Section 1. 1445 — 2(b)(2)(ii) requires a 
foreign corporation that made a section 

897(i) election to attach a copy of the ac- 
knowledgement to the certification of non- 

foreign status. A commentator suggested 
that this requirement be replaced with one 

requiring that a transferee provide only a 
sworn statment that a section 897(i) elec 
tion has been filed. This comment was 

rejected because the copy of the acknowl- 

edgement provides assurance that the sec- 
tion 897(i) election has, in fact, been filed 
with the Service. In addition, the regu- 
lations have been clarified to indicate that 
the acknowledgement provided by the 
Service must state that the information 
required by 51. 897 — 3 has been deter- 
mined to be complete. 

One commentator suggested that with- 

holding resulting from a belated notice of 
false certification under li1. 1445— 
2T(b)(4)(iv) of the Temporary Regula- 
tions not be made with respect to an un- 

related party that has become a holder in 
due course of a transferee's obligation. 
This suggestion has been adopted by in- 

dicating in 51. 1445 — 2(b)(4)(iv) that with- 

holding is to take place only with respect 
to amounts to be paid to the transferor. 

Transferred Property Not a U. S. Real 

Property Interest Section 1. 1445-2(c) 

Section 1. 1445 — 2(c)(2) concerns inter- 
ests in publicly traded corporations. In 
response to public comment, rules have 
been adopted that allow certain disposi- 
tions to fall within the publicly traded ex- 
ception where the disposition is incident 
to a public offering of stock. 

Section 1. 1445 — 2(c)(2) provides that the 
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publicly traded exception does not apply 
to the acquisition from a single transferor 
(or related transferors) in a single trans- 
action (or related transactions) of an in- 
terest described in 51. 897-1(c)(2)(iii)(B) 
or of similar interests in publicly traded 
partnerships or trusts. A commentator 
suggested that the rule was unclear in its 
application to a single transferee's acqui- 
sition of a number of interests, no one of 
which alone would be considered an in- 

terest described in 51. 897-1(c)(2)(iii)(B), . 
from several transferors. This is clarified 

by indicating that the term "related" is 
defined pursuant to $1. 897 — 1(i). If the 
transferors are not related, a transferee 
would not aggregate the interests ac- 
quired in determining whether the 5 per- 
cent threshold of 51. 897 — 1(c)(2)(iii)(B) was 

exceeded. 
The reference in 51. 1445 — 2T(c)(3) of 

the Temporary Regulations to the notice 
requirement of 51. 897-2(h)(1)(ii) re- 
quired that a domestic corporation file 
timely notices of non-U. S. real property 
holding corporation status with the Ser- 
vice as a condition precedent to providing 
a transferor with a certification that an 
interest in the corporation is not a U. S. 
real property interest. A commentator in- 
dicated that if a domestic corporation failed 
to file timely notices, no method was pro- 
vided to remedy the failure. The rules of 
$1. 897-2(h) have been substantially 
amended and this problem should not be 
significant under the amended rules. 

Pursuant to section 1810(f)(2) of the 
Tax Reform Act of 1986, the regulations 
under 11. 1445 — 2(c)(3) and 51. 1445- 
5(b)(4)(iii)(A) have been clarified to in- 
dicate that a domestic corporation can is- 
sue a statement that an interest in the 
corporation is not a U. S. real property 
interest if such interest ceases to be a real 
property interest under section 
897(c)(1)(B). Further, a rule regarding 
belated notice of a false statement has 
been added. 

A commentator suggested that the reg- 
ulations specifically allow a corporation's 
status as a non-U. S. real property holding 
corporation to be used as a basis for an 
early refund. This was rejected because 
the Service already has such authority un- 

der 11445(c)(2) and f1. 1445 — 3(c)(4). 

Excoptfons to Withholding Pnrchase of a 
Residence of S300, 000 or Less 

Section 1. 1445-2(d)(l) 

A commentator suggested that the def- 
inition of "residence" is unclear. This def- 
inition has been clarified to indicate that 

a U. S. real property interest is acquired 

for use as a residence if on the date of the 

transfer, the transferee has definite plans 

to reside at the property for at least 50 

percent of the number of days that the 

property is used by any person during each 

of the first two 12-month periods follow- 

ing the date of the transfer. Days that the 

property will be vacant are not taken into 

account. 
A suggestion that corporations, part- 

nerships and trusts be allowed to purchase 

a "residence" was rejected as inconsistent 

with the intent of section 1445. A sug- 

gestion that the definition of a residence 
include the purchase of land with the in- 

tent to build a residence on such land in 

the future was also rejected for the same 
reason. 

Coordination with Nonrecognition Prwisions 

Section 1. 1445-2(d)(2) 

Section 1. 1445-2T(d)(2)(ii)(A) of the 
Temporary Regulations provides that the 
general rules regarding nonrecognition 
transactions contained in 51, 1445- 
2(d)(2)(i) do not apply if the transferee 
and transferor are related persons within 

the meaning of 51. 897 — 1(i). Several com- 
mentators suggested that this rule be de- 
leted because it has the effect of requiring 
withholding on most corporate reorgani- 
zations. This suggestion was adopted. 
Commentators also suggested that 
11. 1445 — 2T(d)(ii)(B) of the Temporary 
Regulations be deleted. This suggestion 
was rejected because it is not believed 
that deletion of this rule should be con- 
sidered until regulations under section 
897(d) and (e) are published. In the in- 
terim, taxpayers may request certificates 
of reduced withholding from the Service. 
Finally, comments that the "reason to 
know" standard of 11. 1445-2T(d)(ii)(C) 
of the Temporary Regulations be deleted 
were rejected. The "reason to know" 
standard is needed to insure that the 
transferor is in fact entitled to nonrecog- 
nition treatment, especially in the case of 
related party transfers, 

Foroctosnres 
Section 1. 1445-2(d)(3) 

In response to numerous comments, the 
special foreclosure rules of $1. 1445-2(d)(3) 
have been substantially amended. The 
amendments take the perspective that a 
transferee in a foreclosure sale should be 
liable for withholding to the extent of the 
cash flow (with a limit of 10 percent of 
the amount realized on the transfer by the 
transferor) to the nonresident alien debtor. 

The rules regarding transfers of a U. S. 
real property interest pursuant to a deed 
in lieu of foreclosure have been revised. 
Generally, withholding equal to 10 per- 
cent of the amount realized by the debtor/ 
transferor on the transfer must be with- 
held by the transferee. However, no with- 
holding is required if: (1) the transferee 
is the only person with a security interest 
in the property, (2) no cash or other prop- 
erty (other than incidental fees incurred 
with respect to the transfer) is paid, di- 

rectly or indirectly, to any person with 

respect to the transfer, and (3) the notice 
requirements of 51. 1445 — 2(d)(3)(iii) are 
satisfied. If cash or other property is paid 
to any person, or a person other than the 
transferee has a security interest in the 
property, a certificate of reduced with- 
holding may be requested. 

Commentators have indicated that non- 
creditor purchasers at a foreclosure sale 

have no means of establishing the debts 
secured by the property and, thus, cannot 
determine the "excess amount" under 
$1. 1445 — 2T(d)(3)(i)(B). To remedy this 
problem, the new rules provide as fol- 
lows. A transferee that acquires a U. S. 
real property interest in a foreclosure must 
withhold tax under the general rules of 
section 1445(a). However, if the trans- 
feree complies with certain notice re- 
quirements (see, 51. 1445 — 2(d)(3)(ii) and 
(iii)), the lesser of the amount withheld 
or the "alternative amount" (as later de- 
fined) need not be reported and paid over 
to the Service until the 20th day following 
the final determination by a court or trustee 
with jurisdiction over the foreclosure ac- 
tion regarding the distribution of the 
amount realized from the foreclosure. 

The "alternative amount" is the entire 
amount, if any, determined by a court or 
trustee that accrues to the debtor/trans- 
feror out of the amount realized from the 
foreclosure sale. For this purpose, in de- 
termining the amount that accrues to the 
debtor/transferor, any security interest that 
is terminated, assumed by another per- 
son, or to which the property was subject 
is not taken into account. Any difference 
between the amount withheld at the time 
of the foreclosure sale and the amount to 
be reported and paid over to the Service 
should be transferred to the court or trustee 
with jurisdiction over the foreclosure ac- 
tion. 

In order to inform the court or trustee 
with jurisdiction over the foreclosure ac- 
tion of the transferee's actions with re- 

spect to withholding under the special 

foreclosure rules, the transferee must give 
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the court or trustee notice on the day the 
property is transferred. The information 
that must be reported to the court or trustee 
is set forth in 11. 1445-2(d)(3)(ii)(A). A 
transferee must also provide notice to the 
court or trustee regarding the amount that 
is reported and paid over to the Service. 
The information that must be reported is 
set forth in ii1. 1445 — 2(d)(3)(ii)(B). 

The general notice requirements with 
respect to the Service are set forth in 
t11, 1445 — 2(d)(3)(iii). A special rule was 
adopted to ameliorate the reporting re- 
quirements for lending institutions that are 
already required to report with respect to 
foreclosures. A person required under 
section 60501 to file Form 1099 — A does 
not have to comply with the notice re- 
quirement of tJ1. 1445-2(d)(3)(iii)(A) if the 
alternative amount is zero. However, the 
reporting rules of $1. 1445 — 2(d)(3)(ii) must 
be complied with. 

Section 1. 1445-3 Adjustments to Amount 

Required to be Withheld Pursuant to 
Withholding Certificate 

General Rules. Section 1. 1445-3(a) 

Section 1. 1445-3(a) provides that the 
Internal Revenue Service has 90 days to 
respond to an application for a withhold- 

ing certificate. Many applications have 
been substantially incomplete when sub- 

mitted and, thus, require time consuming 
communication with the applicant and re- 
sulting significant delays before sufficient 
information is presented to the Service in 

order that action can be taken on the ap- 
plication. Accordingly, ii1. 1445 — 3(a) has 
been clarified to indicate that the 90-day 
response period will not begin until an 

application for a withholding certificate is 

substantially complete. Clarification of the 
procedure involving applications for early 
refunds have also been made. Corre- 
sponding changes have been made in 

t11. 1445 — 6(a) . 

Applications for Withholding Certificate 

Section 1. 1445-3(b) 

One commentator suggested that the 
regulations address the procedure an ap- 

plicant should follow when the facts rel- 

evant to an application for a withholding 

certificate have changed. This suggestion 

has been adopted by the addition of new 

F151. 1445-3(f) and 1. 1445-6(f). 

Agreement for Payment of Tax 

Section 1. 1445-3(e) 

Several commentators have suggested 
that, with respect to an agreement for the 

payment of tax under $1. 1445 — 3(e)(2)(ii) 
(which covers the amount of tax that would 

otherwise be required to be withheld pur- 

suant to section 1445(a)), interest accrue 
from the date the withholding tax would 

otherwise be due (as opposed to the date 
the agreement has been entered into). This 

suggestion has been adopted. 
Section 1. 1445 — 3(e)(2)(iii) provides that 

an agreement for the payment of tax which 

covers the transferor's maximum tax lia- 

bility must include agreement for the pay- 
ment of an additional 25 percent of such 

liability as security for certain interest and 

penalties that may accrue. Several com- 

mentators suggested that the requirement 
of agreement to pay the additional 25 per- 
cent be deleted. This suggestion was re- 

jected because the additional 25 percent 
is needed to secure the payment of inter- 

est and penalties which would accrue in 

any case in which the Service actually had 

to rely upon the security provided (i. e. , 
where the transferor fails to file an incoine 
tax return within the prescribed time pe- 
riod. ) 

Early refunds 

Section 1. 1445-3(g) 

The provisions regarding early refunds 

(formerly contained in t11. 1445 — 3T(f) of 
the Temporary Regulations) have been 
clarified to indicate that a request for an 

early refund may be made at any time 
prior to the date the transferor's tax re- 
turn is due (without extensions). Corre- 
sponding clarification has been made in 

t11. 1445 — 6(g). 

Section 1. 1445-4 Uabiiity of Agents 

Outy to Provide Notice of False Certification 

or Statement to the Transferee 
Section 1. 1445-4(a) 

Section 1. 1445 — 5(b)(3)(ii) provides that 
a transferee may rely on a non-foreign 
certification for two years. A commen- 
tator suggested that, if an agent repre- 
sents a transferor that is a foreign 
corporation which has provided a non- 

foreign certificate to a transferee prior to 
such agent's employment and without his 

knowledge, the agent should not be liable 
if the certification is false. This suggestion 
was adopted in t)1. 1445 — 4(a)(2). 

Definitio of Transferor's Agent or 
Transferee's Agent 

Section 1. 1445-4(f) 

Several amendments are made to the 
definition of transferor's agent and trans- 
feree's agent. In response to taxpayer 
comment, the exclusion for settlement of- 
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ficers and clerical personnel has been ex- 

panded to indicate that the obtaining of 
title insurance reports and reports con- 

cerning the condition of the real property 
(e. g. , termite reports) will not cause an 

escrow company (or any other person 
performing such tasks) to be considered 
an agent of the transferee or transferor. 
Further, the transmission of documents 
between the parties to the transaction will 

not cause a person to be considered an 

agent. 
An exclusion from the term "agent" for 

the board of directors of a cooperative 
housing corporation and the governing 
body of a condominium association has 
been adopted for persons functioning ex- 
clusively in their capacity as directors with 

respect to the transaction. A person is not 
considered to be acting exclusively in his 

capacity as a director or governing agent 
with respect to the transaction, however, 
if such person provides any business ad- 
vice relating to the merits of the trans- 
action. A parallel exclusion has been 
provided for the managing agent of these 
entities. 

Sechon 1. 1445-5 Oistributions by Entities 

Rules of General Application 

Section 1. 1445-5(b)(1) 

The rules of $1. 1445 — 5T(b)(1) of the 
Temporary Regulations have been 
amended to clarify that if a transfer of a 
U. S. real property interest is exempt from 
withholding under the rules of ill. 1445- 
5, then no withholding is required under 
the general rules of section 1445(a) and 
51. 1445 — 1. 

Coordination With Nonrecognition Provisions 

Section 1. 1445-5(b)(2) 

Section 1. 1445 — 5(b)(2) requires an ent- 
ity or fiduciary to determine whether gain 
is to be recognized under section 897 and 
the applicable nonrecognition provisions. 
One commentator suggested that an ent- 
ity or fiduciary be allowed to rely on the 
foreign interest holder's representation that 
it is subject to a nonrecognition provision. 
This suggestion was rejected because the 
entity or fiduciary is in a better position 
to make this determination. 

Interest Holder not a Foreign Person 
Section 1. 1445-5(b)(3) 

One commentator suggested that the 
two-year period for reliance on a certifi- 
cation should be increased to three or even 
four years. This comment was rejected 
since the period begins to run following 
the close of the calendar year in which the 
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certification is given and therefore already 
applies to three calendar years. 

Public Offerings of Stock 
Section 1. 1445-5(b)(4)(ii) 

In response to public comment, the rules 

regarding withholding on interests in pub- 
licly traded stock have been clarified with 

respect to initial public offerings of stock. 
Parallel rules appear in $1. 1445-2(c)(2). 

Effect of Withholding 

Section 1. 1445-5(b)(7) 

One commentator suggested that the 
regulations clarify the effect of withhold- 

ing with respect to a disposition of a U. S. 
real property interest by a U. S. person. 
Accordingly, the regulations provide in 

III. 1445-5(b)(7) that a U. S. person may 
credit any tax withheld under section 

1445(e) against his U. S. income tax lia- 

bility. Early refunds can also be obtained. 
Parallel rules appear in f1. 1445 — 1(f). 

Effective Dates-Tiered Partnerships 

Secfion 1. 1445-5(b) (8)(vi) 

In response to public comment, an ef- 
fective date rule has been provided with 

respect to a tiered partnership. The rule 
provides that no withholding is required 
upon the disposition of a U. S. real prop- 
erty interest by a partnership which is di- 

rectly owned, in whole or in part, by 
another partnership until the effective date 
of a Treasury Decision published under 
section 1445(e) providing rules governing 
this issue. 

Dispositions of U. S. Real Property Interests 

by Domestic Partnersbips, Trusts, and 

Estates 
Section 1. 1445-5(c)(1) General rules 

The final regulations concerning trans- 

actions subject to section 1445(e)(1) have 
been amended in accordance with sec- 
tions 311(b)(4) and 1810(f)(4) of the Tax 
Reform Act of 1986. 

Section 1. 1445 — 5(c)(l)(ii) now pro- 
vides the general rule that a partnership 
must withhold a tax equal to 34 percent 
(28 percent during a transition period) of 
each foreign partner's distributive share 
of the gain realized by the partnerships 

upon the disposition of each U. S. real 

property interest. This rule does not ap- 

ply, however, to dispositions by publicly 

traded partnerships, which are now sub- 

ject to special rules set forth in )1. 1445— 

8T, Further, a partnership that is not pub- 

licly traded and that has more than 100 
partners may elect to apply the large part- 

nership rules of li1. 1445 — 5(c)(3). 

The rules regarding withholding on a 

disposition of a U. S. real property interest 

by a domestic trust or estate have been 

amended to reflect the fact that a trust or 

estate is a taxable entity. Section 1. 1445— 

5(c)(1)(iii) requires that a trust or estate 

establish an account (called the "U. S. real 

property interest account") in which the 

gains and losses realized from the dispo- 

sition of U. S. real property interests dur- 

ing the taxable year of the trust or estate 

are aggregated. A fiduciary must withhold 

34 percent (28 percent during a transition 

period) of any distribution to a foreign 

beneficiary that is attributable to the bal- 

ance in the account on the day of the dis- 

tribution. Distributions by a trust or estate 

are deemed to be attributable first to any 

balance in the U. S. real property interest 

account and then to other amounts. 
Amounts remaining in the account at the 

close of the year are not subject to with- 

holding tax under section 1445 (but they 

may be subject to U. S. income tax in the 

hands of the trust). 
The rules regarding withholding on dis- 

positions of U. S. real property interests 

by a grantor trust have also been amended 

to reflect changes made by the Tax Re- 
form Act of 1986. 

Belated Notice of False Certification 
Section 1. 1445-5(c) (2)(ii)(B) 

Section 1. 1445 — 5(c)(2)(ii)(B) provides 
that, if a partnership or fiduciary receives 
belated notice of a false certification of 
non-foreign status, the partnership or fi- 

duciary must withhold the lesser of the 
amount normally required to be withheld 
or the amount of the partner's or bene- 
ficiary's remaining interest in the income 
or assets of the partnership. Several com- 
mentators expressed concern that this rule 
would cause partnerships to liquidate pre- 
maturely a portion of their assets to satisfy 
the withholding tax obligation. While it is 
acknowledged that the rule contained in 

$1. 1445 — 5(c)(2)(ii)(B) may cause some 
partnerships to liquidate assets prema- 
turely, these situations should be rare and 
the present rule is needed to assure with- 
holding under section 1445(e). Accord- 
ingly, the comment was rejected. 

The rule in $1. 1445 — 5T(c)(2)(ii)(B) of 
the Temporary Regulations required 
amounts withheld under that section to 
be reported and paid over to the Service 
within 10 days of the time the partnership 
or fiduciary learns that the certification is 
false. One commentator suggested that 
the 10-day period should be extended to 
60 days consistent with )$1. 1445— 

5(d)(2)(i)(B) and 1. 1445-5(e)(2)(iii)(B). 
This suggestion was adopted. 

Large Partnersbips 
Section 1. 1445-5(c)(3) 

In general 

The rules regarding large partnerships 
and large trusts have been amended to 
reflect changes made by the Tax Reform 
Act of 1986 and to clarify certain matters. 
Rules regarding partnerships and trusts, 
interests in which are regularly traded on 
an established securities market, and real 
estate investment trusts have been sub- 

stantially changed and are therefore being 
published as temporary and proposed reg- 
ulations under 51. 1445 — 8T. 

One commentator suggested that the 

large partnership rules of $1. 1445 — 5(c)(3) 
should be available to all partnerships. 
The comment was rejected because the 
large partnership rules were intended to 
apply to larger entities whose numerous 
transactions would have required multi- 

ple filings of complex information. The 
simplification of the administrative rules 
with respect to large partnerships is not 
warranted for small partnerships. 

Another commentator suggested that 
the definition of larger partnership con- 
tained in li1. 1445 — 5(c)(3) should have the 
number of required partners reduced from 
100 to 35. This comment was also rejected 
because no information was provided to 
justify reducing the number of partners 
to 35. 

In response to a comment, the large 
partnership rules have been amended in 
f1. 1445 — 5(c)(3)(ii) to allow large part- 
nerships and large trusts that make re- 
curring sales of unsevered growing crops 
and timber to withhold at a 10 percent 
rate on the total amount realized on such 
transfers, less the amount of prior distri- 
butions relating to such transfers. 

Distributions by Foreign Corporations 
Section 1. 1~(d)(1) 

Section 1. 1445-5(d)(1) generally pro- 
vides that tax will not be assessed and 
collected from a foreign corporation dis- 
tributing a U. S. real property interest un- 
der both sections 897 and 1445(e)(2). 
However, 51. 1445 — 5T(d)(1) of the Tem- 
porary Regulations provided that sepa- 
rate penalties for failure to comply with 
the two sections may be asserted. A com- 
mentator suggested that if a foreign cor- 
poration has fulfilled the total amount of 
the substantive tax liability under section 
897(d) by virtue of withholding under sec- 
tion 1445(e)(2), it should not face pen- 
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alties or interest for failure to file a separate 
Form 1120F since no tax would be due in 
any event. This comment was rejected be- 
cause withholding is not a substitute for 
filing a return required under section 897. 

Belated Notice of False Certilication 
Section 1. 1445-5(e)(2)(iii)(B) 

Section 1. 1445 — 5T(e)(2)(iii)(B) of the 
Temporary Regulations generally pro- 
vided that with respect to a 10 percent (or 
greater) shareholder, reliance on a false 
certification will not be excused and that 
the corporation may be held "fully liable" 
under $1. 1445 — 5T(b)(6) of the Tempo- 
rary Regulations for failure to withhold. 
A commentator noted, however, that 
f11. 1445 — ST(e)(2)(iii)(B) further pro- 
vided, in apparent contradiction, that no 
penalties arose during a 60-day grace pe- 
riod beginning on the day after the false 
certification is discovered. This contra- 
diction was clarified by indicating that a 
corporation will be held fully liable under 
t11. 1455 — 5(b)(6) as of (but not before) the 
date specified in t11. 445 — 5(e)(2)(iii)(B). 

REGULATORY FLEXIBILITY ACT 
AND EXECUTIVE ORDER 12291 

Although a notice of proposed rule- 

making that solicited public comment was 

issued, the Internal Revenue Service con- 
cluded when the notice was issued that 
the regulations are interpretative and that 

the notice and public procedure require- 
ments of 5 U. S. C. 553 did not reply. Ac- 

cordingly, the final regulations do not 
constitute regulations subject to the Reg- 
ulatory Flexibility Act (5 U. S. C. chapter 

6). The Commissioner of Internal Reve- 

nue has determined that these regulations 

are not major regulations subject to Ex- 
ecutive Order 12291. Accordingly, a reg- 

ulatory impact analysis is not required and 

has not been prepared. 

PAPERWORK REDUCTION ACT 

These regulations were submitted to the 

Office of Management and Budget for re- 

view under the Paperwork Reduction Act 
and approved under OMB number 1545- 
0902. 

DRAFTING INFORMATION 

The principal author of this regulation 

is Jeffrey Dorfman of the Office of the 

Associate Chief Counsel (International), 
within the Office of Chief Counsel, In- 

ternal Revenue Service. However, per- 
sonnel from other offices of the Internal 

Revenue Service and Treasury Depart- 
ment participated in developing the reg- 

ulations, both on matters of substance 

and style. 

Adoption of amendments to the regu- 

lations 
Accordingly, 26 CFR Parts 1 and 602 

are amended as follows: 

INCOME TAX REGULATIONS 
(26 CFR Part 1) 

Paragraph 1. The authority for Part 1 

is amended by the following citation: 
Authority: 26 U. S. C. 7805 ' ' ' Sec- 

tion 1. 1445 — 5 also issued under 26 U. S. C. 
1445(e)(6). 

Par. 2. Section 1. 897-1 is amended by 

revising paragraphs (c)(2)(iii)(A), (d)(2)(i) 
and (n) to read as follows. 

tJ1. 897-1 Taxation of foreign investment 

in United States real property interests 

definition of terms. 

(c) United States real property inter- 

est. * 

(2) Exceptions and special rules. " ' * 

(iii) Publicly-traded corporations. If, at 

any time during the calendar year, any 

class of stock of a domestic corporation 
is regularly traded on an established se- 

curities market, an interest in such cor- 
poration shall be treated as a U. S. real 

property interest only in the case of: 
(A) A regularly traded interest owned 

by a person who beneficially owned more 
than 5 percent of the total fair market 
value of that class of interests at any time 

during the five-year period ending either 
on the date of disposition of such interest 

or other applicable determination date (or 
the period since June 18, 1980, if shorter), 

(d) Interest other than an interest solely 

as a creditor. *" 
(2) Interests in real property other than 

solely as creditor — (i) In general. An in- 

terest in real property other than an in- 

terest solely as a creditor includes a fee 
ownership, co-ownership, or leasehold in- 

terest in real property, a time sharing in- 

terest in real property, and a life estate, 
remainder, or reversionary interest in such 

property. The term also includes any di- 

rect or indirect right to share in the ap- 

preciation in the value, or in the gross or 
net proceeds or profits generated by, the 
real property. A loan to an individual or 
entity under the terms of which a holder 

of the indebtedness has any direct or in- 

direct right to share in the appreciation 
in value of, or the gross or net proceeds 
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or profits generated by, an interest in real 

property of the debtor or of a related per- 

son is, in its entirety, an interest in real 

property other than solely as a creditor. 
An interest in production payments de- 

scribed in section 636 does not generally 

constitute an interest in real property other 

than solely as a creditor. However, a right 

to production payments shall constitute 

an interest in real property other than solely 

as a creditor if it conveys a right to share 

in the appreciation in value of the mineral 

property. A production payment that is 

limited to a quantum of mineral (includ- 

ing a percentage of recoverable reserves 

produced) or a period of time will be con- 

sidered to convey a right to share in the 

appreciation in value of the mineral prop- 
erty. The rules of this paragraph (d)(2)(i) 
are illustrated by the following example. 

(n) Regularly traded. A class of inter- 

ests that is traded on an established se- 

curities market is considered to be 
"regularly traded" if it is regularly quoted 

by brokers or dealers making a market in 

such interests. A class of interests shall 

be presumed to be regularly traded if the 
corporation has a total of 500 or more 
shareholders. Stock of a corporation that 
is described in section 851(a)(1) and units 

of a unit investment trust registered under 
the Investment Company Act of 1940 (15 
U. S. C. 80a — 1 to 80b — 2) shall be treated 
as regularly traded on an established se- 

curities market. Interests in a domestic 
entity that are traded on a foreign secu- 
rities market shall not be considered to 
be regularly traded on an established se- 
curities market unless such interests are— 

(1) Traded in registered form, and 

(2) Registered pursuant to provi- 
sions of the Securities Exchange Act 
of 1934, 15 U. S. C. 78. 

Par. 3. Section 1. 897 — 2 is amended by 
revising paragraph (b)(2)(v), the first, 
sentence of paragraph (c)(4)(ii), the first 
sentence of paragraph (g)(1)(ii)(A), the 
first sentence of paragraph (g)(2)(ii), the 
first sentence of paragraph (g)(3), and 

paragraphs (h) and (i) to read as follows. 
In addition, the date "December 31, 1965" 
in each of the fourth and fifth sentences 
of example (1) in paragraph (c)(5) is re- 
vised to read "December 31, 1985, " and 
the date "April 7, 1966" in the first and 
second sentences of example (2) in par- 
agraph (c)(5) is revised to read "April 7, 
1986. " 
51. 897 — 2 United States real property 
holding corporations. 
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(b) U. S. real property holding corpo- 
ration. ' ' ' 

(2) Alternative test. * ' * 

(v) Effect on interest-holders and re- 
lated persons. For the effect on interest 
holders and related persons of reliance on 
a statement issued by a corporation that 
made a determination as to whether it was 
a U. S. real property holding corporation 
under the provisions of section 1. 897 — 2(b), 
see 5t11. 897-2(g)(1)(ii)(A) and 1. 897— 
2(g)(2)(ii) 

(c) Determination dates for applying U. S. 
real property holding corporation test. * * 

(4) Valuation date methods. * * * 

(ii) Alternative valuation date method 

for determination dates other than the last 

day of the taxable year. For purposes of 
paragraph (c)(4)(i) of this section, if an 

applicable determination date under par- 

agraph (c)(1), (2), or (3) of this section is 

other than the last day of the taxable year, 
property may be valued as of the later of 
the last day of the previous taxable year 
or the date such property was acquired. 

(g) Establishing that a corporation is not 
a U. S. real property holding corpora- 
tion. * * * 

(1) Foreign persons disposing of inter- 

(ii) Statement from corporation — (A) 
In general. A foreign person disposing of 
an interest in a domestic corporation may 
establish that the interest was not a U. S. 
real property interest as of the date of the 
disposition by requesting and obtaining 
from the corporation a statement that the 
interest was not a U. S. real property in- 

terest as of that date. However, a cor- 
poration's statement shall not be valid for 
purposes of this rule, and thus may not 
be relied upon for purposes of establish- 

ing that an interest was not a U. S. real 

property interest, unless the corporation 
complies with the notice requirements of 
paragraph (h)(2) or (h)(4) of this section. 

(2) Corporations determining U. S. real 

property holding corporation status * * * 

(ii) Statement from corporation. A cor- 
poration may determine whether or not 
an interest in a second corporation was a 
U. S. real property interest as of its own 

determination date by obtaining from the 
second corporation a statement that the 
interest was not a U. S. real property in- 

terest as of the date. However, the second 
corporation's statement shall not be valid 
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for purposes of this rule, and thus may 

not be relied upon for purposes of estab- 

lishing that an interest was not a U. S. real 

property interest, unless such corporation 

complies with the notice requirements of 
paragraph (h)(2) or (h)(4) of this section. 

(3) Requirements not applicable. If at 

any time during the calendar year any class 

of stock of a corporation is regularly traded 

on an established securities market, the 
requirements of this paragraph (g) shall 

not apply with respect to any holder of 
an interest in such corporation other than 

a person who holds an interest described 
in $1. 897 — 1(c)(2)(iii)(A) or (B). 

(h) Notice requirements applicable to 
corporations — (1) Statement to foreign in- 
terest-holder — (i) In general, A domestic 
corporation must, within a reasonable pe- 
riod after receipt of a request from a for- 
eign person holding an interest in it, inform 
that person whether the interest consti- 
tutes a U. S. real property interest. No 
particular form is required for this state- 
ment, which need only indicate the cor- 
poration's determination. The statement 
must be dated and signed by a responsible 
corporate officer who must verify under 
penalties of perjury that the statement is 
correct to his knowledge and belief. 

(ii) Required determination. For pur- 
poses of the statement required by par- 
agraph (h)(1)(i) of this section, an interest 
in a corporation is a U. S. real property 
interest if the corporation was a U. S. real 
property holding corporation on any de- 
termination date during the 5-year period 
ending on the date specified in the inter- 
est-holder's request, or on the date such 
request was received if no date is specified 
(or during such shorter period ending on 
the date that is applicable pursuant to sec- 
tion 897(c)(1)(A)(ii)). However, an in- 

terest in a corporation is not a U. S. real 
property interest if such interest is ex- 
cluded under section 897(c)(1)(B). 

(2) Notice to the Internal Revenue Ser- 
vice. If a foreign interest holder requests 
that a domestic corporation provide a 
statement described in paragraph (h)(1) 
of this section, then such corporation must 
provide a notice to the Internal Revenue 
Service in accordance with this paragraph 
(h)(2). No particular form is required for 
such notice, but the following must be 
provided: 

(i) A statement that the notice is pro- 
vided pursuant to the requirements of 
li1. 897 — 2(ll)(2); 

(ii) The name, address, and identi- 

fying number of the corporation pro- 
viding the notice; 

(iii) The name, address, and iden- 

tifying number (if any) of the foreign 
interest holder that requested the state- 

ment (this information may be omitted 
from the notice if fully set forth in the 
statement to the foreign interest holder 
attached to the notice); 

(iv) Whether the interest in question 

is a U. S. real property interest; 

(v) A statement signed by respon- 

sible corporate officer verifying under 

penalties of perjury that the notice (in- 
cluding any attachments thereto) is cor- 
rect to his knowledge and belief. 

A copy of any statement provided to the 
foreign interest holder must be attached 
to the notice. The notice must be mailed 
to the Assistant Commissioner (Interna- 
tional), Director, Office of Compliance, 
OP:I:C:E:666, 950 L'Enfant Plaza South, 
S. W. , COMSAT Building, Washington, 
D. C. 20224 on or before the 30th day 
after the statement referred to in 

ttL897-2(h)(1) is mailed to the interest 
holder that requested it. Failure to mail 

such notice within the time period set forth 
in the preceding sentence will cause the 
statement provided pursuant to t11. 897— 

2(h)(1) to become an invalid statement. 

(3) Requirements not applicable. The 
requirements of this paragraph (h) do not 
apply to domestically-controlled REITS, 
as defined in section 897(h)(4)(B). These 
requirements also do not apply to a cor- 
poration any class of stock in which is 
regularly traded on an established secu- 
rities market at any time during the cal- 
endar year. However, such a corporation 
may voluntarily choose to comply with the 
requirements of paragraph (h)(4) of this 
section. 

(4) Voluntary notice to Internal Reve- 

nue Service- 
(i) In general. A domestic corporation 

which determines that it is not a U. S. real 

property holding corporation— 
(A) on each of the applicable deter- 

mination dates in a taxable year, or 

(B) pursuant to section 897(c)(1)(B), 
may attach to its income tax return for 
that year a statement informing the In- 
ternal Revenue Service of its deter- 
mination. A corporation that has 
provided a voluntary notice described 
in this 51. 897 — 2(h)(4)(i) for the im- 

mediately preceding taxable year and 

that does not have an event described 

in t11. 897 — 2(c)(1)(ii), (iii) or (iv) prior 
to receiving a request from a foreign 

person under 51. 897 — 2(h)(1), is ex- 



empt from the notice requirement of 
tJ1. 897-2(li)(2). 
(ii) Early termination of real property 

holding corporation status. A corporation 
that determines during the course of its 
taxable year that interests in it have ceased 
to be U. S. real property interests pur- 
suant to the rules of section 897(c)(1)(B) 
may, on the day of its determination or 
thereafter, provide a statement to the As- 
sistant Commissioner (International); Di- 
rector, OAice of Compliance, OP:I:C:E: 
666; 950 L'Enfant Plaza South, S. W. ; 
COMSAT Building; Washington, D. C. 
20024, informing the Service of its deter- 
mination. No particular form is required 
but the statement must set forth the cor- 
poration's name, address, identification 
number, a brief statment regarding its de- 
termination and the date such determi- 
nation was made. Such statement will 

enable foreign interest-holders to dispose 
of their interests without being subject to 
section 897(a), as provided in paragraph 

(g) of this section. 

(5) Supplemental statements — (i) By 
corporations with substantial intangible 
assets. A corporation that is subject to the 
requirements of paragraph (h)(2) of this 
section (or that voluntarily complies with 

the requirements of paragraph (h)(4) of 
this section) must submit a supplemental 
statement to the Internal Revenue Ser- 
vice if— 

(A) Such corporation values any of 
the intangible assets described in t11. 897— 

1(f)(1)(ii) (other than goodwill or going 
concern value) by a method other than 
the purchase price or book value meth- 

ods described in 51. 897 — 1(o)(4); and 

(B) The fair market value of such 

intangible assets equals or exceeds 25 
percent of the total of the fair market 
values of the assets the corporation is 

considered to hold in accordance with 

the provisions of paragraphs (d) and (e) 
of this section. 

The supplemental statement must inform 

the Internal Revenue Service that the cor- 
poration meets the criteria of subdivisions 

(A) and (B) of this paragraph (h)(5)(i), 
and must summarize the methods and cal- 

culations upon which the corporation's 
determination of the fair market value of 
its intangible assets is based. In addition, 

the supplemental statement must list any 

intangible assets that were purchased from 

any person that have been valued by the 
corporation at an amount other than their 

purchase price, and must provide a jus- 
tification for such a departure from the 

purchase price. The supplemental state- 

ment must be attached to or incorporated 
in the statement provided under para- 

graph (h)(2) or (h)(4) of this section. 

(ii) Corporation not valuing goodwill or 
going concern value at purchase price. A 
corporation that is subject to the require- 
ments of paragraph (h)(2) of this section 
(or that voluntarily complies with the re- 
quirements of paragraph (h)(4) of this 

section) must submit a supplemental 
statement to the Internal Revenue Ser- 
vice if such corporation values goodwill 

or going concern value pursuant to t11. 897- 
1(o)(4)(iii). The supplemental statement 
must set forth that it is made pursuant to 
this paragraph (h)(5)(ii), and must sum- 

marize the methods and calculations upon 
which the corporation's determination of 
the fair market value of such intangible 
assets is based. In addition, the supple- 
mental statement must list any such assets 
that were purchased from any person that 
have been valued by the corporation at 
an amount other than their purchase price, 
and must provide a justification for such 
a departure from the purchase price. The 
supplemental statement must be attached 
to or incorporated in the statement pro- 
vided under paragraph (h)(2) or (h)(4) of 
this section. 

(iii) Corporation using alternative U. S, 
real property holding corporation test. A 
corporation that is subject to the require- 
ments of paragraph (h)(2) of this section 
(or that voluntarily complies with the re- 
quirements of paragraph (h)(4) of this 
section) must submit a supplemental 
statement to the Internal Revenue Ser- 
vice if— 

(A) Such corporation utilizes the rule 
of paragraph (b)(2) of this section (re- 
garding the book values of assets held 

by the corporation) to presume that it 
is not a U. S. real property holding cor- 
poration; and 

(B) Such corporation is engaged in 

or is planning to engage in a trade or 
business of mining, farming, or for- 
estry, or of buying and selling or de- 

veloping real property, or of leasing real 

property to tenants. 

The supplemental statement must inform 
the Internal Revenue Service that the cor- 
poration meets the criteria of subdivisions 

(A) and (B) of this paragraph (h)(5)(iii), 
and must be attached to or incorporated 
in the statement provided under para- 

graph (h)(2) or (h)(4) of this section. 

(iv) Corporation determining real 
property holding corporation status of sec- 

ond corporation. A corporation that is 
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subject to the requirements of paragraph 

(h)(2) of this section (or that voluntarily 

complies with the requirements of para- 

graph (h)(4) of this section) must submit 

a supplemental statement to the Internal 

Revenue Service if such corporation in- 

dependently determines whether or not 

an interest in a second corporation is a 

interest in a second corporation is a U. S. 
real property interest, pursuant to para- 

graph (g)(2)(iv) of this section. The sup- 

plemental statement must set forth that it 

is made pursuant to this paragraph 
(h)(5)(iv) and must briefiy summarize the 
facts upon which the corporation's deter- 
mination is based and the sources of the 
information relied upon by the corpora- 
tion. The supplemental statement must be 
attached to or incorporated in the state- 
ment provided under paragraph (h)(2) or 

(h)(4) of this section. 

(i) Transition Rules — (1) General 
waiver of penalties for failure to file. If a 
foreign person disposed of an interest in 

a domestic corporation between June 18, 
1980 and January 23, 1987, and such per- 
son establishes under the rules of para- 

graph (g) of this section at any time that 
the interest disposed of was not a U. S. 
real property interest, then such person 
shall not be subject to tax under section 
897 and shall not be subject to penalties 

(or interest) for failure to file an income 
tax return with respect to such disposi- 
tion. 

(2) Foreign persons that met the re- 

quirements of prior regulations. A foreign 
person that disposed of an interest in a 
domestic corporation between June 18, 
1980 and January 23, 1987, shall be deemed 
to have satisfied the requirements of par- 

agraph (g) of this section with respect to 
such disposition if such person established 
under prior temporary or prior final reg- 
ulations issued under section 897 that the 
interest disposed of was not a U. S. real 

property interest. 

Par. 4. Section 1. 897 — 3(a) is amended 

by revising the reference therein to 
"51. 1445 — 7T" to read "tj1. 1445 — 7. " Sec- 
tion 1. 897 — 3(c)(4) is amended by revising 

the reference therein to "tj1. 897 — 1(c)(2)(i) 
or (ii)" to read "t11. 897 — 1(c)(2)(iii)(A) or 
(B) ". 

Par. 5. The following sections are added 
immediately after 51. 1443 — 1. 

$1. 1445-1 Withholding on dispositions of 
U. S, real property interests by foreign 
persons: In general. 
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(a) Purpose and scope of regulations. 
These regulations set forth rules relating 
to the withholding requirements of sec- 
tion 1445. In general, section 1445(a) pro- 
vides that any person who acquires a U. S. 
real property interest from a foreign per- 
son must withhold a tax of 10 percent from 
the amount realized by the transferor for- 
eign person (or a lesser amount estab- 
lished by agreement with the Internal 
Revenue Service). Section 1445(e) pro- 
vides special rules requiring withholding 
on distributions and certain other trans- 
actions by corporations, partnerships, 
trusts, and estates. This ri1. 1445 — 1 pro- 
vides general rules concerning the with- 

holding requirement of section 1445(a), 
as well as definitions applicable under both 
section 1445(a) and 1445(e). Section 
1. 1445 — 2 provides for various situations 
n which withholding is not required un- 

der section 1445(a). Section 1. 1445 — 3 pro- 
vides for adjustments to the amount 
required to be withheld by transferees un- 

der section 1445(a). Section 1. 14454 pre- 
scribes the dutes of agents in transactions 
subject to withholding under either sec- 
tion 1445(a) or 1445(e). Section 1. 1445— 
5 provides rules concerning the withhold- 

ing required under section 1445(e), while 

51. 1445-6 proves for adjustments to the 
amount required to be withheld under 
section 1445(e). Finally, t11. 1445 — 7 pro- 
vides rules concerning the treatment of a 

foreign corporation that has made an 

election under section 897(i) to be treated 
as a domestic corporation. 

(b) Duty to withhold — (1) In general. 
Transferees of U. S. real property inter- 
ests are required to deduct and withhold 
a tax equal to 10 percent of the amount 
realized by the transferor, if the transferor 
is a foreign person and the disposition takes 
place on or after January 1, 1985. Neither 
the transferee's duty to withhold nor the 
amount required to be withheld is af- 

fected by the amount of cash to be paid 

by the transferee. Amounts withheld must 

be reported and paid over in accordance 
with the requirements of paragraph (c) of 
this section. Failures to withhold and pay 
over are subject to the liabilities set forth 
in paragraph (e) of this section. If two or 
more persons are joint transferees of a 

U. S. real property interest, each such per- 
son is subject to the obligation to with- 

hold. That obligation is fulfilled with 
respect to each such person if any one of 
them withholds and pays over the re- 

quired amount in accordance with the rules 

of this section. If the amount realized (as 
defined in paragraph (g)(5) of this sec- 
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tion) by the transferor is zero, then no 

withholding is required. For example, if 

a real property interest is transferred as 

a gift (i. e. , the recipient does not assume 

any liabilities or furnish any other consid- 

eration to the transferor) then no with- 

holding is required. Withholding is not 

required with respect to dispositions that 

take place before January 1, 1985, even 

if the first payment of consideration is made 

after December 31, 1984. 
(2) U. S. real property interest owned 

jointly by foreign and non-foreign trans- 

ferors. The amount subject to withholding 

under paragraph (b)(1) of this section with 

respect to the transfer of a U. S. real prop- 
erty interest owned by one or more for- 

eign persons (as defined in ill. 897 — 1(k)) 
and one or more non-foreign persons shall 

be determined by allocating the amount 
realized from the transfer between (or 
among) such transferors based upon the 
capital contribution of each transferor with 

respect to the property and by aggregating 
the amounts allocated to any foreign per- 
son (or persons). For this purpose, a hus- 

band and wife will each be deeined to 
have contributed 50 percent of the aggre- 
gate capital contributed by such husband 
and wife. See $1. 1445 — 1(f)(3)(iv) with re- 
spect to the crediting of the amount with- 

held between or among joint foreign 
transferors. 

(3) Optionstoacquirea U. S. realprop- 
erty interest. — 

(i) No withholding on grant of option. 
No withholding is required under section 
1445 with respect to any amount realized 
by the grantor on the grant of an option 
to acquire a U. S. real property interest. 

(ii) No withholding upon lapse of op- 
tion. No withholding is required under 
section 1445 with respect to any amount 
realized by the grantor upon the lapse of 
an option to acquire a U. S. real property 
interest. 

(iii) Withholding required upon the sale 
or exchange of option. A transferee of an 
option to acquire a U. S. real property in- 
terest must deduct and withhold a tax equal 
to 10 percent of the amount realized by 
the transferor upon the disposition. This 
51. 1445 — 1(b)(3)(iii) does not apply to re- 
quire withholding upon the initial grant 
of an option. 

(iv) Withholding required on exercise 
of oprion. If the holder exercises an op- 
tion to purchase a U. S, real property in- 
terest, the amount paid for the option shall 
be considered an amount realized by the 
grantor/transferor upon the transfer of the 
property with respect to which the option 

was granted, and shall thus be subject to 
withholding on the day that such under- 
lying property is transferred. The preced- 
ing sentence applies regardless of whether 
or not the terms of the option specifically 
provide that the option price is applied to 
the purchase price, 

(4) Exceptions and modifications. The 
duty to withhold under section 1445(a) is 
subject to the exceptions and modifica- 
tions contained in t1tJ1. 1445 — 2 and 1. 1445— 
3. Generally ill. 1445 — 2 provides rules for 
determining that withholding is not re- 
quired because either the transferor is not 
a foreign person or the interest trans- 
ferred is not a U. S. real property interest. 
In addition, 51. 1445 — 2 provides excep- 
tions to the withholding requirement, in- 

cluding a rule that exempts from 
withholding any person who acquires a 
U. S. real property interest for use as a 
residence for a contract price of $300, 000 
or less. If withholding is required under 
section 1445(a), t11. 1445 — 3 allows the 
amount withheld to be modified pursuant 
to a withholding certificate issued by the 
Internal Revenue Service. If a transferee 
cannot withhold the full amount required 
because the first payment of consideration 
for the transfer does not involve sufficient 
cash (or other liquid assets convertible into 
cash, such as foreign currency), then a 
withholding certificate must be obtained 
pursuant to tJ1. 1445 — 3. 

(c) Reporting and paying over of with- 

held amounts — (1) In general. A trans- 
feree must report and pay over any tax 
withheld by the 20th day after the date of 
the transfer. Forms 8288 and 8288 — A are 
used for this purpose, and must be filed 
with the Internal Revenue Service Cen- 
ter, Philadelphia, PA, 19255. Pursuant to 
section 7502 and regulations thereunder, 
the timely mailing of Forms 8288 and 8288— 
A will be treated as their timely filing. 
Form 8288-A will be stamped by the IRS 
to show receipt and a stamped copy will 

be mailed by the IRS to the transferor (at 
the address reported on the form) for the 
transferor's use. See F151. 1445 — 1(f) and 
1. 1445 — 3(f). 

(2) Pending application for withhold- 

ing certificate — (i) In general. 

(A) Delayed reporting and payment with 

respect to application submitted by trans- 

feree. If an application for a withholding 

certificate with respect to a transfer of a 

U. S. real property interest is submitted 

to the Internal Revenue Service by the 

transferee on the day of or at any time 

prior to the transfer, the transferee must 

withhold 10 percent of the amount real- 
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ized as required by paragraph (b) of this 
section. However, the amount withheld, 
or a lesser amount as determined by the 
Service, need not be reported and paid 
over to the Service until the 20th day fol- 
lowing the Service's final determination 
with respect to the application for a with- 
holding certificate. For this purpose, the 
Service's final determination occurs on the 

day when the withholding certificate is 
mailed to the transferee by the Service or 
when a notification denying the request 
for a withholding certificate is mailed to 
the transferee by the Service. An appli- 
cation is submitted to the Service on the 

day it is actually received by the Service 
at the address provided in ri1. 1445 — 1(g)(10) 
or, under the rules of section 7502, on the 

day it is mailed to the Service at the ad- 

dress provided in tt1. 1445 — 1(g)(10). 

(B) Delayed reporting and payment with 

respect to application submitted by trans- 

feror. If an application for a withholding 

certificate with respect to a transfer of a 

U. S. real property interest is submitted 

to the Internal Revenue Service by the 
transferor on the day of or any time prior 
to the transfer, such transferor must pro- 
vide notice to the transferee prior to the 
transfer. No particular form is required 

but the notice must set forth the name, 

address, and taxpayer identification num- 

ber, if any, of the transferor, a brief de- 

scription of the property which is the 

subject of the application, and the date 

the application was submitted to the Ser- 

vice. The transferee must withhold 10 
percent of the amount realized as re- 

quired in paragraph (b) of this section but 

need not report or pay over to the Service 

such amount (or a lesser amount as de- 

termined by the Service) until the 20th 

day following the Service's final deter- 

mination with respect to the application. 

The Service will send a copy of the with- 

holding certificate or copy of the notifi- 

cation denying the request for a 

withholding certificate to the transferee. 

For this purpose, the Service's final de- 

termination will be deemed to occur on 

the day when the copy of the withholding 

certificate or the copy of the notification 

denying the request for a withholding cer- 

tificate is mailed by the Service to the 

transferee (or transferees). An applica- 

tion is submitted to the Service on the day 

it is actually received by the Service at the 

address provided in li1. 1445 — 1(g)(10) or, 
under the rules of 57502, on the day it is 

mailed to the Service at the address pro- 
vided in li1. 1445 — 1(g)(10). 

(ii) Anti-abuse rule. (A) In general. A 

transferee that in reliance upon the rules 

of this paragraph (c)(2) fails to report and 

pay over amounts withheld by the 20th 

day following the date of the transfer, shall 

be subject to the payment of interest and 

penalties if the relevant application for a 

withholding certificate (or an amendment 

to the application for a withholding cer- 

tificate) was submitted for a principal pur- 

pose of delaying the transferee's payment 

to the IRS of the amount withheld. In- 

terest and penalties shall be assessed on 

the amount that is ultimately paid over 

(or collected pursuant to the agreement) 

with respect to the period between the 

20th day after the date of the transfer and 

the date on which payment is made (or 
collected). 

(B) Presumption. A principal purpose 
of delaying payment of the amount with- 

held shall be presumed if— 
(1) The transferee applies for a with- 

holding certificate pursuant to li1. 1445— 

3(c) based on a determination of the 
transferor's maximum tax liability, and 

(2) Such liability is ultimately deter- 

mined to be equal to 90 percent or more 

of the amount that was otherwise required 
to be withheld and paid over. 

However, the presumption created by 

the previous sentence may be rebutted by 
evidence establishing that delaying pay- 

ment of the amount withheld was not a 

principal purpose of the transaction. 

(d) Contents of Forms 8288 and 8288- 
A — (1) Transactions subject to section 
1445(a). Any person that is required to 
file Forms 8288 and 8288 — A pursuant to 
section 1445(a) and the rules of this sec- 

tion must set forth thereon the following 

information: 

(i) The name, identifying number (if 
any), and home address (in the case of an 

individual) or office address (in the case 
of any entity) of the transferee(s) filing 

the return; 

(ii) The name, identifying number (if 
any), and home address (in the case of an 

individual) or office address (in the case 
of any entity) of the transferor(s); 

(iii) A brief description of the U. S. real 

property interest transferred, including its 

location and the nature of any substantial 

improvements in the case of real prop- 

erty, and the class or type and amount of 
interests transferred in the case of inter- 

ests in a corporation that constitute U. S. 
real property interests; 

(iv) The date of the transfer; 

(v) The amount realized by the trans- 

feror, as defined in paragraph (g)(5) of 
this section; 

(vi) The amount withheld by the trans- 

feree and whether withholding is at the 

statutory or reduced rate; and 

(vii) Such other information as the 
Commissioner may require. 

For purposes of paragraph (d)(1)(i) and 

(ii), mailing addresses may be provided 

in addition to, but not in lieu of, home 

addresses or office addresses. 

(2) Transactions subject to section 
1445(e). Any person that is required to 
file Forms 8288 and 8288 — A pursuant to 
the rules of $1. 1445 — 5 must set forth 
thereon the following information: 

(i) The name, identifying number (if 
any), and office address of the entity or 
fiduciary filing the return; 

(ii) The amount withheld by the entity 

or fiduciary; 

(iii) The date of the transfer; 

(iv) In the case of a transaction subject 
to withholding pursuant to section 
1445(e)(1) and 51. 1445 — 5(c); 

(A) A brief description of the U. S. real 

property interest transferred, as de- 
scribed in paragraph (d)(1)(iii) of this sec- 

tion; 

(B) The name, identifying number (if 
any), and home address (in the case of an 

individual) or office address (in the case 
of an entity) of each holder of an interest 
in the entity that is a foreign person; and 

(C) Each such interest-holder's pro rata 

share of the amount withheld; 

(v) In the case of a distribution subject 
to withholding pursuant to section 
1445(e)(2) and ti1. 1445 — 5(d); 

(A) A brief description of the U. S. real 

property interest transferred, as de- 
scribed in paragraph (d)(1)(iii) of this sec- 
tion; and 

(B) The amount of gain recognized 

upon the distribution by the corporation. 

(vi) In the case of a distribution subject 
to withholding pursuant to section 
1445(e)(3) and t11. 1445-5(e): 

(A) — A brief description of the property 
distributed by the corporation: 

(B) The name, identifying number (if 
any), and home address (in the case of an 

individual) or office address (in the case 
of an entity) of each holder of an interest 
in the entity that is a foreign person: 

(C) The amount realized upon the dis- 

tribution by each such foreign interest 
holder; and 

(D) Each foreign interest-holder's pro 
rata share of the amount withheld; and 

(vii) Such other information as the 
Commissioner may require. 
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(e) Liability of transferee upon failure 
to withhold — (1) In general. Every per- 
son required to deduct and withhold tax 
under section 1445 is made liable for that 
tax by section 1461. Therefore, a person 
that is required to deduct and withhold 
tax but fails to do so may be held liable 
for the payment of the tax and any ap- 
plicable penalties and interest. 

(2) Transferor's liability not otherwise 
satisfied — (i) Tax and penalties. Except as 
provided in paragraph (e)(3) of this sec- 
tion, if a transferee is required to deduct 
and withhold tax under section 1445 but 
fails to do so, than the tax shall be as- 
sessed against and collected from that 
transferee. Such person may also be sub- 

ject to any of the civil and criminal pen- 
alties that apply. Corporate officers or 
other responsible persons may be subject 
to a civil penalty under section 6672 equal 
to the amount that should have been with- 
held and paid over. 

(ii) Interest. If a transferee is required 
to deduct and withhold tax under section 
1445 but fails to do so, then such trans- 
feree shall be liable for the payment of 
interest pursuant to section 6601 and the 
regulations thereunder. Interest shall be 
payable with respect to the period be- 
tween— 

(A) The last date on which the tax im- 

posed under section 1445 was required to 
be paid over by the transferee, and 

(B) The date on which such tax is ac- 
tually paid. Interest shall be payable with 

respect to the entire amount that is re- 
quired to be deducted and withheld. 
However, if the Service issues a with- 

holding certificate providing for withhold- 

ing of a reduced amount, then, for the 
period after the issuance of the certificate, 
interest shall be payable with respect to 
that reduced amount. 

(3) Transferor's liability otherwise sat- 

isjied — (i) Tax and penalties. If a trans- 

feree is required to deduct and withhold 

tax under section 1445 but fails to do so, 
and the transferor's tax liability with re- 

spect to the transfer was satisfied (or was 

established to be zero) by— 
(A) The transferor's filing of an in- 

come tax return (and payment of any 

tax due) with respect to the transfer, 
or 

(B) The issuance of a withholding 

certificate by the Internal Revenue Ser- 
vice establishing that the transferor's 
maximum tax liability is zero, 

then the tax required to be withheld under 

section 1445 shall not be collected from 

the transferee, Such transferee's liability 

for tax, and the requirement that such 

person file Forms 8288 and 8288-A, shall 

be deemed to have been satisfied as of the 

date on which the transferor's income tax 
return was filed or the withholding cer- 
tificate was issued. No penalty shall be 

imposed on or collected from such person 
for failure to return or pay the tax, unless 

such failure was fraudulent and for the 
purpose of evading payment. A trans- 

feree that seeks to avoid liability for tax 
and penalties pursuant to the rule of par- 

agraph (e)(3)(i) must provide sufficient 
information for the Service to determine 
whether the transferor's tax liability was 

satisfied (or was established to be zero). 
(ii) Interest. If a transferee is required 

to deduct and withhold tax under section 
1445 but fails to do so, then such person 
shall be liable for the payment of interest 
under section 6601 and regulations there- 
under. Such transferee's hability for the 
payment of interest shall not be excused 
by reason of the deemed satisfaction, pur- 
suant to subdivision (i) of this paragraph 
(e)(3), of the transferee's liability under 
section 1445, because the deemed satis- 
faction of that liability is the equivalent 
of the late payment of a liability, on which 

interest must be paid. Interest shall be 
payable with respect to the period be- 
tween— 

(A) The last date on which the tax 
imposed under section 1445 was re- 
quired to be paid over, and 

(B) The date (established from in- 
formation supplied to the Service by 
the Transferee) on which any tax due 
is paid with respect to the transferor's 
relevant income tax return, or the date 
the withholding certificate is issued es- 
tablishing that the transferor's maxi- 
mum tax liability is zero. 

Interest shall be payable with respect to 
the entire amount that is required to be 
deducted and withheld. However, if the 
Service issues a withholding certificate 
providing for withholding of a reduced 
amount, then for the period after the is- 
suance of the certificate interest shall be 
payable with respect to that reduced 
amount. 

(4) Coordination with entity withhold- 

ing rules. For purposes of section 1445(e) 
and ii)1. 445 — 5, 1. 1445 — 6, 1. 1445 — 7, and 
1. 1445-8T, the rules of this paragraph (e) 
shall be applied by- 

(i) Substituting the words "person re- 
quired to withhold" for the word "trans- 
feree" each place it appears in this 
paragraph (e), and 

(ii) Substituting the words "person 

subject to withholding" for the word 
"transferor" each place it appears in this 

paragraph (e). 
(f) Effect of withholding on trans- 

feror. — (1) In general. The withholding 

of tax under section 1445(a) does not ex- 
cuse a foreign person that disposes of a 
U. S. real property interest from filing a 
U. S. tax return with respect to the income 

arising from the disposition. Form 1040NR, 
1041, or 1120F, as appropriate, must be 
filed, and any tax due must be paid, by 
the filing deadline generally applicable to 
such person. (The return may be filed by 
such later date as is provided in an ex- 
tension granted by the Internal Revenue 
Service. ) Any tax withheld under section 
1445(a) shall be credited against the 
amount of income tax as computed in such 

return. 

(2) Manner of obtaining credit or re- 

fund. A stamped copy of Form 8288 — A 
will be provided to the transferor by the 
Service (under paragraph (c) of this sec- 
tion), and must be attached to the trans- 
feror's return to establish the amount 
withheld that is available as a credit. If 
the amount withheld under section 1445(a) 
constitutes less than the full amount of 
the transferor's U. S. tax liability for that 
taxable year, then a payment of estimated 
tax may be required to be made pursuant 
to section 6154 or 6654 prior to the filing 
of the income tax return for that year. 
Alternatively, if the amount withheld un- 

der section 1445(a) exceeds the transfer- 
or's maximum tax liability with respect to 
the disposition (as determined by the IRS), 
then the transferor may seek an early re- 
fund of the excess pursuant to li1. 1445- 
3(g), or a normal refund upon the filing 
of a tax return. 

(3) Special rules — (i) Failure to receive 
Form 8288 — A. If a stamped copy of Form 
8288 — A has not been provided to the 
transferor by the Service, the transferor 
may establish the amount of tax withheld 

by the transferee by attaching to its return 
substantial evidence (e. g. , closing docu- 
ments) of such amount. Such a transferor 
must attach to its return a statement which 

supplies all of the information required 
by ti1. 1445 — 1 (d) (except such information 
that was not obtained after a diligent ef- 
fort). 

(ii) U. S. persons subjected to withhold- 

ing. If a transferee withholds tax under 
section 1445 (a) with respect to a person 
who is not a foreign person, such person 
may credit the amount of any tax withheld 

against his income tax liability in accord- 
ance with the provisions of this t)1. 1445— 
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1(f) or apply for an early refund under 
tt l. 1445 — 3(g). 

(iii) Refund in case of installment sale. 
A transferor that takes gain into account 
in accordance with the provisions of sec- 
tion 453 shall not be entitled to a refund 
of the amount withheld, unless a with- 
holding certificate providing for such a re- 
fund is obtained from the Internal Revenue 
Service pursuant to the provisions of 
ti1, 1445 — 3. 

(iv) Joint foreign transferors. If two or 
more foreign persons jointly transfer a U. S. 
real property interest, each transferor shall 
be credited with such portion of the amount 
withheld as such transferors mutually 
agree. Such transferors must request that 
the transferee reflect the agreed-upon 
crediting of the amount withheld on the 
forms 8288 — A filed by the transferee. If 
the foreign transferors fail to request that 
the transferee reflect the agreed-upon 
crediting of the amount withheld by the 
10th day after the date of transfer, the 
transferee must credit the amount with- 

held equally between (or among) the for- 
eign transferors. In such case, the 
transferee is indemnified pursuant to sec- 
tion 1461 against any claim by a transferor 
objecting to the resulting division of cred- 
its. For rules regarding the amount real- 
ized allocated to joint foreign and non- 

foreign transferors, see $L1445 — 1(b)(2). 

(g) Definitions — (1) In general. Un- 
less otherwise specified, the definitions of 
terms provided in $1. 897 — 1 shall apply for 
purposes of this section and 55L1445 — 2 
through 1. 1445 — 7. For purposes of section 
1445 and the regulations thereunder, def- 
initions of other relevant terms are pro- 
vided in this paragraph (g). In addition, 
the term "residence" is defined in t11. 1445— 

2(d)(1), the terms "transferor's agent" and 
"transferee's agent" are defined in 
t11. 1445-4(f), and the term "relevant tax- 

payer" is defined in 5L1445 — 6(a)(2). 

(2) Transfer. The term "transfer" means 

any transaction that would constitute a 

disposition for any purpose of the Internal 

Revenue Code and regulations there- 
under. For purposes of ll$1. 1445 — 5 and 

1. 1445 — 6, the term includes distributions 

to shareholders of a corporation, partners 

of a partnership, and beneficiaries of a 

trust or estate. 

(3) Transferor. The term "transferor" 
means any person, foreign or domestic, 
that disposes of a U. S. real property in- 

terest by sale, exchange, gift, or any other 
transfer. The term "U. S. real property 
interest" is defined in $1. 897 — 1(c). 

(4) Transferee. The term "transferee" 
means any person, foreign or domestic, 
that acquires a U. S. real property interest 

by purchase, exchange, gift, or any other 
transfer. 

(5) Amount realized. The amount re- 

alized by the transferor for the transfer of 
a U. S. real property interest is the sum 

of: 
(i) The cash paid, or to be paid. 

(ii) The fair market value of other 

property transferred, or to be transferred, 
and 

(iii) The outstanding amount of any li- 

ability assumed by the transferee or to 
which the U. S. real property interest is 

subject immediately before and after the 
transfer. 

The term "cash paid or to be paid" 
does not include stated or unstated inter- 

est or original issue discount (as deter- 
mined under the rules of sections 1271 
through 1275). 

(6) Contract price. The contract price 
of a U. S. real property interest is the sum 

that is agreed to by the transferee and 
transferor as the total amount of consid- 
eration to be paid for the property. That 
amount will generally be equal to the 
amount realized by the transferor, as de- 
fined in paragraph (g)(5) of this section. 

(7) Fair market value. The fair market 
value of property means the price at which 

the property would change hands be- 
tween an unrelated willing buyer and will- 

ing seller, neither being under any 
compulsion to buy or to sell and both hav- 

ing reasonable knowledge of all relevant 
facts. 

(8) Date of transfer. The date of trans- 
fer of a U. S. real property interest is the 
first date on which consideration is paid 
(or a liability assumed) by the transferee. 
However, for purposes of section 
1445(e)(2), (3), and (4) and llt1L1445— 

5(c)(1)(iii) and 1. 1445 — 5(c)(3) only, the 
date of transfer is the date of the distri- 
bution that gives rise to the obligation to 
withhold. For purposes of this paragraph 

(g)(8), the payment of consideration does 
not include the payment, prior to the pas- 

sage of legal or equitable title (other than 
pursuant to an initial contract for pur- 

chase), of earnest money, a good-faith de- 

posit, or any similar sum that is primarily 
intended to bind the transferee or trans- 

feror to the entering or performance of a 

contract. Such a payment will not consti- 

tute a payment of consideration solely be- 
cause it may ultimately be applied against 
the amount owed to the transferor by the 
transferee. Such a payment is presumed 

to be earnest money, a good faith deposit, 
or a similar sum if it is subject to fore- 

feiture in the event of a failure to enter 
into a contract or a breach of contract. 
However, a payment that is not forefeit- 
able may nevertheless be found to con- 
stitute earnest money, a good faith deposit, 
or a similar sum. 

(9) Identifying number. Pursuant to 
llL897 — 1(p), an individual's identifying 
number is the social security number (or 
the identification numbers assigned by the 
Internal Revenue Service). The identi- 

fying number of any other person is its 
United States employer identification 
number. 

(10) Address of Assistant Commis- 
sioner (Internationa(). Any written com- 
munication directed to the Assistant 
Commissioner (International) is to be ad- 
dressed as follows: Assistant Commis- 

sioner (International); Director, Office of 
Compliance, OP:I:C:E:666; 950 L'Enfant 
Plaza South, S. W. ; COMSAT Building; 
Washington, D. C. 20024. 

5L 1445 — 2 Situations in which withholding 
is not required under section 1445(a). 

(a) Purpose and scope of section. This 
section provides rules concerning various 
situations in which withholding is not re- 
quired under section 1445(a). In general, 
a transferee has a duty to withhold under 
section 1445(a) only if both of the follow- 

ing are true: 

(1) The transferor is a foreign person: 
and 

(2) The transferee is acquiring a U. S. 
real property interest. 

Thus, paragraphs (b) and (c) of this 
section provide rules under which a trans- 
feree of property can ascertain that he has 
no duty to withhold because one or the 
other of the two key elements is missing. 
Under paragraph (b), a transferee may 
determine that no withholding is required 
because the transferor is not a foreign per- 
son. Under paragraph (c), a transferee 
may determine that no withholding is re- 
quired because the property acquired is 
not a U. S. real property interest. Finally, 
paragraph (d) of this section provides rules 
concerning exceptions to the withholding 
requirement. 

(b) Transferor not a foreign person— 
(1) In general. No withholding is required 
under section 1445 if the transferor of a 
U. S. real property interest is not a foreign 
person. Therefore, paragraph (b)(2) of this 
section provides rules pursuant to which 
the transferor can provide a certification 
of non-foreign status to inform the trans- 
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feree that withholding is not required. A 
transferee that obtains such a certification 
must retain that document for five years, 
as provided in paragraph (b)(3) of this 
section. Except to the extent provided in 
paragraph (b)(4) of this section, the ob- 
taining of this certification excuses the 
transferee from any liability otherwise im- 
posed by section 1445 and t11. 1445 — 1(e). 

However, section 1445 and the rules of 
this section do not impose any obligation 
upon a transferee to obtain a certification 
from the transferor; thus, a transferee may 
instead rely upon other means to ascertain 
the non-foreign status of the transferor. 
If, however, the transferee relies upon 
other means and the transferor was, in 
fact, a foreign person, then the transferee 
is subject to the liability imposed by sec- 
tion 1445 and t11. 1445 — 1(e). 

A transferee is in no event required to 
rely upon other means to ascertain the 
non-foreign status of the transferor and 
may demand a certification of non-foreign 
status. If the certification is not provided, 
the transferee may withhold tax under 
section 1445 and will be considered, for 
purposes of sections 1461 through 1463, 
to have been required to withhold such 
tax. 

(2) Transferor's certification of non- 
foreign status — (i) In general. A transferee 
of a U. S. real property interest is not re- 
quired to withhold under section 1445(a) 
if, prior to or at the time of the transfer, 
the transferor furnishes to the transferee 
a certification that— 

(A) States that the transferor is not a 
foreign person. 

(B) Sets forth the transferor's name, 
identifying number and home address (in 
the case of an individual) or office address 
(in the case of an entity), and 

(C) Is signed under penalties of per- 
Jury. 

In general, a foreign person is a non- 
resident alien individual, foreign corpo- 
ration, foreign partnership, foreign trust, 
or foreign estate, but not a resident alien 
individual, In this regard, see $1. 897 — 1(k). 
However, a foreign corporation that has 
made a valid election under section 897(i) 
is generally not treated as a foreign person 
for purposes of section 1445. In this re- 
gard, see $1. 1445 — 7. Pursuant to t11. 897— 

1(p), an individual's identifying number 
is the individual's Social Security number 
and any other person's identifying num- 

ber is its U. S. employer identification 
number. A certification pursuant to this 

paragraph (b) must be verified as true and 
signed under penalties of perjury by a re- 

sponsible officer in the case of a corpo- 
ration, by a general partner in the case of 
a partnership, and by a trustee, executor, 
or equivalent fiduciary in the case of a 
trust or estate. No particular form is needed 
for a certification pursuant to this para- 
graph (b), nor is any particular language 
required, so long as the document meets 
the requirements of this paragraph 
(b)(2)(i). Samples of acceptable certifi- 
cations are provided in paragraph 
(b)(2)(iii) of this section. 

(ii) Foreign corporation that "has made 
election under section 897(i). A foreign 
corporation that has made a valid election 
under section 897(i) to be treated as a 
domestic corporation for purposes of sec- 
tion 897 may provide a certification of non- 
foreign status pursuant to this paragraph 
(b)(2). However, an electing foreign cor- 
poration must attach to such certification 
a copy of the acknowledgment of the elec- 
tion provided to the corporation by the 
Internal Revenue Service pursuant to 
t11. 897-3(d)(4). 

An acknowledgement is valid for this 
purpose only if it states that the infor- 
mation required by 51. 897 — 3 has been de- 
termined to be complete. 

(iii) Sample certifications — (A) Indi- 
vidual transferor. "Section 1445 of the In- 
ternal Revenue Code provides that a 
transferee (buyer) of a U. S. real property 
interest must withhold tax if the transferor 
(seller) is a foreign person. To inform the 
transferee (buyer) that withholding of tax 
is not required upon my disposition of a 
U. S. real property interest, I, [name of 
transferor], hereby certify the following: 

1. I am not a nonresident alien for pur- 
poses of U. S. income taxation; 

2. My U. S. taxpayer identifying num- 
ber (Social Security number) is 

; and 
3. My home address is 

I understand that this certification may 
be disclosed to the Internal Revenue Ser- 
vice by the transferee and that any false 
statement I have made here could be pun- 
ished by fine, imprisonment, or both. 

Under penalities of perjury I declare 
that I have examined this certification and 
to the best of my knowledge and belief it 
is true, correct, and complete. 
[Signature and Date] 

(B) Entity transferor. "Section 1445 of 
the Internal Revenue Code provides that 
a transferee of a U. S. real property in- 
terest must withhold tax if the transferor 

is a foreign person. To inform the trans- 
feree that withholding of tax is not re- 
quired upon the disposition of a U. S. real 
property interest by [name of transferor), 
the undersigned hereby certifies the fol- 
lowing on behalf of [name of transferor]: 

1. [Name of transferor] is not a foreign 
corporation, foreign partnership, foreign 
trust, or foreign estate (as those terms are 
defined in the Internal Revenue Code and 
Income Tax Regulations); 

2. [Name of transferor]'s U. S. em- 
ployer identification number is 
and 

3. [Name of transferor]'s office address 
is 

[Name of transferor] understands that 
this certification may be disclosed to the 
Internal Revenue Service by transferee 
and that any false statement contained 
herein could be punished by fine, impris- 
onment, or both. 

Under penalities of perjury I declare 
that I have examined this certification and 
to the best of my knowledge and belief it 
is true, correct and complete, and I fur- 
ther declare that I have authority to sign 
this document on behalf of [name of trans- 

feror]. 
[Signature and date] 
[Title] 

(3) Transferee must retain certi jication. 
If a transferee obtains a transferor's cer- 
tification pursuant to the rules of this par- 
agraph (b), then the transferee must retain 
that certification until the end of the fifth 
taxable year following the taxable year in 
which the transfer takes place. The trans- 
feree must retain the certification, and 
make it available to the Internal Revenue 
Service when requested, in accordance with 
the requirements of section 6001 and reg- 
ulations thereunder. 

(4) Reliance upon certification not per- 
mitted — (i) In general. A transferee may 
not rely upon a transferor's certification 
pursuant to this paragraph (b) under the 
circumstances set forth in either subdivi- 
sion (ii) or (iii) of this paragraph (b)(4). 
In either of those circumstances, a trans- 
feree's withholding obligation shall apply 
as if a certification had never been ob- 
tained, and the transferee is fully liable 
pursuant to section 1445 and t1 1. 1445-1(e) 
for any failure to withhold. 

(ii) Failure to attach IRS acknowledg- 
ment of election. A transferee that knows 
that the transferor is a foreign corporation 
may not rely upon a certification of non- 
foreign status provided by the corporation 
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on the basis of election under section 
897(i), unless there is attached to the cer- 
tification a copy of the acknowledgment 
by the Internal Revenue Service of the 
corporation's election, as required by par- 
agraph (b)(2)(ii) of this section. 

(iii) Knowledge of falsity. A transferee 
is not entitled to rely upon a transferor's 
certification if prior to or at the time of 
the transfer the transferee either— 

(A) Has actual knowledge that the 
transferor's certification is false; or 

(B) Receives a notice that the certifi- 
cation is false from a transferor's or trans- 
feree's agent, pursuant to tj1. 1445-4. 

(iv) Belated notice of false certification. 
If after the date of the transfer a trans- 
feree receives a notice that a certification 
is false, then that transferee is entitled to 
rely upon the certification only with re- 
spect to consideration that was paid prior 
to receipt of the notice. Such a transferee 
is required to withhold a full 10 percent 
of the amount realized from the consid- 
eration that remains to be paid to the 
transferor if possible. Thus, if 10 percent 
or more of the amount realized remains 
to be paid to the transferor then the trans- 
feree is required to withhold and pay over 
the full 10 percent. The transferee must 
do so by withholding and paying over the 
entire amount of each successive payment 
of consideration to the transferor until the 
full 10 percent of the amount realized has 
been withheld and paid over. Amounts so 
withheld must be reported and paid over 
by the 20th day following the date on which 

each such payment of consideration is 
made. A transferee that is subject to the 
rules of this paragraph (b)(4)(iv) may not 
obtain a withholding certificate pursuant 
to ill. 1445 — 3, but must instead withhold 
and pay over the amounts required by this 

paragraph. 

(c) Transferred property not a U. S. real 
property interest — (1) In general. No with- 

holding is required under section 1445 if 
the transferee acquires only property that 
is not a U. S. real property interest. As 
defined in section 897(c) and ill. 897 — 1(c), 
a U. S. real property interest includes cer- 
tain interests in U. S. corporations, as well 

as direct interests in real property and cer- 
tain associated personal property. This 

paragraph (c) provides rules pursuant to 
which a person acquiring an interest in a 

U. S. corporation may determine that 
withholding is not required because that 
interest is not a U. S. real property inter- 
est. To determine whether an interest in 

tangible property constitutes a U. S. real 

property interest the acquisition of which 

would be subject to withholding, see 
ail. 897 — 1(b) and (c). 

(2) Interests in publicly traded entities. 

No withholding is required under section 
1445(a) upon the acquisition of an interest 
in a domestic corporation if any class of 
stock of the corporation is regularly traded 
on an established securities market. 

This exemption shall apply if the dis- 

position is incident to an initial public of- 
fering of stock pursuant to a registration 
statement filed with the Securities and Ex- 
change Commission. Similarly, no with- 

holding is required under section 1445(a) 
upon the acquisition of an interest in a 
publicly traded partnership or trust. How- 
ever, the rule of this paragraph (c)(2) shall 

not apply to the acquisition, from a single 
transferor (or related transferors (as de- 
fined in jl1. 897 — 1(i)) in a single transac- 
tion (or related transactions), of an interest 
described in 51. 897-1(c)(2)(iii)(B) (relat- 
ing to substantial amounts of non-publicly 
traded interests in publicly traded cor- 
porations) or to similar interests in pub- 
licly traded partnerships or trusts. The 
person making an acquisition described in 
the preceding sentence must otherwise 
determine whether withholding is re- 
quired, pursuant to section 1445 and the 
regulations thereunder. Transactions shall 

be deemed to be related if they are un- 

dertaken within 90 days of one another 
or if it can otherwise be shown that they 
were undertaken in pursuance of a prear- 
ranged plan. 

(3) Transferee receives statement that 
interest in corporation is noi a U. S. real 
property interest — (i) In general. No with- 
holding is required under section 1445(a) 
upon the acquisition of an interest in a 
domestic corporation, if the transferor 
provides the transferee with a copy of a 
statement, issued by the corporation pur- 
suant to t11. 897 — 2(h), certifying that the 
interest is not a U. S. real property inter- 
est. In general, a corporation may issue 
such a statement only if the corporation 
was not a U. S. real property holding cor- 
poration at any time during the previous 
five years (or the period in which the in- 

terest was held by its present holder, if 
shorter) or if interests in the corporation 
ceased to be United States real property 
interests under section 897(c)(1)(B). (A 
corporation may not provide such a state- 
ment based on its determination that the 
interest in question is an interest solely as 
a creditor. ) See ail. 897 — 2(f) and (h). The 
corporation may provide such a statement 

directly to the transferee at the transfer- 
or's request. The transferor must request 
such a statement prior to the transfer, and 

shall, to the extent possible, specify the 
anticipated date of the transfer. A cor- 
poration's statement may be relied upon 
for purposes of this paragraph (c)(3) only 
if the statement is dated not more than 
30 days prior to the date of the transfer. 
A transferee may also rely upon a cor- 
poration's statement that is voluntarily 
provided by the corporation in response 
to a request from the transferee, if that 
statement otherwise complies with the re- 

quirements of this paragraph (c)(3) and 
li1. 897 — 2(ll). 

(ii) Reliance on statement not permit- 
ted. A transferee is not entitled to rely 

upon a statement that a corporation is not 
a U. S. real property holding corporation 
if, prior to or at the time of the transfer, 
the transferee either— 

(A) Has actual knowledge that the 
statement is false, or 

(B) Receives a notice that the state- 
ment is false from a transferor's or trans- 
feree's agent, pursuant to 51. 1445-4. 

Such a transferee's withholding obli- 
gations shall apply as if a statement had 
never been given, and such a transferee 
may be held fully liable pursuant to 
51. 1445 — 1(e) for any failure to withhold. 

(iii) Belated notice of false statement. If 
after the date of the transfer, a transferee 
receives notice that a statement provided 
under 51. 1445 — 2(c)(3)(i) (that an interest 
in a corporation is not a U. S. real prop- 
erty interest) is false, then such transferee 
may rely on the statement only with re- 
spect to consideration that was paid prior 
to the receipt of the notice. Such a trans- 
feree is required to withhold a full 10 per- 
cent of the amount realized from the 
consideration that remains to be paid to 
the transferor, if possible. Thus, if 10 per- 
cent or more of the amount realized re- 
mains to be paid to the transferor, then 
the transferee is required to withhold and 

pay over the full 10 percent. The trans- 
feree must do so by withholding and pay- 
ing over the entire amount of each 
successive payment of consideration to the 
transferor, until the full 10 percent of the 
amount realized has been withheld and 
paid over. Amounts so withheld must be 
reported and paid over by the 20th day 
following the date on which each such 
payment of consideration is made. A 
transferee that is subject to the n les of 
this paragraph 1. 1445 — 2(c)(3)(iii) may not 
obtain a withholding certificate pursuant 
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to t11. 1445 — 3, but must instead withhold 
and pay over the amounts required by this 

paragraph. 

(d) Exceptions to requirement of with- 

holding — (1) Purchase of residence for 
$300, 000 or less. No withholding is re- 
quired under section 1445(a) if one or more 
individual transferees acquire a U. S, real 
property interest for use as a residence 
and the amount realized on the transac- 
tion is $300, 000 or less. For purposes of 
this section, a U. S. real property interest 
is acquired for use as a residence if on the 
date of the transfer the transferee (or 
transferees) has definite plans to reside at 
the property for at least 50 percent of the 
number of days that the property is used 

by any person during each of the first two 
12-month periods following the date of 
the transfer, 

The number of days that the property 
will be vacant is not taken into account 
in determining the number of days such 

property is used by any person. A trans- 
feree shall be considered to reside at a 

property on any day on which a member 
of the transferee's family, as defined in 

section 267(c)(4), resides at the property. 
No form or other document need be filed 

with the Internal Revenue Service to es- 

tablish a transferee's entitlement to rely 

upon the exception provided by this par- 

agraph (d)(1). A transferee who fails to 
withhold in reliance upon this exception, 
but who does not in fact reside at the 

property for the minimum number of days 
set forth above, shall be liable for the fail- 

ure to withhold (if the transferor was a 
foreign person and did not pay the full 

U. S. tax due on any gain recognized upon 
the transfer). However, if the transferee 
establishes that the failure to reside the 
minimum number of days was caused by 
a change in circumstances that could not 
reasonably have been anticipated at the 
time of the transfer, then the transferee 
shall not be liable for the failure to with- 

hold. 

The exception provided by paragraph 

(d)(1) does not apply to any case where 
the transferee is other than an individual 

even if the property is acquired for or on 
behalf of an individual who will use the 

property as a residence. However, this 

exception applies regardless of the orga- 
nizational structure of the transferor (i. e. , 
regardless of whether the transferor is an 
individual, partnership, trust, corpora- 
tion, etc. ). 

(2) Coordination with nonrecognition 
provisions — (i) In general. A transferee 

shall not be required to withhold under 

section 1445(a) with respect to the trans- 

fer of a U. S. real property interest if— 
(A) The transferor notifies the trans- 

feree, in the manner described in para- 

graph (d)(2)(iii) of this section, that by 

reason of the operation of a nonrecog- 

nition provision of the Internal Revenue 

Code or the provisions of any United States 

treaty the transferor is not required to 

recognize any gain or loss with respect to 
the transfer; and 

(B) By the 20th day after the date of 
the transfer the transferee provides a copy 
of the transferor's notice to the Assistant 

Commissioner (International), at the ad- 

dress provided in li1. 1445-1(g)(10), to- 

gether with a cover letter setting forth the 

name, identifying number (if any), and 

home address (in the case of an individ- 

ual) or office address (in the case of an 

entity) of the transferee providing the no- 

tice to the Service. 
The rule of this paragraph (d)(2)(i) is 

subject to the exceptions set forth in par- 

agraph (d)(2)(ii). For purposes of this 

paragraph (d)(2) a nonrecognition pro- 
vision is any provision of the Internal 
Revenue Code for not recognizing gain 

or loss. 

(ii) Exceptions. A transferee may not 
rely upon the rule of paragraph (d)(2)(i) 
of this section, and must therefore with- 

hold under section 1445(a) with respect 
to the transfer of a U. S. real property 
interest, if either: 

(A) The transferor qualifies for non- 

recognition treatment with respect to part, 
but not all, of the gain realized by the 
transferor upon the transfer; or 

(B) The transferee knows or has rea- 
son to know that the transferor is not en- 
titled to the nonrecognition treatment 
claimed by the transferor. 

In either of the above circumstances 
the transferee or transferor may request 
a withholding certificate from the Internal 
Revenue Seance pursuant to the rules of 
51. 1445 — 3. 

(iii) 1Votice of nonrecognition treat- 
ment. No particular form is required for 
a transferor's notice to a transferee that 
it is not required to recognize gain or loss 
with respect to a transfer. The notice must 
be verified as true and signed under pen- 
alties of perjury, by a responsible officer 
in the case of a corporation, by a general 
partner in the case of a partnership, and 
by a trustee or equivalent fiduciary in the 
case of a trust or estate. The following 
information must be set forth in para- 

graphs labelled to correspond with the let- 
ter set forth below: 

(A) A statement that the document 
submitted constitutes a notice of a non- 
recognition transfer pursuant to the re- 
quirements of 51. 1445-2(d)(2); 

(B) The name, identifying number (if 
any), and home address (in the case of an 

individual) or office address (in the case 
of an entity) of the transferor submitting 

the notice; 

(C) A statement that the transferor is 

not required to recognize any gain or loss 
with respect to the transfer; 

(D) A brief description of the transfer; 
and 

(E) A brief summary of the law and 

facts supporting the claim that recognition 
of gain or loss is not required with respect 
to the transfer. 

(iv) Transitional rule. Solely for pur- 

poses of the exemption from withholding 

provided by this paragraph (d)(2), prior 
to the effective date of a Treasury deci- 
sion under section 897(d) and (e) the 
applicability of a nonrecognition provi- 

sion shall be determined without regard 
to the effect of section 897(d) or (e) upon 
a particular transaction. Until such a 
Treasury decision becomes effective, a 
transferor to whom the exceptions of par- 

agraph (d)(2)(ii) of this section do not 

apply may therefore provide the notice 
described in paragraph (d)(2)(iii) if he 

would qualify for nonrecognition treat- 
ment with respect to the transfer without 

regard to the effect of section 897(d) or 
(e). 

(3) Special procedural rules applicable 
to foreclosures — (i) Amount to be with- 

held — (A) Foreclosures. A transferee that 

acquires a U. S. real property interest pur- 

suant to a repossession or foreclosure on 
such property under a mortgage, security 

agreement, deed of trust or other instru- 

ment securing a debt must withhold tax 
under section 1445(a) equal to 10 percent 
of the amount realized on such sale. Such 

amount must be reported and paid over 

to the Service under the general rules of 
t11. 1445 — 1. However, if the transferee 

compfies with the notice requirements of 
51. 1445 — 2(d)(3)(ii) and (iii), such trans- 

feree may report and pay over to the Ser- 

vice on or before the 20th day following 

the final determination by a court or trustee 

with jurisdiction over the foreclosure ac- 

tion, the lessor of: 

(I) The amount otherwise required 

to be withheld under section 1445(a), 

or 
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(2) the "alternative amount" as de- 
fined in the succeeding sentence. 

The alternative amount is the entire 
amount, if any, determined by a court or 
trustee with jurisdiction over the matter, 
that accrues to the debtor/transferor out 
of the amount realized from the foreclo- 
sure sale. The amount of any mortgage, 
lien, or other security agreement secured 
by the property, that is terminated, as- 
sumed by another person, or otherwise 
extinguished (as to the debtor/transferor) 
shall not be treated as an amount that 
accrues to the debtor/transferor for pur- 

poses of this 11. 1445 — 2(d)(3)(i)(A). If the 
alternative amount is zero, no withhold- 

ing is required. Any difference between 
the amount withheld at the time of the 
foreclosure sale and the amount to be re- 

ported and paid over to the Service must 
be transferred to the court or trustee with 

jurisdiction over the foreclosure action. 
Amounts withheld, if any, are to be re- 
ported and paid over to the Service by 
using Forms 8288 and 8288 — A in con- 
formity with ill. 1445-1(d). 

(B) Deeds in lieu of foreclosures. A 
transferee of a U. S. real property interest 
pursuant to a deed in lieu of foreclosure 
must withhold tax equal to 10 percent of 
the amount realized by the debtor/trans- 
feror on the transfer. However, no with- 

holding is required if: 
(1) The transferee is the only person 

with a security interest in the property, 

(2) No cash or other property (other 
than incidental fees incurred with re- 

spect to the transfer) is paid, directly 
or indirectly, to any person with respect 
to the transfer, and 

(3) The notice requirements of 
t11. 1445 — 2(d)(3) are satisfied. 

The amount withheld, if any, must be re- 

ported and paid over to the Service not 
later than the 20th day following the date 
of transfer. In a case where withholding 

would otherwise be required, a withhold- 

ing certificate may be requested in ac- 

cordance with ill. 1445-3. 

(ii) Notice to the court or trustee in a 
foreclosure action — (A) Notice on day of 
purchase. A transferee in a foreclosure 

sale that chooses to use the special rules 

applicable to foreclosures must provide 

notice to the court or trustee with juris- 

diction over the foreclosure action on the 

day the property is transferred with re- 

spect to such transferee's withholding ob- 

ligation. No particular form is necessary 

but the notice must set forth the trans- 
feree's name, home address in the case of 

an individual, office address in the case 

of an entity, a brief description of the 

property, the date of the transfer, the 

amount realized on the sale of the fore- 

closed property and the amount withheld 

under section 1445(a). 

(B) Notice whether amount withheld or 
alternative amount is reported and paid 
over the Service. A purchaser/transferee 

in a foreclosure that chooses to use the 

special rules applicable to foreclosures must 

provide notice to the court or trustee with 

jurisdiction over the foreclosure action re- 

garding whether the amount withheld or 
the alternative amount will be (or has been) 
reported and paid over to the Service. 
The notice should set forth all the infor- 

mation required by the preceding para- 

graph (d)(3)(ii)(A), the amount withheld 

or alternative amount that will be (or has 

been) reported and paid over to the Ser- 

vice, and the amount that will be (or has 

been) paid over to the court or trustee, 

(iii) Notice to the Service — (A) General 
rule. A transferee that in reliance upon 
the rules of this paragraph (d)(3) with- 

holds an alternative amount (or does not 
withhold because the alternative amount 

is zero) must, on or before the 20th day 
following the final determination by a court 
or trustee in a foreclosure action or on or 
before the 20th day following the date of 
the transfer with respect to a transfer pur- 
suant to a deed in lieu of foreclosure, pro- 
vide notice thereof to the Assistant 
Commissioner (International) at the ad- 
dress provided in t11. 1445 — 1(g)(10). (The 
filing of such a notice shall not relieve a 
creditor of any obligation it may have to 
file a notice pursuant to section 6050J and 
the regulations thereunder. ) No particu- 
lar form is required bu. the following in- 

formation must be set forth in paragraphs 
labelled to correspond with the numbers 
set forth below. 

(1) A statement that the notice con- 
stitutes a notice of foreclosure action or 
transfer pursuant to a deed in lieu of 
foreclosure under t11. 1445-2(d)(3). 

(2) The name, identifying number (if 
any) and home address (in the case of an 

individual) or office address (in the case 
of an entity) of the purchaser/transferee. 

(3) The name, identifying number (if 
any), and home address (in the case of an 

individual) or office address (in the case 
of an entity) of the debtor/transferor. 

(4) In a foreclosure action, the date of 
the final determination by a court or trustee 

regarding the distribution of the amount 

realized from the foreclosure sale. In a 

transfer pursuant to a deed in lieu of 
foreclosure, the date the property is trans- 

ferred to the purchaser/transferee. 

(5) A brief description of the property. 

(6) The amount realized from the 
foreclosure sale or with respect to the 
transfer pursuant to a deed in lieu of fo- 
reclosure. 

(T) The alternative amount. 

(B) Special rule for lenders required to 
file Form 1099 — A where the alternative 

amount is zero. A person required under 
section 6050J to file Form 1099-A does 
not have to comply with the notice re- 
quirement of tl1, 1445 — 2(d)(3)(iii)(A) if the 
alternative amount is zero. In such case, 
the filing of the Form 1099-A will be 
deemed to satisfy the notice requirement 
of 51. 1445 — 2(d)(3)(iii)(A). 

(iv) Requirements not applicable. A 
transferee is not required to withhold tax 
or provide notice pursuant to the rules of 
this paragraph (d)(3) if no substantive 
withholding liability applies to the trans- 
fer of the property by the debtor/trans- 
feror. For example, if the debtor/transferor 
provides the transferee with a certification 
of non-foreign status pursuant to para- 
graph (b) of this section, then no sub- 
stantive withholding liability would exist 
with respect to the acquisition of the prop- 
erty from the debtor transferor. In such 
a case, no withholding of tax or notice to 
the Internal Revenue Service is required 
of the transferee with respect to the re- 
possession or foreclosure. 

(v) Anti-abuse rule. If a U. S. real 
property interest is transferred in foreclo- 
sure or pursuant to a deed in lieu of fore- 
closure for a principal purpose of avoiding 
the requirements of section 1445(a), then 
the provisions of this paragraph (d)(3) shall 

not apply to the transfer and the trans- 
feree shall be fully liable for any failure 
to withhold with respect to the transfer. 
A principal purpose to avoid section 
1445(a) will be presumed (subject to re- 
buttal on the basis of all relevant facts and 
circumstances) if: 

(A) The transferee acquires prop- 
erty in which it, or a related party, has 
a security interest; 

(B) The security interest did not arise 
in connection with the debtor/transfer- 
or's or a related party's or predecessor 
in interest's acquisition, improvement, 
or maintenance of the property; and 

(C) The total amount of all debts 
secured by the property exceeds 90 per- 
cent of the fair market value of the 
property. 
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(4) Installment payments. A transferee 
of a U. S. real property interest is not re- 
quired to withhold under section 1445 when 

making installment payments on an ob- 

ligation arising out of a disposition that 
took place before January 1, 1985. With 
respect to dispositions that take place after 
December 31, 1984, the transferee shall 

be required to satisfy its entire withhold- 

ing obligation within the time specified in 

ti1. 1445-1(c) regardless of the amount ac- 

tually paid by the transferee. Thereafter, 
no withholding is required upon further 
installment payments on an obligation 
arising out of the transfer. A transferee 
that is unable to satisfy its entire with- 

holding obligation within the time speci- 
fied in $1. 1445 — 1(c) may request a 

withholding certificate pursuant to 
ll1. 1445-3. 

(5) Acquistions by governmental bod- 

ies. No withholding of tax is required un- 

der section 1445 with respect to any 
acquistion of property by the United States, 
a state or possession of the United States, 
a political subdivision thereof, or the Dis- 

trict of Columbia. 

(6) Foreign government — (i) As trans- 

feror, Pursuant to section 892 and regu- 

lations thereunder, foreign governments 
and international organizations (as de- 

fined in ill. 892 — 1(b) and section 
7701(a)(18), respectively) are subject to 
U. S. tax only with respect to income aris- 

ing from commercial activities. There- 
fore, a foreign government or international 

organization that disposes of a U. S. real 

property interest not held for use in a 
commercial activity may present a notice 
of nonrecognition treatment pursuant to 
paragraph (d)(2) of this section, and 

thereby avoid withholding by the trans- 

feree of the property. 

A foreign government that disposes of 
a U. S. real property interest or the trans- 

feree of the property may obtain a with- 

holding certificate from the Internal 
Revenue Service that confirms the appl- 

icability of section 892, but neither is re- 

quired to do so. Rules concerning the 
issuance of withholding certificates are 

provided in li1. 1445-3. 

(ii) As transferee. A foreign govern- 

ment or international organization that 

acquires a U. S. real property interest is 

fully subject to the requirements of sec- 

tion 1445 and the regulations thereunder. 

Therefore, such an entity is required to 
withhold tax upon the acquistion of a U. S. 
real property interest from a foreign per- 

son. 

copy of a withholding certificate issued by 
the Service with respect to the transaction 
or, (2) be combined with an application 
for a withholdmg certificate. Where an 
application for an early refund is com- 
bined with an application for a withhold- 

ing certificate, the Service will act upon 
both applications not later than the 90th 

day after receipt. In the case of an appli- 
cation for a certificate based on noncon- 

forming security under paragraph (e)(3)(v) 
of this section, and in unusually compli- 

cated cases, the Service may be unable to 
provide a final withholding certificate by 
the 90th day. In such a case the Service 
will notify the applicant, by the 45th day 
after receipt of the application, that ad- 

ditional processing time will be necessary. 
The Service's notice may request addi- 

tional information or explanation con- 

cerning particular aspects of the 
application, and will provide a target date 
for final action (contingent upon the ap- 
plicant's timely submission of any re- 

quested information). A withholding 
certificate issued pursuant to the provi- 

sions of this section serves to fulfill the 

requirements of section 1445(b)(4) con- 
cerning qualifying statements, section 
1445(c)(1) concerning the transferor's 
maximum tax liability, or section 1445(c)(2) 
concerning the Secretary's authority to 
prescribe reduced withholding. 

(7) Withholding certificate obtained by 

transferee or transferor. No withholding is 

required under section 1445(a) if the 

transferee is provided with a withholding 

certificate that so specifies. Either the 

transferor or the transferee may seek a 

withholding certificate from the Internal 

Revenue Service, pursuant to the provi- 

sions of ill. 1445 — 3. 

(8) Amount realized by transferor is 
zero. If the amount realized by the trans- 

feror on a transfer of a U. S. real property 

interest is zero, no withholding is re- 

quired. 

ill. 1445 — 3. Adjustments to amount re- 

quired to be withheld pursuant to with- 

holding certificate. 

(b) Applications for withholding certif- 

icates — (1) In general. An application for 
a withholding certificate must be submit- 

ted to the Assistant Commissioner (In- 
ternational), at the address provided in 

Ijl. 1445 — l(g)(10). An application for a 
withholding certificate must be signed by 
a responsible officer in the case of a 
corporation, by a general partner in the 

case of a partnership, by a trustee, execu- 

tor, or equivalent fiduciary in the case 

of a trust or estate, and in the case of an 

individual by the individual himself. A duly 

authorized agent may sign the application 

but the application must contain a valid 

power of attorney authorizing the agent 
to sign the application on behalf of the 

applicant. The person signing the appli- 

cation must verify under penalties of per- 

jury that all representations made in 

connection with the application are true, 

correct, and complete to his knowledge 

and belief. No particular form is required 

for an application, but the application must 

set forth the information described in par- 

agraphs (b) (2), (3), and (4) of this sec- 

tion. 

(a) In general. Withholding under sec- 

tion 1445(a) may be reduced or elimi- 

nated pursuant to a withholding certificate 

issued by the Internal Revenue Service in 

accordance with the rules of this section. 
A withholding certificate may be issued 

by the Service in cases where reduced 

withholding is appropriate (see paragraph 

(c) of this section), where the transferor 
is exempt from U. S. tax (see paragraph 

(d) of this section), or where an agree- 
ment for the payment of tax is entered 
into with the Service (see paragraph (e) 
of this section). A withholding certificate 
that is obtained prior to a transfer notifies 
the transferee that no withholding is re- 
quired. A withholding certificate that is 
obtained after a transfer has been made 
may authorize a normal refund or an early 
refund pursuant to paragraph (g) of this 
section. Either a transferee or transferor 
may apply for a withholding certificate. 
The Internal Revenue Service will act upon 
an application for a withholding certifi- 
cate not later than the 90th day after it is 
received. Solely for this purpose (i. e. , de- 
termining the day upon which the 90 day 
period commences), an application is re- 
ceived by the Service on the date that all 
information necessary for the Service to 
make a determination is provided by the 
applicant. (For rules regarding whether 
an application for a withholding certifi- 
cate has been timely submitted, see 
li1. 1445 — 1(c)(2). ) The Service may deny 
a request for a withholding certificate 
where, after due notice, an applicant fails 
to provide information necessary for the 
Service to make a determination. The 
Service will act upon an application for 
an early refund not later than the 90th 
day after it is received. An application for 
an early refund must either (1) include a 
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(2) Parties to the transaction. The ap- 
plication must set forth the name, ad- 
dress, and identifying number (if any) of 
the person submitting the application 
(specifying whether that person is the 
transferee or transferor), and the name, 
address, and identifying number (if any) 
of other parties to the transaction (spec- 
ifying whether each such party is a trans- 
feree or transferor). The applicant must 
determine if an identifying number exists 
for each party concerned and if none ex- 
ists for a particular party the application 
must so state. The address provided in the 
case of an individual must be that indi- 
vidual's home address, and the address 
provided in the case of an entity must be 
that entity's office address. A mailing ad- 
dress may be provided in addition to, but 
not in lieu of, a home address or office 
address. 

(3) Real property interest to be trans- 

ferred. The application must set forth in- 

formation concerning the U. S. real 
property interest with respect to which the 
withholding certificate is sought, includ- 

ing the type of interest, the contract price, 
and, in the case of an interest in real prop- 
erty, its location and general description, 
or in the case of an interest in a U. S. real 
property holding corporation, the class or 
type and amount of the interest. 

(4) Basis for certificate — (i) Reduced 
withholding. If a withholding certificate is 

sought on the basis of a claim that reduced 
withholding is appropriate, the applica- 
tion must include: 

(A) A calculation of the maximum tax 
that may be imposed on the disposition 
in accordance with paragraph (c)(2) of this 

section. Such calculation must be accom- 

panied by a copy of the relevant contract 
and depreciation schedules or other evi- 

dence that confirms the contract price and 

adjusted basis of the property. If no de- 

preciation schedules are provided, the ap- 

plication must state the nature of the use 

of the property and why depreciation was 

not allowable. Evidence that supports any 
claimed adjustment to the maximum tax 
on the disposition must also be provided; 

(B) A calculation of the transferor's 

unsatisfied withholding liability, or evi- 

dence supporting the claim that no such 

liability exists, in accordance with para- 

graph (c)(3) of this section; and 

(C) In the case of a request for a spe- 

cial reduction of withholding pursuant to 
paragraph (c)(4) of this section, a state- 

ment of law and facts in support of the 

request. 

(ii) Exemption. If a withholding cer- 

tificate is sought on the basis of the trans- 

feror's exemption from U. S. tax, the 

application must set forth a brief state- 

ment of the law and facts that support the 

claimed exemption. In this regard, see 

paragraph (d) of this section. 

(iii) Agreement. If a withholding cer- 

tificate is sought on the basis of an agree- 

ment for the payment of tax, the 
application must include a signed copy of 
the agreement proposed by the applicant 
and a copy of the security instrument (if 
any) proposed by the applicant. In this 

regard, see paragraph (e) of this section. 

(c) Adjustment of amount required to 

be withheld — (1) In general. The Internal 

Revenue Service may issue a withholding 

certificate that excuses withholding or that 

permits the transferee to withhold an ad- 

justed amount reflecting the transferor's 

maximum tax liability. The transferor's 

maximum tax liability is the. sum of- 
(i) The maxiumum amount which could 

be imposed as tax under section 871 or 
882 upon the transferor's disposition of 
the subject real property interest, as de- 

termined under paragraph (c)(2) of this 

section, and 

(ii) The transferor's unsatisfied with- 

holding liability with respect to the sub- 

ject real property interest, as determined 
under paragraph (c)(3) of this section. 

In addition, the Internal Revenue Ser- 
vice may issue a withholding certificate 
that permits the transferee to withhold a 
reduced amount if the Service determines 
pursuant to paragraph (c)(4) of this sec- 
tion that reduced withholding will not 
jeopardize the collection of tax. 

(2) Maximum tax imposed on dispo- 
sition. The first element of the transferor's 
maximum tax liability is the maximum 

amount which the transferor could be re- 
quired to pay as tax upon the disposition 
of the subject real property interest. In 
the case of an individual transferor that 
amount will generally be the contract price 
of the property minus its adjusted basis, 
multiplied by the maximum individual in- 

come tax rate applicable to long term cap- 
ital gain. 

In the case of a corporate transferor, 
that amount will generally be the contract 
price of the property minus its adjusted 
basis, multiplied by the maximum cor- 
porate income tax rate applicable to long 
term capital gain. However, that amount 

must be adjusted to take into account the 
following: 

(i) Any reduction of tax to which the 
transferor is entitled under the provisions 

of a U. S. income tax treaty; 

(ii) The effect of any nonrecognition 
provision that is applicable to the trans- 

action; 

(iii) Any losses realized and recog- 
nized upon the previous disposition of U. S. 
real property interests during the taxable 

year; 

(iv) Any amount that is required to be 
treated as ordinary income; and 

(v) Any other factor that may increase 
or reduce the tax upon the disposition. 

(3) Transferor's unsatisifed withhold- 

ing liability — (i) In general. The second 
element of the transferor's maximum tax 
liability is the transferor's unsatisfied 
withholding liability. That liability is the 
amount of any tax that the transferor was 

required to but did not withhold and pay 
over under section 1445 upon the acqui- 
sition of the subject U. S. real property 
interest or a predecessor interest. The 
transferor's unsatisfied withholding lia- 

bility is included in the calculation of max- 

imum tax liability so that such prior 
withholding liability can be satisfied by 
the transferee's withholding upon the cur- 
rent transfer. Alternatively, the transfer- 
or's unsatisfied withholding liability may 
be disregarded for purposes of calculating 
the maximum tax liability, if either— 

(A) Such prior withholding liability is 
fully satisfied by a payment that is made 
with the application submitted pursuant 
to this section; or 

(B) An agreement is entered into for 
the payment of that liability pursuant to 
the rules of paragraph (e) of this section. 
Because Section 1445 only requires with- 

holding after December 31, 1984, no 
transferor's unsatisifed withholding lia- 

bility can exist unless the transferor ac- 
quired the subject or predecessor real 
property interest after that date. For pur- 
poses of this paragraph (c), a predecessor 
interest is one that was exchanged for the 
subject U. S. real property interest in a 
transaction in which the transferor was 
not required to recognize the full amount 
of the gain or loss realized upon the trans- 
fer. 

(ii) Evidence that no unsatisfied with- 

holding liability exists. For purposes of 
paragraph (b)(4)(i)(B) of this section 
(concerning information that must be sub- 
mitted with an application for a with- 

holding certificate), evidence that the 
transferor has no unsatisifed withholding 
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liability includes any one of the following 
documents: 

(A) Evidence that the transferor ac- 
quired the subject or predecessor real 
property interest prior to January 1, 1985: 

(B) A copy of the Form 8?88 that was 
filed by the transferor, and proof of pay- 
ment of the amount shown due thereon, 
with respect to the transferor's acquisition 
of the subject or predecessor real prop- 
erty interest; 

(C) A copy of a withholding certificate 
with respect to the transferor's acquisition 
of the subject or predecessor real prop- 
erty interest, plus a copy of Form 8288 
and proof of payment with respect to any 
withholding required under that certifi- 
cate; 

(D) A copy of the non-foreign certi- 
fication furnished by the person from whom 
the subject or predecessor U. S. real prop- 
erty interest was acquired, executed at the 
time of that acquisition. 

(E) Evidence that the transferor pur- 
chased the subject or predecessor real 
property for $300, 000 or less, and a state- 
ment, signed by the transferor under pen- 
alties of perjury, that the transferor 
purchased the property for use as a resi- 
dence within the meaning of )L1445— 
2(d)(1); 

(F) Evidence that the person from 
whom the transferor acquired the subject 
or predecessor U. S. real property interest 
fully paid any tax imposed on that trans- 
action pursuant to section 897. 

(G) A copy of a notice of nonrecog- 
nition treatment provided to the trans- 
feror pursuant to liL144 2(d)(2) by the 
person from whom the transferor ac- 
quired the subject or predecessor U. S, 
real property interest; and 

(H) A statement, signed by the trans- 
feror under penalties of perjury, setting 
forth the facts and circumstances that sup- 
ported the transferor's conclusion that no 
withholding was required under section 
1445(a) with respect to the transferor's 
acquisition of the subject or predecessor 
real property interest. 

(4) Special reduction of amount re- 
quired to be withheld. The Internal Rev- 
enue Service may, in its discretion, issue 
a withholding certificate that permits the 
transferee to withhold a reduced amount 
based upon a determination that reduced 
withholding will not jeopardize the col- 
lection of tax. A transferor that requests 
a withholding certificate pursuant to this 

paragraph (c)(4) is required pursuant to 
paragraph (b)(4)(i)(C) of this section to 

submit a statement of law and facts in 

support of the request. That statement 
must explain why the transferor is unable 

to enter into an agreement for the pay- 
ment of tax pursuant to paragraph (e) of 
this section. 

(d) Transferor's exemption from U. S. 
tax — (1) In general. The Internal Revenue 
Service will issue a withholding certificate 
that excuses all withholding by a trans- 
feree if it is established that: 

(i) The transferor's gain from the dis- 

position of the subject U. S. real property 
interest will be exempt from U. S. tax, and 

(ii) The transferor has no unsatisfied 
withholding liability. 

For the available exemptions, see par- 
agraph (d)(2) of this section. The trans- 
feror's unsatisfied withholding liability shall 

be determined in accordance with the 
provisions of paragraph (c)(3) of this sec- 
tion. A transferor that is entitled to a re- 
duction of (rather than an exemption from) 
U. S. tax may obtain a withholding certif- 
icate to that effect pursuant to the pro- 
visions of paragraph (c) of this section. 

(2) Available exemptions. A transfer- 
or's gain from the disposition of a U. S. 
real property interest may be exempt from 
U. S. tax because either: 

(i) The transferor is an integral part or 
controlled entity of a foreign government 
and the disposition of the subject property 
is not a commercial activity, as deter- 
mined pursuant to section 892 and the 
regulations thereunder, or 

(ii) The transferor is entitled to the 
benefits of an income tax treaty that pro- 
vides for such an exemption (subject to 
the limitations imposed by section 1125(c) 
of Pub. L. 96 — 499, which, in general, 
overrides such benefits as of January 1, 
1985). 

(e) Agreement for the payment of rax— 
(1) In general. The Internal Revenue Ser- 
vice will issue a withholding certificate that 
excuses withholding or that permits a 
transferee to withhold a reduced amount, 
if either the transferee or the transferor 
enters into an agreement for the payment 
of tax pursuant to the provisions of this 
paragraph (e). An agreement for the pay- 
ment of tax is a contract between the Ser- 
vice and any other person that consists of 
two necessary elements. Those elements 
are- 

(i) A contract between the Service and 
the other person, setting forth in detail 
the rights and obligations of each; and 

(ii) A security instrument or other form 
of security acceptable to the Director, 

Foreign Operations District. 

(2) Contents of agreement — (i) In gen- 
eral. An agreement for the payment of 
tax must cover an amount described in 
subdivision (ii) or (iii) of this paragraph 

(e)(2). The agreement may either provide 
adequate security for the payment of the 
chosen amount in accordance with para- 
graph (e)(3) of this section, or provide for 
the payment of that amount through a 
combination of security and withholding 

of tax by the transferee. 

(ii) Tax that would otherwise be with- 

held. An agreement for the payment of 
tax may cover the amount of tax that would 

otherwise be required to be withheld pur- 
suant to section 1445(a). In addition to 
the amount computed pursuant to section 
1445(a), the applicant must agree to pay 
interest upon that amount at the rate es- 

tablished under section 6621, with respect 
to the period between the date on which 

the tax imposed by section 1445(a) would 
otherwise be due (i. e. , the 20th day after 
the date of transfer) and the date on which 

the transferor's payment of tax with re- 
spect to the disposition will be due under 
the agreement. The amount of interest 
agreed upon must be paid by the applicant 
regardless of whether or not the Service 
is required to draw upon any security pro- 
vided pursuant to the agreement. The in- 

terest may be paid either with the return 
or by the Service drawing upon the se- 
curity. 

(iii) Maximum tax liability. An agree- 
ment for the payment of tax may cover 
the transferor's maximum tax liability, de- 
termined in accordance with paragraph 
(c) of this section. The agreement must 
also provide for the payment of an ad- 
ditional amount equal to 25 percent of the 
amount determined under paragraph (c) 
of this section. This additional amount se- 
cures the interest and penalties that would 
accrue between the date of a failure to 
file a return and pay tax with respect to 
the disposition, and the date on which the 
Service collects upon that liability pur- 
suant to the agreement. Such additional 
amount will only be collected if the Ser- 
vice finds it necessary to draw upon any 
security provided due to the transferor's 
failure to file a return and pay tax with 
respect to the relevant disposition. 

(3) Major types of security — (i) In gen- 
eral. The following are the major types of 
security acceptable to the Service. Fur- 
ther details with respect to the terms and 
conditions of each type may be specified 
by Revenue Procedure. 
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(ii) Bond with surety or guarantor. The 
Service may accept as security with re- 
spect to a transferor's tax liability a bond 
that is executed with a satisfactory surety 
or guarantor. Only the following persons 
may act as surety or guarantor for this 
purpose. 

(A) A surety company holding a cer- 
tificate of authority from the Secretary as 
an acceptable surety on Federal bonds, as 
listed in Treasury Department Circular No. 
570, published annually in the Federal 
Register on the first working day of July; 

(B) A person that is engaged within or 
without the United States in the conduct 
of a banking, financing, or similar busi- 
ness under the principles of ti1. 864-4(c)(5) 
and that is subject to U. S. or foreign local 
or national regulation of such business, if 
that person is otherwise acceptable to the 
Service; and 

(C) A person that is engaged within or 
without the United States in the conduct 
of an insurance business that is subject to 
U. S. or foreign local or national regula- 
tion, if that person is otherwise acceptable 
to the Service. 

(iii) Bond with collateral. The Service 
may accept as security with respect to a 
transferor's tax liability a bond that is se- 
cured by acceptable collateral. All collat- 
eral must be deposited with a responsible 
financial institution acting as escrow agent 
or, in the Service's discretion, with the 
Service. Only the following types of col- 
lateral are acceptable: 

(A) Bonds, notes, or other public debt 
obligations of the United States, in ac- 
cordance with the rules of 31 CFR Part 
223; and 

(B) A certified, cashier' s, or treasur- 
er's check, drawn on an entity acceptable 
to the Service that is engaged within or 
without the United States in the conduct 
of a banking, financing, or similar busi- 

ness under the principles of li1. 864-I(c)(5) 
and that is subject to U. S. or foreign local 
or national regulation of such business. 

(iv) Letter of credit. The Service may 
accept as security with respect to a trans- 
feror's tax liability an irrevocable letter of 
credit. The Service may accept a letter of 
credit issued by an entity acceptable to 
the Service that is engaged within or with- 

out the United States in the conduct of a 
banking, financing or similar business un- 

der the principles of ail. 864-4(c)(5) and 
that is subject to U. S. or foreign local or 
national regulation of such business. 
However, the Director will accept a letter 
of credit from an entity that is not engaged 

in trade or business in the United States 
only if such letter may be drawn on an 
advising bank within the United States. 

(v) Guarantees and other non- 
conforming security — (A) Guarantee. The 
Service may in its discretion accept as se- 

curity with respect to a transferor's tax 
liability the applicant's guarantee that it 
will pay such liability. The Service will in 

general accept such a guarantee only from 
a corporation, foreign or domestic, any 
class of stock of which is regularly traded 
on an established securities market on the 
date of the transfer. 

(B) Other forms of security. The Ser- 
vice may in unusual circumstances and at 
its discretion accept any form of security 
that it finds to be adequate. An applica- 
tion for a withholding certificate that pro- 
poses a form of security that does not 
conform with any of the preferred types 
set forth in paragraph (e)(3)(ii) through 
(iv) of this section or any relevant Rev- 
enue Procedure must include: 

(I) A detailed statement of the facts 
and circumstances supporting the use of 
the proposed form of security, and 

(2) A memorandum of law concerning 
the validity and enforceability of the pro- 
posed form of security. 

(4) Terms of security instrument. Any 
security instrument that is furnished pur- 
suant to this section must provide that- 

(i) The amount of each deposit of es- 
timated tax that will be required with re- 
spect to the gain realized or, the subject 
disposition may be collected by levy upon 
the security as of the date following the 
date on which each such deposit is due 
(unless such deposit is timely made); 

(ii) The entire amount of the liability 
may be collected by levy upon the security 
at any time during the nine months fol- 
lowing the date on which the payment of 
tax with respect to the subject disposition 
is due, subject to release of the security 
upon the full payment of the tax and any 
interest and penalties due. If the trans- 
feror requests an extension of time to file 
a return with respect to the disposition, 
then the Director may require that the 
term of the security instrument be ex- 
tended until the date that is nine months 
after the filing deadline as extended. 

(f) Amendments to application for 
withholding certificate — (1) In general. An 
applicant for a withholding certificate may 
amend an otherwise complete application 
by submitting an amending statement to 
the Assistant Commissioner (Interna- 
tional), at the address provided in t11. 1445— 

Section 1445 

1(g)(10). The amending statement shall 

provide the information required by 
t11. 1445 — 3(f)(3) and must be signed and 
accompanied by a penalties of perjury 
statement in accordance with 51. 1445— 

3(b)(1). 
(2) Extension of rime for the Service to 

process requests for withholding certifi- 
cates — (i) In general. If an amending state- 
ment is submitted, the time in which the 
Internal Revenue Service must act upon 
the amended application shall be ex- 
tended by 30 days. 

(ii) Substantial amendments. If an 
amending statement is submitted and the 
Service finds that the statement substan- 
tially amends the facts of the underlying 
application or substantially alters the terms 
of the withholding certificate as requested 
in the initial application, the time within 
which the Service must act upon the 
amended application shall be extended by 
60 days. The applicant shall be so notified. 

(iii) Amending statement recei ved after 
the requested withholding certijicate has 
been signed by the Assistant Commis- 
sioner (International). If an amending 
statement is received after the withhold- 

ing certificate, drafted in response to the 
underlying application, has been signed 
by the Assistant Commissioner (Inter- 
national) or his delegate and prior to the 
day such certificate is mailed to the ap- 
plicant, the time in which the Service must 
act upon the amended application shall 
be extended by 90 days. The applicant will 
be so notified. 

(3) Information required to be submit- 
ted. No particular form is required for an 
amending statement but the statement 
must provide the following information: 

(i) Identification of applicant. The 
amending statement must set forth the 
name, address and identifying number (if 
any) of the person submitting the amend- 
ing statement (specifying whether that 
person is the transferee or transferor). 

(ii) Date of underlying application. The 
amending statement must set forth the date 
of the underlying application for a with- 
holding certificate. 

(iii) Real property interest to be (or that 
has been) transferred. The amending 
statement must set forth a brief descrip- 
tion of the real property interest with re- 
spect to which the underlying application 
for a withholding certificate was submit- 
ted. 

(iv) Amending information. The 
amending statement must fully set forth 
the basis for the amendment including any 
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modification of the facts supporting the 
application for a withholding certificate 
and any change sought in the terms of the 

, withholding certificate. 

(g) Early refund of overwithheld 
amounts. If a transferor receives a with- 
holding certificate pursuant to this sec- 
tion, and an amount greater than that 
specified in the certificate was withheld 

by the transferee, then pursuant to the 
rules of this paragraph (g) the transferor 
may apply for a refund (without interest) 
of the excess amount prior to the date on 
which the transferor's tax return is due 
(without extensions). (Any interest pay- 
able on refunds issued after the filing of 
a tax return shall be determined in ac- 
cordance with the provisions of section 
6611 and regulations thereunder. ) An ap- 
plication for an early refund must be ad- 
dressed to the Assistant Commissioner 
(International), at the address provided 
in li1. 1445 — 1(g)(10). No particular form 
is required for the application, but the 
following information must be set forth 
in separate paragraphs numbered to cor- 
respond with the number given below: 

(1) Name, address, and identifying 
number (if any) of the transferor seeking 
the refund; 

(2) Amount required to be withheld 
pursuant to the withholding certificate 
issued by Internal Revenue Service; 

(3) Amount withheld by transferee 
(attach a copy of Form 8288 — A stamped 
by IRS pursuant to 51. 1445 — 1(c)); 

(4) Amount to be refunded to the trans- 
feror. An application for an early refund 
cannot be processed unless the required 
copy of Form 8288 — A (or substantial evi- 
dence of the amount withheld in the case 
of a failure to receive Form 8288 — A as 
provided in 51. 1445 — 1(f)(3)) is attached 
to the application. If an application for a 
withholding certificate based upon the 
tranferor's maximum tax liability is sub- 
mitted after the transfer takes place, then 
that application may be combined with an 
application for an early refund. The Ser- 
vice will act upon a claim for refund within 
the time limits set forth in paragraph (a) 
of this section. 

51. 1445 — 4 Liability of agents 

(a) Duty to provide notice of false cer- 
tification or statement to transferee. A 
transferee's or transferor's agent must 
provide notice to the transferee if either— 

(1) The transferee is furnished with a 
non-U. S. real property interest statement 
pursuant to ti1. 1445 — 2(c)(3) and the agent 

knows that the statement is false; or 
(2) The transferee is furnished with a 

non-foreign certification pursuant to 
51. 1445 — 2(b)(2) and either (i) the agent 
knows that the certification is false, or (ii) 
the agent represents a transferor that is a 
foreign corporation. 

An agent that represents a transferor 
that is a foreign corporation is not re- 
quired to provide notice to the transferee 
if the foreign corporation provided a non- 
foreign certification to the transferee prior 
to such agent's employment and the agent 
does not know that the corporation did 
so. 

(b) Duty to provide notice of false cer- 
tification or statement to entity or fiduciar. 
A transferee's or transferor's agent must 
provide notice to an entity or fiduciary 
that plans to carry out a transaction de- 
scribed in section 1445(e)(1), (2), (3), or 
(4) if either— 

(1) The entity or fiduciary is furnished 
with a non-U. S. real property interest 
statement pursuant to t)1. 1445 — 5(b)(4)(iii) 
and the agent knows that such statement 
is false; or 

(2) The entity or fiduciary is furnished 
with a non-foreign certification pursuant 
to $1. 1445 — 5(b)(3)(ii) and either (i) the 
agent knows that such certification is false, 
or (ii) the agent represents a foreign cor- 
poration that made such a certification. 

(c) Procedural requirements — (1) No- 
tice to transferee, entity, or fiduciary. An 
agent who is required by this section to 
provide notice must do so in writing as 
soon as possible after learning of the false 
certification or statement, but not later 
than the date of the transfer (prior to the 
transferee's payment of consideration). If 
an agent first learns of a false certification 
or statement after the date of the transfer, 
nofice must be given by the third day fol- 
lowing that discovery. The notice must 
state that the certification or statement is 
false and may not be relied upon. The 
notice must also explain the possible con- 
sequences to the recipient of a failure to 
withhold. The notice need not disclose the 
information on which the agent's state- 
ment is based. The following is an ex- 
ample of an acceptable notice: "This is to 
notify you that you may be required to 
withhold tax in connection with [describe 
transaction. ) You have been provided with 
a certification of non-foreign status [or a 
non-U. S. real property interest state- 
ment] in connection with that transaction. 
I have learned that that document is false. 
Therefore, you may not rely upon it as a 

basis for failing to withhold under section 
1445 of the Internal Revenue Code. Sec- 
tion 1445 provides that any person who 
acquires a U. S. real property interest from 
a foreign person must withhold a tax equal 
to 10 percent of the total purchase price. 
(The term "U. S. real property interest" 
includes real property, stock in U. S. cor- 
porations whose assets are primarily real 

property, and some personal property as- 

sociated with realty. ) Any person who is 

required to withhold but fails to do so can 
be held liable for the tax. Thus, if you do 
not withhold the 10 percent tax from the 
total that you pay on this transaction, you 
could be required to pay the tax yourself, 
if what you are acquiring is a U. S. real 
property interest and the transferor is a 
foreign person. Tax that is withheld must 
be promptly paid over to the IRS using 
Form 8288. For further information see 
sections 897 and 1445 of the Internal Rev- 
enue Code and the related regulations. " 

(2) Notice to befiled with IRS. An agent 
who is required by paragraph (a) or (b) 
of this section to provide notice to a trans- 
feree, entity, or fiduciary must furnish a 
copy of that notice to the Internal Rev- 
enue Service by the date on which the 
notice is required to be given to the trans- 
feree, entity, or fiduciary. The copy of the 
notice must be delivered to the Assistant 
Commissioner (International) at the ad- 
dress provided in ti1. 1445 — 1(g)(10), and 
must be accompanied by a cover letter 
stating that the copy is being filed pur- 
suant to the requirements of this ti1. 1455— 
4(c)(2). 

(d) Effect on recipient. A transferee, 
entity, or fiduciary that receives a notice 
pursuant to this section prior to the date 
of the transfer from any agent of the trans- 
feror or transferee may not rely upon the 
subject certification or statement for pur- 
poses of excusing withholding pursuant to 
51. 1445 — 2 or 5L1445 — 5. Therefore, the 
recipient of a notice may be held liable 
for any failure to deduct and withhold tax 
under section 1445 as if such certification 
or statement had never been given. For 
special rules concerning the effect of the 
receipt of a notice after the date of the 
transfer, see )li1. 1445 — 2(b)(4)(iv) and 
1. 1445 — 5(c), (d) and (e). 

(e) Failure to provide notice. Any agent 
who is required to provide notice but who 
fails to do so in the manner required by 
paragraph (a) or (b) of this section shall 

be held liable for the tax that the recipient 
of the notice would have been required 
to withhold under section 1445 if such no- 
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tice had been given. However, an agent's 
liability under this paragraph (e) is limited 
to the amount of compensation that that 
agent derives from the transaction. In ad- 
dition, an agent who assists in the prep- 
aration of, or fails to disclose knowledge 
of, a false certification or statement may 
be liable for civil or criminal penalties. 

(f) Definition of transferor's or trans- 
feree'sagent — (1) In general. For purposes 
of this section, the terms "transferor's 
agent" and "transferee's agent" mean any 
person who represents the transferor or 
transferee (respectively)— 

(i) In any negotiation with another per- 
son (or another person's agent) relating 
to the transaction; or 

(ii) In settling the transaction. 

(2) Transactions subject to section 
1445(e). In the case of transactions sub- 

ject to section 1445(e), the following def- 
initions apply. 

(i) The term "transferor's agent" means 

any person that represents or advises an 
entity or fiduciary with respect to the 
planning, arrangement, or consummation 

by the entity of a transaction described in 
section 1445(e)(1), (2), (3), or (4). 

(ii) The term "transferee's agent" 
means any person that represents or ad- 
vises the holder of an interest in an entity 
with respect to the planning, arrangement 
or consummation by the entity of a trans- 
action described in section 1445(e)(1), (2), 
(3), or (4). 

(3) Exclusion of settlement officers and 
clerical personne/. For purposes of this 
section, a person shall not be treated as 
a transferor's agent or transferee's agent 
with respect to any transaction solely be- 
cause such person performs one or more 
of the following activities; 

(i) The receipt and disbursement of any 
portion of the consideration for the trans- 
action; 

(ii) The recording of any document in 

connection with the transaction; 

(iii) Typing, copying, and other cleri- 
cal tasks; 

(iv) The obtaining of title insurance re- 
ports and reports concerning the condi- 
tion of the real property that is the subject 
of the transaction; or 

(v) The transmission or delivery of 
documents between the parties. 

(4) Exclusion for governing body of a 
condominium association and the board 

of directors of a cooperative housing cor- 
poration. The members of a board, com- 

mittee or other governing body of a con- 
dominium association and the board of 

directors and officers of a cooperative 

housing corporation will not be deemed 

agents of the transferor or transferee if 
such individuals function exclusively in 

their capacity as representatives of such 

association or corporation with respect to 
the transaction. In addition, the managing 

agent of a cooperative housing corpora- 
tion or condominium association will not 

be deemed to be an agent of the trans- 

feree or transferor if such person func- 

tions exclusively in its capacity as a man- 

aging agent. If a person's activities include 

advising the transferee or transferor with 

respect to the transfer, this exclusion shall 

not apply. 

$1. 1445-5 Special rules concerning distri- 

butions and other transactions by corpo- 
rations, partnerships, trusts, and estates. 

(a) Purpose and scope. This section 
provides special rules concerning the 
withholding that is required under section 
1445(e) upon distributions and other 
transactions involving domestic or foreign 
corporations, partnerships, trusts, and es- 

tates. Paragraph (b) of this section pro- 
vides rules that apply generally to the 
various withholding requirements set forth 
in this section. Under section 1445(e)(1) 
and paragraph (c) of this section, a do- 
mestic partnership or the fiduciary of a 
domestic trust or estate is required to 
withhold tax upon the entity's disposition 
of a U. S. real property interest if any for- 

eign persons are partners or beneficiaries 
of the entity. Paragraph (d) provides rules 
concerning the requirement of section 
1445(e)(2) that a foreign corporation 
withhold tax upon its distribution of a U. S. 
real property interest to its interest-hold- 
ers. Finally, under section 1445(e)(3) and 
paragraph (e) of this section a domestic 
U. S. real property holding corporation is 
required to withhold tax upon certain dis- 

tributions to interest-holders that are for- 
eign persons. Paragraphs (f) and (g) of 
this section are reserved to provide rules 
concerning transactions involving inter- 
ests in partnerships, trusts, and estates that 
will be subject to withholding pursuant to 
section 1445(e)(4) and (5). 

(b) Rules of general application— 
(1) Double withholding not required. If 
tax is required to be withheld with respect 
to a transfer of property in accordance 
with the rules of this section, then no ad- 
ditional tax is required to be withheld by 
the transferee of the property with respect 
to that transfer pursuant to the general 
rules of section 1445(a) and li1. 1445 — 1. If 

tax is required to be withheld under sec- 

tion 1441 or 1442 with respect to a transfer 

of property, withholding shall not be re- 

quired under section 1445 or ri1. 1445 — 5. 
If a transfer of a U. S. real property 

interest described in section 1445(e) is ex- 

empt from withholding under the rules of 
this section, then no withholding is re- 

quired under the general rules of section 

1445(a) and )1. 1445 — 1. 
(2) Coordination with nonrecognition 

provisions — (i) In general. Withholding 
shall not be required under the rules of 
this section with respect to a transfer de- 

scribed in section 1445(e) of a U. S. real 

property interest if— 
(A) By reason of the operation of a 

nonrecognition provision of the Internal 
Revenue Code or the provisions of any 

treaty of the United States no gain or loss 

is required to be recognized by the foreign 
person with respect to which withholding 

would otherwise be required; and 

(B) The entity or fiduciary that is oth- 

erwise required to withhold complies with 

the notice requirements of paragraph 
(b)(2)(ii) of this section. 

The entity or fiduciary must determine 
whether gain or loss is required to be rec- 
ognized pursuant to the rules of section 
897 and the applicable nonrecognition 
provisions of the Internal Revenue Code. 
An entity or fiduciary may obtain a with- 

holding certificate from the Internal Rev- 
enue Service that confirms the applicability 
of a nonrecognition provision, but is not 
required to do so. For purposes of this 

paragraph (b)(2), a nonrecognition pro- 
vision is any provision of the Internal 
Revenue Code for not recognizing gain 
or loss. If nonrecognition treatment is 
available only with respect to part of the 
gain realized on a transfer, the exemption 
from withholding provided by this para- 
graph (b)(2) shall not apply. In such cases 
a withholding certificate may be sought 
pursuant to the provisions of 51. 1445 — 6. 

(ii) Notice of nonrecognition transfer. 
An entity or fiduciary that fails to with- 

hold tax with respect to a transfer in re- 
liance upon the rules of this paragraph 

(b)(2) must by the 20th day after the date 
of the transfer deliver a notice thereof to 
the Assistant Commissioner, (Interna- 
tional), at the address provided in 51, 1445— 

1(g)(10). No particular form is required 
for a notice of transfer, but the following 
information must be set forth in para- 
graphs labelled to correspond with the let- 
ter set forth below: 

(A) A statement that the document 
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submitted constitutes a notice of a non- 
recbgnition transfer pursuant to the re- 
quirements of li1. 1445 — 5(b)(2)(ii); 

(B) The name, office address, and 
identifying number (if any) of the entity 
of fiduciary submitting the notice; 

(C) The name, identifying number (if 
any), and home address (in the case of an 
individual) or office address (in the case 
of an entity) of each foreign person with 
respect to which withholding would oth- 
erwise be required; 

(D) A brief description of the transfer; 
and 

(E) A brief statement of the law and 
facts supporting the claim that recognition 
of gain or loss is not required with respect 
to the transfer. 

(iii) Transition rule. Solely for pur- 
poses of the exemption from withholding 
provided by this paragraph (b)(2), prior 
to the effective date of a Treasury deci- 
sion under section 897(e) the applicability 
of a nonrecognition provision to a partic- 
ular transfer shall be determined without 
regard to the effect of that section. 

(3) Interest-holder not a foreign per- 
son — (i) In general. Pursuant to the pro- 
visions of paragraphs (c) and (e) of this 
section, an entity or fiduciary is required 
to withhold with respect to certain trans- 
fers of property if a holder of an interest 
in the entity is a foreign person. For pur- 
poses of determining whether a holder of 
an interest is a foreign person, and entity 
or fiduciary may rely upon a certification 
of non-foreign status provided by that 
person in accordance with paragraph 
(b)(3)(ii) of this section. Except to the 
extent provided in paragraph (b)(3)(iii) of 
this section, such a certification excuses 
the entity or fiduciary from any liability 
otherwise imposed pursuant to section 
1445(e) and regulations thereunder. How- 
ever, no obligation is imposed upon an 
entity or fiduciary to obtain certifications 
from interest-holders; an entity or fidu- 

ciary may instead rely upon other means 
to ascertain the non-foreign status of an 
interest-holder. If the entity or fidicuary 
does rely upon other means but the in- 

terest-holder proves, in fact, to be a for- 

eign person, then the entity or fiduciary 

is subject to any liability imposed pur- 
suant to section 1445 and regulations 
thereunder. 

An entity or fiduciary is not required 
to rely upon other means to ascertain the 
non-foreign status of an interest-holder 
and may demand a certification of non- 

foreign status. If the certification is not 

provided, the entity or fiduciary may with- 
hold tax under section 1445 and will be 
considered, for purposes of sections 1461 
through 1463, to have been required to 
withhold such tax. 

(ii) Interest-holder's certification of non- 

foreign status — (A) ln general. For pur- 
poses of this section, an entity or fiduciary 
may treat any holder of an interest in the 
entity as a U. S. person if that interest- 
holder furnishes to the entity or fiduciary 
a certification stating that the interest- 
holder is not a foreign person, in accord- 
ance with the provisions of paragraph 
(b)(3)(ii)(B) of this section. In general, a 
foreign person is a nonresident alien in- 
dividual, foreign corporation, foreign part- 
nership, foreign trust, or foreign estate, 
but not a resident alien individual. In this 
regard, see 51. 897-1(k). 

(B) Procedural rules. An interest-hold- 
er's certification of non-foreign status 
must— 

(I) State that the interest-holder is not 
a foreign person; 

(2) Set forth the interest-holder's name, 
identifying number, home address (in the 
case of an individual) or office address (in 
the case of an entity), and place of in- 
corporation (in the case of a corporation); 
and 

(3) Be signed under penalties of per- 
Jury. 

Pursuant to 51. 897-1(p), an individu- 
al's identifying number is the individual's 
Social Security number and any other per- 
son's identifying number is its U. S. em- 
ployer identification number. The certifi- 
cation must be signed by a responsible 
officer in the case of a corporation, by a 
general partner in the case of a partner- 
ship, and by a trustee, executor, or equiv- 
alent fiduciary in the case of a trust or 
estate. No particular form is needed for 
a certification pursuant to this paragraph 
(b)(3)(ii)(B), nor is any particular lan- 

guage required, so long as the document 
meets the requirements of this paragraph. 
Samples of acceptable certifica- 
tions are provided in paragraph 
(b)(3)(ii)(D) of this section. An entity may 
rely upon a certification pursuant to this 
paragraph (b)(3)(ii)(B) for a period of two 
calendar years following the close of the 
calendar year in which the certification 
was given. 

If an interest holder becomes a foreign 
person within the period described in the 
preceding sentence, the interest holder 
must notify the entity prior to any further 
dispositions or distributions and upon re- 

ceipt of such notice (or any other notifi- 
cation of the foreign status of the interest 
holder) the entity may no longer rely upon 
the prior certification. An entity that ob- 
tains and relies upon a certification must 
retain that certification with its books and 
records for a period of three calendar years 
following the close of the last calendar 
year in which the entity relied upon the 
certification. 

(C) Foreign corporation that has made 
an election under section 897(i). A foreign 
corporation that has made a valid election 
under section 897(i) to be treated as a 
domestic corporation for purposes of sec- 
tion 897 may provide a certification of non- 
foreign status pursuant to this paragraph 
(b)(3)(ii). However, an electing foreign 
corporation must attach to such certifi- 
cation a copy of the acknowledgment of 
the election provided to the corporation 
by the Internal Revenue Service pursuant 
to 51. 897 — 3(d)(4). 

An acknowledgement is valid for this 
purpose only if it states that the infor- 
mation required by ail. 897-3 has been de- 
termined to be complete. 

(D) Sample certifications — (I) Individ- 
ual interest-holder. "Under section sec- 
tion 1445(e) of the Internal Revenue Code, 
a corporation, partnership, trust or estate 
must withhold tax with respect to certain 
transfers of property if a holder of an in- 
terest in the entity is a foreign person. To 
inform [name of entity] that no withhold- 
ing is required with respect to my'interest 
in it, I, [name of interest-holder], hereby 
certify the following: 

1. I am not a nonresident alien for pur- 
poses of U. S. income taxation; 

2. My U. S. taxpayer identifying num- 
ber (Social Security number) is 

and 
3. My home address is 

I agree to inform [name of entity] 
promptly if I become a nonresident alien 
at any time during the three years im- 
mediately following the date of this no- 
tice. 

I understand that this certification may 
be disclosed to the Internal Revenue Ser- 
vice by [name of entity] and that any false 
statement I have made here could be pun- 
ished by fine, imprisonment, or both 

Under penalties of perjury I declare 
that I have examined this certification and 
to the best of my knowledge and belief it 
is true, correct, and complete. 
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[Signature and date]" 
(2) Entity interest-holder. "Under sec- 

tion 1445(e) of the Internal Revenue Code, 
a corporation, partnership, trust, or es- 
tate must withhold tax with respect to cer- 
tain transfers of property if a holder of an 
interest in the entity is a foreign person, 
To inform [name of entity] that no with- 
holding izrequired with respect to [name 
of interest-holder]'s interest in it, the un- 
dersigned hereby certifies the following 
on behalf of [name of interest-holder]: 

1. [Name of interest-holder] is not a 
foreign corporation, foreign partnership, 
foreign trust, or foreign estate (as those 
terms are defined in the Internal Revenue 
Code and Income Tax Regulations); 

2. [Name ofinterest-holder]'s U. S. em- 

ployer identification number is 
and 

3. [Name of interest-holder]'s office ad- 
dress is 

and place of incorporation (if applicable) 
Is 

[Name of interest holder] agrees to in- 
form [name of entity] if it becomes a for- 
eign person at any time during the three 
year period immediately following the date 
of this notice. 

[Name of interest-holder) understands 
that this certification may be disclosed to 
the Internal Revenue Service by [name of 
entity] and that any false statement con- 
tained herein could be punished by fine, 
imprisonment, or both. 

Under penalties of perjury I declare 
that I have examined this certification and 
to the best of my knowledge and belief it 
is true, correct, and complete, and I fur- 

ther declare that I have authority to sign 
this document on behalf of [name of in- 

terest-holder]. 

[Signature and date] 
[Title] 

(iii) Reliance upon certification not per- 
rnitted. An entity or fiduciary may not rely 

upon an interest-holder's certification of 
non-foreign status if, prior to or at the 
time of the transfer with respect to which 

withholding would be required, the entity 
or fiduciary either— 

(A) Has actual knowledge that the cer- 
tification is false; 

(B) Has received a notice that the cer- 
tification is false from a transferor's or 
transferee's agent, pursuant to li1. 1445 — 4 

or, 
(C) Has received from a corporation 

that it knows to be a foreign corporation 

a certification that does not have attached 
to it a copy of the IRS acknowledgement 
of the corporation's election under sec- 

tion 897(i), as required by paragraph 

(b)(3)(ii))(C) of this section. 

Such an entity's or fiduciary's with- 

holding obligations shall apply as if a 
statement had never been given, and such 

an entity or fiduciary may be held fully 

liable pursuant to li1. 1445-1(e) for any 
failure to withhold. For special rules con- 
cerning an entity's belated receipt of a 
notice concerning a false certification, see 
paragraphs (c)(2)(ii) and (e)(2)(iii) of this 

section. 

(4) Property transferred not a U. S. real 

property interest — (i) In general. Pursuant 
to the provisions of paragraphs (c) and 

(d) of this section, an entity or fiduciary 

is required to withhold with respect to 
certain transfers of property, if the prop- 
erty transferred is a U. S. real property 
interest. (In addition, taxable distribu- 

tions of U. S. real property interests by 
domestic or foreign partnerships, trusts, 
and estates will be subject to withholding 

pursuant to section 1445(e)(4) and para- 

graph (f) of this section after publication 
of a Treasury decision under sections 
897(e)(2) and (g). ) As defined in section 
897(c) and 51. 897-1(c), a U. S. real prop- 
erty interest includes certain interests in 

U. S. corporations, as well as direct inter- 
ests in real property and certain associ- 
ated personal property. This paragraph 
(b)(4) provides rules pursuant to which 
an entity (or fiduciary thereof) that trans- 
fers an interest in a U. S. corporation may 
determine that withholding is not re- 
quired because the interest transferred is 
not a U. S. real property interest. To de- 
termine whether an interest in tangible 
property constitutes a U. S. real property 
interest the transfer of which would be 
subject to withholding, see 51. 897 — 1 (b) 
and (c). 

(ii) Interests in publicly traded entities. 
Withholding is not required under para- 
graph (c) or (d) of this section upon an 
entity's transfer of an interest in a do- 
mestic corporation if any class of stock of 
the corporation is regularly traded on an 
established securities market. This ex- 
emption shall apply to a disposition in- 

cident to an initial public offering of stock 
pursuant to a registration statement filed 

with the Securities and Exchange Com- 
mission. 

Similarly, no withholding is required 
under paragraph (c) or (d) of this section 
upon an entity's transfer of an interest in 
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a publicly traded partnership or trust. 
However, the rule of this paragraph 
(b)(4)(ii) shall not apply to the transfer, 
to a single transferee (or related trans- 
ferees as defined in $1. 897 — 1(i)) in a single 
transaction (or related transactions), of 
an interest described tj1. 897 — 1(c)(2)(iii)(B) 
(relating to substantial amounts of non- 

publicly traded interests in publicly traded 
corporations) or of similar interests pub- 
licly traded partnerships or trust. The ent- 
ity making a transfer described in the 
preceding sentence must otherwise deter- 
mine whether withholding is required, 
pursuant to section 1445(e) and the reg- 
ulations thereunder. Transactions shall be 
deemed to be related if they are under- 
taken within 90 days of one another or if 
it can otherwise be shown that they were 
undertaken in pursuance of a prearranged 
plan. 

(iii) Corporation's statement that inter- 
est is not a U. S. real property interest— 
(A) In general. No withholding is re- 
quired under paragraph (c) or (d) of this 
section upon an entity's transfer of an in- 
terest in a domestic corporation if, prior 
to the transfer, the entity or fiduciary ob- 
tains a statement, issued by the corpo- 
ration pursuant to tj1. 897-2(h), certifying 
that the interest is not a U. S. real property 
interest. In general, a corporation may 
issue such a statement only if the corpo- 
ration was not a U. S. real property hold- 
ing corporation at any time during the 
previous five years (or the period in which 
the interest was held by its present holder, 
if shorter) or if interests in the corporation 
ceased to be United States real property 
interests under section 897(c)(1)(B). (A 
corporation may not provide such a state- 
ment based on its determination that the 
interest in question is an interest solely as 
a creditor. ) See 51. 897 — 2(f) and (h). A 
corporation's statement may be relied upon 
for purposes of this paragraph (b)(4)(iii) 
only if the statement is dated not more 
than 30 days prior to the date of the trans- 
fer. 

(B) Reliance on statement not permit- 
ted. An entity or fiduciary is not entitled 
to rely upon a statement that an interest 
in a corporation is not a U. S. real prop- 
erty interest if, prior to or at the time of 
the transfer, the entity or fiduciary either— 

(I) Has actual knowledge that the 
statement is false, or 

(2) Receives a notice that the state- 
ment is false from a transferor's or trans- 
feree's agent, pursuant to 51. 1445-4, 
Such an entity's or fiduciary's withholding 
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obligations shall apply as if a statement 
had'never been given, and such an entity 
or fiduciary may be held fully liable pur- 
suant to ill. 1445 — 1(e) for any failure to 
withhold. For special rules concerning an 
entity's belated receipt of a notice con- 
cerning a false statement, see paragraphs 
(c)(2)(iii) and (d)(2)(i) of this section. 

(5) Reporting and paying over of with- 
held amounts — (i) In general. An entity or 
fiduciary must report and pay over to the 
Internal Revenue Service any tax with- 
held pursuant to section 1445(e) and this 
section by the 20th day after the date of 
the transfer (as defined in 51. 1445-1(g)(8). 
Forms 8288 and 8288 — A are used for this 
purpose and must be filed with the Inter- 
nal Revenue Service Center, Philadel- 
phia, PA 19255. The contents of Forms 
8288 and 8288-A are described in 51. 1445— 
1(d). Pursuant to section 7502 and regu- 
lations thereunder, the timely mailing of 
Forms 8288 and 8288 — A by U. S. mail will 

be treated as their timely filing. Form 8288- 
A will be stamped by the Internal Rev- 
enue Service to show receipt, and a 
stamped copy will be mailed by the Ser- 
vice to the interest-holder, at the address 
shown on the form, for the interest-hold- 
er's use, See paragraph (b)(7) of this sec- 
tion. 

If an application for a withholding cer- 
tificate with respect to a transfer of a U. S. 
real property interest was submitted to 
the Internal Revenue Service on the day 
of or at any time prior to the transfer, the 
entity or fiduciary must withhold the 
amount required under section 1445(e) and 
the rules of this section. However, the 
amount withheld, or a lesser amount as 
determined by the Service, need not be 
reported and paid over to the Service until 
the 20th day following the Service's final 
determination. For this purpose, the Ser- 
vice's final determination occurs on the 
day when the withholding certificate is 
mailed to the applicant by the Service or 
when a notification denying the request 
for a withholding certificate is mailed to 
the applicant by the Service. An appli- 
cation is submitted to the Service on the 
day it is actually received by the Service 
at the address provided in t11. 1445 — 1(g)(10) 
or, under the rules of section 7502, on the 

day it is mailed to the Service at the ad- 

dress provided in )1. 1445 — 1(g)(10) con- 

cerning the issuance of withholding 
certificates, see t)1. 1445 — 6. 

(ii) Anti-abuse rule. An entity or fi- 

duciary that in reliance upon the rules of 
this paragraph (b)(5)(ii) fails to report and 

pay over amounts withheld by the 20th 

day following the date of the transfer, shall 

be subject to the payment of interest and 
penalties if the relevant application for a 
withholding certificate (or an amendment 
of the application for a withholding cer- 
tificate) was submitted for a principle pur- 

pose of delaying the payment to the IRS 
of the amount withheld. Interest and pen- 
alties shall be assessed on the amount that 
is ultimately paid over, with respect to the 
period between the 20th day after the date 
of the transfer and the date on which pay- 
ment is made. 

(6) Liability upon failure to withhold. 
For rules regarding liability upon failure 
to withhold under section 1445(e) and this 
51. 1445 — 5, see 51. 1445 — 1(e). 

(7) Effect of withholding by entity or 
fiduciary upon interest holder. The with- 

holding of tax under section 1445(e) does 
not excuse a foreign person that is subject 
to U. S. tax by reason of the operation of 
section 897 from filing a U. S. tax return. 
Thus, Form 1040NR, 1041, or 1120F, as 
appropriate, must be filed, and any tax 
due must be paid, by the filing date oth- 
erwise applicable to such person (or any 
extension thereof). The tax withheld with 
respect to the foreign person under sec- 
tion 1445(e) (as shown on Form 8288 — A) 
shall be credited against the amount of 
income tax as computed in such return, 
but only if the stamped copy of Form 8288- 
A provided to the entity or fiduciary (un- 
der paragraph (b)(5) of this section) is 
attached to the return or substantial evi- 
dence of the amount of tax withheld is 
attached to the return in accordance with 

the succeeding sentence. If a stamped copy 
of Form 8288 — A has not been provided 
to the interest-holder by the Service, the 
interest-holder may establish the amount 
of tax withheld by the entity or fiduciary 

by attaching to its return substantial evi- 
dence of such amount. Such an interest- 
holder must attach to its return a state- 
ment which supplies all of the information 
required by ti1. 1445 — 1(d)(2) (expect such 
information that was not obtained by a 
diligent effort). If the amount withheld 
under section 1445(e) constitutes less than 
the full amount of the foreign person' s 
U. S. tax liability for that taxable year, 
then a payment of estimated tax may be 
required to be made pursuant to section 
6154 or 6654 prior to the filing of the in- 

come tax return for that year. Alterna- 
tively, if the amount withheld under section 
1445(e) exceeds the foreign person's max- 
imum tax liability with respect to the 

transaction (as reflected in a withholding 
certificate issued by the Internal Revenue 
Service pursuant to ti1. 1445 — 6), then the 
foreign person may seek an early refund 
of the excess pursuant to tl1. 1445 — 6(g). A 
foreign person that takes gain into ac- 
count in accordance with the provisions 
of section 453 shall not be entitled to a 
refund of the amount withheld, unless a 
withholding certificate providing for such 
a refund is obtained pursuant to tJ1. 1445- 
6. 

If an entity or fiduciary withholds tax 
under section 1445(e) with respect to a 
beneficial owner of an interest who is not 
a foreign person, such beneficial owner 
may credit the amount of any tax withheld 

against his income tax liability in accord- 
ance with the provisions of this tJ1. 1445- 
5(b)(7) or apply for an early refund under 
li1. 1445-6(g). 

(8) Effective dates — (i) Partnership, 
trust, and estate dispositions of U. S. real 
property interests. The provisions of sec- 
tion 1445(e)(1) and paragraph (c) of this 
section, requiring withholding upon cer- 
tain dispositions of U. S. real property in- 
terests by domestic partnerships, trusts, 
and estates, shall apply to any disposition 
on or after January 1, 1985. 

(ii) Certain distributions by foreign 
corporations. The provisions of section 
1445(e)(2) and paragraph (d) of this sec- 
tion, requiring withholding upon distri- 
butions of U. S. real property interests by 
foreign corporations, shall apply to dis- 
tributions made on or after January 1, 
1985. 

(iii) Distributions by certain domestic 
corporations to foreign shareholders. The 
provisions of section 1445(e)(3) and par- 
agraph (e) of this section, requiring with- 
holding upon distributions by U. S. real 
property holding corporations to foreign 
shareholders, shall apply to distributions 
made on or after January 1, 1985. 

(iv) Taxable distributions by domestic 
or foreign partnerships, trusts, and estates. 
The provisions of section 1445(e)(4), re- 
quiring withholding upon certain taxable 
distributions by domestic or foreign part- 
nerships, trusts, and estates, shall apply 
to distributions made on or after the ef- 
fective date of a Treasury decision under 
section 897(e)(2)(B)(ii) and (g). 

(v) Dispositions of interests in partner- 
ships, trusts, and estates. The provisions 
of section 1445(e)(5), requiring withhold- 

ing upon certain dispositions of interests 
in partnerships, trusts, and estates, shall 

apply to dispositions on or after the ef- 
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fective date of a Treasury decision under 
section 897(g) 

(vi) Tiered Partnerships. No withhold- 
ing is required upon the disposition of a 
U. S. real property interest by a partner- 
ship which is directly owned, in whole or 
in part, by another domestic partnership 
(but only to the extent that the amount 
realized is attributable to the partnership 
interest of that other partnership) until 
the effective date of a Treasury Decision 
published under section 1445(e) provid- 
ing rules governing this matter. 

(c) Dispositions of U. S. real property 
interests by domestic partnerships, trusts, 
and estates. — (1) Withholding required- 
(i) In general. If a domestic partnership, 
trust, or estate disposes of a U. S. real 
property interest and any partner, bene- 
ficiary, or owner of the entity is a foreign 
person, then the partnership or the trustee, 
executor, or equivalent fiduciary of the 
trust or estate must withhold tax with re- 
spect to each such foreign person in ac- 
cordance with the provisions of subdivision 

(ii), (iii) or (iv) of this paragraph (c)(l) (as 
applicable). The withholding obligation 
imposed by this paragraph (c) applies to 
the fiduciary of a trust even if the grantor 
of the trust or another person is treated 
as the owner of the trust or any portion 
thereof for purposes of the Internal Rev- 
enue Code. Thus, the withholding obli- 
gation imposed by this paragraph (c) 
applies to the trustee of a land trust or 
similar arrangement, even if such a trustee 
is not ordinarily treated under the appli- 
cable provisions of local law as a true f- 
iduciar. 

(ii) Disposition by partnership. A part- 
nership must withhold a tax equal to 34 
percent of each foreign partner's distrib- 
utive share of the gain realized by the 
partnership upon the disposition of each 
U. S. real property interest. Such distrib- 
utive share of the gain must be deter- 
mined pursuant to the principles of section 
704 and the regulations thereunder. How- 

ever, the partnership must withhold at the 
rate of 28 percent if the disposition occurs 
after November 21, 1986, and the part- 
nership's taxable year began before Jan- 
uary 1, 1987. See sections 311(b)(4) and 

1810(f) of the Tax Reform Act of 1986. 
The rate of withholding applicable to dis- 

positions that occurred before November 
22, 1986, shall be determined pursuant to 

the temporary regulations in effect at the 

time. 

For the rules applicable to partner- 

ships, interest in which are regularly traded 

on an established securities market, see 
51. 1445-8T. 

(iii) Disposition by trust or estate— 

(A) In general. A trustee, fiduciary, ex- 

ecutor or equivalent fiduciary (hereafter 
collectively referred to as the fiduciary) 

of a trust or estate having one or more 

foreign beneficiaries must withhold tax in 

accordance with the rules of this 51. 1445— 

5(c)(1)(iii). Such a fiduciary must estab- 
lish a U. S. real property interest account 
and must enter in such account all gains 
and losses realized during the taxable year 
of the trust or estate from dispositions of 
U. S. real property interests. The fiduciary 
must withhold 34 percent of any distri- 
bution to a foreign beneficiary that is at- 
tributable to the balance in the U. S. real 

property interest account on the day of 
the distribution. A distribution from a trust 

or estate to a beneficiary (domestic or for- 

eign) shall, solely for purposes of section 
1445(e)(1), be deemed to be attributable 
first to any balance in the U. S. real prop- 
erty interest account and then to other 
amounts. However, a distribution that oc- 
curs prior to the transfer of a U. S. real 
property interest in a taxable year or at 
any other time when the amount con- 
tained in the U. S. real property interest 
account is zero, is not subject to with- 

holding under this ail. 1445 — 5(c)(1)(iii). The 
U. S. real property interest account is re- 
duced by the amount distributed to all 
beneficiaries (domestic and foreign) at- 
tributable to such account during the tax- 
able year of the trust or estate. Any ending 
balance of the U. S. real property interest 
account not distributed by the close of the 
taxable year of the trust or estate is can- 
celled and is not carried over (or carried 
back) to any other year. Thus, the begin- 
ning balance of such account in any tax- 
able year of the trust or estate is always 
zero. For rules applicable to grantor trusts 
see F11. 1445 — 5(c)(1)(iv). For rules appli- 
cable to trusts interests in which are reg- 
ularly traded on an established securities 
market and real estate investment trusts, 
see 51. 1445 — 8T. 

(B) Transition rules. The following rules 
shall apply for purposes of determining 
the amount required to be withheld under 
section 1445 by a trust or estate— 

(1) In the case of disposition of U. S. 
real property interest that occurred be- 

fore November 22, 1986, the applicable 
withholding requirements shall be deter- 
mined pursuant to the temporary regu- 
lations under section 1445 in effect at that 
time; 

(2) In the case of disposition of U. S. 
real property interests occurring after No- 
vember 21, 1986 but before January 23, 
1987, the applicable withholding require- 
ment shall be determined pursuant to the 
temporary regulations under section 1445, 
but substituting a 28 percent withholding 
rate for any other rate specified therein; 

(3) In the case of distributions occur- 
ring after January 23, 1987 during a tax- 
able year of the trust or estate that began 
before January 1, 1987, the applicable 
withholding requirements shall be deter- 
mined pursuant to these final regulations, 
but substituting a 28 percent withholding 
rate for the 34 percent rate specified herein; 

(4) In the case of distributions occur- 
ring after January 23, 1987 during a tax- 
able year of the trust or estate that began 
after December 31, 1986, the applicable 
withholding requirements shall be deter- 
mined pursuant to these final regulations; 
and 

(5) If a trust or estate withholds under 
section 1445 with respect to a disposition 
of a U. S. real property interest, then the 
amount of gain realized on such disposi- 
tion shall not be added to the U. S. real 
property interest account of the trust or 
estate for the taxable year of the dispo- 
sition. 

(C) Example. On January 1, 1987, A 
establishes a domestic trust (which has as 
its taxable year, the calendar year) for the 
benefit of B, a nonresident alien, and C, 
a U. S. citizen. The trust is not a trust 
subject to sections 671 through 679. Un- 
der the terms of the trust, the trustee, T, 
is given discretion to distribute income 
and corpus of the trust to provide for the 
reasonable needs of B and C. During the 
trust's 1987 taxable year, T disposes of 
three parcels of vacant land located in the 
United States. The following chart illus- 
trates the computation of the amount sub- 
ject to withholding under section 1445 with 
respect to distributions made by T to B 
and C during 1987. 
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Date 
1/01/87 
3/01/87 
3/05/87 
3/15/87 
5/01/87 
5/15/87 
12/01/87 
1/01/87 

Parcel 
sold 

Parcel 1 

Parcel 2 
Parcel 3 

Gains or 
(loss) 

realized 

140, 000 

300, 000 
(50, 000) 

Distributions 
to C 

5, 000 
10, 000 

170, 000 

Distributions 
to B (before 
withholding) 

10, 000 
5, 000 

170, 000 

Section 1445 
withholding (34% rate) 

3, 400 
1, 700 

57, 800 

U. S. real 
property 
interest 
account 
-0- 

140, 000 
125, 000 
110, 000 
410, 000 
260, 000 

20, 000 
-0- 

(iv) Disposition by grantor trust. The 
trustee or equivalent fiduciary of a trust 
that is subject to the provisions of subpart 
E of part I of subchapter J (sections 671 
through 679) must withhold a tax equal 
to 34 percent of the gain realized from 
each disposition of a U. S. real property 
interest to the extent such gain is allocable 
to a portion of the trust treated as owned 

by a foreign person under subpart E of 
Part I of subchapter J. However the fi- 

duciary must withhold tax at the rate of 
28 percent if the disposition occurs after 
November 21, 1986, and the trust's tax- 
able year began before January 1, 1987. 
See sections 311(b)(4) and 1810(f) of the 
Tax Reform Act of 1986. The rate of with- 

holding applicable to dispositions that oc- 
curred before November 22, 1986, shall 

be determined pursuant to the temporary 
regulations in effect at that time. 

(2) Withholding notrequiredunderpar- 
agraph (c) — (i) Transactions covered else- 

where. No withholding is required under 
this paragraph (c) with respect to the dis- 

tribution of a U. S. real property interest 

by a partnership, trust, or estate. Such 
distributions shall be subject to withhold- 

ing under section 1445(e)(4) and para- 

graph (f) of this section on the effective 
date of a Treasury decision published un- 

der section 897(e)(2) and (g). See para- 
graph (b)(8)(iv) of this section. With- 
holding with respect to the disposition of 
an interest in a partnership, trust, or es- 
tate shall be required only as provided in 

section 1445(e)(5) and paragraph (g) of 
this section. No withholding is at this time 
required under those provisions. See par- 
agraph (b)(8)(v) of this section. 

(ii) Interest-holder not a foreign per- 
son — (A) In general. A domestic partner- 
ship, trust, or estate that disposes of a 

U. S. real property interest shall not be 
required to withhold with respect to any 
partner or beneficiary that it determines, 
pursuant to the rules of paragraph (b)(3) 
of this section, not to be a foreign person. 

income or assets of the partnership, trust, 
or estate. 
Amounts so withheld must be reported 
and paid over by the 60th day following 
the date on which the partnership or fi- 

duciary learns that the statement is false. 
For rules concerning the notifications of 
false statements that may be required to 
be given to partnerships or fiduciaries, see 
$1. 1445-4(b). 

(iv) Withholding certificate. No with- 

holding is required under this paragraph 
(c) with respect to the transfer of a U. S. 
real property interest if the Internal Rev- 
enue Service issues a withholding certifi- 
cate that so provides. For rules concerning 
the issuance of withholding certificates, 
see 51. 1445 — 6. 

(v) Nonrecognition transactions. For 
special rules concerning transactions en- 
titled to nonrecognition of gain or loss, 
see paragraph (b)(2) of this section, 

(3) Large partnerships or trusts — (i) In 
general. If a partnership or trust has more 
than 100 partners or beneficiaries, then 
the partnership or fiduciary of the trust 
may elect to withhold in accordance with 
the provisions of this t)1. 1445 — 5(c)(3) in 
lieu of withholding in the manner re- 
quired by tj1. 1445 — 5(c)(1). However, the 
rules of this ill. 1445 — 5(c)(3) shall not ap- 
ply to any partnership or trust interests in 
which are regularly traded on an estab- 
lished securities market or to any real es- 
tate investment trust. See, t)1. 1445 — 8T. 

(ii) Amount to be withheld. A part- 
nership or trust electing to withhold under 
this 51. 1445 — 5(c)(3) shall withhold from 
each distribution to a foreign person an 
amount equal to 34 percent of the amount 
attributable to section 1445(e)(1) trans- 
fers. However, the partnership or trust 
must withhold at the rate of 28 percent if 
the distribution occurs after November 21, 
1986, and the partnership's or trust's tax- 
able year began before January 1, 1987. 
The rate of withholding applicable to dis- 

tributions that occurred before November 
(2) An amount equal to that partner's 

or beneficiary's remaining interests in the 

(B) Belated notice of false certification. 
If after the date of the transfer a part- 
nership or fiduciary learns that a partner's 
or beneficiary's certification of non-for- 
eign status is false, then that partnership 
or fiduciary shall be required to withhold, 
with respect to the foreign partner or ben- 
eficiary that gave the false certification, 
the lesser of— 

(I) The amount otherwise required to 
be withheld under the rules of this para- 
graph (c), or 

(2) An amount equal to that partner's 
or beneficiary's remaining interests in the 
income or assets of the partnership, trust, 
or estate. 
Amounts so withheld must be reported 
and paid over by the 60th day following 
the date on which the partnership or fi- 

duciary learns that the certification is false. 
For rules concerning the notifications of 
false certifications that may be required 
to be given to partnerships and fiduci- 
aries, see ii1. 1445-4(b). 

(iii) Property disposed of not a U. S. 
real property interest — (A) In general. No 
withholding is required under this para-' 
graph (c) if a domestic partnership, trust, 
or estate that disposes of property deter- 
mines pursuant to the rules of paragraph 
(b)(4) of this section that the property 
disposed of is not a U. S. real property 
interest. 

(B) Belated notice of false statement. If 
after the date of the transfer a partnership 
or fiduciary learns that a corporation's 
statement (that an interest in the corpo- 
ration is not a U. S. real property interest) 
is false, then that partnership or fiduciary 
shall be required to withhold, with respect 
to each foreign partner or beneficiary, the 
lesser of— 

(I) The amount otherwise required to 
be withheld under the rules of this para- 
graph (c), or 
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22, 1986 shall be determined pursuant to 
the temporary regulations in effect at that 
time. 

(iii) Amounts attributable to section 
1445(e)(I) transfers. A distribution is at- 
tributable to section 1445(e)(1) transfers 
to the extent of the partner's or benefi- 
ciary's proportionate share of the current 
balance of the entity's section 1445(e)(1) 
account. A distribution from a partner- 
ship or trust that has made an election 
under this 51. 1445 — 5(c)(3) shall be deemed 
first to be attributable to a section 
1445(e)(1) transfer to the extent of the 
balance in the section 1445(e)(1) account. 
An entity's section 1445(e)(1) account shall 

be equal to— 
(A) The total amount of net gain 

realized by the entity upon all transfers 
of U. S. real property interests carried 
out by the entity after the date of its 
election under this t)1. 1445 — 5(c)(3); 
minus 

(B) The total amount of all distri- 
butions by the entity to domestic and 
foreign distributees from such account. 

(iv) Special rules for entities that make 
recurring sales of growing crops and tim- 

ber. An entity that makes an election un- 

der $1. 1445 — 5(c)(3) and that makes 
recurring sales of growing crops and tim- 

ber may further elect to determine the 
amount subject to withholding under the 
rules of this )1. 1445 — 5(c)(3)(iv). Such an 

entity must withhold from each distribu- 
tion to a foreign partner or beneficiary an 

amount equal to 10 percent of such part- 
ner's or beneficiary's proportionate share 
of the current balance of the entity's gross 
section 1445(e)(1) account. An entity's 

gross section 1445(e)(1) account equals— 

(A) The total amount realized by the 
entity upon all transfers of U. S. real 

property interests carried out by the en- 

tity after the date of its election under 
this 51. 1445 — 5(c)(3)(iv); minus 

(B) The total amount of all distri- 

butions to domestic and foreign distri- 

butees from such account. 

An entity that elects to compute the 
amount subject to withholding under this 
F11. 1445 — 5(c)(3)(iv), shall make such elec- 
tion in accordance with 51. 1445 — 5(c)(3)(vi) 
and shall be subject to the provisions oth- 
erwise applicable under 51. 1445 — 5(c)(3). 

(v) Special rules regarding publicly 
traded partnerships, trusts and real estate 

investment trusts. 

[RESERVED] 
(vi) Procedural rules. An election un- 

der paragraph (c)(3) may be made by fil- 

ing a notice thereof with the Assistant 
Commissioner (International), at the ad- 

dress provided in t11. 1445-1(g)(10). The 
notice must be submitted by a general 
partner (in the case of a partnership) or 
the trustee or equivalent fiduciary (in the 
case of a trust). The notice must set forth 
the name, office address, and identifying 
number of the partnership or fiduciary 

making the election, and, in the case of 
a partnership, must include the name, of- 

fice address, and identifying number of 
the general partner submitting the elec- 
tion. An election under this paragraph 

(c)(3) may be revoked only with the con- 

sent of the Internal Revenue Service. 
Consent of the Service may be requested 

by filing an application to revoke the elec- 
tion with the Assistant Commissioner (In- 
ternational) at the address stated above. 
This application must include all infor- 

mation provided to the Service with the 
election notice and must provide an ex- 
planation of the reasons for revoking the 
election. The application to revoke an 

election must also specify the amount re- 
maining to be distributed in the section 

1445(e)(1) account or the gross section 

1445(e)(1) account. An entity that ceases 
to qualify under section 1. 1445 — 5(c)(3) 
because such entity does not have more 
than 100 partners or beneficiaries may re- 
voke its election only with the consent of 
the Internal Revenue Service. 

(d) Distributions of U. S. real property 
interests in foreign corporations — (1) In 
general. A foreign corporation that dis- 

tributes a U. S. real property interest must 

deduct and withhold a tax equal to 34 
percent of the amount of gain recognized 
by the corporation upon the distribution. 
However, the foreign corporation must 
withhold at the rate of 28 percent if the 
corporation's taxable year began before 
January 1, 1987. The amount of gain re- 
quired to be recognized by the corpora- 
tion must be determined pursuant to the 
rules of section 897 and any other appli- 
cable section. For special rules concerning 
the applicability of a nonrecognition pro- 
vision to a distribution, see paragraph 

(b)(2) of this section. The withholding li- 

ability imposed by this paragraph (d) ap- 
plies to the same taxpayer that owes the 
related substantive income tax liability 

pursuant to the operation of section 897. 
Only one such liability will be assessed 
and collected from a foreign corporation, 
but separate penalties for failures to com- 

ply with the two requirements will be as- 
serted. 

(2) Withholding not required— 

(i) Property distributed not a U. S. real 

property interest — (A) In general. No 
withholding is required under this para- 

graph (d) if a foreign corporation that dis- 

tributes property determines pursuant to 
the rules of paragraph (b)(3) of this sec- 
tion that the property distributed is not a 
U. S. real property interest. 

(B) Belated notice of false statement. If 
after the date of a distribution described 
in paragraph (d)(1) of this section a for- 
eign corporation learns that another cor- 
poration's statement (that an interest in 

that other corporation is not a U. S. real 

property interest) is false, then the foreign 
corporation may not rely upon that state- 
ment for any purpose. Such a foreign cor- 
poration's withholding obligations under 
this paragraph (d) shall apply as if a state- 
ment had never been given, and such a 
corporation may be held fully liable pur- 
suant to t)1. 1445-5(b)(5) for any failure 
to withhold. Amounts withheld pursuant 
to the rule of this paragraph (d)(2)(i)(B) 
must be reported and paid over by the 
60th day following the date on which the 
foreign corporation learns that the state- 
ment is false. No penalties or interest will 

be assessed for failures to withhold prior 
to that date. For rules concerning the no- 

tifications of false statements that may be 
required to be given to foreign corpora- 
tions, see t)1. 1445 — 4(b). 

(ii) Withholding certificate. No with- 

holding is required under this paragraph 
(d) with respect to a foreign corporation's 
distribution of a U. S. real property inter- 
est if the distributing corporation obtains 
a withholding certificate from the Internal 
Revenue Service that so provides. For rules 

concerning the issuance of withholding 
certificates, see 51. 1445 — 6. 

(e) Distributions to foreign persons by 
U. S. real property holding corporations— 
(1) In general. A domestic corporation 
that distributes any property to a foreign 
person that holds an interest in the cor- 
poration must deduct and withhold a tax 
equal to 10 percent of the fair market value 

of the property distributed to the foreign 
person, if- 

(i) The foreign person's interest in the 
corporation constitutes a U. S. real prop- 
erty interest under the provisions of sec- 
tion 897 and regulations thereunder; and 

(ii) The property is distributed either— 
(A) In redemption of stock under sec; 

tion 302; or 

(B) In liquidation of the corporation 
pursuant to the provisions of Part II of 
Subchapter C (sections 331 through 341). 
For the treament of a domestic corpora- 
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hon's transfer of a U. S. real property in- 
terest to a foreign interest-holder in a 
distribution to which section 301 applies, 
see sections 897(f), 1441, and 1442. 

(2) Withholding not required — (i) For- 
eign person's interest not a U. S. real prop- 
erty interest. Withholding is required under 
this paragraph (e) only with respect to 
distributions to foreign persons holding 
interests in the corporation that constitute 
U. S. real property interests. In general, 
a foreign person's interest in a domestic 
corporation constitutes a U. S. real prop- 
erty interest if the corporation was a U. S. 
real property holding corporation at any 
time during the shorter of (A) the period 
in which the foreign person held the in- 
terest or (B) the previous five years (but 
not earlier than June 19, 1960). See sec- 
tion 897(c) and titi1. 897 — 1(c) and 1. 897— 
2(b) and (h). However, an interest in such 
a corporation ceases to be a U. S. real 
property interest after all of the U. S. real 
property interests held by the corporation 
itself are disposed of in transactions on 
which gain or loss is recoguzed, See sec- 
tion 897(c)(1)(B) and 51. 897 — 2(f)(2). Thus, 
if a U. S. real property holding corpora- 
tion in the process of liquidation does not 
elect section 337 nonrecognition treat- 
ment upon its sale of all U. S. real prop- 
erty interests held by the corporation, and 
recognizes gain or loss upon such sales, 
interests in that corporation cease to be 
U. S. real property interests. Therefore, 
no withholding would be required with 
respect to that corporation's subsequent 
liquidating distribution to a foreign share- 
holder of property other than a U. S. real 
property interest. 

(ii) Nonrecognition transacdons. For 
special rules concerning the applicability 
of a nonrecognition provision to a distri- 
bution described in paragraph (e)(1) of 
this section, see paragraph (b)(2) of this 
section, 

(iii) Interest-holder not a foreign per- 
son — (A) In general. A domestic corpo- 
ration shall not be required to withhold 
under this paragraph (e) with respect to 
a distribution of property to any distri- 
butee that it determines, pursuant to the 
rules of paragraph (b)(3) of this section, 
not to be a foreign person. 

(B) Belated notice of false certijication. 
If after the date of a distribution described 
in paragraph (e)(1) of this section a do- 
mestic corporation learns that an interest- 
holder's certification of non-foreign status 
is false, then the corporation may rely upon 
that certification only if the person pro- 
viding the false certiFication holds (or held) 
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less than 10 percent of the value of the 

outstanding stock of the corporation. With 

respect to less than 10 percent interest- 

holders, no withholding is required under 

this paragraph (e) upon receipt of a be- 

lated notice of false certification. With re- 

spect to 10 percent or greater interest- 

holders, the corporation's withholding 
obligations under this paragraph (e) shall 

apply as if a certification had never been 

given, and such a corporation may be held 

fully liable pursuant to tJI. 1445 — 5(b)(6) 
for any failure to withhold as of the date 
specified in this t11. 1445 — 5(e)(2)(iii)(B). 
Amounts withheld pursuant to the rule of 
this paragraph (e)(2)(iii)(B) must be re- 

ported and paid over by the 60th day fol- 

lowing the date on which the corporation 
learns that the certification is false. No 
penalties or interest for failures to with- 

hold will be assessed prior to that date. 
For rules concerning the notifications of 
false certifications that may be required 
to be given to U. S. real property holding 
corporations, see t11. 1445 — 4(b). 

(iv) Withholding certificate. No with- 

holding, or reduced withholding, is re- 
quired under this paragraph (e) with re- 
spect to a domestic corporation's distri- 
bution of property if the distributing cor- 
poration obtains a withholding certificate 
from the Internal Revenue Service that 
so provides. For rules concerning the is- 

suance of withholding certificates, see 
51. 1445 — 6. 

(f) Taxable distributions by domestic 
or foreign partnerships, trusts, or estates. 
[Reserved] 

(g) Dispositions of interests in partner- 
ships, trusts, and estates. [Reserved] 

51. 1445 — 6. Adjustments pursuant to with- 

holding certificate of amount required to 
be withheld under section 1445(e). 

(a) Withholding certificate for purposes 
of section 1445(ej — (1) In general. Pur- 
suant to the provisions of ti1. 1445 — 5(c) 
(2)(iv), (d)(2)(ii), and (e)(2)(iv), with- 

holding under section 1445(e) may be re- 
duced or eliminated pursuant to a 
withholding certificate issued by the In- 
ternal Revenue Service in accordance with 
the rules of this 51. 1445 — 6. A withholding 
certificate may be issued in cases where 
adjusted withholding is appropriate (e. g. , 
because of the applicability of a nonre- 
cognition provision — see paragraph (c) of 
this section), where the relevant taxpay- 
ers are exempt from U. S. tax (see para- 
graph (d) of this section), or where an 
agreement for the payment of tax is en- 
tered into with the Service (see paragraph 

(e) of this section). A withholding certif- 
icate that is obtained prior to a transfer 
allows the entity or fiduciary to withhold 
a reduced amount or excuses withholding 
entirely. A withholding certificate that is 
obtained after a transfer has been made 
may authorize a normal refund or an early 
refund pursuant to paragraph (g) of this 
section. 

The Internal Revenue Service will act 
upon an application for a withholding cer- 
tificate not later than the 90th day after 
it is received. (The Service may deny a 
request for a withholding certificate where, 
after due notice, an applicant fails to pro- 
vide the information necessary to make a 
determination. ) Solely for this purpose 
(i. e. , determining the day upon which the 
90 day period commences), an application 
is received by the Service on the date when 
all information necessary for the Service 
to make a determination is provided by 
the applicant. (For rules regarding whether 
an application has been timely submitted, 
see 51. 1445 — 5(b)(5)). The Internal Rev- 
enue Service will act upon an application 
for an early refund not later than the 90th 
day after it is received. An application for 
an early refund must either (i) include a 
copy of a withholding certificate issued by 
the Service with respect to the transac- 
tion, or (ii) be combined with an appli- 
cation for a withholding certificate, Where 
an application for an early refund is com- 
bined with an application for a withhold- 

ing certificate, the Service will act upon 
both applications not later than the 90th 
day after receipt. 

Either an entity, a fiduciary, or a rel- 
evant taxpayer (as defined in paragraph 
(a)(2) of this section) may apply for a 
withholding certificate. An entity or fi- 

duciary may apply for a withholding cer- 
tificate with respect to all or less than all 

relevant taxpayers. For special rules con- 
cerning the issuance of a withholding cer- 
tificate to a foreign corporation that has 
made an election under section 897(i), see 
ill. 1445-7(d). 

(2) Relevant taxpayer. For purposes of 
this section, the term "relevant taxpayer" 
means any foreign person that will bear 
substantive income tax liability by reason 
of the operation of section 897 with re- 
spect to a transaction upon which with- 

holding is required under section 1445(e). 

(b) Applications for withholding certif- 
icates — (1) In general. An application for 
a withholding certificate pursuant to this 

tj1. 1445 — 6 must be submitted in the man- 

ner provided in t11. 1445 — 3(b). However, 

in lieu of the information required to be 
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submitted pursuant to ill. 1445 — 3(b)(4), 
the applicant must provide the informa- 
tion required by paragraph (b)(2) of this 
section. In addition, the information re- 
quired by paragraph (b)(3) of this section 
must be submitted with the application. 

(2) Basis for certificate — (i) Adjusted 
withholding. If a withholding certificate is 
sought on the basis of a claim that ad- 
justed withholding is appropriate, the ap- 
plication must include a calculation, in 
accordance with paragraph (c) of this sec- 
tion, of the maximum tax that may be 
imposed on each relevant taxpayer with 
respect to which adjusted withholding is 
sought. The application must also include 
all evidence necessary to substantiate the 
claimed calculation, such as records of ad- 
justments to basis or appraisals of fair 
market value. 

(ii) Exemption. If a withholding cer- 
tificate is sought on the basis of a relevant 
taxpayer's exemption from U. S. tax, the 
application must set forth a brief state- 
ment of the law and facts that support the 
claimed exemption. See paragraph (d) of 
this section. 

(iii) Agreemenr. If a withholding cer- 
tificate is sought on the basis of an 
agreement for the payment of tax, the 
application must include a copy of the 
agreement proposed by the applicant and 
a copy of the security instrument (if any) 
proposed by the applicant. In this regard, 
see paragraph (e) of this section. 

(3) Relevant taxpayers. An application 
for withholding certificate pursuant to this 
section must set forth the name, identi- 

fying number (if any) and home address 

(in the case of an individual) or office ad- 

dress (in the case of an entity) of each 
relevant taxpayer with respect to which 

adjusted withholding is sought. 

(c) Adj ustmenr of amount required to 
be withheld. The Internal Revenue Ser- 
vice may issue a withholding certificate 
that excuses withholding, or that permits 
an entity or fiduciary to withhold an ad- 

justed amount reflecting the relevant tax- 
payers' maximum tax liability. A relevant 
taxpayer's maximum tax liability is the 
maximum amount which that taxpayer 
could be required to pay as tax by reason 
of the transaction upon which withholding 

is required. In the case of an individual 

taxpayer that amount will generally be the 
gain realized by the individual, multiplied 

by the maximum individual income tax 
rate applicable to long term capital gain. 
In the case of a corporate taxpayer, that 
amount will generally be the gain realized 

by the corporation, multiplied by the max- 

imum corporate income tax rate applica- 

ble to long term capital gain. However, 

that amount must be adjusted to take into 

account the following: 

(1) Any reduction of tax to which the 

relevant taxpayer is entitled under the 

provisions of a U. S. income tax treaty; 

(2) The effect of any nonrecognition 

provision that is applicable to the trans- 

action; 

(3) Any losses previously realized and 

recognized by the relevant taxpayer dur- 

ing the taxable year by reason of the op- 
eration of section 897; 

(4) Any amount realized upon the sub- 

ject transfer by the relevant taxpayer that 

is required to be treated as ordinary in- 

come under any provision of the Code; 
and 

(5) Any other factor that may increase 
or reduce the tax upon the transaction. 

(d) Relevant taxpayer's exemption from 
U. S. tax — (1) In general. The Internal 
Revenue Service will issue a withholding 

certificate that excuses withholding by an 

entity or fiduciary if it is established that 
a relevant taxpayer's income from the 
transaction will be exempt from U. S. tax. 
For the available exemptions, see para- 

graph (d)(2) of this section. If a relevant 

taxpayer is entitled to a reduction of (rather 
than an exemption from) U. S. tax, then 
the entity or fiduciary may obtain a with- 

holding certificate to that effect pursuant 
to the provisions of paragraph (c) of this 
section. 

(2) Available exemptions. A relevant 
taxpayer's income from a transaction with 

respect to which withholding is required 
under section 1445(e) may be exempt from 

U. S. tax because either: 

(i) The relevant taxpayer is an integral 

part or controlled entity of a foreign gov- 
ernment and the subject income is exempt 
from U. S. tax pursuant to section 892 and 
the regulations thereunder; or 

(ii) The relevant taxpayer is entitled to 
the benefits of an income tax treaty that 
provides for such an exemption (subject 
to the limitations imposed by section 
1125(c) of Pub. L. 96-499, which, in gen- 

eral, overrides such benefits as of January 

1, 1985). 
(e) Agreement for the paymenr of rax— 

(1) In general. The Internal Revenue Ser- 
vice will issue a withholding certificate that 

excuses withholding or that permits an 

entity or fiduciary to withhold a reduced 
amount, if the entity, fiduciary, or a rel- 

evant taxpayer enters into an agreement 
for the payment of tax pursuant to the 

provisions of this paragraph (e). An agree- 
ment for the payment of tax is a contract 
between the Service and the entity, fi- 

duciary, or relevant taxpayer that consists 

of two necessary elements. Those ele- 
ments are— 

(i) A contract between the Service and 

the other person, setting forth in detail 
the rights and obligations of each; and 

(ii) A security instrument or other form 
of security acceptable to the Assistant 
Commissioner (International). 

(2) Contents of agreement — (i) In gen- 

eral. An agreement for the payment of 
tax must cover an amount described in 

subdivision (ii) or (iii) of this paragraph 

(e)(2). The agreement may either provide 

adequate security for the payment of the 
chosen amount with respect to the rele- 
vant taxpayer in accordance with para- 
graph (e)(3) of this section, or provide for 
the payment of that amount through a 
combination of security and withholding 

of tax by the entity or fiduciary. 

(ii) Tax that would otherwise be with- 

held. An agreement for the payment of 
tax may cover the amount of tax that would 

otherwise be required to be withheld with 

respect to the relevant taxpayer pursuant 
to section 1445(e). In addition to the 
amount computed pursuant to section 
1445(e), the applicant must agree to pay 
interest upon that amount, at the rate es- 
tablished under section 6621, with respect 
to the period between the date on which 
withholding tax under section 1445(e) 
would otherwise be due and the date on 
which the relevant taxpayer's payment of 
tax with respect to the disposition will be 
due. 

The amount of interest agreed upon 
must be paid by the applicant regardless 
of whether or not the Service is required 
to draw upon any security provided pur- 
suant to the agreement. The interest may 
be paid either with the return or by the 
Service drawing upon the security. 

(iii) Maximum tax liability. An agree- 
ment for the payment of tax may cover 
the relevant taxpayer's maximum tax li- 

ability, determined in accordance with 

paragraph (c) of this section. The agree- 
ment must also provide for the payment 
of an additional amount equal to 25 per- 
cent of the amount determined under par- 

agraph (c) of this section. This additional 
amount secures the interest and penalties 
that would accrue between the date of the 
relevant taxpayer's failure to file a return 
and pay tax with respect to the disposi- 
tion, and the date on which the Service 
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collects u'pon that liability pursuant to the 
agreement. 

(iv) Allocation of payment. An agree- 
ment for the payment of tax pursuant to 
this section must set forth an allocation 
of the payment provided for by the agree- 
ment among the relevant taxpayers with 
respect to which the withholding certifi- 
cate is sought. In the case of an agreement 
that covers an amount described in sub- 
division (ii) of this paragraph (e)(2), such 
allocation must be based upon the amount 
that would otherwise be required to be 
withheld with respect to each relevant 
taxpayer. In the case of an agreement that 
covers an amount described in subdivision 
(iii) of this paragraph (e)(2), such allo- 
cation must be based upon each relevant 
taxpayer's maximum tax liability. 

(3) Major types of security. The major 
types of security that are acceptable to the 
Internal Revenue Service for purposes of 
this secfion are described in t11. 1445— 
3(e)(3). 

(4) Terms of security instrument. Any 
security instrument that is furnished pur- 
suant to this section must contain the terms 
described in 51. 1445 — 3(e)(4). 

(f) Amendments to application for with- 

holding certificates — (1) In general. An 
applicant for a withholding certificate may 
amend an otherwise complete application 
by submitting an amending statement to 
the Assistant Commissioner (Interna- 
tional) at the address provided in 51. 1445— 

1(g)(10). The amending statement shall 

provide the information required by 
t11. 1445 — 6(f)(3) and must be signed and 
accompanied by a penalties of perjury 
statement in accordance with t11. 1445-6(b). 

(2) Extension of time for the Service to 
process requests for withholding certifi- 
cates — (i) In general. If an amending state- 
ment is submitted, the time in which the 
Internal Revenue Service must act upon 
the amended application shall be ex- 
tended by 30 days. 

(ii) Substantial amendments. If an 
amending statement is submitted and the 
Service finds that the statement substan- 

tially amends the facts of the under- 

lying application or substantially alters the 
terms of the withholding certificate as re- 
quested in the initial application, the time 
within which the Service must act upon 
the amended application shall be ex- 
tended by 60 days. The applicant shall be 
so notified. 

(iii) Amending statement received after 
the requested withholding certificate has 
been signed by the Assistant Commis- 
sioner (International). If an amending 

statement is received after the withhold- 

ing certificate, drafted in response to the 
underlying application, has been signed 

by the Assistant Commissioner (Inter- 
national) or his delegate and prior to the 

day such certificate is mailed to the ap- 
plicant, the time in which the Service must 

act upon the amended application shall 

be extended by 90 days. 

(3) Information required to be submit- 

ted. No particular form is required for an 
amending statement but the statement 
must provide the following information: 

(i) Identification of applicant. The 
amending statement must set forth the 
name, address, and identifying number (if 
any) of the person submitting the amend- 

ing statement. 

(ii) Date of application. The amending 
statement must set forth the date of the 
underlying application for a withholding 
certificate. 

(iii) Real property interest to be (or that 
has been) transferred. The amending state- 
ment must set forth a brief description of 
the real property interest with respect to 
which the underlying application for a 
withholding certificate was submitted. 

(iv) Amending information. The 
amending statement must fully set forth 
the basis for the amendment including any 
modification of the facts supporting the 
application for a withholding certificate 
and any change sought in the terms of the 
withholding certificate. 

(g) Early refund of overwithheld am- 

ounts. If the Internal Revenue Service is- 

sues a withholding certificate pursuant to 
this section, and an amount greater than 
that specified in the certificate was with- 

held by the entity or fiduciary, then pur- 
suant to the rules of this paragraph (g) a 
relevant taxpayer may apply for an early 
refund of a proportionate share of the ex- 
cess amount (without interest) prior to the 
date on which the relevant taxpayer's re- 
turn is due (without extensions). An ap- 
plication for an early refund must be 
addressed to the Assistant Commissioner 
(International), at the address provided 
in 51. 1445 — 1(g)(10). No particular form 
is required for the application, but the 
following information must be set forth 
in separate paragraphs numbered to cor- 
respond with the numbers given below: 

(1) Name, address, and identifying 
number (if any) of the relevant taxpayer 
seeking the refund; 

(2) Amount required to be withheld 
pursuant to withholding certificate; 

(3) Amount withheld by entity or fi- 

duciary (attach a copy of Form 8288-A 

stamped by IRS pursuant to t11. 1445- 
5(b)(4) or provide substantial evidence of 
the amount withheld in the case of a fail- 
ure to receive Form 8288 — A, as provided 
in t11. 1445 — 5(b)(7)); and 

(4) Amount to be refunded to the rel- 
evant taxpayer. 

An application for an early refund can- 
not be processed unless the required copy 
of Form 8288 — A or substantial evidence 
of the amount withheld in the case of a 
failure to receive Form 8288 — A (as pro- 
vided in $1. 1445 — 54(b)(7)) is attached to 
the application. If an application for a 
withholding certificate is submitted after 
the transfer takes place, then that appli- 
cation may be combined with an appli- 
cation for an early refund. The Service 
will act upon a claim for refund within the 
time limits set forth in t11. 1445 — 6(a)(1). 

li1. 1445 — 7. Treatment of foreign corpo- 
ration that has made an election under 
section 897(i) to be treated as a domestic 
corporation. 

(a) In general. Pursuant to section 897(i) 
a foreign corporation may elect to be 
treated as a domestic corporation for pur- 
poses of section 897 and 6039C. A foreign 
corporation that has made such an elec- 
tion shall also be treated as a domestic 
corporation for purposes of the withhold- 

ing required under section 1445, in ac- 
cordance with the provisions of this section. 

(b) Withholding under section 1445(a)— 
(1) Dispositions by corporation. A for- 
eign corporation that has made an elec- 
tion under section 897(i) may provide a 
transferee with a certification of non-for- 
eign status in connection with the cor- 
poration's disposition of a U. S. real prop- 
erty interest. However, in accordance with 
the provisions of iit11. 1445 — 2(b)(2)(ii) and 
1. 1445 — 5(b)(3)(ii)(C), such an electing 
foreign corporation must attach to such 
certification a copy of the acknowledg- 
ment of the election provided to the cor- 
poration by the Internal Revenue Service 
pursuant to ii1. 897 — 3(d)(4) which states 
that the information required by t11. 897— 
3 has been determined to be complete. 

(2) Dispositions of interests in corpo- 
ration. Dispositions of interests in electing 
foreign corporations shall be subject to 
the withholding requirements of section 
1445(a) and the rules of 81. 1445 — 1 through 
1. 1445 — 4. Therefore, if a foreign person 
disposes of an interest in such a corpo- 
ration, and that interest is a U. S. real 

property interest under the provisions of 
section 897 and regulations thereunder, 
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then the transferee is required to withhold 
under section 1445(a). 

(c) Withholding under section 1445(e). 
Because a foreign corporation that has 
made an election under section 897(i) is 
treated as a domestic corporation for pur- 
poses of determining withholding obli- 
gations under section 1445, such a corpo- 
ration is not subject to the requirement 
of section 1445(e)(2) that a foreign cor- 
poration withhold at the corporate capital 
gain rate from the gain recognized upon 
the distribution of a U. S. real property 
interest. Such a corporation is subject to 
the provisions of section 1445(e)(3). Thus, 
if interests in an electing corporation con- 
stitute U. S. real property interests, then 
the corporation is required to withhold 
with respect to the non-dividend distri- 
bution of any property to an interest-holder 
that is a foreign person. See III. 1445-5(e). 
Dividend distributions (distributions that 
are described in section 301) shall be 
treated as provided in sections 897(f), 1441 
and 1442. In addition, if interests in an 
electing foreign corporation do not con- 
stitute U. S. real property interests, then 
distributions by such corporation shall be 
treated as provided in sections 897(f) (if 
applicable), 1441 and 1442. Approved by 
the Office of Management and Budget 
under control number 545-0902. 

Par. 6. Sections 1. 1445 — 1T, 1. 1445-2T, 
1. 1445 — 3T, l. 1445-4T, 1. 1445 — 5T, l. 1445— 
6T, and 1. 1445 — 7T are deleted as of Janu- 
ary 23, 1987. 

III. 6012 — 1 [Amended] 

Par. 7. Section 1. 6012-1(b)(2)(i) is 
amended by adding the following sen- 
tence after the second sentence thereof: 
"In addition, this subdivision does not ap- 

ply to a nonresident alien individual who 
has income for the taxable year that is 

treated under section 871(b)(1) as effec- 
tively connected with the conduct of a trade 
or business within the United States by 
reason of the operation of section 897. " 

OMB CONTROL NUMBERS 
UNDER THE PAPERWORK 

REDUCTION ACT (26 CFR Part 602) 

Par. 8. The authority for Part 602 con- 

tinues to read as follows: 
Authority: 26 U. S. C. 7805. 
Par. 9. Section 602-101(c) is amended 

by inserting in the appropriate place in 

the table "1. 1445 — 1. . . 1545-0902, " 
"1. 1445 — 2. . . 1545-0902, " "1. 1445 — 3. . . 
1545-0902, " "1. 1445 — 4. . . 1545 — 0902, " 

"1. 1445 — 5. . . 1545-0902, " "1. 1445-6. . . 
1545-0902, " and "1. 1445-7 . . . 1545- 
0902. " 

LAWRENCE B. GIBBS, 
Commissioner of 
Internal Revenue, 

Approved December 9, 1986. 

J. ROGER MENTZ, 

Assistant Secretary 

of the Treasury. 

(Filed by the ONce of the Federal Register on De- 

cember 18, 1986, 4:47 p. m. , and published in the 

issue of the Federal Register for December 24, 
1986, 51 F. R. 46620) 

26 CFR F1445-8Tr Special rules regarding publicly 

traded parrnerships, publicly traded trusts and real es- 

tate investment trusts (RE(TS) (remporaryl. 

T. D. 8114 

TITLE 26 — INTERNAL REVENUE. — 
CHAPTER 1, SUBCHAPTER A, PART 

1 — INCOME TAX; TAXABLE YEARS 
BEGINNING AFTER DECEMBER 31, 
1953; PART 602 — OMB CONTROL 
NUMBERS UNDER THE PAPERWORK 
REDUCTION ACT 

Withholding Upon Dispositions of U. S. 
Real Property Interests by Publicly 
Traded Partnerships, Publicly Traded 
Trusts And Real Estate Investment Trusts 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Temporary Regulations. 

SUMMARY: This document provides 
temporary Income Tax Regulations re- 
lating to the withholding that is required 
upon the disposition of a U. S. real prop- 
erty interest by publicly traded partner- 
ships, publicly traded trusts, and real estate 
investment trusts. The text of the tem- 

porary regulations set forth in this docu- 
ment also serves as the text of the proposed 
regulations * * e [page 798, this bulletin]. 

DATE: The regulations are generally ef- 
fective with respect to distributions fol- 

lowing January 23, 1987, with respect to 
dispositions of U. S. real property inter- 

ests. However, at the option of any per- 
son who by these regulations would be 
treated as a withholding agent, that per- 
son may apply these regulations to any 
distributions occurring on any date after 
December 24, 1986, as long as no other 

Section 1445 

person also acts as a withholding agent 

with respect to the same distribution. 

FOR FURTHER INFORMATION 
CONTACT: John M. Zoscak, Jr. of the 
Office of the Associate Chief Counsel (In- 
ternational) within the Office of the Chief 
Counsel, Internal Revenue Service, 1111 
Constitution Avenue, N. W. , Washing- 

ton, DC 20224 (Attn: CC:INTL:Br2); 
Telephone (202) 566-3289 (not a toll-free 
call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

This document contains temporary In- 
come Tax Regulations (26 CFR Part 1) 
under section 1445. Section 1445 was added 
to the Internal Revenue Code by section 
129 of the Tax Reform Act of 1984. Tech- 
nical amendments were made by section 
1810(f) of the Tax Reform Act of 1986. 
On December 31, 1984, proposed addi- 
tions to the Income Tax Regulations (26 
CFR Part 1) under section 1445 were pub- 
lished in the Federal Register (49 FR 
50739) by cross-reference to Temporary 
Income Tax Regulations (26 CFR Parts 1 
and 6a) published the same day (49 FR 
50667). A public hearing concerning the 
proposed regulations was held on January 
17, 1986. Final regulations regarding sec- 
tion 1445 (other than matters considered 
in these temporary regulations) are being 
published simultaneously with these tem- 
porary regulations. 

In view of the significant changes in 
these rules, and after consideration of the 
comments received regarding distribu- 
tions from publicly traded partnerships, 
publicly traded trusts and real estate in- 

vestment trusts, revised Temporary Reg- 
ulations with respect to such distributions 
are being republished. 

NEED FOR TEMPORARY 
REGULATIONS 

Section 1445 is generally effective for 
dispositions of U. S. real property inter- 
ests occurring after December 31, 1984. 
Some taxpayers have argued that they have 

found it difficult to apply section 1445 to 
publicly traded partnerships and trusts and 

real estate investment trusts (REITS), with 

respect to their dispositions of U. S. real 

property interests. See DISCUSSION, 
below. The proper application of section 
1445 is dependent upon the Service's 
specification of the manner in which the 
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requirements of the statute will be ad- 
ministered. Because of the need for im- 

mediate guidance in this regard both to 
Service personnel and to the public, the 
Internal Revenue Service has found it to 
be impractical to issue these temporary 
regulations with the notice and public 
comment procedure under section 553(b) 
of title 5 of the United States Code. 

DISCUSSION 

Under the prior Temporary Regula- 
tions (51. 1445 — 5T(c)(3)(ii)), publicly 
traded partnerships, publicly traded trusts, 

and REITS are required to obtain certif- 
icates of non-foreign status from their in- 

terest holders in order to be excused from 
withholding tax liability. Commenters have 

argued that such entities are unable to 
ascertain the non-foreign status of interest 
holders at the time of distributions, be- 

cause of rapid turnovers in the interests. 
Interests in these entities are frequently 
held by major financial institutions (or 
chains of such institutions) as nominees, 
and obtaining certificates of non-foreign 

status from the beneficial owner at the 
end of the chain of legal ownership may 
be difficult. In view of the practical dif- 

ficulties that may result from requiring 
withholding at the level of the publicly 
traded partnership, publicly traded trust, 
or REIT, commenters have suggested that 

withholding can be more effectively 
achieved by placing the burden of with- 

holding upon those who are in a position 

to know the non-foreign status of an in- 

terest holder. Accordingly, the special rules 

set forth in 51. 1445 — ST have been devel- 

oped. These rules require that withhold- 

ing be performed by the person that makes 

a payment relating to a distribution at- 

tributable to the disposition of a U. S. real 

property interest by a publicly traded 

partnership, publicly traded trust, or REIT 
to a foreign person. 

Pursuant to 51. 1445-8T(a), the rules of 
51. 1445-8T apply to all partnerships and 

trusts, interests in which are regularly 

traded on an established securities mar- 

ket, and all real estate investment trusts 

(hereinafter referred to collectively as the 
"subject entities"). 

Section 1. 1445-4T(b) provides rules for 

determining the person required to with- 

hold with respect to distributions gov- 

erned by 51. 1445 — ST. Section 1. 1445— 

8T(b)(1) provides that the primary re- 

sponsibility to withhold rests with the 

partnership, trust or REIT. However, if 

a person (1) is a nominee (as defined in 

51. 1445 — ST(d)), (2) receives a distribu- 

tion attributable to a disposition of a U. S. 
real property interest by a subject entity, 

(3) receives the distribution for payment 

to any foreign person or the account of 
any foreign person, and (4) receives no- 

tice in accordance with ri1. 1445 — ST(f), then 

such person is required to satisfy the with- 

holding requirements of section 1445(e)(1) 
and 51. 1445 — 8T. A person obligated to 
withhold is referred to as a withholding 

agent. 
Section 1. 1445 — 8T(b)(3) provides that 

a withholding exemption granted under 

$1. 1441%(f), which exempts a person from 

withholding under section 1441 or section 
1442, also exempts that person from with- 

holding under 51. 1445 — ST(b), provided 
that the letter that grants the exemption 

'under $1. 1441 — 4(f) identifies another per- 

son as the withholding agent, and such 

other person agrees in writing to serve as 

the withholding agent for purposes of 
51. 1445 — 8T(b). 

Section 1. 1445 — 8T(c) provides rules 

governing the amount to be withheld with 

respect to distributions by the subject en- 

tities. A distinction is drawn between 

REITS and publicly traded partnerships 
and trusts because of the unique rules that 

govern the taxation of REITS under sec- 

tion 857 of the Code. With respect to pub- 

licly traded partnerships and trusts, the 

large partnership and trust rules of 51. 1445— 

5(c)(3) apply. 
With respect to REITS, 51. 1445 — ST(c) 

revises the rules of the prior Temporary 
Regulations. Under the prior Temporary 
Regulations ()1. 1445 — 5T(c)(4)), REITs 
were treated as publicly traded trusts and, 
thus, were required to use the section 

1445(e)(1) account. This had the effect of 
characterizing REIT distributions as, first, 

composed of gain from the sale or ex- 

change of a U. S. real property interest 

and, second, composed of other income 

(e. g. , rent). This characterization could 

conflict with rules under section 857. In 
order to avoid any such conflict, $1. 1445— 

8T(c)(2)(ii) provides that the amount sub- 

ject to withholding under section 1445 is 

the amount of any distribution, deter- 
mined with respect to each share or cer- 
tificate of beneficial interest, which the 
REIT designates as a capital gain divi- 

dend (as defined in section 857(b)(3)(C)) 
multiplied by the number of shares or cer- 
tificates of beneficial interest held by the 
foreign person. If the REIT designates a 
prior distribution as a capital gain divi- 

dend, the prior distribution is not subject 

to withholding. Rather, subsequent dis- 

tributions are to be recharacterized as 
capital gain distributions until section 1445 

withholding has been effected on the 

amount of the prior capital gain dividend. 

This recharacterization applies only for 
purposes of section 1445 and does not 

control, in any manner, any computations 

made under section 857. It is understood 

that recharacterizing REIT distributions 

in the manner described above will affect 
the characterization of income for pur- 

poses of withholding under section 1441. 
This is necessary to insure collection of 
tax under section 1445. The rate of with- 

holding is 34 percent (28 percent during 

a transition period). 
A withholding agent is not restricted to 

relying on a certification of non-foreign 

status from an interest holder in order to 
establish the absence of a withholding tax 
liability. Section 1. 1445 — 8T(e) provides 
that a withholding agent may also rely on 

the statements and address provided on 
Form 1001, Form W — 8, or Form W — 9 to 
determine whether an interest holder is a 

foreign person. 
Since the withholding agent will often 

be a person other than the first payor of 
the distribution, it is necessary to provide 
the withholding agent with notice as to 
the amount subject to withholding. The 
notice requirement, which is stated in 

51. 1445 — 8T(f), is met by complying with 

the notice provisions of 17 C. F. R. 
240. 10(b) — 17(b)(1) or (3) issued under 
authority of the Securities Exchange Act 
of 1934, 15 U. S. C. t178a erseq. Since with- 

holding agents will have ready access to 
information published pursuant to the no- 

tice provisions of 17 C. F. R. 240. 10(b)— 
17(b)(1) or (3), requiring that a subject 
entity give actual notice of the amount 
subject to withholding was viewed as an 
unnecessary burden. Taxpayers are in- 

vited to comment, however, as to whether 
a system of actual notice should also be 
provided for in the regulations. 

The rules for reporting and paying over 
withheld amounts with respect to distri- 
butions described in $1. 1445 — ST(b) have 

been changed. Generally, the new rules 

apply the system adopted for reporting 
and paying over withheld amounts under 
sections 1441 and 1442. This approach was 

taken because that system is generally fa- 

miliar to potential withholding agents un- 

der 51. 1445 — ST and the specialized system 

developed under section 1445 is unnec- 

essary in this context. Thus, 51. 1445 — 8T(g) 
provides that a withholding agent must 
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report and pay over withheld amounts 
pursuant to section 1461 and the regula- 
tions thereunder and 51. 6302 — 2. Form 1042 
and Form 1042S will be used for this pur- 
pose. It should be noted that these pro- 
cedures apply solely with regard to 
distributions subject to the special rules 
of tJ1. 1445 — 8T; all other withholding re- 
quired under section 1445 will continue 
to be reported and paid over using Forms 
8288 and 8288A. 

The rules of tJ1. 1461 — 4 control the tim- 

ing and manner of obtaining refunds of 
overwithheld amounts. Thus, the early re- 
fund procedure set forth in 51. 1445-6(g) 
does not apply to persons whose pay- 
ments were withheld upon under IJ1. 1445— 
ST. 

REGULATORY FLEXIBILITY ACT 
AND EXECUTIVE ORDER 12291 

The Internal Revenue Service has de- 

termined that the proposed rule is inter- 
pretative and that the notice and public 
procedure requirements of 5 U. S. C. 553 
do not apply. Accordingly, this rule is not 
subject to the Regulatory Flexibility Act 
(5 U. S. C. chapter 6). The Commissioner 
of Internal Revenue has determined that 
the proposed rule is not a major regula- 
tion subject to Executive Order 12291. 
Accordingly, a regulatory impact analysis 
is not required and has not been pre- 
pared. 

PAPERWORK REDUCTION ACT 

These regulations were submitted to the 
Office of Management and Budget for re- 

view under the Paperwork Reduction Act 
and approved under OMB number 1545— 
0096. 

DRAFTING INFORMATION 

The principal author of this regulation 
is John M. Zoscak, Jr. of the Office of 
the Associate Chief Counsel (Interna- 

tional), within the Office of Chief Coun- 

sel, Internal Revenue Service. However, 
personnel from other offices of the Inter- 
nal Revenue Service and Treasury De- 
partment participated in developing the 
regulations, both on matters of substance 
and style. 

Adoption of amendments to the 

regulations 

Accordingly, 26 CFR Parts 1 and 602 
are amended as follows: 

INCOME TAX REGULATIONS 
26 CFR Part 1 

Paragraph 1. The authority for Part 1 

is amended by adding the following ci- 

tation: 
Authority: 26 U. S. C. 7805. 
""'Section 1. 1445 — 8T also issued un- 

der 26 U. S. C. 1445(e)(6). 
Par. 2. Section 1. 1445 — 8T is added im- 

mediately after 51. 1445 — 7, to read as fol- 

lows: 

1. 1445 — ST Special rules regarding pub- 

licly traded partnerships, publicly traded 

trusts and real estate investment trusts 

(REITS) (temporary). 

(a) Distributions to which this section 

applies. The rules of this 51. 1445 — 8T ap- 

ply to distributions from— 
(1) Any partnership or trust, interests 

in which are regularly traded on an es- 

tablished securities market (regardless of 
the number of its partners or benefici- 

aries), and 

(2) Any REIT (regardless of the form 
of its organization). 

(b) Obligation to withhold — (1) In 
general. If an entity described in ti1. 1445— 

ST(a) distributes an amount attributable 
to the disposition of a U. S. real property 
interest, then such entity must withhold 

tax with respect to each holder of an in- 

terest in the entity that is a foreign person 
in accordance with the general rules of 
F11. 1445 — 5(a) and (b) and this tJ1. 1445— 

8T(b). However, a person that- 
(i) Is a nominee (as defined in par- 

agraph (d) of this t)1. 1445 — ST), 
(ii) Receives a distribution attrib- 

utable to the disposition of a U. S. real 

property interest directly from an en- 

tity described in tJ1. 1445 — 8T(a) or in- 

directly from such entity through a 
nominee, 

(iii) Receives the distribution for 
payment to any foreign person, or the 
account of any foreign person, and 

(iv) Receives notice pursuant to 
$ L 1445 — 8T(f), 

shall be required to withhold in accord- 
ance with the general rules of section 

1445(e)(1) and this $1. 1445 — ST(b) and shall 

be fully liable under rt1. 1445 — 5(b)(6) for 
failure to do so. A person obligated to 
withhold by reason of this 51. 1445 — 8T(b) 
is referred to as a withholding agent. 

(2) Person designated to act for with- 

holding agent. The rules stated in t)1. 1441— 

7(b)(2) regarding a person designated to 
act for a withholding agent shall apply for 
purposes of this li1. 1445 — 8T. 

Section 1445 

(3) Effect of withholding exemption 

granted under tjI. I44I — 4(f). A letter is- 

sued by a district director under the pro- 
visions of 51. 1441 — 4(f), which exempts a 
person from withholding under section 
1441 or section 1442, shall also exempt 
that person from withholding under this 

51. 1445 — ST(b), provided that- 
(i) The letter identifies another per- 

son as the withholding agent for pur- 

poses of section 1441 or 1442, and 

(ii) Such other person enters into a 
written agreement, with the district di- 

rector who issued the letter, to be the 
withholding agent for purposes of 
$1. 1445-8T(b). 

The exemption granted, and the corre- 
sponding withholding obligation im- 

posed, by this li1. 1445-8T(b)(3) shall apply 
with respect to the first distribution made 
after the agreement described in the pre- 
ceding sentence is executed, and shall 

continue to apply to all distributions made 
during the period in which the exemption 
granted under ft1. 1441 — 4(f) is in effect. 

(4) Payment other than in money. The 
rule stated in t)1. 1441 — 7(c) regarding pay- 
ment other than in money shall apply for 
purposes of this 51. 1445 — ST. 

(c) Amount to be withheld — (1) Dis- 
tribution from a partnership or trust. The 
amount to be withheld with respect to a 
distribution by a partnership or trust un- 

der this 51. 1445 — 8T shall be computed in 

accordance with 51. 1445 — 5(c)(3). 
(2) REITS — (i) In general. The amount 

to be withheld with respect to a distri- 
bution by a REIT under this 51. 1445 — 8T 
shall be equal to 34 percent of the amount 
subject to withholding, as defined in 
51. 1445 — 8T(c)(2)(ii). However, the REIT 
must withhold at the rate of 28 percent if 
the distribution occurs before January 1, 
1987. 

(ii) Amount subject to withholding — (A) 
In general. The amount subject to with- 

holding is the amount of any distribution, 
determined with respect to each share or 
certificate of beneficial interest, desig- 
nated by a REIT as a capital gain divi- 

dend, multiplied by the number of shares 
or certificates of beneficial interest owned 

by the foreign person. 
(B) Designation of prior distribution as 

capital gain. If a REIT designates a prior 
distribution, in whole or in part, as a cap- 
ital gain dividend, such prior distribution 
shall not be subject to withholding under 
this $1. 1445 — 8T. Rather, a REIT must re- 
characterize (solely for purposes of sec- 
tion 1445(e)(1)) each distribution. 
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determined with respect to each share or 
certificate of beneficial interest, made on 
the day of, or any time subsequent to, 
such designation as capital gain until such 
recharacterized amounts equal the amount 
of the prior distribution designated as a 
capital gain dividend. 

(d) Definition of nominee. For pur- 
poses of this I)1. 1445 — 8T, the term "nom- 
inee" means a domestic person that holds 
an interest in an entity described in 
III. 1445 — 8T(a) on behalf of another do- 
mestic or foreign person. 

(e) Determination of non-foreign status 
by withholding agent. A withholding agent 
may rely on a certificate of non-foreign 
status pursuant to fr1. 1445 — 2(b) or on the 
statements and address provided to it on 
Form 1001, Form W — 8, or Form W — 9 to 
determine whether an interest holder is a 
foreign person. Reliance on these docu- 
ments will excuse the withholding agent 
from liability imposed under section 
1445(e) in the absence of actual knowl- 

edge that the interest-holder is a foreign 
person. A withholding agent may also 
employ other means to determine the sta- 
tus of an interest-holder, but, if the with- 

holding agent relies on such other means 
and the interest-holder proves, in fact, to 
be a foreign person, then the withholding 
agent is subject to any liability imposed 
pursuant to section 1445 and the regula- 
tions thereunder for failure to withhold. 

(f) Notice of a distribution. A partner- 

ship or trust satisfies the notice require- 
ment of IIL1445 — 8T(b)(1)(iv) by giving 
notice of a distribution that is attributable 
to the disposition of a U. S. real property 
interest in accordance with 17 C. F. R. 
240. 10(b) — 17(b)(l) or (3) issued pursuant 
to the. Securities Exchange Act of 1934, 
15 U. S. C. II78a et seq. ; notice require- 
ments with respect to dividends. A REIT 
satisfies the notice requirement of It1. 1445— 

8T(b)(1)(iv) by giving notice of a distri- 

bution, all or any portion of which it des- 

ignates, or recharacterizes (as explained 

in t2L1445 — 8T(c)(2)(ii)(B)), as a capital 

gain dividend in accordance with 17 C. F. R. 
240. 10(b)-17(b)(1) or (3), with respect to 
each share or ceitificate of beneficial in- 

terest. 

(g) Reporting and paying over withheld 

amounts. With respect to a distribution 

described in tr1. 1445 — 8T(b), a withhold- 

ing agent must report and pay over to the 

Internal Revenue Service any amount re- 

quired to be withheld pursuant to the rules 

and procedures of section 1461, the reg- 

ulations thereunder and III. 6302 — 2. Forms 

1042 and 1042S are to be used for this 

purpose. 
(h) Early refund procedure not avail- 

able. The early refund procedure set forth 
in II L 1445-6(g) shall not apply to persons 
withheld upon under the rules of this 
Ill. 1445 — 8T. For adjustment of over-with- 

held amounts, see II1. 1461 — 4. 
Par. 3. The authority citation for Part 

602 continues to read as follows: 
Authority: 26 U. S. C. 7805 
Par. 4. Section 602. 101(c) is amended 

by inserting in the appropriate place in 

the table "IIL1445 — 8T. . . 1545 — 0096. " 

LAWRENcE B. GIBBS, 
Commissioner of 

Internal Revenue. 

Approved December 9, 1986. 

J. ROGER MENTZ, 

Assistant Secretary 

of the Treasury. 

(Filed by the Office of the Federal Register on De- 

cember 23, 1986, 8:45 a. m. , and published in the 

issue of the Federal Register for December 24, 
1986, 51 F. R. 46651) 

Chapter 6. — Consolidated Returns 

Subchapter A. — Returns and Payment of tax 

Section 1502. — Regulations 

26 CFR 1. 1502-81 T: Alaska Native Corporations. 

T. D. 8130 

TITLE 26 — INTERNAL REVENUE. — 
CHAPTER I, SUBCHAPTER A, PART 

1 — INCOME TAX; TAXABLE YEARS 

BEGINNING AFTER DECEMBER 31, 
1953 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Temporary regulations. 

SUMMARY: This document contains 
temporary regulations relating to certain 
corporations included in a consolidated 

return with a Native Corporation estab- 

lished under the Alaska Native Claims 
Settlement Act. The applicable law was 

amended by the Tax Reform Act of 1984 
and Tax Reform Act of 1986. The text of 
the temporary regulations set forth in this 

document also serves as the text of the 
proposed regulations a ' * [page 808, this 

Bulletin]. 

DATE: The regulations are effective 
March 13, 1987, and apply to taxable years 
beginning after December 31, 1984. 

FOR FURTHER INFORMATION 
CONTACT: Mark S. Jennings of the 
Legislation and Regulations Division, Of- 

fice of Chief Counsel, Internal Revenue 
Service, 1111 Constitution Avenue, NW. , 

Washington, DC 20224 (Attention: 
CC:LR: T) or telephone 202 — 566-3458 (not 
a toll-free number). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

Section 60(b) of the Tax Reform Act 
of 1984 (the "1984 Act") (Pub. L. 98-369; 
98 Stat. 948) amended section 1504(a) of 
the Internal Revenue Code of 1986 ("the 
Code" ) to alter the general requirements 

for affiliation and add an 80 percent eq- 

uity ownership test. In the case of the 
affiliation of a corporation with a Native 

Corporation ("ANC") established under 

the Alaska Native Claims Settlement Act 
of 1971 (43 U. S. C. 1601 et seq. ), para- 

graph (5) of section 60(b) delayed the ef- 
fective date of the changes to the affiliation 

rules until taxable years beginning in 1992 
or a subsequent year. 

Section 1804(e)(4) of the Tax Reform 
Act of 1986 (the "1986 Act") (Pub. L. 
99 — 514; 100 Stat. 2085) amended section 

60(b)(5) of the 1984 Act to liberalize the 
requirements for affiliation with an ANC 
or with a wholly owned subsidiary of an 
ANC for any taxable year beginning after 
1984 and before 1992. Under section 
1804(e)(4), affiliation with an ANC or with 

a wholly owned subsidiary of an ANC is 
to be determined solely according to the 
provisions expressly contained in section 
1504(a) of the Code as it existed before 
the amendments of the 1984 Act, without 
regard to escrow arrangements, redemp- 
tion rights, or similar provisions. Section 
1804(e)(4) additionally provides, in gen- 
eral, that no provision of the Code or 
principle of law shall deny the benefit or 
use of losses or credits of an ANC which 
is the common parent of an affiliated group 
of corporations (an "ANC group") filing 
a consolidated return, or of a wholly owned 
subsidiary of such an ANC, to the group. 

The Alaska Native Claims Settlement 
Act of 1971 established 12 Native regional 
corporations and more than 150 Native 
village corporations top manage the land 
and cash granted to Alaska Natives in sat- 
isfaction of their aboriginal land claims. 

Many of the ANCs have incurred large 
net operating losses and have earned nu- 

merous business tax credits that they will 

not be able to utilize internally in the fore- 
seeable future. Section 60(b)(5) of the 1984 
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Act and section 1804(e)(4) of the 1986 
Act (the "ANC affiliation rules" ) were 
intended to provide special relief to ANCs 
by allowing the losses and credits of an 
ANC and its wholly owned subsidiaries 
to be used on a consolidated return against 
the income and tax liability of a profitable 
corporation, and to allow the ANC group 
to share in the resulting tax benefits. 132 
Cong. Rec. S8175 — 76 (daily ed. June 23, 
1986) (statement of Sen. Stevens). 

In effect, the ANC affiliation rules gen- 
erally were intended to allow an ANC to 
sell its tax losses and credits through the 
device of artificial affiliation with another 
corporation or group of corporations. The 
temporary regulations make clear that the 
ANC affiliation rules result in no tax sav- 

ing, tax benefit, or tax loss to any person, 
other than the use of the losses'and credits 
of an ANC and its wholly owned subsid- 

iaries. In particular, except as approved 

by the Secretary, no positive adjustment 
under tJ1. 1502 — 32(b)(1) will be made with 

respect to the basis of stock of a corpo- 
ration that is afliliated with a Native Cor- 
poration through application of the ANC 
affiliation rules. In general such approval 

by the Secretary shall take into account 
the economic effect of the investment by 

the Native Corporation in the corporation 
with which it is so affiliated. 

REGULATORY FLEXIBILITY ACT; 
EXECUTIVE ORDER 12291 

A general notice of proposed rule- 

making is not required by 5 U. S. C. 553 

for temporary regulations. Accordingly, 
these temporary regulations do not con- 

stitute regulations subject to the Regu- 

latory Flexibility Act (5 U. S. C. Chapter 

6). The Commissioner of Internal Reve- 

nue has determined that this temporary 
rule is not a major rule as defined in Ex- 
ecutive Order 12291 and that a regulatory 

impact analysis therefore is not required. 

DRAFTING INFORMATION 

The principal author of these tempo- 

rary regulations is Mark S. Jennings of 
the Legislation and Regulations Division 

of the Office of Chief Counsel, Internal 

Revenue Service. However, other per- 

sonnel of the Internal Revenue Service 

and the Treasury Department partici- 
pated in developing the regulations, or 
matters of both substance and style. 

Adoption of amendments to the 

regulations 

PART I — tAMENDEDj 

Accordingly, Part 1 of Title 26 of the 

Code of Federal Regulations is amended 

as fofiows: 

Paragraph 1. The authority citation for 

part 1 is amended by adding the following 

citation: 
Authority: 26 U. S. C. 7805; 

f)1. 1502-81T also is issued under 26 U. S. C. 
1502. 

Par. 2. New iiL1502 — 81T is added as 

follows: 

111. 1502 — 81T Alaska Native Corpora- 
tions. 

(a) General Rule. The application of 
section 60(b)(5) of the Tax Reform Act 
of 1984 and section 1804(e)(4) of the Tax 
Reform Act of 1966 (relating to Native 

Corporations established under the Alaska 

Native Claims Settlement Act (43 U. S. C. 
1601 et seq. )) is limited to the use on a 
consolidated return of losses and credits 

of a Native Corporation, and of a cor- 
poration all of whose stock is owned di- 

rectly by a Native Corporation, during any 

taxable year (beginning after the effective 

date of such sections and before 1992), or 

any part thereof, against the income and 

tax liability of a corporation affiliated with 

the Native Corporation. Thus, no other 
tax saving, tax benefit, or tax loss is in- 

tended to result from the application of 
section 60(b)(5) of the Tax Reform Act 
of 1984 and section 1804(e)(4) of the Tax 
Reform Act of 1986 to any person (whether 

or not such person is a member of an 

affiliated group of which a Native Cor- 

poration is the common parent). In par- 
ticular, except as approved by the 
Secretary, no positive adjustment under 
f)1. 1502 — 32(b)(1) will be made with re- 

spect to the basis of stock of a corporation 
that is affiliated with a Native Corporation 
through application of section 60(b)(5) of 
the Tax Reform Act of 1984 and section 

1804(e)(4) of the Tax Reform Act of 1986. 

(b) Effective Dates. This section ap- 

plies to taxable years beginning after De- 
cember 31, 1984. 

There is a need for immediate guidance 
with respect to the provisions contained 
in this Treasury decision. For this reason, 
it is found impracticable to issue this 

Treasury decision with notice and public 
procedure under subsection (b) of section 
553 of Title 5 of the United States Code 
or subject to the effective data limitation 
of subsection (d) of that section. 

Section 2522 

LAwRENCE B. GIBBS, 

Commissioner of 
Internal Revenue. 

Approved March 12, 1987. 

J. ROGER MENTZ 
Assistant Secretary 

of the Treasury, 

(Filed by the Office of the Federal Register on March 

13, 1987, 12;46 p. m. , and published in the issue of 
the Federal Register for March 18, 1987, 52 F. R. 
8447) 

Chapter 12, — Gift Tax 
Subchapter C. — Deductions 

Section 2522. — Charitable and Similar Gifts 

26 CFR 25. 2522(c) — 3t Transfers not exclusively for 
chari table, etc. , purposes in the case of gifts made afrer 

July 3J, 1969. 

Remainder interest in residence; char- 
ity as tenant in common with noncharit- 
able interest. Where a remainder interest 
in a residence is given to a charity and to 
an individual as tenants in common, a 
charitable deduction is allowable for the 
value of the interest received by the char- 

ity. Rev. Rul. 76 — 544 revoked. 

RGL Rul. 87-37 

ISSUE 

If a remainder interest in a residence 
is given to a charity and to a private in- 

dividual as tenants in common, is a char- 
itable contribution deduction allowable 
for the value of the interest received by 
the charity? 

FACTS 

A conveyed a legal remainder interest 
in A's personal residence to B, an indi- 

vidual, and to C, a charitable organization 
described in section 170(b)(1)(A) of the 
Internal Revenue Code. The gift was sub- 

ject to A's retained life interest. B re- 
ceived a 90 percent interest and C received 
a 10 percent interest, as tenants in com- 
mon in the remainder interest in A's res- 
idence. A filed a gift tax return and 
deducted from the value of the gift the 
value of C's 10 percent undivided interest 
in the remainder. 

LAW AND ANALYSIS 

Section 2501 of the Code imposes a tax 
on the transfer of property by gift. The' 
gift tax applies, under section 2511, to all 
transfers by gift, whether the transfer is 

in trust or otherwise, and whether the gift 
is direct or indirect. 
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Section 2522 
Section 2522 of the Code provides for 

a gift tax charitable deduction for the value 
of property transferred to charitable or- 
ganizations described in section 2522(a). 

Section 2522(c)(2) denies the deduc- 
tion if a donor transfers an interest in 

property to charity and retains an interest 
in the same property or transfers an in- 

terest in the same property to a nonchar- 
itable donee. Section 2522(c)(2), however, 
provides certain exceptions in allowing a 
charitable deduction for specific kinds of 
gifts of partial inteiests, including an ex- 
ception for charitable interests described 
in section 170(f)(3)(B). 

Section 170(f) places restrictions on the 
income tax deduction available for gifts 
of partial interests to charity. Section 
170(f)(3)(B) provides exceptions for cer- 
tain charitable gifts, among them, the gift 

of a legal remainder interest in a personal 
residence or farm. 

Rev. Rul. 76-357, 1976-2 C. B. 285, 
holds that the exception applies only to 
remainders not in trust. Ellis First Na- 

tional Bank v. U. S. , 550 F. 2d 9 (Ct. Cl. 
1977), and Estate of Burgess v. Commis- 

sioner, 622 F. Zd 700 (4th Cir. 1980), reach 
the same conclusion, 

Estate of Blackford v. Commissioner, 
77 T. C. 1246 (1981), acq. in result, 1983— 
2 C. B. 1, held that the section 170(f)(3)(B) 
exception applied to a legal remainder in- 

terest in a residence bequeathed to four 

different charities, where the executor was 

instructed to sell the residence and divide 

the proceeds. Rev. Rul. 83 — 158, 1983 — 2 

C. B. 159, based the Service's acquies- 

cence in this result on the applicable pro- 

visions of local law that would have 

permitted the four charities to elect to 

receive the realty as tenants in common 

in lieu of receiving the cash proceeds. 
Rev. Rul. 76 — 544, 1976 — 2 C. B. 288, 

however, holds that the exception for re- 

mainder interests in farms or residences 

does not apply to a remainder interest 

that vests in a charitable organization and 

an individual as equal tenants in common, 

because the entire remainder interest does 

not pass to charity. 
The limitations on the charitable con- 

tribution deduction for the gift of split 

interests to charity were first imposed by 

section 201 of the Tax Reform Act of 1969, 

1969 — 3 C. B. 10, 51. Extensive discussions 

in the committee reports show that the 

intent of these limitations was to deny a 

charitable deduction in situations where 

the subsequent administration of a trust 

or some other contingency might favor a 

noncharitable beneficiary at the expense 

of the charitable remainderman. Con- 

gress was responding to situations where 

trusts were administered to the advantage 

of noncharitable life tenants, where char- 

itable remainders were contingent and 

never became possessory, or where gov- 

erning instruments permitted invasions of 
principal under standards that were too 

vague to lend themselves to accurate val- 

uation. 
Congress concluded, however, that a 

nontrust gift of a remainder interest in a 

residence was not subject to such abuses. 

S. Rep. No. 91 — 552, 91st Cong. , 1st Sess. 
88 (1969), 1969 — 3 C. B. 479, 480. Accord- 

ingly, sections 2522(c)(2) and 170(f)(3)(B) 
of the Code permit a charitable deduction 

for "a remainder interest in a personal 
residence. " In the present situation, the 

charity did not receive the entire remain- 

der interest; nevertheless, its interest is a 
remainder interest in the residence. 

The legislative history does not suggest 

that the charity must receive the entire 

remainder interest. Indeed, section 
170(f)(3)(B)(ii) allows a charitable de- 

duction for a gift of "an undivided portion 

of the taxpayer's entire interest in prop- 

erty. " The fact that a taxpayer may con- 

vey a fractional interest in realty to charity 
and receive a deduction indicates that there 

is no statutory policy against a charity and 

an individual holding real property as ten- 

ants in common. 

More important, the abuses that the 

split interest rules were designed to pre- 
vent would not be possible in this case. C 
is certain to receive its 10 percent interest 

as a tenant in common; thus, the deduc- 

tion that A receives for the value of the 

10 percent remainder interest will corre- 

spond to the value of the interest charity 
ultimately will receive. Should ownership 

in common involve any disadvantage to 
C, that disadvantage can be resolved by 

sale of the property. 

In this respect, the present case is sim- 

ilar to Rev. Rul. 83 — 158. That ruling al- 

lowed a charitable deduction because the 
four charities could have chosen to re- 

ceive the realty as tenants in common 
rather than receive the proceeds of its sale. 
There is no reason to conclude that any 
one of the four charities would have been 
worse off had one or more of its pro- 
spective co-tenants been individuals rather 

than unrelated charitable organizations. 

Accordingly, a charitable deduction is 

allowable to A for the value of C's re- 
mainder interest in the residence. In de- 

termining the amount of the deduction 
allowable, however, the value of the char- 

itable interest must be reduced to reflect 
appropriate valuation discount for the co- 
tenancy arrangement. See Estate of Favv- 

cett v. Commissioner, 64 T. C. 889, 900 
(1975), acq. , 1978-2 C. B. 2. 

CONCLUSION 

A charitable contribution deduction is 

allowable for a gift to charity of a legal 

remainder interest iri the donor's personal 
residence even though the interest con- 

veyed to charity is in the form of a tenancy 
in common with an individual. 

Rev. Rul. 76 — 544 is revoked. 

Subtitle C. imployment Taxes 
Chapter 21. — Fetieral Insurance 
Contribution Act 

Subchapter C. general Provisions 

Section 3121. — Definitions 

26 CFR 31. 3121(d)-1: Who are employees. 

(Also Secrions 3306, 3401; 31. 3306(i)-l, 31. 3401(c)— 
1. ) 

Employment status under section 530(d) 
of the Revenue Act of 197$. Guidelines 
are set forth for determining the employ- 
ment status of a taxpayer (technical ser- 

vice specialist) affected by section 530(d) 
of the Revenue Act of 1978, as added by 
section 1706 of the Tax Reform Act of 
1986. The specialists are to be classified 
as employees under generally applicable 
common law standards. 

Rev. Rnl. 87-41 

ISSUE 

In the situations described below, are 
the individuals employees under the com- 

mon law rules for purposes of the Federal 
Insurance Contributions Act (FICA), the 
Federal Unemployment Tax Act (FUTA), 
and the Collection of Income Tax at Source 
on Wages (chapters 21, 23, and 24 re- 

spectively, subtitle C, Internal Revenue 
Code)? These situations illustrate the ap- 
plication of section 530(d) of the Revenue 
Act of 1978, 1978 — 3 (Vol. 1) C. B. 119 (the 
1978 Act), which was added by section 
1706(a) of the Tax Reform Act of 1986, 
1986-3 (Vol. 1) C. B. 698 (the 1986 Act) 
(generally effective for services per- 
formed and remuneration paid after De- 
cember 31, 1986). 

FACTS 

In each factual situation, an individual 

worker (Individual), pursuant to an ar- 

rangement between one person (Firm) and 
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another person (Client), provides services 
for the Client as an engineer, designer, 
drafter, computer programmer, systems 
analyst, or other similarly skilled worker 
engaged in a similar line of work. 

Situation I 
The Firm is engaged in the business of 

providing temporary technical services to 
its clients. The Firm maintains a roster of 
workers who are available to provide 
technical services to prospective clients. 
The Firm does not train the workers but 
determines the services that the workers 
are qualified to perform based on infor- 
mation submitted by the workers. 

The Firm has entered into a contract 
with the Client. The contract states that 
the Firm is to provide the Client with 
workers to perform computer program- 
ming services meeting specified qualifi- 
cations for a particular project. The 
Individual, a computer programmer, en- 
ters into a contract with the Firm to per- 
form services as a computer programmer 
for the Client's project, which is expected 
to last less than one year. The Individual 
is one of several programmers provided 
by the Firm to the Client. The Individual 
has not been an employee of or per- 
formed services for the Client (or any 
predecessor or affiliated corporation of the 
Client) at any time preceding the time at 
which the Individual begins performing 
services for the Client. Also, the Individ- 
ual has not been an employee of or per- 
formed services for or oa behalf of the 
Firm at any time preceding the time at 
which the Individual begins performing 
services for the Client. The Individual's 
contract with the Firm states that the In- 

dividual is an independent contractor with 

respect to services performed on behalf 
of the Firm for the Client. 

The Individual and the other program- 
mers perform the services under the Firm's 

contract with the Client. During the time 
the Individual is performing services for 
the Client, even though the Individual re- 
tains the right to perform services for other 
persons, substantially all of the Individ- 
ual's working time is devoted to perform- 
ing services for the Client. A significant 

portion of the services are performed on 

the Client's premises. The Individual re- 

ports to the Firm by accounting for time 
worked and describing the progress of the 

work. The Firm pays the Individual and 

regularly charges the Client for the ser- 
vices performed by the Individual. The 
Firm generally does not pay individuals 

who perform services for the Client unless 

the Firm provided such individuals to the 
Client. 

The work of the Individual and other 
programmers is regularly reviewed by the 
Firm. The review is based primarily on 
reports by the Client about the perform- 
ance of these workers. Under the contract 
between the Individual and the Firm, the 
Firm may terminate its relationship with 
the Individual if the review shows that he 
or she is failing to perform the services 
contracted for by the Client. Also, the 
Firm will replace the Individual with an- 

other worker if the Individual's services 
are unacceptable to the Client. In such a 
case, however, the Individual will never- 
theless receive his or her hourly pay for 
the work completed. 

Finally, under the contract between the 
Individual and the Firm, the Individual is 

prohibited from performing services di- 

rectly for the Client and, under the con- 
tract between the Firm and the Client, the 
Client is prohibited from receiving ser- 
vices from the Individual for a period of 
three months following the termination of 
services by the Individual for the Client 
on behalf of the Firm. 

Situation 2 

The Firm is a technical services firm 

that supplies clients with technical per- 
sonnel. The Client requires the services 
of a systems analyst to complete a project 
and contacts the Firm to obtain such an 
analyst. The Firm maintains a roster of 
analysts and refers such an analyst, the 
Individual, to the Client. The Individual 
is not restricted by the Client or the Firm 
from providing services to the general 
public while performing services for the 
Client and in fact does perform substan- 
tial services for other persons during the 
period the Individual is working for the 
Client. Neither the Firm nor the Client 
has priority on the services of the Indi- 

vidual. The Individual does not report, 
directly or indirectly, to the Firm after the 
beginning of the assignment to the Client 
concerning (I) hours worked by the 
Individual, (2) progress on the job, or 
(3) expenses incurred by the Individual in 

performing services for the Client. No re- 

ports (including reports of time worked 
or progress on the job) made by the In- 

dividual to the Client are provided by the 
Client to the Firm. 

Section 3121 
If the Individual ceases providing ser- 

vices for the Client prior to completion of 
the project or if the Individual's work 
product is otherwise unsatisfactory, the 
Client may seek damages from the Indi- 
vidual. However, in such circumstances, 
the Client may not seek damages from the 
Firm, and the Firm is not required to re- 
place the Individual. The Firm may not 
terminate the services of the Individual 
while he or she is performing services for 
the Client and may not otherwise affect 
the relationship between the Client and 
the Individual. Neither the Individual nor 
the Client is prohibited for any period after 
termination of the Individual's services on 
this job from contracting directly with the 
other. For referring the Individual to the 
Client, the Firm receives a flat fee that is 
fixed prior to the Individual's commence- 
ment of services for the Client and is un- 
related to the number of hours and quality 
of work performed by the Individual. The 
Individual is not paid by the Firm either 
directly or indirectly. No payment made 
by the Client to the Individual reduces the 
amount of the fee that the Client is oth- 
erwise required to pay the Firm. The In- 
dividual is performing services that can 
be accomplished without the Individual's 
receiving direction or control as to hours, 
place of work, sequence, or details of work. 

Situation 3 

The Firm, a company engaged in fur- 
nishing client firms with technical person- 
nel, is contacted by the Client, who is in 

need of the services of a drafter for a par- 
ticular project, which is expected to last 
less than one year. The Firm recruits the 
Individual to perform the drafting ser- 
vices for the Client. The Individual per- 
forms substantially all of the services for 
the Client at the office of the Client, using 
materials and equipment of the Client. 
The services are performed under the su- 
pervision of employees of the Client. The 
Individual reports to the Client on a reg- 
ular basis. The Individual is paid by the 
Firm based on the number of hours the 
Individual has worked for the Client, as 
reported to the Firm by the Client or as 
reported by the Individual and confirmed 

by the Client. The Firm has no obligation 
to pay the Individual if the Firm does nott. 

receive payment for the Individual's ser- 
vices from the Client. For recruiting the 
Individual for the Client, the Firm re- 
ceives a flat fee that is fixed prior to the 
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Section 3121 
Individual's commencement of services for 
the Client and is unrelated to the number 
of hours and quality of work performed 
by the Individual. However, the Firm does 
receive a reasonable fee for performing 
the payroll function. The Firm may not 
direct the work of the Individual and has 
no responsibility for the work performed 
by the Individual. The Firm may not ter- 
minate the services of the Individual. The 
Client may terminate the services of the 
Individual without liability to either the 
Individual or the Firm. The Individual is 
permitted to work for another firm while 

performing services for the Client, but does 
in fact work for the Client on a substan- 

tially full-time basis, 

LAW AND ANALYSIS 

This ruling provides guidance concern- 
ing the factors that are used to determine 
whether an employment relationship ex- 

ists between the Individual and the Firm 
for federal employment tax purposes and 

applies those factors to the given factual 
situations to determine whether the In- 

dividual is an employee of the Firm for 
such purposes. The ruling does not reach 

any conclusions concerning whether an 

employment relationship for federal em- 

ployment tax purposes exists between the 
Individual and the Client in any of the 
factual situations. 

Analysis of the preceding three fact sit- 

uations requires an examination of the 

common law rules for determining whether 

the Individual is an employee with respect 
to either the Firm or the Client, a deter- 
mination of whether the Firm or the Client 

qualifies for employment tax relief under 
section 530(a) of the 1978 Act, and a de- 

termination of whether any such relief is 

denied the Firm under section 530(d) of 
the 1978 Act (added by section 1706 of 
the 1986 Act). 

An individual is an employee for fed- 

eral employment tax purposes if the in- 

dividual has the status of an employee 
under the usual common law rules appli- 

cable in determining the employer-em- 

ployee relationship. Guides for deter- 

mining that status are found in the fol- 

lowing three substantially similar sections 

of the Employment Tax Regulations: sec- 

tions 31. 3121(d) — 1(c); 31. 3306(i) — 1; and 

31. 3401(c) — 1. 
These sections provide that generally 

the relationship of employer and em- 

ployee exists when the person or persons 

for whom the services are performed have 

the right to control and direct the indi- 

vidual who performs the services, not only 

as to the result to be accomplished by the 

work but also as to the details and means 

by which that result is accomplished. That 

is, an employee is subject to the will and 

control of the employer not only as to 

what shall be done but as to how it shall 

be done. In this connection, it is not nec- 

essary that the employer actually direct 

or control the manner in which the ser- 

vices are performed; it is sufficient if the 

employer has the right to do so. 

Conversely, these sections provide, in 

part, that individuals (such as physicians, 

lawyers, dentists, contractors, and sub- 

contractors) who follow an independent 

trade, business, or profession, in which 

they offer their services to the public, gen- 

erally are not employees. 

Finally, if the relationship of employer 
and employee exists, the designation or 
description of the relationship by the par- 

ties as anything other than that of em- 

ployer and employee is immaterial. Thus, 
if such a relationship exists, it is of no 
consequence that the employee is desig- 

nated as a partner, coadventurer, agent, 
independent contractor, or the like. 

As an aid to determining whether an 

individual is an employee under the com- 
mon law rules, twenty factors or elements 
have been identified as indicating whether 
sufficient control is present to establish an 
employer-employee relationship. The 
twenty factors have been developed based 
on an examination of cases and rulings 

considering whether an individual is an 
employee. The degree of importance of 
each factor varies depending on the oc- 
cupation and the factual context in which 

the services are performed. The twenty 
factors are designed only as guides for 
determining whether an individual is an 

employee; special scrutiny is required in 

applying the twenty factors to assure that 
formalistic aspects of an arrangement de- 

signed to achieve a particular status do 
not obscure the substance of the arrange- 
ment (that is, whether the person or per- 
sons for whom the services are performed 
exercise sufficient control over the indi- 
vidual for the individual to be classified 
as an employee). The twenty factors are 
described below: 

1. Instructions. A worker who is re- 
quired to comply with other persons' in- 

structions about when, where, and how 
he or she is to work is ordinarily an em- 

ployee. This control factor is present if 
the person or persons for whom the ser- 
vices are performed have the right to re- 

quire compliance with instructions. See, 
for example, Rev. Rul. 68 — 598, 1968-2 
C. B. 464, and Rev. Rul. 66 — 381, 1966-2 
C. B. 449. 

2. Training. Training a worker by re- 

quiring an experienced employee to work 
with the worker, by corresponding with 

the worker, by requiring the worker to 
attend meetings, or by using other meth- 

ods, indicates that the person or persons 
for whom the services are performed want 

the services performed in a particular 
method or manner. See Rev. Rul. 70-630, 
1970-2 C. B. 229. 

3. Integration. Integration of the work- 
er's services into the business operations 
generally shows that the worker is subject 
to direction and control. When the suc- 

cess or continuation of a business depends 
to an appreciable degree upon the per- 
formance of certain services, the workers 
who perform those services must neces- 

sarily be subject to a certain amount of 
control by the owner of the business. See 
United States v. Silk, 331 U. S. 704 (1947), 
1947-2 C. B. 167. 

4. Services Rendered Personally. If the 
services must be rendered personally, 
presumably the person or persons for 
whom the services are performed are in- 

terested in the methods used to accom- 
plish the work as well as in the results. 
See Rev. Rul. 55-695, 1955 — 2 C. B. 410. 

5. Hiring, Supervising, and Paying As- 
sistants. If the person or persons for whom 

the services are performed hire, super- 
vise, and pay assistants, that factor gen- 
erally shows control over the workers on 
the job. However, if one worker hires, 
supervises, and pays the other assistants 
pursuant to a contract under which the 
worker agrees to provide materials and 
labor and under which the worker is re- 
sponsible only for the attainment of a re- 
sult, this factor indicates an independent 
contractor status. Compare Rev. Rul. 63— 
115, 1963 — 1 C. B. 178, with Rev. Rul. 55- 
593, 1955-2 C. B. 610. 

6. Continuing Relationship. A contin- 
uing relationship between the worker and 
the person or persons for whom the ser- 
vices are performed indicates that an em- 

ployer-employee relationship exists. A 
continuing relationship may exist where 
work is performed at frequently recurring 

although irregular intervals. See United 

States v. Silk. 
7. Set Hours of Work. The establish- 

ment of set hours of work by the person 

or persons for whom the services are per- 

formed is a factor indicating control. See 

Rev. Rul. 73 — 591, 1973 — 2 C. B. 337. 
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8. Full Time Required. If the worker 
must devote substantially full time to the 
business of the person or persons for whom 
the services are performed, such person 
or persons have control over the amount 
of time the worker spends working and 
impliedly restrict the worker from doing 
other gainful work. An independent con- 
tractor, on the other hand, is free to work 
when and for whom he or she chooses. 
See Rev. Rul. 56-694, 1956-2 C. B. 694. 

9. Doing Work on Employer's Prem- 
ises. If the work is performed on the 
premises of the person or persons for whom 
the services are performed, that factor 
suggests control over the worker, espe- 
cially if the work could be done else- 
where. Rev. Rul. 56-660, 1956-2 C. B. 
693. Work done off the premises of the 
person or persons receiving the services, 
such as at the office of the worker, indi- 
cates some freedom from control. How- 
ever, this fact by itself does not mean that 
the worker is not an employee. The im- 

portance of this factor depends on the na- 
ture of the service involved and the extent 
to which an employer generally would re- 
quire that employees perform such ser- 
vices on the employer's premises. Control 
over the place of work is indicated when 
the person or persons for whom the ser- 
vices are performed have the right to com- 
pel the worker to travel a designated route, 
to canvass a territory within a certain time, 
or to work at specific places as required. 
See Rev. Rul. 56-694. 

10. Order or Sequence Set. If a worker 
must perform services in the order or se- 
quence set by the person or persons for 
whom the services are performed, that 
factor shows that the worker is not free 
to follow the worker's own pattern of work 
but must follow the established routines 
and schedules of the person or persons 
for whom the services are performed. 
Often, because of the nature of an oc- 
cupation, the person or persons for whom 
the services are performed do not set the 
order of the services or set the order in- 

frequently. It is sufficient to show control, 
however, if such person or persons retain 
the right to do so. See Rev. Rul. 56-694. 

11. Oralor Written Reports. Arequire- 
ment that the worker submit regular or 
written reports to the person or persons 
for whom the services are performed in- 

dicates a degree of control. See Rev. Rul. 
70-309, 1970-1 C. B. 199, and Rev. Rul. 
68-248, 1968-1 C. B. 431. 

12. Payment by Hour, Week, Month. 
Payment by the hour, week, or month 

generally points to an employer-em- 
ployee relationship, provided that this 

method of payment is not just a conve- 

nient way of paying a lump sum agreed 

upon as the cost of a job. Payment made 

by the job or on a straight commission 

generally indicates that the worker is an 

independent contractor. See Rev. Rul. 74- 
389, 1974-2 C. B. 330. 

13. Payment of Business and/or Trav- 

eling Expenses. If the person or persons 
for whom the services are performed or- 

dinarily pay the worker's business and/or 

traveling expenses, the worker is ordi- 

narily an employee. An employer, to be 
able to control expenses, generally retains 
the right to regulate and direct the work- 
er's business activities. See Rev. Rul. 55— 
144, 1955-1 C. B. 483. 

14. Furnishing of Tools and Materials. 
The fact that the person or persons for 
whom the services are performed furnish 

significant tools, materials, and other 
equipment tends to show the existence of 
an employer-employee relationship. See 
Rev. Rul. 71 — 524, 1971 — 2 C. B. 346. 

15. Significant Investment. If the worker 
invests in facilities that are used by the 
worker in performing services and are not 
typically maintained by employees (such 
as the maintenance of an office rented at 
fair value from an unrelated party), that 
factor tends to indicate that the worker is 
an independent contractor. On the other 
hand, lack of investment in facilities in- 

dicates dependence on the person or per- 
sons for whom the services are performed 
for such facilities and, accordingly, the 
existence of an employer-employee rela- 
tionship. See Rev. Rul. 71 — 524. Special 
scrutiny is required with respect to certain 
types of facilities, such as home offices. 

16. Realization of Profit or Loss. A 
worker who can realize a profit or suffer 
a loss as a result of the. worker's services 
(in addition to the profit or loss ordinarily 
realized by employees) is generally an in- 

dependent contractor, but the worker who 
cannot is an employee. See Rev. Rul. 70- 
309. For example, if the worker is subject 
to a real risk of economic loss due to sig- 
nificant investments or a bona fide liability 
for expenses, such as salary payments to 
unrelated employees, that factor indicates 
that the worker is an independent con- 
tractor. The risk that a worker will not 
receive payment for his or her services, 
however, is common to both independent 
contractors and employees and thus does 
not constitute a sufficient economic risk 
to support treatment as an independent 
contractor. 

Section 3121 
17. Working for More Than One Firm 

at a Time. If a worker performs more than 
de minimis services for a multiple of un- 

related persons or firms at the same time, 
that factor generally indicates that the 
worker is an independent contractor. See 
Rev. Rul. 70 — 572, 1970 — 2 C. B. 221. How- 
ever, a worker who performs services for 
more than one person may be an em- 

ployee of each of the persons, especially 
where such persons are part of the same 
service arrangement. 

18. Making Service Available to Gen- 
eral Public. The fact that a worker makes 
his or her services available to the general 
public on a regular and consistent basis 
indicates an independent contractor re- 
lationship. See Rev. Rul. 56-660. 

19. Right to Discharge. The right to 
discharge a worker is a factor indicating 
that the worker is an employee and the 
person possessing the right is an em- 

ployer. An employer exercises control 
through the threat of dismissal, which 
causes the worker to obey the employer's 
instructions. An independent contractor, 
on the other hand, cannot be fired so long 
as the independent contractor produces a 
result that meets the contract specifica- 
tions. Rev. Rul. 7541, 1975 — 1 C. B. 323. 

20. Right to Terminate. If the worker 
has the right to end his or her relationship 
with the person for whom the services are 
performed at any time he or she wishes 
without incurring liability, that factor in- 
dicates an employer-employee relation- 
ship. See Rev. Rul. 70 — 309. 

Rev. Rul. 7541 considers the employ- 
ment tax status of individuals performing 
services for a physician's professional ser- 
vice corporation. The corporation is in the 
business of providing a variety of services 
to professional people and firms (sub- 
scribers), including the services of secre- 
taries, nurses, dental hygienists, and other 
similarly trained personnel. The individ- 
uals who are to perform the services are 
recruited by the corporation, paid by the 
corporation, assigned to jobs, and pro- 
vided with employee benefits by the cor- 
poration. Individuals who enter into 
contracts with the corporation agree they 
will not contract directly with any sub- 
scriber to which they are assigned for at 
least three months after cessation of their 
contracts with the corporation. The cor- 
poration assigns the individual to the sub-, 
scriber to work on the subscriber's premises 
with the subscriber's equipment. Subscri- 
bers have the right to require that an in- 
dividual furnished by the corporation cease 
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providing services to them, and they have 
the further right to have such individual 
replaced by the corporation within a rea- 
sonable period of time, but the subscri- 
bers have no right to affect the contract 
between the individual and the corpora- 
tion. The corporation retains the right to 
discharge the individuals at any time. Rev. 
Rul. 75 — 41 concludes that the individuals 
are employees of the corporation for fed- 
eral employment tax purposes. 

Rev. Rul. 70 — 309 considers the em- 

ployment tax status of certain individuals 
who perform services as oil well pumpers 
for a corporation under contracts that 
characterize such individuals as indepen- 
dent contractors. Even though the pum- 

pers perform their services away from the 
headquarters of the corporation and are 
not given day-to-day directions and in- 

structions, the ruling concludes that the 
pumpers are employees of the corpora- 
tion because the pumpers perform their 
services pursuant to an arrangement that 
gives the corporation the right to exercise 
whatever control is necessary to assure 

proper performance of the services; the 
pumpers' services are both necessary and 
incident to the business conducted by the 
corporation; and the pumpers are not en- 

gaged in an independent enterprise in 

which they assume the usual business risks, 
but rather work in the course of the cor- 
poration's trade or business. See also Rev. 
Rul. 70 — 630, 1970 — 2 C. B. 229, which con- 
siders the employment tax status of 
salesclerks furnished by an employee ser- 
vice company to a retail store to perform 
temporary services for the store. 

Section 530(a) of the 1978 Act, as 
amended by section 269(c) of the Tax Eq- 
uity and Fiscal Responsibility Act of 1982, 
1982 — 2 C. B. 462, 536, provides, for pur- 

poses of the employment taxes under sub- 

title C of the Code, that if a taxpayer did 

not treat an individual as an employee for 
any period, then the individual shall be 
deemed not to be an employee, unless the 
taxpayer had no reasonable basis for not 
treating the individual as an employee. 
For any period after December 31, 1978, 
this relief applies only if both of the 
following consistency rules are satisfied: 

(1) all federal tax returns (including in- 

formation returns) required to be filed by 
the taxpayer with respect to the individual 

for the period are filed on a basis con- 

sistent with the taxpayer's treatment of 
the individual as not being an employee 
("reporting consistency rule" ), and (2) the 

taxpayer (and any predecessor) has not, 

treated any individual holding a substan- 

tially similar position as an employee for 

purposes of the employment taxes for pe- 

riods beginning after December 31, 1977 
("substantive consistency rule" ). 

The determination of whether any in- 

dividual who is treated as an employee 
holds a position substantially similar to 
the position held by an individual whom 

the taxpayer would otherwise be permit- 

ted to treat as other than an employee for 
employment tax purposes under section 

530(a) of the 1978 Act requires an ex- 

amination of all the facts and circum- 

stances, including particularly the activi- 

ties and functions performed by the in- 

dividuals. Differences in the positions held 

by the respective individuals that result 
from the taxpayer's treatment of one in- 

dividual as an employee and the other 
individual as other than an employee (for 
example, that the former individual is a 
participant in the taxpayer's qualified 
pension plan or health plan and the latter 
individual is not a participant in either) 
are to be disregarded in determining 
whether the individuals hold substantially 
similar positions. 

Section 1706(a) of the 1986 Act added 
to section 530 of the 1978 Act a new sub- 

section (d), which provides an exception 
with respect to the treatment of certain 
workers. Section 530(d) provides that sec- 
tion 530 shall not apply in the case of an 

individual who, pursuant to an arrange- 
ment between the taxpayer and another 
person, provides services for such other 
person as an engineer, designer, drafter, 
computer programmer, systems analyst, 
or other similarly skilled worker engaged 
in a similar line of work. Section 530(d) 
of the 1978 Act does not affect the de- 
termination of whether such workers are 
employees under the common law rules. 
Rather, it merely eliminates the employ- 
ment tax relief under section 530(a) of the 
1978 Act that would otherwise be avail- 

able to a taxpayer with respect to those 
workers who are determined to be em- 

ployees of the taxpayer under the usual 

common law rules. Section 530(d) applies 
to remuneration paid and services ren- 

dered after December 31, 1986. 
The Conference Report on the 1986 

Act discusses the effect of section 530(d) 
as follows: 

The Senate amendment applies whether the ser- 

vices of [technical service workers] are provided by 
the lirm to only one client during the year or to more 
than one client, and whether or not such individuals 

have been designated or treated by the technical ser- 

vices firm as independent contractors, sole proprie- 

tors, partners, or employees of a personal service 
corporation controlled by such individual. The effect 
of the provision cannot be avoided by claims that such 

technical service personnel are employees of personal 
service corporations controUed by such personnel. For 
example, an engineer retained by a technical services 

firm to provide services to a manufacturer cannot avoid 

the effect of this provision by organizing a corporation 
that he or she controls and then claiming to provide 

services as an employee of that corporation. 
. . [Tlhe provision does not apply with respect to 

individuals who are classified, under the generally ap- 
plicable common law standards, as employees of a 

business that is a client of the technical services lirm. 

2 H. R. Rep. No. 99 — 841 (Conf. Rep. ), 
99th Cong. , 2d Sess. II — 834 to 835 (1986). 

Under the facts of Situation 1, the legal 
relationship is between the Firm and the 
Individual, and the Firm retains the right 
of control to insure that the services are 
performed in a satisfactory fashion. The 
fact that the Client may also exercise some 
degree of control over the Individual does 
not indicate that the individual is not an 

employee. Therefore, in Situation 1, the 
Individual is an employee of the Firm un- 

der the common law rules. The facts in 
Situation 1 involve an arrangement among 
the Individual, Firm, and Client, and the 
services provided by the Individual are 
technical services. Accordingly, the Firm 
is denied section 530 relief under section 
530(d) of the 1978 Act (as added by sec- 
tion 1706 of the 1986 Act), and no relief 
is available with respect to any employ- 
ment tax liability incurred in Situation 1. 
The analysis would not differ if the facts 
of Situation 1 were changed to state that 
the Individual provided the technical ser- 
vices through a personal service corpo- 
ration owned by the Individual. 

In Situation 2, the Firm does not retain 
any right to control the performance of 
the services by the Individual and, thus, 
no employment relationship exists be- 
tween the Individual and the Firm. 

In Situation 3, the Firm does not con- 
trol the performance of the services of the 
Individual, and the Firm has no right to 
affect the relationship between the Client 
and the Individual. Consequently, no em- 

ployment relationship exists between the 
Firm and the Individual. 

HOLDINGS 

Situation 1. The Individual is an em- 

ployee of the Firm under the common law 
rules. Relief under section 530 of the 1978 
Act is not available to the Firm because 
of the provisions of section 530(d). 

Situation 2. The Individual is not an 

employee of the Firm under the common 

law rules. 
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Situtsfion 3. The Individual is not an 
employee of the Firm under the common 
law rules. 

Because of the application of section 
530(b) of the 1978 Act, no inference should 
be drawn with respect to whether the 
Individual in Situations 2 and 3 is an em- 
ployee of the Client for federal employ- 
ment tax purposes. 

Chapter 23. ~ederal Unemployment Tax Act 

Section 3306. -Definition 

26 CFR 31. 3306(i)-1: Who are employees. 

Guidelines for determining the employment status 
of taxpayers (technical service specialists) affected by 
section 530(d) of the Revenue Act of 1978, as added 

by section 1706 of the Tax Reform Act of 1986. The 
specialist are to be classified as employees under gen- 
erally applicable common law standaids. See Rev. 
Rul. 87-41, page 296. 

Chapter 24. — Couoction of Income Tax at 
Source on Wages 
Subchapter A. — Withholding from Wages 

Section 3401. -0efinflions 

26 CFR 31. 3401(c)-1: Employee. 

Guidelines for determining the employment status 
of taxpayers (technical service specialists) affected by 
section 530(d) of the Revenue Act of 1978, as added 

by section 1706 of the Tax Reform Act of 1986. The 
specialist are to be classified as employees under gen- 
erally applicable common law standards. See Rev. 
Rul. 87-41, page 296 

Section 3402. -income Tax Collected at 
Source 

information which must be obtained by a with- 

holding agent in order to rely on a nonresident'alien 
student's claim for exemption from federal income 

tax on compensation for services under an income tax 

treaty to which the United States is a party. See Rev. 
Proc. 87-8, page 366. 

Information which must be obtained by a with- 

holding agent in order to rely on a nonresident alien's 

claim for exemption from federal income tax on in- 

come received as a teacher or researcher under an 

income tax treaty to which the United States is a 

party. See Rev. Proc. 87-9, page 368. 

26 CFR 313402(fl(1)-177 Additional withholding ex- 

emption to which an employee is entlded in respect of 
the standard deducnan. (temporary) 

T. D. 8112 

TITLE 26. — INTERNAL REVENUE. — 
CHAPTER 1, SUBCHAPTER C, PART 

31 — EMPLOYMENT TAXES AND 

COLLECTION OF INCOME TAX AT 

SOURCE 

Employment Taxes and Collection of Income 

Tax at Source; Submission of Certain 

Withholding Exemption Certificates and 

Entitlement to Additional Withholding 

Exemption 

AGENCY: Internal Revenue Service, 
Treasury. 
ACTION: Temporary regulations. 

SUMMARY: This document contains 
temporary regulations that relate to the 
submission of withholding exemption cer- 
tificates when the total number of with- 

holding exemptions claimed on the 
certificate exceeds 10, and to the require- 
ments that an employee must meet to be 
entitled to the additional withholding ex- 

emption in respect of the standard de- 

duction. The temporary rules modify the 
withholding rules as made by the Tax Re- 
form Act of 1986. In addition, the tem- 

porary regulations set forth in this 
document serve as the text of the pro- 
posed regulationsaaa[page 805, this Bul- 
letin]. 

EFFECTIVE DATE: These regulations 
are effective with respect to Forms W — 4 
received after November 30, 1986. 

FOR FURTHER INFORMATION 
CONTACT: Laura Ann M. Lauritzen of 
the Legislation and Regulations Division, 
Office of Chief Counsel, Internal Reve- 
nue Service, 1111 Constitution Avenue 
N. W. , Washington, DC 20224 (Atten- 
tion: CC:LR:T) (202 — 566-3459, not a toll- 

free call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

This document contains temporary reg- 
ulations under section 3402 of the Internal 
Revenue Code of 1986 that detail the cir- 
cumstances under which an employer must 

submit an Employee's Withholding Al- 

lowance Certificate and those under which 

an employee may claim an additional 
withholding exemption. The Tax Reform 
Act of 1986 increased the amount of each 
withholding exemption. It also modified 
or eliminated a number of deductions and 
credits which an employee previously could 
take into account in determining the num- 

ber of withholding allowances the em- 

ployee was entitled to claim on the 
withholding exemption certificate. The 
temporary regulations provided by this 
document will remain in effect until 

superseded by final regulations on this 

project. 

EXPLANATION OF PROVISIONS 

Section 3402(f)(2) of the Code provides 
that an employee must furnish his or her 
employer with a withholding exemption 
certificate claiming a number of with- 

holding exemptions, which may in no event 
exceed the number to which the employee 
is entitled. In an attempt to ensure that 
employees do not claim an excessive num- 

ber of withholding exemptions, current 

II31. 3402(f)(2)-1(g) provides that an em- 

ployer must submit to the Internal Rev- 

enue Service a copy of any withholding 

exemption certificate if the total number 

of withholding exemptions claimed on the 
certificate exceeds 14. Since the Tax Re- 
form Act of 1986 increased the amount 

of each withholding exemption and elim- 

inated or limited a number of the deduc- 

tions and credits previously used in 

determining the number of withholding 
allowances to which an employee was en- 

titled, in some cases the number of with- 

holding exemptions that an employee is 
entitled to claim has been reduced. To 
reflect these changes, these temporary 
regulations amend the regulations relat- 

ing to withholding exemption certificates 
to require employers to submit to the Ser- 
vice a copy of any Form W — 4 (Employee's 
Withholding Allowance Certificate) on 
which an employee claims more than 10 
exemptions. 

Section 31. 3402(f)(1)-1(e) provides that 
an employee may claim an additional 
withholding exemption if certain require- 
ments are met. Since the Tax Reform Act 
of 1986 replaced the zero bracket allow- 

ance with the standard deduction and to 
ensure that withholding more closely 
matches tax liabilities, these temporary 
regulations amend the regulation relating 
to this additional withholding exemption 
to reflect the new law. 

NON-APPLICABILITY OF 
EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue has determined that this temporary 
rule is not a major' rule as defined in Ex- 
ecutive Order 12291 and that a regulatory 
impact analysis therefore is not required. 

REGULATORY FLEXIBILITY 
ANALYSIS 

A general notice of proposed, rule- 
making is not required by 5 U. S. C, 553 
for temporary regulations. Accordingly, 
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the temporary regulations do not consti- 
tute regulations subject to the Regulatory 
Flexibility Act (5 U. S. C. chapter 6). 

DRAFTING INFORMATION 

The principal author of these tempo- 
rary regulations is Laura Ann M. Laur- 
itzen of the Legislation and Regulations 
Division of the Office of Chief Counsel, 
Internal Revenue Service. However, per- 
sonnel from other offices of the Internal 
Revenue Service and Treasury Depart- 
ment participated in developing the reg- 

ulations, on matters of both substance and 

style. 

Adoption of Amendments lo the 
Regulations 

PART 31-(AMENDED) 

Accordingly, 26 CFR Part 31 is amended 
as follows: 

Paragraph 1. The authority for Part 31 
is amended by adding the following ci- 
tation: 

Authority: 26 U. S. C. 7805. " * * 

Section 31. 3402(f)(1) — 1T also issued 
under 26 U. S. C. 3402(m). 

Par. 2. New II 31. 3402(f)(1)-1T is added 
immediately after ft3L3402(f)(1) — 1 to read 
as follows: 

II31. 3402(f)(1) — 1T Additional withhold- 

ing exemption to which an employee is 
entitled in respect of the standard deduc- 
tion. (temporary) 

After November 30, 1986, an employee 
is entitled to one additional withholding 
exemption unless: 

(a). The employee is married (as de- 
termined under section 143) and the em- 
ployee's spouse is an employee receiving 
wages subject to withholding, or 

(b) The employee has withholding ex- 
emption certificates in effect with respect 
to more than one employer. These re- 
strictions do not apply if the combined 
wages of the employee and the spouse (if 
any) from other than one employer is less 

than the amount specified in the instruc- 

tions to Form W-4 (Employee's With- 

holding Allowance Certificate). 
Par. 3. New 113L3402(f)(2) — 1T is added 

immediately after II31. 3402(f)(2) — 1 to read 

as follows: 

II3L3402(f)(2) — IT Submission of certain 
withholding certificates. (temporary) 

(a) General rule. With respect to with- 

holding exemption certificates received 
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after November 30, 1986, an employer 
shall submit, in accordance with para- 

graph (g)(3) of t131. 3402(f)(2) — 1, a copy 
of any withholding exemption certificate, 
together with a copy of any written state- 
ment received from the employee in sup- 

port of the claims made on the certificate, 
which is received from the employee dur- 

ing the reporting period (even if the cer- 
tificate is not in effect at the end of the 
quarter) if the employee is employed by 
that employer on the last day of the re- 

porting period and if— 
(1) The total number of withholding 

exemptions (within the meaning of sec- 
tion 3402(f)(1) and the regulations there- 
under) claimed on the certificate exceeds 
10, or 

(2) The certificate indicates that the 
employee claims a status exempting the 
employee from withholding, and the ex- 
ception provided by paragraph (g)(2) of 
f131. 3402(f)(2) — 1 does not apply. 

(b) Cross reference. For additional rules 

regarding the requirement to submit with- 

holding exemption certificates, see para- 
graph (g)(2) through (6) of $3L3402(f) 
(2)-1. 

There is a need for immediate guidance 
with respect to the provisions contained 
in this Treasury decision. For this reason, 
it is found impracticable to issue this 
Treasury decision with notice and public 
procedure under subsection (b) of section 
553 of Title 5 of the United States Code 
or subject to the effective date limitation 
of subsection (d) of that section. 
Approved December 5, 1986. 

LAWRENCE B. GIBBS, 
Commissioner of 

Internal Revenue. 

REGULATIONS UNDER THE 
INTEREST AND DIVIDEND TAX 
COMPLIANCE ACT OF 1983; PART 
602 — OMB CONTROL NUMBERS 
UNDER THE PAPERWORK 
REDUCTION ACT 

Backup Withholding Relating to Notified 

Payee Daderreporting 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Temporary regulations. 

SUMMARY: This document contains 
temporary regulations relating to notified 

payee underreporting of interest or divi- 

dend payments. Changes to the applica- 
ble tax law were made by the Interest and 
Dividend Tax Compliance Act of 1983. 
These regulations affect payors, brokers, 
and payees of reportable interest, original 
issue discount, dividend, and patronage 
dividend payments and provide them with 

guidance necessary to comply with the law. 
These regulations explain when a payor 
of these payments must begin backup 
withholding, how to inform payees that 
they are subject to backup withholding, 
how payees can prevent or stop backup 
withholding resulting from payee un- 
derreporting, and when a payor must stop 
withholding. 

EFFECTIVE DATE: April 23, 1987. 

FOR FURTHER INFORMATION 
CONTACT: Laura Ann M. Lauritzen of 
the Legislation and Regulations Division, 
Office of the Chief Counsel, Internal Rev- 
enue Service, 1111 Constitution Ave. , 
N. W. , Washington, D. C. 20224 (Atten- 
tion: CC:LR:T) (LR — 160 — 86) (202 — 566— 
3829, not a toll-free call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

J. ROGER MENTZ, 

Assistant Secretary 

of the Treasury. 

(Filed by the Office of the Federal Register on De- 
cember 12, 1986, 4:15 p. m. , and published in the 
issue of the Federal Register for December 17, 
1986, 51 F. R. 45107) 

Section 3406. — Backup Withholding 

26 CFR 55a. 5406 — 2: Imposition of backup withhold- 

ing for notified payee underreportt'ng of reportable in- 
terest or dividend payments. 

T. D. 8137 

TITLE 26 — INTERNAL REVENUE. — 
CHAPTER I, SUBCHAPTER C, 
SUBCHAPTER H, PART 35a- 
TEMPORARY EMPLOYMENT TAX 

This document contains temporary reg- 
ulations concerning the underreporting of 
interest, original issue discount, divi- 
dends, or patronage dividends by payees 
and the requirement on payors to impose 
backup withholding on these payments. 
Section 3406 was added to the Internal 
Revenue Code by section 104 of the In- 
terest and Dividend Tax Compliance Act 
of 1983 (Pub. L, 98-67, 97 Stat. 371). 1983— 
2 C. B. 352. 

On October 4, 1983, the FEDERAL 
REGISTER published Temporary Em- 

ployment Tax Regulations under the In- 

terest and Dividend Tax Compliance Act 

of 1983 (26 CFR Part 35a) under sections 

3406 and 6676 of the Internal Revenue 



Code of 1954 (26 CFR Part 35a. 9999 — 1; 
T. D. 7916, 48 FR 45362 [1983 — 2 C. B. 272], 
as amended on November 25, 1983, by 
T. D. 7922, 48 FR 53111) [1983 — 2 C. B. 
282]. Additional temporary regulations 
were published in the FEDERAL REG- 
ISTER on November 25, 1983 (26 CFR 
Part 35a. 9999 — 2; T. D. 7922, 48 FR 53106, 
as amended on December 20, 1983, by 
T. D. 7929, 48 FR 56342 [1984 — 1 C. B. 285], 
and on March 13, 1984, by T. D. 7922, 49 
FR 9417), on December 20, 1983 (26 CFR 
Part 35a. 9999 — 3; T. D. 7929, 48 FR 56332, 
as amended on January 3, 1984, by T, D, 
7933, 49 FR 63 [1984-1 C. B. 300], and on 
August 22, 1984, by T. D. 7966, 49 FR 
33236) [1984-2 C. B. 324] on February 28, 
1984 (26 CFR Part 35a. 9999 — 3A; T. D. 
7946, 49 FR 7227) [1984 — 1 C. B. 302] and 
on August 22, 1984 (26 CFR Part 35a. 9999— 
4T, T. D. 7966, 49 FR 33237, as amended 
on August 29, 1984, by T. D. 7972, 49 FR 
34340 [1984 — 2 C. B. 327] and 26 CFR Part 
35a. 9999 — 5, T. D. 7967, 49 FR 33240 [1984- 
2 C. B. 329], as amended on September 
19, 1984, by T. D. 7973, 49 FR 36645 [1984- 
2 C. B. 170], on August 20, 1985, by T. D. 
8046, 50 FR 33526 [1985 — 2 C. B. 61] on 
April 3, 1986, by T. D. 8046, 51 FR 11447, 
and on December 19, 1986, by T. D. 8110, 
51 FR 45453) [1987 — 1 C. B. ]. Those reg- 
ulations were published primarily to pro- 
vide guidance under the Interest and 
Dividend Tax Compliance Act of 1983. 

This document adds new (lt)35a. 3406— 
1 and 35a. 3406 — 2 to 26 CFR Part 35a, 
Temporary Employment Tax Regulations 
under the Interest and Dividend Tax 
Compliance Act of 1983. Section 35a. 3406- 
1 is being reserved for regulations that will 

be published in the near future under sec- 
tion 3406(a)(1)(B), concerning backup 
withholding due to an incorrect taxpayer 
identification number. Section 35a. 3406- 
2 will contain the temporary regulations 
in this document, issued under section 
3406(a)(1)(C), and will remain in effect 
until superseded by final regulations on 
this subject. 

Those payors who received notice to 
begin backup withholding due to a noti- 
fied payee underreporting prior to the ef- 
fective date of these regulations and began 
withholding pursuant to those notices 
should continue withholding. Those pay- 
ors, however, who received or should have 
received a notice to begin backup with- 

holding prior to the effective date and 
either did not begin backup withholding 
or did not receive that notice, must begin 
backup withholding by the close of the 
30th day after the day of receipt of a sub- 

sequent notice, titled "Special Backup 
Withholding Notice Under Section 
35a. 3406 — 2(e)(1) of the Code of Federal 
Regulations. 

" 
The special backup withholding notice 

consists of a letter (numbered 2254) that 

incorporates the first notice which has been 

updated by deleting those payees listed in 

the first notice who have obtained a de- 

termination from the Service that backup 
withholding should stop. The Service will 

mail the special notice to payors shortly 

after publication of these regulations. No 

penalties will be assessed against payors 
for the failure to withhold on or before 
30 days after the effective date of these 
regulations. 

The Service plans to send its regular 
notices to begin backup withholding due 
to notified payee underreporting (CP 543) 
to payors around the end of May, 1987. 
Thus, although these regulations are ef- 
fective upon publication, most payors will 

not have to begin withholding under sec- 
tion 3406(a)(1)(C) until around the end 
of June, 1987. 

These temporary regulations are nec- 
essary to provide immediate guidance to 
payors, brokers, and payees when there 
is a notified payee underreporting. The 
Internal Revenue Service intends to pub- 
lish a notice of proposed rulemaking in 

the FEDERAL REGISTER in the near 
future that will provide comprehensive 
rules regarding backup withholding. Gen- 
erally, the pertinent provisions of all the 
temporary regulations with respect to 
backup withholding will be incorporated 
in the notice of proposed rulemaking. The 
notice of proposed rulemaking will pro- 
vide the public an opportunity to com- 
ment on the regulations. 

EXPLANATION OF PROVISIONS 

These temporary regulations provide 
guidance concerning the backup with- 

holding process resulting from a notified 

payee underreporting of reportable inter- 
est; original issue discount, dividend, or 
patronage dividend payments (hereafter, 
"reportable interest or dividend pay- 
ments"). 

Definition of a notified payee 
underreporting 

A payee will be subject to backup with- 

holding if a notified payee underreporting 
has occurred. A notified payee underre- 
porting occurs when the Internal Revenue 
Service (1) determines that a payee has 
underreported interest or dividend pay- 
ments, (2) mails at least 4 notices to the 
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payee over a period of at least 120 days 
(hereafter, "the notice period") with re- 

spect to the underreporting of interest or 
dividend payments, and (3) in the case of 
any payee who has filed a return for the 
taxable year, assesses any deficiency of 
tax attributable to that underreporting. 

The Service will determine that there 
is a payee underreporting if for a taxable 
year a payee failed to include in his tax 
return for that year any portion of a re- 

portable interest or dividend payment re- 

quired to be shown on that tax return, or 
if a payee may have been required to file 

a return for that year and to include a 
reportable interest or dividend payment 
in the return but failed to file a return. 

Once the Service determines that a 
payee has underreported interest or div- 

idend payments, the Service will send at 
least 4 notices to the payee during the 
notice period advising the payee that he 
may become subject to backup withhold- 

ing as a result of payee underreporting. 
In some cases, the notice to the payee will 

be incorporated with other notices that 
the Service provides to the payee. 

If a payee has filed a return for the 
taxable year, any deficiency of tax attrib- 
utable to the payee's failure to report in- 

terest or dividend payments must be 
assessed (pursuant to section 6213) before 
the Service will notify payors and brokers 
that the payee is subject to backup with- 

holding due to notified payee underre- 
porting. However, if a payee files a Tax 
Court petition primarily to delay an as- 
sessment and backup withholding, then, 
upon a finding of the Tax Court to that 
effect, the payee may be assessed $5, 000 
in damages under section 6673. 

After a notified payee underreporting 
has occurred, the Service may require the 
payee to provide the names of all of his 
payors and brokers to the Service. In ad- 
dition, these regulations provide that the 
payee may be required to inform the Ser- 
vice of the numbers of all his accounts 
with respect to which reportable interest 
or dividend payments are being made. 

hfotice 'o payors and brokers regarding 
backup withholding 

The Service will notify payors and bro- 
kers that the payee is subject to backup 
withholding due to a notified payee un- 

derreporting. The notice to payors and 
brokers will generally include: the payee's 
name, taxpayer identification number, 
address, the statement that the payee is 
subject to backup withholding under sec- 
tion 3406(a)(1)(C), and at least one ac- 
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count number (if the payor provided an 

account number on a Form 1099 filed with 

the Internal Revenue Service for the payee) 
go assist the payors in locating all pay- 
ments of the payee subject to backup 
withholding. In addition, the notice will 

instruct payors and those brokers holding 
an instrument in street name (hereafter 
referred to collectively as "payors") to 
begin backup withholding on those pay- 

ments pursuant to section 3406(a)(1)(C) 
and to notify the payee that backup with- 

holding has begun. 
A broker who receives notice that a 

payee is subject to backup withholding 
due to a notified payee underreporting 
and through whom the payee subse- 
quently acquires a readily tradable instru- 

ment as defined in section 3406(h)(6) with 

respect to which the broker is not the payor 
is required to notify the payor of that in- 

strument that the payee is subject to backup 
withholding due to a notified payee un- 

derreporting. The broker is required to 
give this information to the payor in con- 
nection with the transfer instructions for 
the acquisition. See A — 41 of 535a. 9999 — 1 

for the time and manner in which the bro- 
ker is required to provide this informa- 
tion. Upon receiving the notice from a 
broker a payor is required to begin backup 
withholding under the same rules that ap- 

ply to payors who receive a notice from 
the Service to begin backup withholding. 

In this connection, payors must begin 
backup withholding on all reportable in- 

terest and dividend payments by the close 
of the day 30 days after the date the payor 
receives the notice. Backup withholding 

applies to all existing accounts paying re- 
portable interest or dividend payments that 
a payor can locate using reasonable care. 

Reportable interest and dividend pay- 
ments subject to backup withholding due 
to notified payee underreporting are de- 
fined in section 3406(b)(2) and tJ35a. 3406— 

2(a)(4). Distributions from individual re- 
tirement accounts and other designated 
distributions specified in A — 18 of 
ii35a. 9999 — 3 are not reportable interest or 
dividend payments subject to backup 
withholding under section 3406(a)(1)(C). 

Once backup withholding due to a no- 

tified payee underreporting begins, the 
Internal Revenue Service will not notify 

payors to stop backup withholding nor 
brokers that the payee is no longer subject 
to backup withholding until the payee ob- 
tains a determination from the Service with 

respect to the notified payee underre- 

porting and resolves any payee underre- 

porting in the manner prescribed in 
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be subject to backup withholding if pro- 
visions of section 3406(a)(l), other than 

notified payee underreporting, require 
backup withholding. 

$35 a. 3406-2(g). 

Request for a deternrination by a payee 

A payee may request a determination 

from the Service to prevent backup with- 

holding from starting or to stop backup 

withholding once it has begun. To obtain 

a determination, a payee must show that 

(1) no payee underreporting occurred, (2) 
any payee underreporting has been cor- 

rected, (3) withholding under section 

3406(a)(1)(C) has caused (or would cause) 

undue hardship and it is unlikely that any 

payee underreporting by the payee will 

occur again, or (4) a bona fide dispute 
exists with the Service as to whether there 
has been any payee underreporting. 

In general, if the Service makes a de- 
termination during the notice period, the 
payee will not be subject to backup with- 

holding due to a notified payee underre- 

porting with respect to the taxable year 
in question. If the Service makes a de- 
termination after backup withholding has 
begun, the. Service will provide the payee 
with a certification and will provide his 

payors and brokers (who were previously 
notified by the Service regarding backup 
withholding under section 3406(a)(1)(C)) 
with a notice. The notice and certification 
will state that the payee is no longer sub- 

ject to backup withholding under section 
3406(a)(1)(C) and will advise payors that 
backup w'thholding is to stop. 

Miscellaneous 

Once a notified payee underreporting 

occurs, the payee may not certify to 

any payor or broker under section 
3406(a)(1)(D) that he is not subject to 

backup withholding due to a notified payee 

underreporting. 
Payors are required to remit to the Ser- 

vice amounts withheld due to a notified 

payee underreporting in the same manner 
as other backup withholding under sec- 
tion 3406(a)(1). See A — 47 of 535a. 9999— 
1 for requirements relating to remitting 
to the Service amounts withheld under 
section 3406. 

These regulations also explain how 

backup withholding applies, describe the 
requirements for a payee to obtain a de- 
termination from the Internal Revenue 
Service, and provide guidance on proce- 
dural and miscellaneous issues including 
treatment of joint accounts and joint re- 
turns. 

REGULATORY FLEXIBILITY ACT 

A general notice of proposed rule- 

making is not required by 5 U. S. C. 553 
for temporary regulations. Accordingly, 
the temporary regulations do not consti- 
tute regulations subject to the Regulatory 
Flexibility Act (5 U. S. C. Chapter 6). 

NON-APPLICABILITY OF 
EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue has determined that this temporary 
rule is not a major rule as defined in Ex- 
ecutive Order 12291 and that a regulatory 
impact analysis therefore is not required. 

PAPERWORK REDUCTION ACT 

The collection-of-information require- 
ments contained in these regulations have 

been submitted to the Oflice of Manage- 
ment and Budget in accordance with the 
requirements of the Paperwork Reduc- 
tion Act of 1980. These requirements have 

been approved by OMB under control 
number 1545 — 0112. 

DRAFTING INFORMATION 

The principal author of these tempo- 

rary regulations is Laura Ann M. Laur- 

itzen of the Legislation and Regulations 

Division of the Office of Chief Counsel, 

Definition of stop date 

The payor must stop backup withhold- 

ing as of the close of the day immediately 
before the stop date. If the Service makes 
a determination by October 15 that any 
underreporting has been corrected or that 
a bona fide dispute exists, the stop date 
is January 1 of the following year. How- 

ever, if the payor receives the notice from 
the Service or the certification from the 
payee after December 1, or if a deter- 
mination is made that no underreporting 
occurred or that an undue hardship exists 
(or would exist), the stop date is the day 
that is 30 days after the earlier of the date 
the payor receives the notice from the 
Service to stop backup withholding or the 
date the payor receives a copy of the cer- 
tification provided to the payee by the 
Service. In cases where the stop date is 
determined by reference to the date a no- 
tice is received or a certification is pro- 
vided, a payor may elect to determine the 
stop date on any day during that 30-day 
period. 

The payee, however, will continue to 



Internal Revenue Service. However, per- 
sonnel from other offices of the Internal 
Revenue Service and Treasury Depart- 
ment participated in developing the reg- 
ulations, on matters of both substance and 
style. 

Proposed' amendments to the regulations. 

Accordingly, 26 CFR Parts 35a and 602 
are amended as follows: 

PART 35a — TEMPORARY 
EMPLOYMENT TAX 

REGULATIONS UNDER THE 
INTEREST AND DIVIDEND TAX 

COMPLIANCE ACT OF 1983 

Paragraph 1. The authority citation for 
Part 35a is amended by adding the fol- 

lowing citation: 

Authority: 26 U. S. C. 7805. ' " * Sec- 
tion 35a. 3406 — 2 also issued under 26 
U. S. C. 3406(c)(3)(D) and 3406(i). 

Par. 2. New 5t135a. 3406 — 1 and 35a. 3406- 
2 are added immediately before 535a. 9999— 
1 to read as follows: 

ll35a. 3406 — 1 Imposition of backup with- 

holding due to notification of an incorrect 
taxpayer identification number. [Re- 
served]. 

ll35a. 3406 — 2 Imposition of backup with- 

holding for notified payee underreporting 
of reportable interest or dividend pay- 
ments. 

(a) Requirement that a payor backup 
withhold due to a notifie payee underre- 

porting — (1) In general. Except as oth- 

erwise provided in paragraph (a)(5) of this 

section, backup withholding under sec- 

tion 3406(a)(1)(C) applies to any report- 
able interest or dividend payment (as 
defined in section 3406(b)(2) and para- 

graph (a)(4) of this section) made to a 

payee, if the Internal Revenue Service or 
a broker (as defined in section 3406(h)(5) 
and paragraph (a)(7) of this section and 

pursuant to section 3406(d)(2)(B)(ii)(III)) 
notifies a payor (as defined in section 

3406(h)(4) and in paragraph (a)(6) of this 

section) that the payee is subject to backup 

withholding due to a notified payee un- 

derreporting (as defined in paragraph 

(a)(2) of this section). The payor is re- 

quired under section 3406(c)(4) and par- 

agraph (c)(1) of this section to inform the 

payee that backup withholding under sec- 

tion 3406(a)(l)(C) has begun. The re- 

quirements for the notice that a payor must 

send to a payee are set forth in paragraph 

(c)(2) and (3) of this section. The period 

for which backup withholding is required 

due to a notified payee underreporting is 

described in section 3406(e)(3)(A) and in 

paragraph (e) of this section. See section 

3406(c)(3) and paragraph (g) of this sec- 

tion for the rules regarding how a payee 

may obtain a determination from the In- 

ternal Revenue Service that withholding 

under section 3406(a)(1)(C) be stopped 

or not started. 

(2) Definition of notijied payee un- 

derreporting. The term "notified payee 
underreporting" means that the Internal 

Revenue Service has- 
(i) Determined that there was a payee 

underreporting as defined in paragraph 

(a)(3) of this section, 
(ii) Mailed at least four notices to the 

payee (over a period of at least 120 days) 
with respect to the underreporting as pre- 
scribed in paragraph (f)(1) of this section, 
and 

(iii) Assessed any deficiency attribut- 

able to the underreporting in the case of 
any payee who has filed a return. 

(3) Definition of a payee underreport- 

ing. The term "payee underreporting" 
means that the Internal Revenue Service 
has determined, for a taxable year, that- 

(i) A payee failed to include in his 

return of tax under chapter 1 of the 
Internal Revenue Code for such year 
any portion of a reportable interest or 
dividend payment required to be shown 

on such tax return, or 
(ii) A payee may be required to file 

a return for such year and to include a 
reportable interest or dividend pay- 
ment in such return, but failed to file 

such return. 

See paragraph (a)(5) of this section for 
certain payments to be taken into account 
in determining whether there is payee un- 

derreporting even though those payments 

may not be defined as reportable interest 
or dividend payments in paragraph (a)(4) 
of this section or even though backup 
withholding under section 3406(a)(1)(C) 
may not apply to such payments. 

(4) Definition of a reportableinterest or 
dividend payment — (i) In general. See sec- 
tion 3406(b)(2), A — 2 of ll35a. 9999 — 1, A— 

5 of ti35a. 9999 — 3, and A — 15 of 535a. 9999— 
2 for the definition of reportable interest 
or dividend payment. 

(ii) Exceptions — (A) Patronage divi- 

dends. Patronage dividends are treated as 

reportable interest or dividend payments 
for purposes of backup withholding under 

section 3406(a)(1)(C) only if 50 percent 
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or more of the reportable amount is paid 
in money or by qualified check (as defined 

in section 1388(c)(4)), and then only to 
the extent that the payment is in money 
or qualified check. See the second para- 

graph in A — 10 of li35a. 9999 — 3 for an ex- 

ample of how this rule applies. 
(B) Window payments. Pursuant to 

section 3406(b)(7), window payments as 
defined in A&2 of si35a. 9999-1 and A-9 
of 535a. 9999 — 2 are not treated as report- 
able interest or dividend payments for 
purposes of backup withholding under 
section 3406(a)(1)(C). 

(5) Reportable interest or dividend pay- 
ments excluded from backup withholding. 
The following reportable interest or div- 

idend payments are not subject to backup 
withholding: 

(i) Certain dividends. Certain divi- 

dend payments as defined in A — 9 of 
535a. 9999-3. 

(ii) Minimal payments. Minimal 
payments as defined in A — 19 of 
li35a. 9999 — 2 if the payor elects not to 
impose backup withholding on such 
amounts. 

(iii) Original issue discount. Origi- 
nal issue discount as defined in section 
1273, unless there is a payment in cash. 
See A-15 of )35a. 9999-2. 

(iv) Payments subject to other with- 

holding. Payments already subject to 
withholding under another provision of 
the Internal Revenue Code. Reporta- 
ble minimal payments (to the extent 
reported on an information return), pa- 
tronage dividends, original issue dis- 

count, and window payments shall be 
taken into account in determining 
whether underreporting (as defined in 

paragraph (a)(3) of this section) has oc- 
curred, even though those payments 
may not be defined as reportable in- 

terest or dividend payments under par- 
agraph (a)(4) of this section or even 
though backup withholding under sec- 
tion 3406(a)(1)(C) may not apply to such 

payments. 

(6) Definition of payor. See section 
3406(h)(4), A — 41 of 535a. 9999 — 1, and A— 
1 of &35a. 9999 — 3 for the definition of payor. 
The term payor includes a broker who 
holds an instrument in street name. 

(7) Definition of broker. See section 
3406(h)(5) for the definition of broker. 

(b) Notice to payors and brokers re- 

garding backup withholding — (1) Notice 
from the Internal Revenue Service. The 
Internal Revenue Service will notify- 

(i) Payors to begin backup withholding 
on reportable interest or dividend pay- 
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ments due to a notified payee underre- 
porting pursuant to section 3406(a)(1)(C); 
and 

(ii) Brokers pursuant to section 
3406(c)(5) that a payee is subject to backup 
withholding under section 3406(a)(1)(C). 

(2) Notice from a broker. A broker who 
receives a notice from the Internal Rev- 
enue Service that a payee is subject to 
backup withholding due to a notified payee 
underreporting and through whom the 
payee subsequently acquires a readily 
tradable instrument (as defined in section 
3406(h)(6)) with respect to which the bro- 
ker is not the payor is required to notify 
the payor of that instrument that the payee 
is subject to backup withholding under 
section 3406(a)(l)(C) in the time and 
manner provided in A — 41 of $35a. 9999— 
1. 

(3) Accounts subject to backup wiih- 

holding. (i) In general. After receiving no- 
tice from the Internal Revenue Service or 
from a broker, as provided in section 
3406(d)(2)(B) and paragraphs (b)(1)(i) and 

(2) of this section, that a payee is subject 
to backup withholding under section 
3406(a)(1)(C), payors are required to 
withhold 20 percent of all reportable in- 

terest or dividend payments subject to 
backup withholding made with respect to 
all accounts of the payee. 

(ii) Joint accounts. Payors are required 
to withhold on joint accounts if the payee 
subject to backup withholding under sec- 
tion 3406(a)(1)(C) is the first person listed 
nn the account at the time the payor re- 
ceives the notice to begin backup with- 

holding. Backup withholding shall continue 
to apply to reportable interest and divi- 

dend payments made to that account even 
if the order of the names on the account 
is subsequently changed, provided that the 
name of the payee subject to backup with- 

holding remains on the account. 
(iii) Exception. Payors are not re- 

quired to withhold on reportable interest 
or dividend payments made with respect 
to an account of the payee that could not 
be located with reasonable care. The payor 
will be considered to have exercised rea- 
sonable care if the payor uses the name 
and taxpayer identification number (or 
names and taxpayer identification num- 

bers if a joint return was filed by the pay- 

ees) provided on the notice from the 
Internal Revenue Service or from a bro- 

ker as prescribed in paragraphs (b)(1)(i) 
and (2) of this section and in certain cir- 

cumstances identified in this paragraph 

(b)(3)(iii) any account numbers provided 

by the Internal Revenue Service in locat- 
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ing all accounts ot a payee or payees. If 
a payee uses a different name on an ac- 

count than the name stated on the notice 
from the Internal Revenue Service or from 

a broker (for instance, due to marriage or 
adoption) and the payor can associate both 

names with the payee using records kept 
in the ordinary course of business, the 

payor will be treated as exercising rea- 
sonable care if the payor uses both names 
to locate accounts of the payee. If the 

taxpayer identification number is not pro- 
vided to the payor or broker by the In- 
ternal Revenue Service, or if the taxpayer 
identification number provided by the In- 

ternal Revenue Service does not match 
the taxpayer identification number of the 

payee on the records that the payor or 
broker maintains in the ordinary course 
of business, the payor or broker is re- 

quired to use any account numbers pro- 
vided by the Internal Revenue Service to 
identify the payee and that payee's tax- 

payer identification number. This infor- 

mation must be used by the payor to locate 
other accounts of the payee and by the 
broker to locate the payors with respect 
to whom the payee subsequently acquires 
a readily tradable instrument through that 
broker. 

(c) Notice from payors of backup with- 

holding due ro a payee underreporting— 
(1) In general. A payor is required under 
section 3406(c)(4) to notify the payee in 
accordance with paragraph (c)(2) of this 
section that backup withholding has 
begun because of a notified payee under- 

reporting. Payors who are notified by a 
broker that a payee is subject to backup 
withholding under section 3406(a)(1)(C) 
are also required to send the notice in 
accordance with paragraph (c)(2) of this 
section. As a result, the notice require- 
ments provided in A — 39 of $35a. 9999 — 1 

and in the appendix to tj35a. 9999 — 2 shall 
not apply to those payors notified by a 
broker that a payee is subject to backup 
withholding under section 3406(a)(1)(C). 
The payor must send the notice required 
by paragraph (c)(2) of this section to the 
payee no later than 15 days after the date 
that the payor makes the first payment 
subject to backup withholding under sec- 
tion 3406(a)(1)(C). The payor must send 
the notice of backup withholding by first- 

class mail to the payee at his last known 
address. Rules similar to the rules in A— 

17, A — 18, A — 19, and A — 20 of 535a. 9999- 
1 shall apply to the requirement to pro- 
vide notice by first-class mail. 

(2) Form of the notice to the payee with 

respect to notified payee underreporting. 

The notice to the payee required by par- 

agraph (c)(1) of this section must state- 
(i) That the Internal Revenue Service 

has given notice that the payee has un- 

derreported reportable interest or divi- 

dends; 

(ii) That, as a result of such underre- 

porting, the payor is required under sec- 
tion 3406(a)(1)(C) of the Internal Revenue 
Code to withhold 20 percent of reportable 
interest and dividend payments made to 
the payee no later than the close of the 

day 30 days after the date that the payor 
received the notice; 

(iii) The date that the payor received 
the notice to begin backup withholding 
under 3406(a)(1)(C); 

(iv) That the payee must obtain a de- 
termination from the Internal Revenue 
Service in order to stop the backup with- 

holding under section 3406(a)(1)(C); and 

(v) That while he is subject to backup 
withholding due to payee underreporting, 
the payee may not certify to a payor mak- 

ing reportable interest or dividend pay- 
ments (or to a broker acquiring a readily 
tradable instrument for the payee) that 
he is not subject to backup withholding 
under section 3406(a)(1)(C). See section 
3406(a)(1)(D) for the backup withholding 

rules with respect to a payee's failure to 
make the certification under section 
3406(a)(1)(D). 

(3) Exceptions. A notice provided to a 

payee on or before April 23, 1987, will 

be deemed to satisfy the provisions of par- 

agraph (c)(2) of this section if it informs 
the payee that the payor has been in- 

structed by the Internal Revenue Service 
to start backup withholding on reportable 
interest or dividend payments to the payee. 
If a payor who has started backup with- 

holding due to notified payee underre- 

porting on or before April 23, 1987, has 
not provided adequate notice to the payee 
on or before April 23, 1987, then the payor 
must provide notice to the payee in the 
manner prescribed in paragraph (c)(2) of 
this section by the date that is 45 days 
after April 23, 1987. 

(d) Notice ro stop backup withhold- 

ing — (1) In general. The Internal Reve- 
nue Service will provide written 
certification to the payee that backup 
withholding is to stop and will notify the 

payors who were contacted pursuant to 

paragraph (b) of this section to stop with- 

holding after the Internal Revenue Ser- 
vice makes a determination under 
paragraph (g) of this section that backup 
withholding with respect to a payee should 



stop. The Internal Revenue Service will 
also notify the brokers who were con- 
tacted pursuant to paragraph (b) of this 
section that the payee is no longer subject 
to backup withholding under section 
3406(a)(1)(C) and that the brokers are no 
longer obligated to provide notices to 
payors under paragraph (b)(2) of this sec- 
tion. A broker who receives a certification 
under this section from the Internal Rev- 
enue Service is not required to provide 
the certification to any payors to which 
the broker has previously provided the 
notice required under paragraph (b)(2). 

(2) Date notice to stop withholding will 

be provided — (i) Underreporting cor- 
rected or bona fide dispute. If the Internal 
Revenue Service makes a determination 
as set forth in paragraph (g)(1)(ii) or (iv) 
of this section during the 12-month period 
ending on October 15 of any calendar year, 
the Internal Revenue Service will provide 
the certification or notice required by par- 
agraph (d)(1) of this section no later than 
December 1 of such calendar year. 

(ii) No underreporting or undue hard- 

ship. If the Internal Revenue Service makes 
a determination as set forth in paragraph 

(g)(1)(i) or (iii), the Internal Revenue 
Service will provide the notices required 
by paragraph (d)(1) of this paragraph no 
later than the 45th day after the day on 
which the Internal Revenue Service makes 
its determination. 

(e) Period during which withholding is 
required — (1) In general. Upon receiving 
notice from the Internal Revenue Service 
after April 23, 1987, to begin backup 
withholding under section 3406(a)(1)(C) 
or notification from a broker stating that 
the payee is subject to backup withhold- 

ing under section 3406(a)(1)(C), the payor 
must impose backup withholding on all 

reportable interest and dividend pay- 
ments made to the payee during the pe- 
riod beginning after the close of the 30th 
day after the day on which the payor re- 
ceives the notice provided in paragraph 
(b)(1)(i) or (2) of this section and ending 

as of the close of the day before the stop 
date (as described in paragraph (e)(2) nf 
this section). Pursuant to section 
3406(e)(5)(C), the payor may elect to be- 

gin backup withholding at any time during 
the 30-day period described in this para- 
graph. 

(2) Slop date — (i) Underreporling cor- 
rected or bona fide dispute. In the case of 
a determination that the underreporting 
has been corrected or that a bona fide 

dispute exists (as defined in paragraphs 

(g)(1)(ii) or (iv) of this section), the stop 
date is— 

(A) January 1 following the 12-month 

period ending on October 15th of any cal- 
endar year in which the determination has 
been made or, if later, 

(B) The day that is 30 days after the 
earlier of— 

(I) The date on which the payor re- 

ceives written notification from the Inter- 
nal Revenue Service (under paragraph 

(d)(2) of this section) that withholding is 

to stop, or 

(2) The date on which the payor re- 
ceives a copy of the written certification 
provided to the payee by the Internal 
Revenue Service that withholding is to 
stop. 

(ii) No underreporting or undue hard- 

ship. In the case of a determination that 
no payee underreporting occurred or that 
an undue hardship exists or could exist 
(as defined in paragraph (g)(1)(i) or (iii) 
of this section), the stop date is the date 
specified in paragraph (e)(2)(i)(B) of this 
section. 

(iii) Payor election lo shorten or elim- 

inate grace period. The payor with respect 
to any payee may elect to determine the 
stop date without regard to the grace pe- 
riod provided in section 3406(e)(5)(B) (i. e. , 
without regard to the words "the day that 
is 30 days after" in paragraph (e)(2)(i)(B) 
of this section) or by substituting a shorter 
grace period. 

(iv) Examples. The provisions of par- 
agraph (e)(2)(i) may be illustrated by the 
following examples: 

Example (I). The Internal Revcnuc Service makes 
a determination by October 15, 1987, that any un- 

derreporting with respect to A has been corrected. 
X, a payor who has been notified to backup withhold 
on payments of interest to A due to notified payee 
underreporting, receives written notice from the In- 
ternal Revenue Service on December I, 1987, in- 

forming X that A is no longer subject to backup 
withholding under section 3406(a)(1)(C) and that X 
must stop backup withholding as of the close of De- 
cember 31, 1987, or if later, the earlier of the close 
of the day 30 days after receipt of the notice from the 
Internal Revenue Service or receipt of the copy of 
the written certification provided to the payee by the 
Internal Revenue Service. The stop date, as provided 
in paragraph (e)(2)(i)(A) of this section, is January 
1, 1988, and the payor must stop backup vnthholding 
as of the close of December 31, 1987. 

Example (2). Assume the same facts as in Eiample 
ll) except that X, due to a change of address or for 
other reasons, does not receive the notice from the 
Internal Revenue Service to stop backup withholding 

until December 15, 1987. In addition, A does not 
provide X with a copy of the certification that was 

provided to A by the Internal Revenue Service until 

December 15, 1987. The stop date, as provided in 

paragraph (e)(2)(i)(B) of this section, is January 14, 
1988 (30 days after December 15, 1987), because that 
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date is later than January I, 1988. However, if a payor 
elects pursuant to section 3406(e)(5)(C) and para- 

graph (e)(2)(iii) of this section to determine the stop 
date without regard to that 30-day grace period, the 

stop date is January 1, 1987. 

Example (3). Assume the same facts as in Exontpte 

(2) except that on December 10, 1987 (rather than 

on December 15, 1987), A provides X with a copy of 
the certification from the Internal Revenue Service. 
The stop date, as provided m paragraph (e)(2)(t)(B) 
of this section, is January 9, 1988 (30 days after De- 
cember 10, 1987), because that date is earlier than 

January 14, 1988 (30 days after the day X received 
notice from the Internal Revenue Service), but later 
than January I, 1988. 

(f) Notice to payees from the Internal 
Revenue Service — (1) Notice period. After 
the Internal Revenue Service determines 
that a payee underreporting exists as de- 
fined in paragraph (a)(3) of this section, 
the Internal Revenue Service, pursuant to 
section 3406(c)(1)(B), will mail 'to the 
payee at least four notices over a period 
of at least 120 days (hereafter referred to 
as the "notice period" ) before payors and 
brokers will be notified that the payee is 
subject to backup withholding due to a 
notified payee underreporting as pro- 
vided in paragraph (b)(1) of this section. 
The notices may be incorporated with other 
notices provided to the payee by the In- 
ternal Revenue Service. 

(2) Payee subject to withholding. After 
the Internal Revenue Service provides the 
notices described in paragraph (f)(1) of 
this section, the Internal Revenue Service 
will send the notices required by para- 
graph (b) of this section unless- 

(i) A payee obtains a determination 
under paragraph (g) of this section, or 

(ii) In the case of a payee who has 
filed a tax return, the Internal Revenue 
Service has not assessed the deficiency 
attributable to the underreporting. 
(3) Disclosure of names of payors and 

brokers. The Internal Revenue Service 
pursuant to section 3406(c)(5) may re- 
quire a payee subject to backup with- 
holding due to a notified payee 
underreporting to disclose the names of 
all of his payors of reportable interest or 
dividend payments and the names of all 
of the brokers with whom the payee has 
accounts which may involve reportable in- 
terest or dividend payments. To the ex- 
tent required in the request from the 
Internal Revenue Service, the payee shall 
also provide his account numbers and other 
information necessary to identify the pay- 
ee's accounts. 

(4) Backup withholding certification. 
Once a payee receives a final notice from 
the Internal Revenue Service notifying him 
that his reportable interest tyr dividend 
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payments are subject to backup with- 
holding due to notified payee underre- 
porting under section 3406(a)(1)(C), the 
payee shall not certify to any payor or 
broker, under penalties of perjury, that 
he is not subject to backup withholding 
under section 3406(a)(1)(C). See para- 
graph (k)(2) of this section for the pen- 
alties that will apply ton payee who makes 
a false certification. The payee may not 
make the certification until the payee re- 
ceives the certification provided in para- 
graph (d)(1) of this section from the 
Internal Revenue Service advising the 
payee that he is no longer subject to backup 
withholding under section 3406(a)(1)(C) 
(as provided in A — 33 of li35a. 9999 — 1). See 
A-37 of t135a. 9999 — 1 for the rule appli- 
cable to a payor who makes reportable 
interest or dividend payments to a payee 
who fails to certify that he is not subject 
to backup withholding due to notified 
payee underreporting. 

(g) Determination by the Internal Rev- 
enue Service that backup withholding 
should not start or should be stopped— 
(1) In general. A payee may prevent 
backup withholding from starting or stop 
it once it has started if, for the taxable 
year with respect to which there is a no- 
tified payee underreporting and any other 
taxable years for which there is any payee 
underreporting, the payee- 

(i) Shows that there was no payee un- 

derreporting (as provided in paragraph 

(g)(2) of this section); 
(ii) Corrects any payee underreporting 

(as provided in paragraph (g)(3) of this 
section); 

(iii) Shows that backup withholding will 

cause or is causing an undue hardship (as 
defined in paragraph (g)(4) of this sec- 
tion) and that it is unlikely that the payee 
will underreport interest or dividend pay- 
ments again; or 

(iv) Shows that a bona fide dispute ex- 
ists as to whether any underreporting has 
occurred (as provided in paragraph (g)(5) 
of this section). 

(2) No underreporting. A payee may 
show that no underreporting of interest 

or dividends exists by presenting receipts 
or other satisfactory documentation to the 
Internal Revenue Service showing that all 

taxes relating to such payments were re- 

ported and paid timely or evidence show- 

ing that the payee did not have to file a 
return for the taxable year in question or 
that the underreporting determination is 

based upon a factual, clerical, or other 
mistake. 

(3) Correcting any payee underreport- 

ing — (i) Beforeissuance of a statutory no- 
tice of deficiency. Before a statutory notice 
of deficiency is issued to a payee pursuant 
to section 6212, the payee may correct 
underreporting by filing a return if one 
was not previously filed and paying taxes, 
penalties, and interest due with respect to 
any underreported interest or dividend 
payments. 

(ii) After issuance of a statutory notice 
of deficiency. After a statutory notice of 
deficiency is issued to a payee, the payee 
may correct underreporting at any time 

by filing a return if one was not previously 
filed and paying the entire deficiency and 
any other taxes including penalties and 
interest attributable to any payee un- 

derreporting of interest or dividend pay- 
ments. Thus, for example, a payee may 
correct underreporting after assessment 
of a deficiency by paying the entire as- 
sessment with respect to that deficiency 
and any other taxes including penalties 
and interest attributable to any payee un- 

derreporting of interest or dividend pay- 
ments for other taxable years. 

(4) Undue hardship. A determination 
of undue hardship will be based on the 
overall impact to the payee of having 20 
percent of reportable interest and divi- 

dend payments withheld. Factors that will 
be considered in determining whether 
backup withholding causes undue hard- 
ship include, but are not limited to, the 
following: 

(i) Whether estimated tax pay- 
ments, and other credits for current tax 
liabilities, or amounts withheld on em- 

ployee wages or pensions, in addition 
to backup withholding, would cause 
significant over-withholding; 

(ii) The payee's health, including the 
payee's ability to pay foreseeable med- 
ical expenses; 

(iii) The extent of the payee's reli- 
ance on interest and dividend payments 
to meet necessary living expenses and 
the existence, if any, of other sources 
of income; 

(iv) Whether other income of the 
payee is limited or fixed (e. g. , social 
security, pension, and unearned in- 
come); 

(v) The payee's ability to sell or liq- 
uidate stocks, bonds, bank accounts, 
trust accounts, or other assets, and the 
consequences of doing so; 

(vi) Whether the payee reported and 
timely paid the most recent year's tax 
liability, including interest and divi- 
dend income; and 

(vii) Whether the payee has filed a 
bankruptcy petition with the United 
States Bankruptcy Court. 

In addition to the above factors, the In- 
ternal Revenue Service must conclude that 
it is unlikely that any payee underreport- 
ing will occur again. 

(5) Bona fide dispute. The Internal 
Revenue Service may make a determi- 
nation under this paragraph if there is a 
dispute between the payee and the Inter- 
nal Revenue Service on a question of fact 
or law that is material to a determination 
under paragraph (g)(1)(i) and, based upon 
all the facts and circumstances, the Inter- 
nal Revenue Service finds that the dispute 
is asserted in good faith by the payee and 
there is a reasonable basis for the payee's 
position. See the example provided in 

paragraph (j)(2)(ii) of this section for an 
illustration of this provision. 

(h) Requests for determinations — (1) In 
general. A payee may request a deter- 
mination under one or more of the pro- 
visions of paragraph (g) of this section. 
Following its review of a request for a 
determination under paragraph (g) of this 
section, the Internal Revenue Service will 

either provide the payee with a written 
certification as prescribed in paragraph (d) 
of this section if the evidence presented 
warrants the requested determination or 
will provide the payee with a written no- 
tice informing him that a determination 
was not made. 

(2) Determinations made during the 
notice period. In general, if a determi- 
nation is made during the notice period 
as defined in paragraph (f)(1) af this sec- 
tion, then the payee will not be subject 
to backup withholding due to a notified 
payee underreporting with respect to any 
taxable year for which a determination 
was made. 

(3) Determinations made after the no- 
tice period. If a determination is made 
after the notice period, as defined in par- 
agraph (f)(1) of this section, the Internal 
Revenue Service will provide a notice to 
payors and brokers, and a certification to 
the payee as provided in paragraph (d)(1) 
of this section. 

(i) [Reserved]. 
(j) Payees filing a joint return — (1) In 

general. For purposes of section 
3406(a)(1)(C), if payee underreporting is 
found to exist with respect to a joint re- 
turn filed by a husband and wife, then the 
provisions of this section shall apply to 
the payees collectively. As a result, both 
payees will be subject to backup with- 

holding on accounts in their individual 
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names as well as accounts in their joint 
names. Either or both payees may satisfy 
the criteria for a determination that no 
payee underreporting exists, that the un- 

derreporting has been corrected, or that 
a bona fide dispute exists (as provided in 

paragraphs (g)(1)(i), (ii), or (iv) of this 
section). Both payees, however, must sat- 
isfy the criteria for a determination that 
backup withholding will cause or is caus- 
ing undue hardship (as provided in par- 
agraph (g)(1)(iii) of this section). 

(2) Exceptions — (i) Innocent spouse. 
A spouse who files a joint return may ob- 
tain a determination that withholding 
should stop or not start with respect to 
payments made to his or her individual 
accounts, if the spouse— 

(A) Shows that he or she did not un- 

derreport income because he or she is an 
innocent spouse as described in section 
6013(e), or 

(B) Shows that there is a bona fide dis- 

pute as to whether he or she is an innocent 
spouse and hence did not underreport in- 

come. 
(ii) Example. The provisions of para- 

graph (j)(2)(i) may be illustrated by the 
following example: 

Example. H and W filed a joint return in 1986 on 

which H failed to include 32, 000 of interest income. 
In 1987, the Internal Revenue Service determined 

that a payee underreportmg exists with respect to H 

and W for the 1986 tax year. After properly notifying 

H and W of the undcrreporting and assessing the tax, 
the Internal Revenue Service sent notices to payors 

to begin backup withholding on the joint and indi- 

vidual accounts of H and W and to brokers informing 

them that H and W are subject to backup withholding 

under section 3406(a)(1)(C) on their joint and indi- 

vidual accounts. W claims that she is an innocent 

spouse and requests a determination that she did not 

underreport mterest or dividend mcome so that her 

individual accounts will not be subject to backup with- 

holding. 
The Internal Revenue Service questions her status 

as an innocent spouse. If the Internal Revenue Ser- 

vice determines, based upon all the facts and circum- 

stances, that there is a reasonable basis for W's claim 

to be an innocent spouse and that the claim is made 

in good faith, W will have a bona fide dispute with 

the Internal Revenue Service. Consequently, the in- 

dividual accounts of W will not be subject to further 

backup withholding due to a notified payee underre- 

porting as provided in paragraph (g)(5) of this section. 

The internal Revenue Service will notify payors to 

stop backup withholding under section 3406(a)(1)(C) 
and brokers that W is no longer subject to backup 

withholding under section 3406(a)(1)(C) on W's in- 

dividual accounts. Backup withholding will not restart 

on those accounts unless the Internal Revenue Service 

ulrimately determines that W is not an innocent spouse. 

In that event the Internal Revenue Service will notify 

the payors to start backup withholding under section 

3406(a)(1)(C) and the brokers that W is subject to 

backup withholding under section 3406(a)(1)(C) with 

respect to the individual accounts of W. 

(iii) Divorced or legally separated payee. 
A payee who, at the time of the request 
for a determination under paragraph (g) 
of this section, is divorced or legally sep- 

arated under state law may obtain a de- 

termination that undue hardship exists (or 
would exist) under paragraph (g)(1)(iii) 
of this section with respect to reportable 
interest and dividend payments made to 
his or her individual accounts if the di- 

vorced or legally separated payee satisfies 

the criteria for a determination under par- 

agraph (g)(4) of this section. 

(k) Penalties — (1) Failure fo withhold. 

See A — 2 of l)35a. 9999 — 3 for rules relating 

to penalties applicable to a payor who fails 

to withhold on reportable interest and 
dividend payments made to a payee sub- 

ject to backup withholding. 

(2) False certification — (i) Criminal 

penalty under section 7205ib). If any in- 

dividual willfully makes a false certifica- 
tion under section 3406(d)(1) or (2), then 

that individual shall, in addition to any 

other penalty provided by law, upon con- 
viction thereof, be fined not more than 

$1, 000, or imprisoned not more than 1 

year, or both. 
(ii) Civil penalty under section 6682— 

(A) In general. In addition to any criminal 

penalty provided by law, if any individual 
makes a statement under section 3406 
which results in a decrease in the amounts 
deducted and withheld under chapter 24 
of the Internal Revenue Code and, as of 
the time the statement was made, there 
was no reasonable basis for the statement, 
the individual shall pay a penalty of $500 
for the statement. The penalty is due upon 
notice and demand and pursuant to sec- 
tion 6682 collection is not subject to the 
deficiency procedures of subchapter B of 
chapter 63 of the Internal Revenue Code. 
See section 6682. 

(B) Waiver of penalty. The payee may 
obtain a waiver (in whole or part) of the 
penatly imposed under section 6682(a) and 

paragraph (k)(2)(ii)(A) of this section if 
it is established to the satisfaction of the 
Internal Revenue Service that the taxes 
imposed under subtitle A of the Internal 
Revenue Code with respect to the payee 
for the taxable year in which the false 
certification was made are equal to or less 
than the sum of— 

(I) The credits against taxes allowed 

by part IV of subchapter A of chapter 1 

of the Internal Revenue Code, and 

(2) The payments of estimated tax 
which are considered payments on ac- 

count of such taxes. 
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(C) Procedure for seeking a waiver. To 
request a waiver under section 6682(b) 
and paragraph (k)(2)(ii)(B) of this sec- 

tion. the payee must submit to the Inter- 

nal Revenue Service a written statement 

with supporting documents to establish aff 

the facts necessary in order to obtain the 
waiver. The statement must be signed by 
the person that otherwise would be sub- 

ject to the penalty imposed by section 
6682(a) and paragraph (k)(2)(ii)(A) of this 

section and must contain a declaration that 

it is made under penalties of perjury. 

(3) Delay of assessmenl. If a payee in- 

stitutes or maintains a suit with the 
United States Tax Court primarily to delay 
assessment and the payee's position is 

frivolous or groundless, or the payee un- 

reasonably failed to pursue available ad- 

ministrative remedies, the court may award 

up to $5, 000 in damages under section 
6673. The damages will be assessed against 

and collected from the payee in the same 
manner as the underlying tax. 

OMB CONTROL NUMBERS 
UNDER THE PAPERWORK 

REDUCTION ACT 
PART 602 

Par. 3. The authority citation for Part 
602 continues to read as follows: 

Authority: 26 U. S. C. 7805. 
Par. 4. Section 602. 101(c) is amended 

by inserting in the appropriate place in 
the table 
"$ 35a. 3406-2 . . . . . . . . . . . . . . . . 1545-0112. " 

There is a need for immediate guidance 
with respect to the provisions contained 
in this Treasury decision. For this reason, 
it is found impracticable to issue this 
Treasury decision with notice and public 
procedure under subsection (b) of section 
553 of Title 5 of the United States Code 
or subject to the effective date limitation 
of subsection (d) of that section. 

LAWRENCE B. GIBBS, 
Commissioner of 

Internal Revenue. 

Approved April 14, 1987. 

J. ROGER MENTZ, 

Assistant Secretary 

of the Treasury. 

(Filed by the Ofhce of the Federal Register on April 
20, 1987, 3:18 p. m. , and published in the issue of 
the Federal Register for Apnl 23, 1987, 52 F. R. 
13430) 
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Section 4064 

Subtitle D. — Miscellaneous Excise Taxes 
Chapter 32. — Manufacturers Excise Taxes 
Subchapter A. — Automotive and Related ttems 
Part I. — Gas Buulers 

Section 4064. -Gas Guzzler Tax 

26 CFR 48. 4064-1: Gas guzzler tax. 

Rev. Proc. 86-9, 1986-1 C. B. 530, is amplified by 
adding alternative methods by which importers of au- 
tomobiles not certified by the Environmental Protec- 
tion Agency can compute gas guzzler tax hability under 
section 4064 of the Code. See Rev. Proc. 87-10, page 
545. 

Subchapter B. — Coal 

Section 4121. -Imposition of Tax 

26 C FR 48. 4121-1: impost tiun and rate of tax on coal. 

Coal; riverbed dredging operations; 
taxability. Coal extracted from a riverbed 

by dredging is subject to the tax imposed 

by section 4121(a) of the Code at the rate 
imposed on coal from surface mines. 

Res. Rul. 87-21 

ISSUE 

If coal is extracted from a riverbed by 

dredging operations, is that coal subject 
to the excise tax imposed by section 4121(a) 
of the Internal Revenue Code? 

FACTS 

X is a corporation engaged in the busi- 

ness of dredging coal from the bottom of 
rivers. The coal in the river tends to ac- 

cumulate in certain locations, though it 

originates from a variety of sources. These 

sources include losses and spillage from 

barge and rail transport, spillage at coal 

loading and unloading facilities, losses from 

coal company and power plant stockpiles, 

and natural erosion of coal from mines 

and cleaning plants. X dredges the coal 

from the river bottom and, after elimi- 

nating the river sand, loads the coal from 

its floating facility onto barges. 

LAW AND ANALYSIS 

Section 4121(a) of the Code imposes a 

tax on a producer's sale of coal from mines 

located in the United States at the rate 

per ton determined under section 4121(b). 
Section 4121(b) provides that after March 

31, 1986, sales of coal are taxable at the 

rate of $1. 10 per ton for coal from un- 

derground mines and $. 55 per ton for coal 

from surface mines. In each case, how- 

ever, the tax is limited to 4. 4 percent of 
the sale price per ton. The tax rates in 
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section 4121(b) are temporary increases. 

Section 4121(e)(1) provides that, effec- 

tive with respect to sales after the tem- 

porary increase termination date, section 

4121(b) is to be applied (A) by substitut- 

ing "$. 50" for "$1. 10", (B) by substitut- 

ing "$. 25" for "$. 55", and (C) by 

substituting "2 percent" for "4. 4 per- 

cent", The "temporary increase termi- 

nation date" may be determined by 

reference to section 4121(e)(2). 

Section 4121(d) of the Code provides 

that coal shall be treated as produced from 

a surface mine if all of the geological mat- 

ter above the coal being mined is removed 

before the coal is extracted from the earth. 

Coal extracted by auger shall be treated 

as coal from a surface mine. Coal shall be 
treated as produced from an underground 

mine if it is not produced from a surface 

mine. 

Section 48. 4121 — 1(a)(1) of the Manu- 

facturers and Retailers Excise Tax Reg- 

ulations provides, in part, that for purposes 

of section 4121 of the Code, the term 
"producer" means the person in whom is 

vested ownership of the coal under state 

law immediately after the coal is severed 

from the ground, without regard to the 
existence of any contractual arrangement 
for the sale or other disposition of the coal 
or the payment of any royalties between 
the producer and third parties. The term 

includes any person who extracts coal from 

coal waste refuse piles or from the silt 

waste product which results from the wet 

washing (or similar processing) of coal. 

Under section 48. 4121(d) of the regu- 

lations, coal that is reclaimed from coal 
waste refuse piles is treated as produced 
from a surface mine. 

Coal extracted from a riverbed by 

dredging operations is subject to the ex- 

cise tax imposed by section 4121(a) of the 

Code at the rate imposed on coal from 

surface mines. 

Chapter 34. — Policies Issued by Foreign 
Insurers 

Section 4371. — Imposition of Tax 

26 CFR 46. 4371 — 2: Imposition of tax on policies is- 

sued by foreign insurers; scope of tax. 

Instructions for establishing an exception from the 

excise tax on insurance policies issued by a foreign 

insurer or reinsurer when the exception is based on 

the provisions of a tax treaty. See Rev, Proc. 87-13, 

page 596. 

Section 4374. — Liability for Tax 

26 CFR 46. 4374-1: Payment of tax. 

Instructions for establishing an exception from the 

excise tax on insurance policies issued by foreign ia- 

surer or reinsurer when the exception is based on the 

provisions of a tax treaty. See Rev. Proc. 87-13, page 

596. 

Subtitle F. — Procedure and Administration 

Chapter 6 I. Mntormation and Returns 

Subchapter A. — Returns and Records 
Patt II. — Tax Returns or Statements 
Subpart A. — General Requirements 

The coal waste refuse or silt waste in- 

volved in reclamation operations typically 
consists of a mixture of coal and extra- 
neous material, such as rock or dirt, that 
is a byproduct of previous mining or coal 
cleaning operations. The reclamation of 
this waste material involves physically re- 

moving the waste from its original loca- 
tion at the mine site or cleaning plant to 
a separation facility where the extraneous 
material is separated from the coal. 

X's dredging operation is analogous to 
coal waste reclamation since in the course 
of this operation X removes dredged ma- 

terial, consisting of a mixture of coal and 
extraneous substances, from its original 
location in the riverbed, and separates the 
extraneous substances from the coal at a 
floating separation facility. Since X's 

Section 6011. -General Requirement of 

Return, Statement or List 

Printing of substitutes for Form W-2, Wage and 

Tax Statement, Form W-2P, Statement for Recipi- 

ents of Annuities, Pensions, Retired Pay or IRA Pay- 

ments, and Form W-3, Transmittal of Income and 

Tax Statements. See Rev. Proc. 87-25, page' 721. 

26 CFR 54, 6011-1T: General requirement of return, 

statement, ur list. 

T. D. 8133 

TITLE 26 — INTERNAL REVENUE. — 
CHAPTER I, SUBCHAPTER D, 

SUBCHAPTER H, PART 54 — PENSION 

EXCISE TAXES; PART 602 — 0MB 
CONTROL NUMBERS UNDER THE 

PAPERWORK REDUCTION ACT 

dredging operations are analogous to coal 
waste reclamation operations, and since 
coal produced from reclamation opera- 
tions is taxable at the rate prescribed in 

section 4121 of the Code for coal from 
surface mines, X's sales of coal are tax- 

able at the rate prescribed for such coal. 

EIOLDING 



Payment of Excise Tax on Reversion of 
gualified Plan Assets to Employer 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Temporary regulations. 

SUMMARY: This document contains 
temporary regulations regarding the pay- 
ment of the excise tax by employers re- 
ceiving (directly or indirectly) reversions 
of qualified plan assets required by the 
Tax Reform Act of 1986. The regulations 
would provide the public with guidance 
needed to file the appropriate returns and 
would affect all employers maintaining 
qualified plans who receive reversions of 
qualified plan assets. The text of the tem- 

porary regulations set forth in this docu- 
ment serves as the comment document for 
the notice of proposed rulemaking * * * 

[page 778, this Bulletin]. 

DATES: These amendments are appli- 

cable for reversions occurring after De- 
cember 31, 1985. 

FOR FURTHER INFORMATION 
CONTACT: Suzanne K. Tank of the Em- 
ployee Plans and Exempt Organizations 
Division, Office of Chief Counsel, Inter- 
nal Revenue Service, 1111 Constitution 
Avenue, N. W. , Washington, D. C. 20224 
(Attention: CC:LR:T) (202 — 566-3938, not 
a toll-free number). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

This document contains temporary reg- 
ulations regarding the payment of the ex- 
cise tax on reversions of qualified plan 
assets imposed by section 4980 of the In- 
ternal Revenue Code of 1986. Since the 
excise tax added by section 1132 of the 
Tax Reform Act of 1986 applies to re- 
versions occurring after December 31, 
1985, there is a need for immediate guid- 

ance relating to the manner and time for 
paying the excise tax so that employers 
maintaining qualified plans can comply. 
These regulations will remain in effect 
until superseded by final regulations on 
this subject. 

EXPLANATION OF PROVISIONS 

Section 1132 of the Tax Reform Act of 
1986 adds section 4980 to the Internal 
Revenue Code of 1986. Section 4980 im- 

poses a tax of 10 percent of the amount 
of any employer reversion from a quali- 
fied plan. The tax imposed shall be paid 

by the employer maintaining the plan. 

This Treasury decision provides that 

employers shall pay this tax quarterly and 

the tax will be due not later than the last 

day of the second month following the 

calendar quarter in which the reversion 

occurs. 

NONAPPLICABILITY OF 
EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue has determined that this rule is not a 

major rule as defined in Executive Order 
12291 and that a regulatory impact anal- 

ysis therefore is not required. 

PAPERWORK REDUCTION ACT 

The collection of information require- 
ments contained in this regulation have 
been submitted to the Office of Manage- 
ment and Budget (OMB) in accordance 
with the requirements of the Paperwork 
Reduction Act of 1980. The requirements 
have been approved by OMB under con- 
trol number 1545 — 0575. 

REGULATORY FLEXIBILITY ACT 

A general notice of proposed rule- 

making is not required by 5 U. S. C. 553 
for temporary regulations. Accordingly, 
the temporary regulations do not consti- 
tute regulations subject to the Regulatory 
Flexibility Act (5 U. S. C. chapter 6). 

DRAFTING INFORMATION 

The principal author of this regulatory 
amendment is Suzanne K. Tank of Em- 
ployee Plans and Exempt Organizations 
Division of the Office of Chief Counsel, 
Internal Revenue Service. However, per- 
sonnel from other offices of the Internal 
Revenue Service and Treasury Depart- 
ment participated in developing the reg- 
ulations, both on matters of substance and 
style. 

Adoption of amendments to the 
regulations 

Accordingly, 26 CFR Parts 54 and 602 
are amended as follows: 

PENSION EXCISE TAXES 
(26 CFR Part 54) 

Paragraph 1. The authority for Part 54 
continues to read as follows: 

Authority: 26 U. S. C. 7805. 
Par. 2. New ii54. 6011 — 1T is added im- 

mediately after li54. 6011 — 1 to read as fol- 
lows: 

Section 6011 
1154. 6011 — 1T General requirement of re- 
turn, statement, or list (temporary). 

Every employer liable for the tax im- 

posed under section 4980(a) with respect 
to an employer reversion (as defined in 

section 4980(c)(2)) shall file a quarterly 
return on Form 5330 and shall include 
therein the information required by such 

form and the instructions issued with re- 

spect thereto. The quarterly return on 
Form 5330 shall be filed with respect to 
employer reversions from each qualified 

plan (as defined in section 4980(c)(1)). 
Par. 3. New ii54. 6071-1T is added im- 

mediately after ii54. 6011 — 1T to read as 
follows: 

rt54. 6071 — 1T Time for filing returns (tem- 
porary). 

(a) in general. Each quarterly return 
required by ii54. 6011 — 1T shall be file not 
later than the last day of the second month 
following the calendar quarter in which 

the reversion occurs. 
(b) Extension of time for filing with re- 

spect to certain reversions. All returns re- 
quired by li54. 6011 — 1T for reversions 
occurring on or before March 31, 1987 
shall be filed not later than May 31, 1987. 

OMB CONTROL NUMBERS 
UNDER 

THE PAPERWORK REDUCTION 
ACT 

(26 CFR Part 602) 

Par. 4. The authority citation for Part 
602 continues to read as follows: 

Authority: 26 U. S. C. 7805 
Par. 5. Section 602. 101(c) is amended 

by inserting in the appropriate places in 
the table "ii54. 6011 — 1T. . . 1545 — 0575" 
and "ii54. 6071-1T. . . 1545-0575. " 

There is need for immediate guidance 
with respect to the provisions contained 
in this Treasury decision. For this reason, 
it would be impractical to issue it first 
under the notice and comment procedure 
provided in 5 U. S. C. 553(b) or subject to 
the effective date limitation of 5 U. S. C. 
553(d). 

LAwRENcE B. GIBBS, 
Commissioner of 

Internal Revenue. 

Approved March 18, 1987. 

J. EDGER MENTZ, 
Assistant Secretary 

of the Treasury. 

(Filed by the Office of the Federal Register on April 
1, 1987, 8:45 a. m. , and published in the issue of 
the Federal Register for April 2, 1987, 52 F. R. 
10563) 
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Section 6041 

Subpart S. Mntormation Concerning 
Transactions with Other Persons 

Section 6041. — Information at Source 

26 CFR 1. 6041-1: Return of rnformarion as to pay- 
ments of $600 or more. 

Printing of substitutes for Forms 1096, 1098, 1099, 
5498 and W-2G. See Rev. Proc. 87-17, page 688. 

26 CFR 1. 6041 — 1: Return of mformanon as ro pay- 

ment of $600 or more. 

Printing of substitutes for Form W — 2, Wage and 

Tax Statemcut, Form W — 2P, Statement for Recipt- 

ents of Annuities, Pensions, Retired Pay or IRA Pay- 

ments, and Form W — 3, Transmittal of Income and 

Tax Statements. See. Rev. Proc. 87 — 25, page 721. 

Section 6041A. — Returns Regarding 

Payments of Renumerations for Services and 

Direct Sales 

Printing of substitutes for Forms 1096, 1098, 1099, 
5498 and W — 2G. See Rev. Proc. 87-17, page 688. 

Section 6042. — Returns Regarding Payments 

of Dividends and Corporate Earnings and 

Profits 

26 CFR 1. 6042-2: Returns of information as to divi- 

dends paid tn calendar years after 1962. 

Printing of substitutes for Forms 1096, 1098, 1099, 
5498 and W-2G. See Rev. Proc. 87 — 17, page 688. 

Section 6043. -Returns Regarding 

Liquidation, Dissolution, Termination, or 
Contraction 

Printing of substitutes for Forms 1096, 1098, 1099, 
5498 and W — 2G. See Rev. Proc. 8T — IT, page 688. 

Section 6044. — Returns Regarding Payments 

of Patronage Dividends 

26 CFR 1. 6044-2: Returns of informarton as lo pay- 

ments of patronage dividends with respect tv parronage 

occurring in taxable years beginning after 1982. 

Printing of substitutes for Forms 1096, 1098, 1099, 

5498 and W — 2G. See Rev. Proc. 87-17, page 688. 

Section 6045. -Returns of Brokers 

26 CFR 1. 6045-1: Returns of information of brokers 

and barter exchanges. 

Printing of substitutes for Forms 1096, 1098, 1099, 
5498 and W — 2G. See Rev. Proc. 87-17, page 688. 

26 CFR 1. 6045-3T: Infonnarion reporting on real es- 

tele rransaclions (Temporary'. 

T. D. 6135 

TITLE 26. — INTERNAL REVENUE, — 
CHAPTER 1, SUBCHAPTER A, 

SUBCHAPTER H, PART 1 — INCOME 

TAX; TAXABLE YEARS BEGINNING 

AFTER DECEMBER 31, 1953; PART 

602 — OMB CONTROL NUMBERS 
UNDER THE PAPERWORK 

REDUCTION ACT 

Information Reporting on Real Estate 

Transactions 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Temporary regulations. 

SUMMARY: This document contains 
temporary regulations relating to the in- 

formation reporting requirements for real 
estate transactions. Changes to the ap- 
plicable law were made by the Tax Re- 
form Act of 1986. The regulations affect 
certain persons who participate in real es- 
tate transactions and provide them with 

the guidance needed to comply with the 
law. The text of the temporary regulations 
set forth in this document also serves as 
the text of the proposed regulations for 
the notice of proposed rulemaking ' * * 

[page 804, this Bulletin]. 

EFFECTIVE DATE: The regulations 

apply to real estate transactions closing 
after December 31, 1986. 

FOR FURTHER INFORMATION 
CONTACT: Arthur E. Davis III of the 
Legislation and Regulations Division, Of- 
fice of Chief Counsel, Internal Revenue 
Service, 1111 Constitution Avenue, N. W. , 
Washington, D. C. 20224, Attention: 
CC:LR: T, (202) 566-3461 (not a toll-free 
call). 

SUPPLEMENTARY INFORMATION: 

BACKGROUND 

This document amends the Income Tax 
Regulations (26 CFR Part 1) to provide 
temporary rules relating to the informa- 
tion reporting requirements for real estate 
transactions under section 6045(e) of the 
Internal Revenue Code of 1986. The tem- 
porary regulations refiect the addition of 
section 6045(e) to the Code by section 
1521 of the Tax Reform Act of 1986 (100 
Stat. 2746). 

Section 6045(e) requires the person who 
is the real estate broker with respect to a 
real estate transaction closing after De- 

cember 31, 1986, to file an information 
return and provide a statement to the 
transferor with respect to the transaction. 
These temporary regulations provide rules 

and definitions with respect to those re- 

quirements. 

SCOPE OF PROVISIONS 

The term "real estate transaction" is 
not defined by statute, but is intended to 
encompass a wide range of transactions 
that could have tax consequences, Given 
the breadth of coverage of section 6045(e), 
reporting could be required with respect 
to any transfer of an interest in real estate 
to the extent that the information pro- 
vided would be useful in the administra- 

tion of the tax laws. Under these temporary 
regulations, however, the types of trans- 
actions for which an information return 
will be required under section 6045(e) are 
limited initially to those types of trans- 

actions that will provide the most useful 
information to the Service. 

The temporary regulations provide that 

a transaction will be treated as a real es- 
tate transaction (and therefore reporta- 
ble) only if it consists of a sale or exchange 
of certain residential real estate. Reports 
with respect to these transactions will pro- 
vide the Service with new and useful in- 

formation and at the same time enable 
the Service to continue working with in- 

dustry groups to devise comprehensive 
rules meeting both industry concerns and 
Service compliance goals. The Service an- 

ticipates that additional temporary or pro- 
posed regulations will be published 
applying the information reporting re- 
quirements to other transactions. Those 
additional temporary or proposed regu- 
lations will apply on a prospective basis 
only and will not apply to any transaction 
closing on or before December 31, 1987. 

The Service is studying various types 
of transactions to determine whether they 
should be exempted from the final infor- 
mation reporting requirements. Among 
the categories under consideration are: (1) 
transactions that consist solely of a trans- 
fer of a security interest in real estate in 
connection with a financing or refinancing 
that is not related to the acquisition of the 
real estate, (2) transactions certified by 
the transferor to be subject to a provision 
of the Internal Revenue Code (other than 

section 1031, 1034, or 453) or the asso- 

ciated Federal income tax regulations un- 

der which all gain or loss is excluded from 

income or is not currently realized or rec- 

ognized, (3) certain transactions creating 

a leasehold interest or involving a lease 
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assignment or sublease, (4) option trans- 
actions, (5) transactions reportable under 
other provisions, such as section 6050N 
(relating to royalties), and (6) transac- 
tions in which the transferor is a publicly- 
traded corporation or a tax-exempt ent- 
ity. Taxpayers are urged to comment on 
these or any other categories of transac- 
tions for, which an exemption might be 
appropriate. 

The Internal Revenue Service also is 
studying the relationship between section 
6045(e) and the provisions of the Foreign 
Investment in Real Property Tax Act of 
1980 (FIRPTA) to determine the extent 
to which the reporting requirements of 
section 6045(e) should apply to transac- 
tions governed by FIRPTA. Taxpayers are 
urged to comment on the interaction be- 
tween these provisions. 

Finally, the Internal Revenue Service 
is studying the extent, if any, to which the 
provisions of section 3406 (relating to 
backup withholding) should apply to real 
estate brokers. Taxpayers are asked also 
to comment on this issue. 

EXPLANATION OF PROVISIONS 

Under the temporary regulations, the 
term "real estate transaction" includes only 
a sale or exchange of one-to-four family 
real estate. The temporary regulations de- 
fine the term "one-to-four-family real es- 
tate" to include (1) any structure designed 
principally for the occupancy of from one 
to four families and any appurtenant fix- 

tures, land, and associated structures 
transferred with such stru'cture, (2) cer- 
tain condominium units and appurtenant 
common elements, and (3) stock in a co- 
operative housing corporation (as defined 
in section 216). 

The temporary regulations exempt from 
the reporting requirements transactions 
that are reportable under section 6050J 
(relating to foreclosures and abandon- 
ments of security). The temporary regu- 
lations also provide that the reporting 
requirements do not apply with respect to 
corporate transferors and transferors that 
are governmental units. 

The temporary regulations provide rules 

for determining the person (referred to in 

section 6045(e) and these regulations as 
the "real estate broker") who is required 
to report with respect to a real estate 
transaction. Unless a person is identified 
as the real estate broker in a designation 
agreement that meets the requirements of 
the regulations, the real estate broker with 

respect to a transaction is generally the 

person responsible for closing the trans- 

action. 
If a Uniform Settlement Statement, 

prescribed under the Real Estate Settle- 
ment Procedures Act of 1974 (RESPA), 
12 U. S. C. 2601, er seq. , as amended, and 

the regulations thereunder, is used with 

respect to a real estate transaction, the 
person listed as the settlement agent on 
that statement is considered the person 
responsible for closing the transaction. If 
a Uniform Settlement Statement is not 
used (or if no person is listed as settlement 
agent on the Uniform Settlement State- 
ment), the person responsible for closing 
the transaction is the person who prepares 
the closing statement or other written de- 

scription of the disposition of the gross 
proceeds used at, or in connection with, 
the closing. If no closing statement or other 
written description of the disposition of 
the gross proceeds is used, the person re- 
sponsible for closing the transaction is a 
transferee's or transferor's attorney who 

participates in the transaction in the man- 
ner specified in the regulations or, if there 
is no such attorney, the disbursing title or 
escrow company that is most significant 
in terms of gross proceeds disbursed. If 
the transferee's attorney and the trans- 
feror's attorney both participate in the 
transaction in the manner specified, the 
person responsible for closing the trans- 
action is the transferee's attorney. 

If no person is responsible for closing 
the transaction (and there is no designa- 
tion agreement that meets the require- 
ments of the regulations), the real estate 
broker with respect to the transaction is 
the first-listed of the persons that partic- 
ipate in the transaction as (1) the mort- 
gage lender, (2) the transferor's broker, 
(3) the transferee's broker, or (4) the 
transferee. 

The temporary regulations provide that 
the participants in a real estate transaction 
may, by agreement, designate a person as 
the real estate broker with respect to the 
transaction. Only the person responsible 
for closing the transaction, an attorney for 
the transferee or transferor, a title or es- 
crow company, or a mortgage lender may 
be designated under such an agreement, 
and both the designated person and the 
person who would otherwise be the real 
estate broker with respect to the trans- 
action must be parties to the agreement. 
If these conditions are met and the agree- 
ment otherwise satisfies the requirements 
of the temporary regulations, the desig- 
nated person (and not the person who 
would otherwise be the real estate broker) 

Section 6045 
is the real estate broker with respect to 
the transaction. 

The temporary regulations prescribe the 
information required to be shown on the 
return and on the statement furnished to 
the transferor, the manner in which the 
return must be filed with the Service and 
the statement must be furnished to the 
transferor, and the time for filing such 
returns and furnishing such statements. 

The temporary regulations provide 
special rules for transactions involving 
multiple transferors. The temporary reg- 
ulations generally require a real estate 
broker to make a separate information 
return with respect to each transferor and 
to request an allocation of the gross pro- 
ceeds from the transferors. Transferors 
who are husband and wife and who hold 
the real estate at the time of closing as 
tenants in common; joint tenants, tenants 

by the entirety, or community property 
are not considered multiple transferors for 
purposes of these rules. 

The temporary regulations require 
magnetic-media reporting for real estate 
transactions, but provide an exception for 
persons who reasonably expect to report 
fewer than 250 transactions for a calendar 
year or who reported fewer than 250 
transactions for the preceding calendar 
year. In addition, the Commissioner may 
authorize reporting on the prescribed pa- 
per Form 1099 if undue hardship is shown. 
For transactions closing in calendar year 
1987, the Commissioner will authorize fil- 

ing on the prescribed paper Form 1099 if 
the application for waiver indicates that 
the real estate broker reasonably expects 
to be required to file fewer than 500 re- 
turns for the year. 

The regulations also provide rules for 
the solicitation of taxpayer identification 
numbers (TINs) from transferors, but do 
not require backup withholding with re- 
spect to real estate transactions reporta- 
ble under section 6045(e). The solicitation 
must be made by providing a written 
statement containing certain information 
to the transferor. This statement may be 
provided to the transferor in person or in 
a mailing that includes other items. 

The temporary regulations apply to real 
estate transactions closing after Decem- 
ber 31, 1986. However, no penalty will 
be imposed with respect to transactions 
with dates of closing before May 4, 1987. 

SPECIAL ANALYSES 

The Commissioner of Internal Reve- 
nue has determined that this temporary 
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Section 6045 
rule is not a major rule as defined in Ex- 
ecutive Order 12291 and that a regulatory 
impact analysis therefore is not required. 
A general notice of proposed rulemaking 
is not required by 5 U. S. C. 553 for tem- 
porary regulations. Accordingly, the tem- 
porary regulations do not constitute 
regulations subject to the Regulatory 
Flexibility Act (5 U. S, . C. chapter 6). 

The collection of information require- 
ments contained in this regulation have 
been submitted to the Office of Manage- 
ment and Budget (OMB) in accordance 
with the requirements of the Paperwork 
Reduction Act of 1980. These require- 
ments have been approved by OMB un- 
der control number 1545-0715. 

DRAFTING INFORMATION 

The principal author of these regula- 
tions is Arthur E. Davis III of the Leg- 
islation and Regulations Division of the 
Office of Chief Counsel, Internal Reve- 
nue Service. However, personnel from 
other offices of the Internal Revenue Ser- 
vice and the Treasury Department par- 
ticipated in developing the regulations on 
matters of both substance and style. 

Adoption of amendments to the 
regulations 

For the reasons set out in the preamble, 
Subchapter A, Part 1, and Subchapter H, 
Part 602, of Title 26, Chapter 1 of the 
Code of Federal Regulations are amended 
as set forth below: 

INCOME TAX REGULATIONS ' 

(26 CFR Part 1) 

Paragraph 1. The authority for Part 1 
is amended by adding the following au- 
thority citation: 

Authority: 26 U. S. C. 7805. * * * Sec- 
tion 1. 6045-3T also issued under 26 U. S. C. 
6045. 

Par. 2. The following new 51. 6045-3T 
shall be added in the appropriate place. 

51. 6045-3T Information reporting on real 
estate transactions (Temporary). 

(a) Requirement of reporting. Except 
as otherwise provided in paragraphs (c) 
and (d) of this section, a real estate broker 
must make an information return with re- 
spect to a real estate transaction and, un- 

der paragraph (m) of this section, must 
furnish a statement to the transferor. For 
the definition of a real estate transaction 
for purposes of these reporting require- 
ments, see paragraph (b) of this section. 
For rules for determining the real estate 
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broker with respect to a real estate trans- 

action, see paragraph (e) of this section. 

(b) Definition of real estate transac- 

tion — (1) In general. (i) Until otherwise 

provided in regulations under section 
6045(e), a transaction will be treated as a 
"real estate transaction" under this sec- 
tion only if the transaction consists in whole 

or in part of the sale or exchange of one- 
to-four-family real estate (as defined in 

paragraph (b)(2) of this section) for money, 
indebtedness, property other than money, 
or services. 

(ii) A transaction that is not a sale or 
exchange (such as a gift or a financing or 
refinancing that is not related to the ac- 
quisition of real estate) is not a real estate 
transaction under this section, even if the 
transaction involves one-to-four-family real 
estate. 

(iii) For purposes of this section, the 
term "sale or exchange" shall not include 
an involuntary conversion of real estate 
(within the meaning of section 1033 and 
the regulations thereunder). The term "sale 
or exchange" shall include any other 
transaction properly treated as a sale or 
exchange for Federal income tax pur- 
poses, whether or not the transaction is 
currently taxable. Thus, for example, a 
sale or exchange of one-to-four-family real 
estate is a real estate transaction under 
this section even though the transferor is 
entitled to defer gain recognition under 
section 1034 (relating to rollover of gain 
on sale of principal residence), or the 
transferor is entitled to the special one- 
time exclusion of gain from sale of a prin- 
cipal residence provided by section 121 to 
certain persons who have attained age 55, 

(2) Definition of one-to-four family real 
estate, For purposes of this section, the 
term "one-to-four-family real estate" 
. iieans- 

(i) Any structure designed principally 
for the occupancy of from one to four 
families (such as a house, townhouse, du- 
plex, or four-unit apartment building) and 
any appurtenant fixtures, land, and as- 
sociated structures (such as a detached 
garage) transferred with such structure; 

(ii) Any condominium unit designed 
principally for the occupancy of from one 
to four families and any appurtenant fix- 
tures and common elements (including 
land); and 

(iii) Stock in a cooperative housing 
corporation (as defined in section 216). 
The term "one-to-four-family real estate" 
shall not include a mobile home that in- 
cludes wheels and axles. 

(c) Exception for certain exempt trans- 

actions — (1) Transactions reportable un- 
der section 6050J. No return of information 
is required with respect to a real estate 
transaction that is required to be reported 
under section 6050J (relating to foreclo- 
sures and abandonments of security). 

(2) Certain transactions governed by 
FIRPTA. [Reserved. ] 

(d) Exception for certain exempt trans- 
ferors — (1) Corporations. No return of 
information is required with respect to a 
transferor that is a corporation, as defined 
in section 7701(a)(3). Absent actual 
knowledge to the contrary, a real estate 
broker may treat a transferor as a cor- 
poration if- 

(i) The name of the transferor contains 
an unambiguous expression of corporate 
status, such as Incorporated, Inc. , Cor- 
poration, Corp. , or P. C. (bnt not Com- 

pany or Co. ); 
(ii) The name of the transferor con- 

tains the term "insurance company, " 
"indemnity company, " "reinsurance 
company, " or "assurance company"; or 

(iii) The transfer or loan documents 
clearly indicate corporate status of the 
transferor. 

(2) Governmental units. No return of 
information is required with respect to a 
transferor that is- 

(i) The United States or a State, the 
District of Columbia, a possession of the 
United States, a political subdivision of 
any of the foregoing, or any wholly owned 
agency or instrumentality of any. one or 
more of the foregoing; or 

(ii) A foreign government, a political 
subdivision thereof, an international or- 
ganization, or any wholly-owned agency 
or instrumentality of the foregoing. 

(e) Person required to report — (1) ln 
general. Except as provided in a desig- 
nation agreement under paragraph (e)(5) 
of this section, the real estate broker with 
respect to a real estate transaction is— 

(A) The person responsible for closing 
the transaction, as defined in paragraph 
(e)(3) of this section; or 

(B) If there is no person responsible 
for closing the transaction, the person de- 
termined to be the real estate broker un- 
der paragraph (e)(4) of this section. 
A person may be the real estate broker 
with respect to a transaction whether or 
not such person performs or is licensed to 
perform real estate brokerage services for 
a commission or fee. 

(2) Employees, agents, and partners. If 
an employee, agent, or partner (other than 

an employee, agent, or partner of the 
transferor or the transferee) acting within 



the scope of such person's employment, 
agency, or partnership participates in a 
real estate transaction- 

(i) Such participation shall be attrib- 
uted to such person's employer, principal, 
or partnership; and 

(ii) Only the employer, principal, or 
partnership (and not such person) may be 
the real estate broker with respect to such 
transaction as a result of such partici- 
pation. 

(3) Person responsible for closing the 
transaction — (i) Uniform Settlement 
Statement used. If a Uniform Settlement 
Statement prescribed under the Real Es- 
tate Settlement Procedures Act of 1974 
(RESPA), 12 U. S. C. 2601 etseq. (a "Uni- 
form Settlement Statement" ), is used with 

respect to the real estate transaction and 
a person is listed as settlement agent on 
the statement, such person is the person 
responsible for closing the transaction. For 
purposes of this section, a Uniform Set- 
tlement Statement shall include any 
amendments or variations thereto, or sub- 
stitutions therefor that may hereafter be 
prescribed under RESPA, provided that 
any such amended, varied, or substituted 
form requires disclosure of the parties to 
the transaction, the application of the 
proceeds of the transaction, and the iden- 
tity of the settlement agent or other per- 
son responsible for preparing the form. 

(ii) Other closing statement used. If a 
Uniform Settlement Statement is not used, 
or if a Uniform Settlement Statement is 
used, but no person is listed as settlement 
agent, the person responsible for closing 
the transaction is the person who prepares 
a closing statement presented to the trans- 
feror and transferee at, or in connection 
with, the closing of the real estate trans- 
action. For purposes of this section, a 
closing statement is any closing state- 
ment, settlement statement (including a 
Uniform Settlement Statement), or other 
written memorandum that identifies the 
transferor and transferee, reasonably 
identifies the transferred real estate, and 
describes the manner in which the pro- 
ceeds payable to the transferor are to be 
(or were) disbursed at, or in connection 
with, the closing. 

(iii) No closing statement used or mul- 

tiple closing statements used. If no closing 
statement is used or multiple closing 
statements are used, the person respon- 
sible for closing the transaction is the first- 

listed of the persons that participate in the 
transaction as— 

(A) The attorney for the transferee who 

is present at the occasion of the delivery 

of either the transferee's note or a signif- 

icant portion of the cash proceeds to the 
transferor, or who prepares or directs the 

preparation of the document(s) transfer- 

ring legal or equitable ownership of the 

real estate; 
(B) The attorney for the transferor who 

is present at the occasion of the delivery 

of either the transferee's note or a signif- 

icant portion of the cash proceeds to the 
transferor, or who prepares or directs the 
preparation of the document(s) transfer- 

ring legal or equitable ownership of the 
real estate; or 

(C) The disbursing title or escrow 
company that is most significant in terms 
of gross proceeds disbursed. 
If more than one attorney would be the 
person responsible for closing the trans- 

action under the preceding sentence, the 
person among such attorneys who is re- 
sponsible for closing the transaction is the 
person whose involvement in the trans- 
action is most significant. 

(4) Determination of the real estate bro- 
ker in the absence of a person responsible 
for closing the transaction. If no person is 
responsible for closing the transaction 
(within the meaning of paragraph (e)(3) 
of this section), the real estate broker with 

respect to the real estate transaction is the 
first-listed of the persons that participate 
in the transaction as- 

(i) The mortgage lender (as defined in 

paragraph (e)(6)(i) of this section), 
(ii) The transferor's broker (as defined 

in paragraph (e)(6)(ii) of this section), 
(iii) The transferee's broker (as de- 

fined in paragraph (e)(6)(iii) of this sec- 
tion), or 

(iv) The transferee (as defined in par- 

agraph (e)(6)(iv) of this section). 
(5) Designation agreement — (i) In 

general. If a written designation agree- 
ment executed at or prior to the time of 
closing designates one of the persons de- 
scribed in paragraph (e)(5)(ii) of this sec- 
tion as the real estate broker with respect 
to the transaction and the designated per- 
son and the person who otherwise would 
be treated as the real estate broker are 
each parties to the agreement, the des- 

ignated person is the real estate broker 
with respect to the transaction. Other per- 
sons may become parties to the agree- 
ment, but are not required to do so. 

(ii) Persons eligible. A person may be 
designated as the real estate broker under 
this paragraph (e)(5) only if the person 
Is- 

(A) The person responsible for closing 
the transaction (as defined in paragraph 
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(e)(3) of this section); 

(B) A person described in paragraph 
(e)(3)(iii)(A), (B) or (C) of this section 
(whether or not such person is responsible 
for closing the transaction); or 

(C) The mortgage lender (as defined 
in paragraph (e)(6)(i) of this section). 

(iii) Form of designation agreement. A 
designation agreement may be in any form 
that is consistent with the requirements 
of this paragraph (e)(5), and may be in- 

cluded on a closing statement with respect 
to the transaction. The designation agree- 
ment must, however, include the name 
and address of the transferor and trans- 
feree and the address and any additional 
information necessary to identify the real 
estate transferred. The agreement must 
identify, by name and address, the person 
designated as the real estate broker with 
respect to the transaction, and all other 
parties to the agreement. All parties to 
the agreement must date and sign the 
agreement and must retain the agreement 
for four years following the close of the 
calendar year in which the date of closing 
(as determined under paragraph (h)(2)(ii) 
of this section) occurs. Upon, request 
by the Internal Revenue Service, the 
agreement must be made available for 
inspection. 

(6) Meaning of terms — (i) Mortgage 
lender. For purposes of this paragraph (e), 
the term "mortgage lender" means the 
person who lends new funds in connection 
with the transaction, but only if the re- 
payment of such funds is secured in whole 
or in part by the real estate transferred. 
If new funds are advanced by more than 
one person, the mortgage lender is the 
person who advances the largest amount 
of new funds. If two or more persons ad- 
vance equal amounts of new funds and no 
other person advances a greater amount 
of new funds, the mortgage lender among 
the persons advancing such equal amounts 
is the person with the security interest that 
is most senior in terms of priority. For 
purposes of this paragraph (e)(6)(i), any 
amounts advanced by the transferor are 
not treated as new funds. 

(ii) Transferor's broker. For purposes 
of this paragraph (e), the term "transfer- 
or's broker" means only the broker 
that contracts with the transferor and is 
compensated in connection with the 
transaction. 

(iii) Transferee's broker. For purposes 
of this paragraph (e), the term "transfer- 
ee's broker" means only the broker that 
participates to a significant extent in the 
preparation of the transferee's offer to ac- 
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quire the real estate or that presents such 
offe to the transferor. If more than one 
person is so described, the transferee's 
broker is the person whose participation 
in the preparation of the transferee's offer 
to acquire the real estate is most signifi- 
cant or, in the event there is no such per- 
son, the person whose participation in the 
presentation of the offer is most signifi- 
cant. 

(iv) Transferee. For purposes of this 

paragraph (e), the term "transferee" means 
the person who acquires the greatest in- 

terest in the real estate. If there is no such 
person, the transferee is the person listed 
first on the document(s) transferring legal 
or equitable ownership of the real estate. 

(f) Multiple iransferors. In the case of 
multiple transferors each of which trans- 
fers an interest in the same one-to-four- 
family real estate, the real estate broker 
shall make a separate information return 
with respect to each transferor. For this 

purpose and for purposes of paragraph 

(i)(5) of this section, transferors who are 
husband and wife at the time of closing 
and hold the real estate as tenants in com- 

mon, joint tenants, tenants by the en- 

tirety, or community property are treated 
as a single transferor. See paragraph (i)(5) 
of this section concerning the determi- 
nation of gross proceeds to be reported 
in the case of multiple transferors. 

(g) Prescribed form. Except as other- 
wise provided in paragraph (k) of this sec- 
tion, the information return required by 

paragraph (a) of this section shall be made 

on Form 1099. 
(h) Information required — (1) In gen- 

eral. The following information must be 
set forth on the Form 1099 required by 
this section: 

(i) The name, address, and taxpayer 
identification number (TIN) of the trans- 

feror; 
(ii) A general description of the real 

estate transferred (in accordance with 

paragraph (h)(2)(i) of this section); 
(iii) The date of closing (as defined in 

paragraph (h)(2)(ii) of this section); 
(iv) The gross proceeds with respect to 

the transaction (as determined under par- 

agraph (i) of this section); 

(v) If the transferor received (or will 

receive) property (other than cash and 

consideration treated as cash in comput- 

ing gross proceeds) or services as part of 
the consideration for the transaction, an 

indication that such property or services 

were (or will be) so received; 

(vi) The real estate broker's name, ad- 

dress, and TIN; and 

(vii) Any other information required 

by the Form 1099 or its instructions. 

(2) Meaning of terms — (i) General de- 

scription of the real estate transferred. A 
general description of the real estate 
transferred includes the complete address 

of the property. If the address would not 

sufficiently identify the property, a gen- 

eral description of the real estate also in- 

cludes a legal description (e. g. , section, 
lot, and block) of the property. 

(ii) Dare of closing. In the case of a 
real estate transaction with respect to which 

a Uniform Settlement Statement is used, 
the date of closing shall be the date (if 
any) properly described as the "Settle- 
ment Date" on such statement. In all other 
cases, the date of closing shall be the ear- 
lier of the date on which title is transferred 
or the date on which the economic bur- 

dens and benefits of ownership of the real 
estate shift from the transferor to the 
transferee. 

(i) Gross proceeds — (1) In general. 
Except as otherwise provided in this par- 
agraph (i), the term "gross proceeds" 
means the total cash received or to be 
received by or on behalf of the transferor 
in connection with the real estate trans- 
action, taking into account the stated 
principal amount of any obligation to pay 
cash to or for the benefit of the transferor 
in the future. Thus, gross proceeds does 
not include the value of any property other 
than cash transferred in connection with 

the real estate transaction. If, as part of 
the consideration for the transfer, the 
transferee either assumes a liability of the 
transferor or acquires the real estate sub- 

ject to a liability (whether or not the trans- 
feror is personally liable on the debt), the 
amount of the liability shall be treated as 
cash received by the transferor in com- 
puting gross proceeds. See paragraph 
(h)(1)(v) of this section for the informa- 
tion that must be included on the Form 
1099 required by this section in cases in 

which the transferor receives services or 
property other than cash as part of the 
consideration for the transfer. 

(2) Treatment of sales commissions and 
similar expenses. In computing gross pro- 
ceeds, the total cash received or to be 
received by or on behalf of the transferor 
shall not be reduced by expenses borne 
by the transferor (such as sales commis- 
sions, expenses of advertising the real es- 
tate, expenses of preparing the deed, and 
the cost of legal services in connection 
with the transfer). 

(3) Special rule for contingent pay- 
ments. Gross proceeds shall not include 

contingent payments, determined by dis-, 
regarding remote and incidental contin- 
gencies and contingencies relating to 
insolvency or default. 

(4) Uniform Settlement Statement used. 
If a Uniform Settlement Statement is used 
with respect to a real estate transaction 
involving a transfer of one-to-four-family 

real estate solely for cash and consider- 
ation treated as cash in computing gross 
proceeds, the gross proceeds generally will 

be the same amount as the contract sales 

price properly shown on that statement. 

(5) Special rules for multiple transfer- 

ors. In the case of multiple transferors 

(within the meaning of paragraph (f) of 
this section) each of which transfers an 

interest in the same one-to-four-family real 

estate, the real estate broker must request 
the transferors to provide an allocation of 
the gross proceeds among the transferors. 
The request must be made at or before 
the time of closing. Neither the request 
nor the response is required to be in writ- 

ing. The real estate broker must make a 
reasonable effort to contact all transferors 
of whom the real estate broker has actual 
knowledge. The real estate broker may, 
however, rely on the unchallenged re- 
sponse of any transferor and need not make 
additional efforts to contact other trans- 
ferors after at least one complete alloca- 
tion (whether or not contained in a single 
response) is received. Except as otherwise 
provided in this paragraph (i)(5), the real 
estate broker shall report the gross pro- 
ceeds in accordance with the allocation 
received. If no gross proceeds are allo- 
cated to a transferor either because no 
allocation is received by the real estate 
broker or because the allocation received 
is incomplete, the real estate broker shall 
report the entire unallocated gross pro- 
ceeds on the return of information made 
with respect to such transferor. In addi- 
tion, if the real estate broker receives con- 
flicting allocations from the transferors, 
the real estate broker shall report the en- 
tire gross proceeds on each return of in- 
formation made with respect to the 
transaction. 

(6) Multiple asset transactions. In the 
case of a real estate transaction reportable 
under this section that involves the trans- 
fer of one-to-four-family real estate and 
other assets, the real estate broker shall, 
except as provided in. paragraph (i)(5) of 
this section, report the entire gross pro- 
ceeds on each return of information made 
with respect to that transaction. 

(j) Time and place for filing. A real 
estate broker shall file the information re- 
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turns required by this section with respect 
to a real estate transaction after Decem- 
ber 31 of the calendar year that includes 
the date of closing (as determined under 
paragraph (h)(2)(ii) of this section) and 
on or before February 28 of the following 
calendar year. The returns shall be filed 
with the appropriate Internal Revenue 
Service Center at the address listed in the 
Instructions to Form 1099. 

(k) Use of magnetic media and substi- 
tute forms — (1) Magnetic media — (i) Gen- 
eral rule. A real estate broker that is 
required to make a return of information 
under this section shall, except as other- 
wise provided in paragraph (k)(1)(ii) or 
(iii) of this section, submit the informa- 
tion required by this section on magnetic 
media (within the meaning of 26 CFR 
301, 6011 — 2). Returns on magnetic media 
shall be made in accordance with 26 CFR 
301. 6011 — 2 and applicable revenue pro- 
cedures. 

(ii) Exception for Iow-volume filers. A 
real estate broker may make the infor- 
mation returns required by this section on 
the prescribed paper Form 1099 for a cal- 
endar year if on the first day of that 
calendar year the real estate broker rea- 
sonably expects to file fewer than 250 re- 
turns under this section for that calendar 
year. In addition, a real estate broker may 
make such returns on the prescribed pa- 
per Form 1099 for a calendar year begin- 
ning after 1987 if the real estate broker 
was required to file fewer than 250 returns 

under this section for the prior calendar 
year. 

(iii) Undue hardship — (A) General 
rule. The Commissioner may authorize a 
real estate broker to file information re- 
turns on the prescribed paper Form 1099 
instead of on magnetic media if undue 

hardship is shown either on Form 8508, 
Request for Waiver From Filing Infor- 
mation Returns on Magnetic Media, or 
on a written statement requesting a waiver 

for undue hardship filed with the National 
Computer Center, Martinsburg, West 
Virginia in accordance with applicable 
revenue procedures. 

(B) Transition rule. For calendar year 
1987, the Commissioner will authorize fil- 

ing on the prescribed paper Form 1099 if 
a Form 8508 or written application for 
waiver in good faith indicates that the real 
estate broker reasonably expects to be re- 

quired to file fewer than 500 returns under 

this section for the year. 

(2) Substitute forms. A real estate bro- 

ker that is described in paragraph (k)(1)(ii) 
of this section or that receives permission 

to file returns on the prescribed paper Form 

1099 under paragraph (k)(1)(iii) of this 

section may prepare and use a form that 

contains provisions identical with those of 
Form 1099 if the real estate broker com- 

plies with all applicable revenue proce- 
dures relating to substitute Form 1099, 
including any requirement relating to the 
use of machine-readable paper forms. 

(1) Requesting taxpayer identification 

numbers (TINS) — (1) Solicitation- 
(i) General requirements. A real estate 
broker who is required to make an infor- 

mation return with respect to a real estate 
transaction under this section must solicit 

a TIN from the transferor at or before the 
time of closing. The solicitation may be 
made in person or in a mailing that in- 

cludes other items. Any person whose TIN 
is solicited under this paragraph (1) must 

furnish such TIN to the real estate broker 
and certify that the TIN is correct. 

(ii) Content of solicitation. The solici- 
tation shall be made by providing to the 
person from whom the TIN is solicited a 
written statement that the person is re- 
quired by law to furnish a correct TIN to 
the real estate broker, and that the person 
may be subject to civil or criminal pen- 
alties for failing to furnish a correct TIN. 
For example, the solicitation may be 
worded as follows: 

You are required by law to provide 
[insert name of real estate broker] with 

your correct taxpayer identification 
number. If you do not provide [insert 
name of real estate broker] with your 
correct taxpayer identification number, 

you may be subject to civil or criminal 
penalties imposed by law. 

The solicitation shall contain space for the 
name, address, and TIN of the person 
from whom the TIN is solicited and for 
the person to certify under penalties of 
perjury that the TIN furnished is that per- 
son's correct TIN. The wording of the cer- 
tification must be substantially similar to 
the following: "Under penalties of per- 

jury, I certify that the number shown on 
this statement is my correct taxpayer 
identification number. " The require- 
ments of this paragraph (1)(1)(ii) may be 
met by providing to the transferor a copy 
of Form W — 9 on which the following 

statement is substituted for the text of item 

(2) in the certification portion of the form: 
"I am providing my taxpayer identifica- 
tion number in connection with a real es- 
tate transaction. " In the case of a real 
estate transaction for which a Uniform 
Settlement Statement is used, the require- 
ments of this paragraph (l)(1)(ii) may be 
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met by providing to the transferor a copy 
of such statement i:hat is appropriately 
modified. 

(iii) Retention requirement. The solic- 
itation shall be retained by the real estate 
broker for four years following the close 
of the calendar year that includes the date 
of closing (as determined under para- 
graph (h)(2)(ii) of this section). Such so- 
licitation must be made available for 
inspection upon request by the Internal 
Revenue Service. 

(2) No TIN provided. A real estate 
broker that does not receive the transfer- 
or's TIN will not be subject to any penalty 
cross-referenced in paragraph (n) of this 
section by reason of failure to report such 
TIN if the real estate broker- 

(i) Has complied with the require- 
ments of paragraph (1)(1) of this section 
in good faith (determined with proper re- 
gard for a course of conduct and the over- 
all results achieved for the year); and 

(ii) Certifies on the Form 1096 for- 
warding the information return required 
by this section with respect to such trans- 
feror that the solicitation requirements of 
this section have been met with respect 
to the returns so forwarded. 

(m) Furnishing statements to transfer- 
ors — (1) Requirement of furnishing state- 
ments. A real estate broker who is required 
to make a return of information under 
paragraph (a) of this section shall furnish 
to the transferor whose TIN is required 
to be shown on the return a written state- 
ment of the information required to be 
shown on such return. The written state- 
ment must bear either the legend shown 
on the recipient copy of Form 1099 or the 
following: 

This is important tax information and 
is being furnished to the Internal Rev- 
enue Service. If you are required to file 
a return, a negligence penalty or other 
sanction will be imposed on you if this 
item is required to be reported and the 
IRS determines that it has not been 
reported. 

This requirement may be satisfied by fur- 
nishing to the transferor a recipient copy 
of a completed Form 1099 (or substitute 
Form 1099 that complies with current rev- 
enue procedures). In the case of a real 
estate transaction for which a Uniform 
Settlement Statement is used, this re- 
quirement also may be satisfied by fur- 
nishing to the transferor a copy of a 
completed statement that is conformed to 
comply with the requirements of this par- 
agraph (m), and by designating on the 
Uniform Settlement Statement the items 
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of information (such as gross proceeds or 
alltscated gross proceeds) required to be 
set forth on the Form 1099. For purposes 
of this paragraph (m), a statement shall 
be considered furnished to a transferor if 
it is given to the transferor in person, either 
at the closing or thereafter, or is mailed 
to the transferor at the transferor's last 
known address. 

(2) Time for furnishing statement, The 
statement required under this paragraph 
(m) shall be furnished to the transferor 
on or after the date of closing and before 
February 1 of the following calendar year. 

(n) Cross-reference to penalties. See the 
following sections regarding penalties for 
failure to comply with the requirements 
of section 6045(e) and this section: 

(1) Section 6721 for failure to file an 
information return; 

(2) Section 6722 for failure to furnish 
a statement to the transferor; 

(3) Section 6723 for failure to include 
correct information; 

(4) Section 6676 for failure to supply 
identifying numbers; and 

(5) Section 7203 for willful failure to 
supply information (including a taxpayer 
identification number). 

(o) Backup withholding requirements. 
[Reserved]. 

(p) Effective date. This section shall be 
effective for real estate transactions with 

dates of closing (as determined under par- 
agraph (h)(2)(ii) of this section) that oc- 
cur after December 31, 1986. No penalty 
will be imposed with respect to a trans- 
action with a date of closing that occurs 
before May 4, 1987. 

LAwRENcE B. GIBBs, 
Commissioner of Internal 

Revenue. 

Approved March 26, 1987. 

J. ROGER MENTZ, 

Assistant Secretary of the 

Treasury. 

(Feed by the Office of the Federal Register on April 

1, 1987, 8:45 a. m. , and published in the issue of 
the Federal Register for April 3, 1987, 52 F. R. 
10742) 

Section 6047. — Information Relating to 
Certain Trusts and Annuity Plans 

26 CFR 1. 6047 — 1: Information to be furnished with 

regard to employee retirement plan covering an owner- 

employee. 

Printing of substitutes for Forms 1096, 1098, 1099, 

5498 and W — 2G. See Rev. Proc. 87-17, page 688. 

26 CFR 1. 6047 — It Information to be furnished with 

regard to employee retirement plan covering an owner- 

employee. 

Printing of substitutes for Form W-2, Wage and 
Tax Statement, Form W — 2P, Statement for Recipi- 
ents of Annuities, Pensions, Retired Pay or IRS Pay- 

ments, and Form W — 3, Transmittal of Income and 
Tax Statements. See Rev. Proc. 87 — 25, page 721. 

Section 6049. -Returns Regarding Payments 

of Interest 

26 CFR 1. 6049-4: Return ofinformation as tointeresr 
paid and original issue discount includible in gross 
income after December 31, 1982. 

ACTION: Temporary regulations. 

SUMMARY: This document contains 
temporary regulations relating to report- 
ing requirements for original issue dis- 

count debt instruments. The temporary 
regulations are necessary to provide bro- 

kers and other middlemen who hold orig- 
inal issue discount debt instruments as 
nominees with the immediate guidance 
needed to meet the reporting require- 
ments. The text of the temporary regu- 
lations set forth in this document also serves 

as the text of the proposed regulations 
cross-referenced in the notice of proposed 
rulemaking * * *. 

EFFECTIVE DATE: The regulations are 
effective on January 1, 1986. 

FOR FURTHER INFORMATION 
CONTACT: Susan T. Baker of the Leg- 
islation and Regulations Division, Office 
of the Chief Counsel, Internal Revenue 
Service, 1111 Constitution Avenue, NW. , 
Washington, DC 20224 (Attention: 
CC:LR:T) (LR — 2 — 86) (202 — 566 — 3829, not 
a toll-free call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

This document contains temporary reg- 
ulations amending the original issue dis- 

count reporting requirements under section 
6049 of the Internal Revenue Code of 1954 
for brokers and other middlemen who hold 
certain original issue discount debt in- 
struments as nominees. The temporary 
regulations provided in this document will 

remain in effect until superseded by final 
regulations on this subject. 

OMB CONTROL NUMBERS 
UNDER THE PAPERWORK 

REDUCTION ACT 
(26 CFR Part 602) 

Par. 3, The authority for Part 602 con- 
tinues to read as follows: 

Authority: 26 U. S. C. 7805. 
Par. 4. Section 602. 101(c) is amended 

by inserting in the appropriate place in 

the table "III. 6045 — 3T. . . 1545 — 0715. " 
There is need for immediate guidance 

with respect to the provisions contained 
in this Treasury decision. For this reason, 
it is found impractical to issue this Treas- 

ury decision with notice and public pro- 
cedure under subsection (b) of section 553 
of Title 5 of the United States Code or 
subject to the effective date limitation of 
subsection (d) of that section. 

Printing of substitutes for Forms 1096, 1098, 1099, 
5498 and W — 2G. See Rev. Proc. 87 — 17, page 688. 

26 CFR h6049-5Tt Repornng by brokers of interest 

and original issue discount. 

T. D. 8109 

TITLE 26. — INTERNAL REVENUE— 
CHAPTER 61, SUBCHAPTER A, PART 
1. — INCOME TAX; TAXABLE YEARS 
BEGINNING AFTER DECEMBER 31, 
1953; PART 602. — 0MB CONTROL 
NUMBERS UNDER THE PAPERWORK 
REDUCTION ACT 

Income Taxes: Original Issue Discount 

Reporting Requirements of Brokers 

AGENCY: Internal Revenue Service, 
Treasury. 

EXPLANATION OF PROVISIONS 

Section 1. 6049 — 5(c) provides that, in 

determining whether a debt instrument 
has original issue discount and the amount 
of such discount which is includible in the 
income of the holder, a payor who is not 
an issuer may rely on the Internal Rev- 
enue Service's publication of publicly 
traded original issue discount debt instru- 
ments (Publication 1212, List of Publicly 
Offered Discount Instruments). 

The temporary regulations amend the 
existing reporting requirements to require 
reporting of original issue discount on CDs 
held by a broker or other middleman as 
nominee. The Service believes that bro- 

kers or middlemen are able to compute 
the necessary original issue discount from 

information readily available to them. The 
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reporting requirements are effective be- 
ginning in calendar year 1986 for brokers 
and other middlemen holding CDs on or 
after June 1, 1986, if the CDs were sold 
by the broker or middleman to the owner 
(whether sold for the broker's account or 
as an agent of the issuer). The reporting 
requirements are effective beginning in 
calendar year 1987 for brokers and other 
middlemen holding as nominees on or after 
January 1, 1986, all CDs regardless of the 
manner of sale to the owner. 

QUESTIONS RESERVED 

The temporary regulations do not ad- 
dress the reporting requirements under 
section 6049 with respect to stripped bonds 
and coupons. The Service is considering 

applying the new rules applicable to CDs 
to stripped bonds and coupons and would 
welcome comments on this issuer. 

REGULATORY FLEXIBILITY ACT 

A general notice of proposed rule- 
making is not required by 5 U. S. C. 553 
for temporary regulations. 

Accordingly, the temporary regula- 
tions do not constitute regulations subject 
to the Regulatory Flexibility Act (5 U. S. C. 
Chapter 6). 

NON-APPLICABILITY OF 
EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue Service has determined that this tem- 

porary rule is not a major rule as defined 
in Executive Order 12291 and that a reg- 
ulatory impact analysis therefore is not 
required. 

PAPERWORK REDUCTION ACT 

The collection of information require- 
ments contained in this regulation have 

been submitted to the Office of Manage- 
ment and Budget (OMB) in accordance 
with the requirements of the Paperwork 
Reduction Act of 1980. These require- 
ments have been approved by OMB (con- 
trol no. 1545 — 0117). 

DRAFTING INFORMATION 

The principal author of these regula- 

tions is Theresa E. Bearman of the Leg- 
islation and Regulations Division of the 

Office of Chief Counsel, Internal Reve- 

nue Service. However, personnel from 

other offices of the Internal Revenue Ser- 

vice and Treasury Department partici- 

pated in developing the regulations, on 

matters of both substance and style. 

Adoption of Amendments to the 

Regulations 

Accordingly, 26 CFR Parts 1 and 602 
are amended as follows: 

PART I — [AMEItDED] 

Paragraph 1. The authority citation for 
Part 1 is amended by adding the following 

citation: 
Authority: 26 U. S. C. 7805. * * * 

Section 1. 6049 — 5T also issued under 26 
U. S. C. 6049. 

Par. 2. New tJ1. 6049-5T is added im- 

mediately after f)1. 6049 — 5 to read as fol- 
lows: 

t)1. 6049 — 5T Reporting by brokers of in- 

terest and original issue discount on and 
after January 1, 1986 (temporary). 

For purposes of Ill. 6049 — 5(c), relating 
to original issue discount treated as in- 

terest subject to reporting on and after 
January 1, 1986, a payor who is a broker 
or middleman holding as a nominee- 

(a) A bank certificate of deposit (with- 
out regard to whether the broker or mid- 

dleman sold the certificate of deposit to 
the owner); or 

(b) Any other original issue discount 
debt instrument that is specified by the 
Commissioner. 
must determine whether that obligation 
is one that was issued at a discount and 
the amount of discount that is includible 
in the income of the owner. However, 
before January 1, 1987, reporting is re- 
quired only with respect to certificates of 
deposit (or any such other obligations) 
held by a broker or middleman as a nom- 
inee on or after June 1, 1986, that were 
sold by the broker or middleman (whether 
for the broker's account or as an agent of 
the issuer) to the owner. The preceding 
two sentences do not apply to certificates 
of deposit (or any such other obligations) 
held on or after January 1, 1986, but dis- 

posed of before June 1, 1986; reporting 
requirements with respect to such certif- 
icates of deposit (or any other such ob- 
ligations) shall be determined under the 
provisions of 11L6049 — 5(c) as in effect im- 

mediately prior to publication of this 
tj1. 6049 — 5T. 

PART 602 — [AMEitiDED] 

Par. 3. The authority citation for Part 
602 continues to read as follows: 

Authority: 26 U. S. C. 7805. 
Par. 4. section 602. 101(c) is amended 

by inserting the following in the appro- 
priate places in the table: 

Section 6050H 

"&1. 6049 — 5(c). . . . 1545. 0117. " 
There is a need for immediate guidance 

with respect to the provisions contained 
in this Treasury decision. For this reason, 
it is found impracticable to issue this 

Treasury decision with notice and public 
procedure under subsection (b) of section 
553 of Title 5 of the United States Code 
or subject to the effective date limitation 
of subsection (d) of that section. 

RoscoE L. EGGER, JR. , 
Commissioner of 

Internal Revenue. 

Approved December 2, 1986. 

J. ROGER MENTz, 
Assistant Secretary 

of the Treasury. 

(Filed by the Ofgce of the Federal Register oo De- 
cember 12, 1986, 11:30 a. m. , aod published io the 

issue of the Federal Register for December 17, 
1986, 51 F. R. 45105) 

Section 6050A. -Reporting Requirements of 

Certain Fishing Boat Operators 

26 CFR 1. 6050A-lr Reporting requirements of certain 

fishing boat operators. 

Printing of substitutes for Forms 1096, 1098, 1099, 
5498 and W — 2G. See Rev. Proc. 87-17, page 688. 

Section 6050B. — Returns Relating to 
Unemployment Compensation 

26 CFR I. 6050B-Ir Information returns by person 
making unemployment compensation payments. 

Printing of substitutes for Forms 1096, 1098, 1099, 
5498 aod W-2G. See Rev. Proc. 87-17, page 688. 

Section 6050D. — Returns Relating to Energy 

Grants and Financing 

26 CFR 1. 6050D — I: Information returns relanng to 

energy grants and financing. 

Printing of substitutes for Forms 1096, 1098, 1099, 
5498 aod W-2G. See Rev. Proc. 87-17, page 688. 

Section 6050E. — State and Local Income 

Tax Refunds 

26 CFR I. 6050E — I: Reporting of State and local in- 

come rar refunds. 

Printing of substitutes for Forms 1096, 1098, 1099, 
5498 aad W-2G. See Rev. Proc. 87-17, page 688. 

Section 6050H. — Returns Relating to 
Mortgage Interest Received in Trade or 
Business From Individuals 

26 CFR I. 6050H — IT: Questions and answers con- 
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Section 6050J 
cerning information remrns relating to mortgage in- 

terest received in a trade or business from individuals. 

Printing of substitutes for Forms 1096, 1098, 1099, 
5498 and W-2G. See Rev. Proc. 87-17, page 6SS. 

Section 6050J. — Returns Relating To 

Foreclosures and Ahandonments of Security 

26 CFR 1. 60501-1 T: Questions and answers concern- 

ing informanon returns relating to foreclosures and 

abandonments of securi ry. 

Printing of substitutes for Forms 1096, 1098, 1099, 
5498 and W-2G. See Rev. Proc. 87-17, page 688. 

Section 6050K. — Returns Relating to 
Exchanges of Certain Partnership Interests 

26 CFR 1. 6050K — 1: Returns relaung to sales or ex- 

changes of certain partnershtp interests. 

T. D. 8119 

TITLE 26 — INTERNAL REVENUE— 
CHAPTER 1, SUBCHAPTER A, PART 

1 — INCOME TAX; TAXABLE YEARS 
BEGINNING AFTER DECEMBER 31, 
1953; SUBCHAPTER H — INTERNAL 

REVENUE PRACTICE, PART 602 
OMB CONTROL NUMBERS UNDER 
THE PAPERWORK REDUCTION ACT 

Information Returns Relating to Sales or 
Exchanges of Certain Partnership 
Interests 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Final regulations and with- 

drawal of temporary regulations. 

SUMMARY: This document withdraws 

temporary regulations and provides final 

regulations relating to information re- 

turns, statements, and notifications re- 

quired where there is a sale or exchange 
of certain partnership interests. The final 

regulations refiect changes to the appli- 
cable tax law made by section 149 of the 
Tax Reform Act of 1984 and provide 
guidance on the manner of filing and con- 

tents of required information returns, 
statements, and notifications under sec- 
tion 6050K of the Internal Revenue Code 
of 1986. 

DATES: The regulations contained in this 

document are effective with respect to sales 

or exchanges of partnership interests made 

after December 31, 1984. 

FOR FURTHER INFORMATION 
CONTACT: Robert E. Shaw of the Leg- 
islation and Regulations Division, Office 
of Chief Counsel, Internal Revenue Ser- 

vice, 1111 Constitution Avenue, N. W. , 
Washington D. C. , 20224, (Attention: 
CC:LR:T LR — 236-84). Telephone 202- 
566-3297 (not a toll-free call). 

SUPPLEMEtVTARY INFORMATION: 
BACKGROUND 

On December 23, 1985, the FED- 
ERAL REGISTER published temporary 
regulations and a cross-referencing notice 
of proposed rulemaking containing pro- 
posed amendments to the Income Tax 
Regulations (26 CFR Part 1) under sec- 
tion 6050K of the Internal Revenue Code 
of 1986 (50 FR 52313, 52332). These 
amendments were proposed to conform 
the regulations to section 149 of the Tax 
Reform Act of 1984 (86 Stat. 494). A pub- 
lic hearing was held on June 12, 1986. 
After consideration of all comments re- 
garding the proposed amendments, those 
amendments are adopted as revised by 
this Treasury decision and the temporary 
regulations are withdrawn. 

COMMENTS 

Many comments related to various dif- 
ficulties encountered in complying with 
the reporting requirements of temporary 
regulations III. 6050K — 1T in the case of 
sales or exchanges of interests in publicly 
traded partnerships. The final regulations 
add new paragraphs (a)(2) and (d)(2) to 
f1. 6050K — 1 which exclude from the re- 
porting requirements under section 6050K 
sales or exchanges of partnership interests 
with respect to which a return is required 
to be filed by a broker under section 6045 
(currently, Form 1099 — B). The informa- 
tion currently required to be furnished on 
Form 1099 — B is similar to the information 
required to be furnished on Form 8308. 
If in the future more extensive informa- 
tion is required to be reported pursuant 
to section 6050K, this exception to the 
filing requirements may be reconsidered. 

Two commenters stated that Congress 
intended that notification from the trans- 
feror partner would be a prerequisite to 
any reporting responsibility by the part- 
nership under section 6050K and there- 
fore IIL6050K — 1T(e)(2), which extends 
the partnership's reporting responsibility 
to include transfers within the partner- 
ship's knowledge, imposes a burden be- 
yond that intended by Congress. The final 
regulations retain paragraph (e)(2) as 
proposed, which is consistent with the 
language of section 6050K(c)(2) of the 
Code. The goal of section 6050K is to 
increase transferor compliance with sec- 

tion 751(a) of the Code. To limit the re- 
porting requirement under section 6050K 
to those situations in which the transferor 
formally notifies the partnership could re- 
sult in transferors defeating that goal sim- 

ply by inaction. 

Several commenters suggested that 
partnerships should be permitted to in- 

clude information with respect to record 
interest holders on the partnership's re- 
turn on Form 8308 if the identity of bene- 
ficial interest holders is unknown. The final 

regulations adopt this suggestion. Section 
1. 6050K — 1(a)(4)(iii) provides that, for 
purposes of section 6050K and 51. 6050K— 

1, the transferor is the beneficial owner 
of a partnership interest immediately be- 

fore the transfer of that interest and the 
transferee is the beneficial owner of a 
partnership interest immediately after the 
transfer of that interest. It also provides 
that where a partnership does not know 

the identity of the beneficial owner of an 
interest in th'e partnership, the record 
holder of such interest is treated as the 
transferor or transferee (as the case may 
be). However, the final regulations do not 
relieve a beneficial owner of the require- 
ment of 5L6050K — 1(d) that a transferor 
notify the partnership of the transfer. 

Two commenters suggested that the 
statutory requirement that statements to 
transferor and transferee partners be fur- 
nished on or before January 31 of the cal- 
endar year following the year in which the 
transfer occurred should be modified by 
regulation to permit partnerships to fur- 
nish those statements closer to the time 
Schedules K — 1 are furnished to partners. 
The final regulations do not adopt this 
suggested deviation from the statutory re- 
quirement. In rare cases it may not be 
possible for a partnership to furnish state- 
ments by the January 31 deadline. Relief 
is available in such cases under section 
6678(a) of the Code, which provides an 
exception to the imposition of a penalty 
for failure to timely file a statement under 
section 6050K(b) where such failure is due 
to reasonable cause and not to willful ne- 

glect. 
Several commenters suggested that the 

final regulations should not require part- 
nerships to amend their Form 1065 in or- 
der to attach Form 8308 where a 

partnership has been notified of a section 

751(a) exchange after the partnership has 

filed Form 1065. Section 1. 6050K — 1(f) has 

been revised to provide that where a part- 

nership is notified of an exchange after 

the partnership has filed its Form 1065 for 

the taxable year with respect to which the 
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exchange should have been reported Form 
8308 is to be filed separately within 30 
days of such notification. 

SPECIAL ANALYSES 

The Commissioner of Internal Reve- 
nue has determined that this final rule is 
not a major rule as defined in Executive 
Order 12291 and that a Regulatory Im- 
pact Analysis is therefore not required. 

Although a notice of proposed rule- 
making soliciting public comment was is- 

sued, the Internal Revenue Service 
concluded when the notice was issued that 
the regulations are interpretative and that 
the notice and public procedure require- 
ments of 5 U. S. C. 553 do not apply. Ac- 
cordingly, the final regulations do not 
constitute regulations subject to the Reg- 
ulatory Flexibility Act (5 U. S. C. chapter 
6). 

DRAFTING INFORMATION 

The principal author of these regula- 
tions is Robert E. Shaw of the Legislation 
and Regulations Division of the Office of 
Chief Counsel, Internal Revenue Service. 
However, personnel from other offices of 
the Internal Revenue Service and Treas- 
ury Department participated in develop- 

ing the regulations, both on matters of 
substances and style. 

LIST OF SUBJECTS IN 

26 CFR 1. 6001 — 1 — 1. 6109 — 2 

Income taxes, Administration and pro- 
cedure, Filing requirements. 

26 CFR Part 602 

Reporting and recordkeeping require- 
ments. 

Adoption of amendments to the 

regulations 

Accordingly, 26 CFR Part 1 and Part 

602 are amended as follows: 

Paragraph 1. The authority for Part I 
is amended by removing the following ci- 

tation: 
Authority: * * * Section 1. 6050K — 1T 

also issued under 26 U. S. C. 6050K. 
Par. 2. Section 1. 6050K — 1T is re- 

moved. 
Par. 3. The authority for Part 1 is 

amended by adding the following citation: 

Authority: ' * * Section 1. 6050K — 1 also 

issued under 26 U. S. C. 6050K. 
Par. 4. A new tJ1. 6050K — 1 is added im- 

mediately after rt1. 6050J — IT to read as 

follows: 

t)1. 6050K — 1 Returns relating to sales or 

exchanges of certain partnership inter- 

ests. 

(a) Partnership return required. (1) ln 

generaL Except as otherwise provided in 

this paragraph (a), a partnership shall make 

a separate return on Form 8308 with re- 

spect to each section 751(a) exchange (as 
defined in paragraph (a)(4)(i) of this sec- 

tion) of an interest in such partnership 

which occurs after December 31, 1984. A 

partnership that is in doubt as to whether 

partnership property constitutes section 

751 property to any extent or as to whether 

a transfer of a partnership interest con- 

stitutes a section 751(a) exchange may file 

Form 8308 in order to avoid the risk of 
incurring a penalty under section 6721. 
The penalty under section 6721 will gen- 

erally apply, however, to partnerships that 

do not file Form 8308 where in fact a sec- 

tion 751(a) exchange occurred, except as 

provided in paragraphs (a)(2) and (e) of 
this section. 

(2) Return required under section 6045. 
No return shall be required under section 

6050K(a) and paragraph (a)(1) of this sec- 

tion with respect to the sale or exchange 

of a partnership interest if a return is re- 

quired to be filed under section 6045 with 

respect to such sale or exchange. 

(3) Single or composite documents. The 
Commissioner may authorize the use, at 

the option of the partnership, of a single 

document which includes all of the part- 
nership's returns for a calendar year in 

the case of partnerships required under 

paragraph (a)(1) of this section to make 

25 or more returns on Form 8308 for any 

calendar year. In addition, the Commis- 

sioner may authorize the use for this pur- 

pose, also at the option of such a 
partnership, of a composite document. 
These authorizations shall be subject to 
such conditions, limitations, and special 
rules governing the preparation, execu- 

tion, filing, and correction thereof as the 

Commissioner may deem appropriate. 
Such composite document shall consist of 
a form prescribed by the Commissioner 

and an attachment or attachments of mag- 

netic tape or other approved media. To 
the extent that the use of a single or com- 

posite document has been authorized by 

the Commissioner, references in this sec- 

tion to Form 8308 shall be deemed to refer 
also to returns included in a single or com- 

posite document under this paragraph 

(a)(3). Any single or composite document 

so authorized shall include the informa- 

tion required to be provided on Form 8308 
under paragraph (b) of this section with 

respect to each section 751(a) exchange. 

Section 6050K 
(4) Definti ons. For purposes of section 

6050K of the Code and this section- 
(i) Section 751(a) exchange. The term 

"section 751(a) exchange" means any sale 

or exchange of a partnership interest (or 
portion thereof) in which any portion of 
any money or other property received by 
a transferor partner in exchange for all or 
a part of his or her interest in the part- 
nership is attributable to section 751 prop- 
erty. The term does not include a 
distribution which is treated as a sale or 
exchange between the distributee and the 
partnership under section 751(b) of the 
Code. 

(ii) Section 751 property. The term 
"section 751 property" means unrealized 
receivables, as defined in section 751(c) 
of the Code, and inventory items which 

have appreciated substantially in value 
(" substantially appreciated inventory 
items"), as defined in section 751(d) of 
the Code. 

(iii) Transferor and transferee. The term 
"transferor" means the beneficial owner 
of a partnership interest immediately be- 
fore the transfer of that interest. The term 
"transferee" means the beneficial owner 
of a partnership interest immediately after 
the transfer of that interest. However, if 
a partnership does not know the identity 
of the beneficial owner of an interest in 

the partnership, the record holder of such 
interest shall be treated as the transferor 
or transferee (as the case may be) for pur- 

poses of paragraphs (b) and (c) of this 
section. 

(b) Contents of return. The return on 
Form 8308 shall include the following in- 

formation: 

(1) The names, addresses, and tax- 

payer identification numbers of the trans- 

feree and transferor in the exchange and 
of the partnership filing the return; 

(2) The date of the exchange; and 

(3) Such other information as may be 
required by Form 8308 or its instructions. 

(c) Statement to be furnished to trans- 

feror and transferee. Eve y partnership re- 
quired to file a return under paragraph 

(a) of this section must furnish to each 
person whose name is required to be set 
forth in such return a written statement 
on or before January 31 of the calendar 
year following the calendar year in which 
the section 751(a) exchange occurred to 
which the return under paragraph (a) re~ 
lates (or, if later, 30 days after the part- 
nership is notified of the exchange as 
defined in paragraph (e) of this section). 
The partnership shall use a copy of the 
completed Form 8308 as a statement un- 
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Section 6050K 

less the Form 8308 contains information 
with respect to more than one section 
751(a) exchange (see paragraph (a)(3) of 
this section). If the partnership does not 
use a copy of Form 8308 as a statement, 
the statement shall include the informa- 
tion required to be shown on Form 8308 
with respect to the section 751(a) ex- 
change to which the person to whom the 
statement is furnished is a party. In ad- 
dition, it shall state that— 

(1) The information shown on the 
statement has been supplied to the Inter- 
nal Revenue Service, 

(2) A transferor of a partnership in- 

terest in a sale or exchange described in 

section 751(a) of the Internal Revenue 
Code is required to treat a portion of any 
gain or loss resulting from the sale or ex- 
change as ordinary income or loss, and 

(3) The transferor in a section 751(a) 
sale or exchange is required under para- 

graph (a)(3) of I1L751-1 to attach a state- 
ment relating to the sale or exchange to 
his or her income tax return for the tax- 
able year in which the sale or exchange 
occurred. 

(d) Requirement that transferor notify 
partnership. (1) In general. The trans- 
feror of any partnership interest in a sec- 
tion 751(a) exchange shall notify the 
partnership of such exchange in writing 
within 30 days of the exchange (or, if ear- 
lier, January 15 of the calendar year fol- 

lowing the calendar year in which the 
exchange occurred). The written notifi- 

cation from the transferor shall include 

the following information: 

(i) The names and addresses of the 
transferor and transferee in the section 

751(a) exchange; 
(ii) The taxpayer identification num- 

bers of the transferor and, if known, of 
the transferee; and 

(iii) The date of the exchange. 

Any transferor who notified a partnership 

under section 6050K(c)(1) prior to Jan- 

uary 22, 1986 by a notification that does 

not meet the requirements of this para- 

graph (d) shall furnish such partnership 

with the written notification described in 

this paragraph (d) on or before February 

21, 1986. 
(2) Return required undersection 6045. 

No transferor shall be required to notify 

a partnership of the sale or exchange of 
a partnership interest under section 
6050K(c)(1) or paragraph (d)(1) of this 

section if a return is required to be filed 

under section 6045 with respect to such 

sale or exchange. 

(e) Partnership nor required ro make a 

return or furnish statement under this sec- 

tion until ir has notice of the exchange. A 

partnership shall not be required to make 

a return or furnish statements under sec- 

tion 6050K and this section with respect 
to any section 751(a) exchange until it has 

been notified of the exchange. For pur- 

poses of section 6050K(c)(2) and this sec- 

tion, a partnership is notified of a section 

751(a) exchange when either: 

(1) The partnership receives the writ- 

ten notification from the transferor re- 

quired under paragraph (d) of this section; 
or 

(2) The partnership has knowledge that 
there has been a transfer of a partnership 
interest or any portion thereof, and, at 
the time of the transfer, the partnership 
had any section 751 property. However, 
no return or statements are required un- 

der section 6050K if the transfer was not 
a section 751(a) exchange (e. g. , a transfer 
which in its entirety constitutes a gift for 
federal income tax purposes). For pur- 

poses of this paragraph (e)(2), the part- 
nership may rely on a written statement 
from the transferor that the transfer was 
not a section 751(a) exchange in the ab- 
sence of knowledge to the contrary. For 
rules applicable where the partnership is 
in doubt as to whether partnership prop- 
erty constitutes section 751 property to 
any extent or as to whether a transfer of 
a partnership interest constitutes a section 
751(a) exchange, see paragraph (a)(1) of 
this section. 

(f) Partnership rerum is ro be attached 
ro Form 1065. (1) In general. Any part- 
nership return on Form 8308 required un- 

der this section shall be filed as an 
attachment to the partnership's Form 1065 
for its taxable year in which the calendar 
year in which the section 751(a) exchange 
occurred ends and shall be filed at the 
time (determined with regard to any ex- 
tension of time for filing) and place pre- 
scribed for filing of the partnership's Form 
1065 for that taxable year (see paragraph 
(e) of rr1. 6031 — 1 for the time and place 
for filing Form 1065). 

(2) IVorificarion ttfrer Form 1065 is filed. 
If a partnership is notified of an exchange 
(as defined in paragraph (e) of this sec- 
tion) after the partnership has filed Form 
1065 for the taxable year with respect to 
which the exchange should have been re- 
ported, Form 8308 shall be filed with the 
service center or other Internal Revenue 
office with which the partnership's Form 
1065 was filed, on or before the thirtieth 

day after the partnership is notified of the 
exchange. 

(g) Penalties. For penalties for failure 

of: 
(1) Transferors to furnish the notifi- 

cation required by paragraph (d) of this 

section see section 6722(b). 
(2) Partnerships to furnish any state- 

ment required under paragraph (c) of this 

section see section o722(a); and 

(3) Partnerships to file the return on 

Form 8308 as required by paragraph (a) 
of this section see section 6721. 

CONTROL NUMBER UNDER THE 
PAPERWORK REDUCTION ACT 

(26 CFR Part 602) 

Par. 5. The authority for Part 602 con- 

tinues to read as follows: 
Authority: 26 U. S. C. 7805. 
Par. 6. Section 602. 101(c) is amended 

by removing from the appropriate places 

in the table "1. 6050K — 1T. . . 1545-4941. " 
Par. 7. Section 602. 101(c) is amended 

by inserting in the appropriate places in 

the table "1. 6050K — 1. . . 1545-0941. " 
LAWRENCE B. GIBBS, 

Commissioner of 
Internal Revenue. 

Approved December 19, 1986. 

J. ROGER MENTZ, 
Assistant Secretary 
of the Treasury. 

(Filed by the Office of the Federal Register on De- 
cember 31, 1986, 8:45 a. m. , and published in the 

issue of the Federal Register for January 2, 1987, 
52 F. R. 40. ) 

Sechon 6050N. -Returns Regarding the 
Payment of Royalties 

Printing of substitutes for Forms 1096, 1098, 1099, 
5498 and W-2G. See Rev. Proc. 87-17, page 688. 

Subpart C. — Information Regarding Wages Paid 
Employees 

Section 6051. — Receipts for Employees 

26 CFR 31. 605l-l t Statements for employees. 

Printing of substitutes for Form W-2, Wage and 
Tax Statement, Form W-2P, Statement for Recipi- 
ents of Annuities, Pensions, Retired Pay or IRA Pay- 
ments, and Form W-3, Transmittal of Income and 
Tax Statements. See Rev. Proc. 87-25, page 721. 

26 CFR 3I. 605I-2t Information returns on Form 
W — 3 and Internal Revenue Service copies of Fomu 
W-2. 

Pnnting of substitutes for Form W-2, Wage and 

Tax Statement, Form W-2P, Statement for Recipi- 
ents of Annuities, Pensions, Retired Pay or IRA Pay- 

322 1987 — 1 C. B. 



Section 6103 
ments, and Form W-3, Transmittal of Income and 
Tax Statements. See Rev. Proc. 87-25, page 721. 

Part V. — Time Ior Filing Returns and Other 
Documents 

Section 6071, -Time for Filing Returns and 
Other Documents 

26 CFR 31. 6071(a)-1: Time for filin returns and other 
documents. 

Printing of substitutes for Form W-2, Wage and 
Tax Statement, Form W-2P, Statement for Recipi- 
ents of Annuities, Pensions, Retired Pay or IRA Pay- 
ments, and Form W-3, Transmittal of Income and 
Tax Statements. See Rev. Proc. 87-25, page 721. 

Part Vl. ~asian ol Time for Filing Returns 

Section 6081;Extension of Time for Filing 
Returns 

26 CFR 31. 608) (a)-1: Extension of time for filing re- 

tuftls. 

Printing of substitutes for Form W-2, Wage and 

Tax Statement, Form W-2P, Statement for Recipi- 
ents of Annuities, Pensions, Retired Pay or IRA Pay- 

ments, and Form W-3, Transminal of Income and 

Tax Statements. See Rev. Proc. 87-25, page 721. 

Part Vll. ~lace for Filing Returns or Other 

Oocum ants 

Section 6091;Place for Filing Returns ef 
Other Documents 

Printing of substitutes for Form W-2, Wage and 

Tax Statement, Form W-2P, Statement for Recipi- 

ents of Annuities, Pensions, Retired Pay or IRA Pay- 

ments, and Form W-3, Transmittal of Income and 

Tax Statements. See Rev. Proc. 87-25, page 721, 

Subchapter 8. — Miscellaneous Provisions 

Section 6103;Confidentiality and 

Disclosure of Returns and Return 

Information 

26 CFR 30). 6)03(j)())-)t Disclosures of return in- 
formation to officers and employees of the Department 

of Commerce for certain statist)eel purposes and re- 

lated activities. 

T. D. 8118 

TITLE 26 — INTERNAL REVENUE 
CHAPTER I, SUBCHAPTER F, PART 

301 — PROCEDURE AND 

ADMINISTRATION 

Disdosure of Return Information to the 
Bureau of the Census 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Final regulations. 

SUMMARY: This document contains fi- 

nal regulations to authorize the disclosure 

of an additional item of return informa- 

tion to the Bureau of the Census for use 

in statutory statistical programs, delete the 

authority to disclose those items of return 

information which the Bureau no longer 
needs for such programs, and delete the 

authority of the Federal Trade Commis- 

sion to obtain return information for cer- 
tain statistical purposes and transfer such 

authority to the Bureau of the Census. 
The amendments to the regulations will 

provide guidance to Internal Revenue 
Service personnel responsible for disclo- 

sure of this information. 

DATES: The amendments to the regu- 

lations are effective as of December 30, 
1986. 

FOR FURTHER INFORMATION 
CONTACT: David E. Dickinson of the 
Office of the Chief Counsel, Internal Rev- 
enue Service, 1111 Constitution Ave. , 
N. W. , Washington, D. C. 20224 (Atten- 
tion: CC:LR: T) (202 — 566-6655, not a toll- 

free number). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

On March 28, 1986, the FEDERAL 
REGISTER published proposed amend- 
ments to the Regulations on Procedure 
and Administration (26 CFR Part 301) 
under section 6103 of the Internal Rev- 
enue Code of 1954 (51 FR 10635). Under 
section 6103(j)(1) of the Code, upon writ- 

ten request from the Secretary of Com- 
merce, the Internal Revenue Service is to 
furnish the Bureau of the Census such tax 
return information as may be prescribed 
by Treasury regulations for statutorily au- 
thorized statistical activities. An itemized 
description of such return information is 

currently provided by f301. 6103(j)(1) — 1 

of the Regulations on Procedure and 
Administration. Similar disclosures to the 
Federal Trade Commission for a limited 
statistical purpose are authorized by sec- 
tion 6103(j)(2) of the Code and 
I 301. 6103(j)(2) — 1 of the regulations. 

Further, because employment tax re- 
turns and employment tax return infor- 
mation are filed initially with the Social 
Security Administration rather than the 
Internal Revenue Service under the com- 
bined annual wage reporting system, the 
regulations also authorize the Social Se- 
curity Administration to disclose directly 
to the Census Bureau and FTC certain 
employment tax return information, sub- 

ject to statutory restrictions designed to 
protect the confidentiality of such infor- 

mation. 
Periodically, the disclosure regulations 

are amended to reflect the changing sta- 
tistical needs of the Census Bureau for 
tax information, and this rulemaking up- 

dates the regulations. 
The Service did not receive any written 

comments in response to the notice of 
proposed rulemaking. No public hearing 
was requested or held. Accordingly, the 
proposed regulations are adopted as pro- 
posed. 

DESCRIPTION OF AMENDMENTS 
TO REGULATIONS 

In properly conducting economic cen- 
suses as part of its economic statistics pro- 
grams, the Census Bureau needs the 
employer identification number of each 
affiliated corporation listed on Form 851. 

' On the other hand, the Census Bureau 
no longer uses certain information from 
employment tax returns. 

These regulations amend ft30L6103(j) 
(1) — 1 to add the above item to the list of 
disclosable tax return information while 

deleting those employment tax return items 
no longer required. 

Also, because responsibility for prep- 
aration of the Quarterly Financial Report 
has been shifted from the FTC to the Cen- 
sus Bureau, these amendments reflect this 
shift by deleting present regulatory au- 

thority to disclose certain corporation tax 
return information to the FTC and mov- 

ing it to the Census Bureau. 

NONAPPLICABILITY OF 
EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue has determined that this final rule is 

not a major rule as defined in Executive 
Order 12291 and that a regulatory impact 
analysis therefore is not required. 

REGULATORY FLEXIBILITY 
ANALYSIS 

Although a notice of proposed rule- 

making that solicited public comment was 

issued, the Internal Revenue Service con- 
cluded when the notice was issued that 
the regulations are interpretative and that 
the notice and public procedure require- 
ments of 5 U. S. C. 553 did not apply. Ac- 
cordingly, the final regulations do not 
constitute regulations subject to the Reg- 
ulatory Flexibility Act (5 U. S. C. Chapter 
6). 
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DRAFTING INFORMATION 

The principal author of these regula- 
tions is David E. Dickinson of the Office 
of the Chief Counsel, Internal Revenue 
Service. However, personnel from other 
offices of the Internal Revenue Service 
and Treasury Department participated in 
developing these regulations both on mat- 
ters of substance and style. 

LIST OF SUBJECTS IN 
26 CFR 301 

Administrative practice and proce- 
dure, Bankruptcy, Courts, Crime, Em- 
ployment taxes, Estate taxes, Excise taxes, 
Gift taxes, Income taxes, Investigations, 
Law enforcement, Penalties, Pensions, 
Statistics, Taxes, Disclosure of informa- 
tion, Filing requirements. 

Amendments to the regulations 

Accordingly, 26 CFR Part 301 is 
amended by adopting, without change, the 
regulations proposed as a notice of pro- 
posed rulemaking published in the FED- 
ERAL REGISTER on March 28, 1986 
(51 FR 10635), to read as follows: 

Paragraph 1. The authority for Part 301 
is amended by adding the following ci- 
tation: 

Authority: 26 U. S. C. 7805. ' * * Sec- 
tion 301. 6103(j)(1) — 1 also issued under 26 
U. S. C. 6103(j). 

Par. 2. Section 301. 6103(j)(1) — 1 is 
amended by revising paragraph (b)(2)(iii), 
by revising paragraph (b)(3)(xi) and (xii) 
and adding a new paragraph (b)(3)(xiii) 
immediately thereafter, and by revising 

paragraph (b)(5) and adding a new par- 
agraph (b)(6) immediately thereafter. The 
introductory text of paragraph (b)(2) is 

republished. The revised and added pro- 
visions read as fofiows: 

fJ30L6103(j)(1) — 1 Disclosures of return 
information to officers and employees of 
the Department of Commerce for certain 
statistical purposes and related activities. 

(b) Disclosure of return information to 

officers and employees of the Bureau of 
the Census. * * * 

(2) Officers or employees of the Ser- 

vice will disclose to officers and em- 

ployees of the Bureau of the Census for 

purposes of, but on]y to the extent nec- 

essary in, conducting, as authorized by 

chapter 5 of Title 13, United States Code, 

demographic, economic, and agricultural 

statistics programs and censuses and re- 

lated program evaluation — * ' ' 
(iii) From an employment tax return— 

(A) Taxpayer identifying number (as 
described in section 6109) of the em- 

ployer, 

(B) Total compensation reported, 

(C) Master file tax account number, 

(D) Taxable period covered by such 
return, 

(E) Employer code, 
(F) Document locator number, 

(G) Record code, 
(H) Total number of individuals em- 

ployed in the taxable period covered by 
the return, 

(I) Total taxable wages paid for pur- 

, poses of chapter 21, and 

(J) Total taxable tip income reported 
for purposes of chapter 21; and * * * 

(3) 
(xi) From Form 1065, including Sched- 

ule F, if any, total sales of livestock and 
produce raised and other farm income and 
gross and net profits from farming: 

(xii) From Form 1120S, the names and 
taxpayer identifying numbers of, and the 
number of shares of stock owned by, no 
more than 10 shareholders of the corpo- 
ration; and 

(xiii) From Form 851, the employer 
identification number of each corporation 
named on such return. 

(5) Subject to the requirements of par- 
agraph (d) of this section and 
fJ301. 6103(p)(2)(B) — 1, officers or em- 
ployees of the Social Security Adminis- 
tration to whom the following return 
information has been disclosed as pro- 
vided by section 6103(l)(1)(A) or (5) may 
disclose such return information to offi- 
cers and employees of the Bureau of the 
Census for necessary purposes described 
in paragraph (b)(2) or (3) of this section- 

(i) From Form SS — 4, all information 
refiected on such return; and 

(ii) From Form 1040, Schedule SE- 
(A) Taxpayer identifying number of 

self-employed individual, 

(B) Business activities subject to the 
tax imposed by chapter 21, 

(C) Net earnings from farming, 

(D) Net earnings from nonfarming ac- 
tivities, 

(E) Total net earnings from self-em- 
ployment, and 

(F) Taxable self-employment income 
for purposes of chapter 2. 

(6)(i) Officers or employees of the 

Service will disclose the following return 

information (but not including return in- 

formation described in section 6103(o)(2)) 
reflected on the return of a corporation 
with respect to the tax imposed by chapter 
1 to officers and employees of the Bureau 
of the Census for purposes of, but only 

to the extent necessary in, developing and 

preparing as authorized by law, the 
Quarterly Financial Report- 

(A) From the business master files of 
the Service— 

(I) Taxpayer identity information (as 
defined in section 6103(b)(6)), 

(2) Consolidated return and final re- 

turn indicators, 

(3) Principal industrial activity code, 

(4) Partial year indicator, 

(5) Annual accounting period, 

(6) Gross receipts less returns and al- 

lowances, 

(7) Net income or loss, and 

(8) Total assets; and 

(B) From Form SS — 4— 
(I) Month and year in which such re- 

turn was executed, 

(2) Taxpayer identity information, 

(3) Principal industrial activity, geo- 
graphic, firm size, and reason for appli- 
cation codes. 

(ii) Subject to the requirements of 
paragraph (d) of this section and 
1J301. 6103(p)(2)(B) — 1, officers or em- 
ployees of the Social Security Adminis- 
tration to whom return information 
described in paragraph (b)(6)(i)(B) of this 
section with respect to a corporation has 
been disclosed as provided by section 
6103(l)(1)(A) may disclose such return in- 
formation to officers and employees of the 
Bureau of the Census for a purpose de- 
scribed in this paragraph (b)(6). 

fJ301. 6103(j)(2) — 1 (Removed) 

Par. 3. Section 301. 6103(j)(2) — 1 is re- 
moved. 

LAWRENCE B. GIBBS, 
Commissioner of 

Internal Revenue. 

Approved December 16, 1986. 

J. ROGER MENTZ, 
Assistant Secretary 

of the Treasury. 

(Filed by the Office of the Federal Register on De- 
cember 29, 1986, at 8:45 a. m. , and published in 

the issue of the Federal Register for December 30, 
1986, 51 F. R. 47016) 
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Chapter 63. — Assessment 
Subchapter C. — Tax Treatment of 
Partnership Items 

Section 6221. — Tax Treatment Determined 

At Partnership Level 

26 CFR 301. 622!-JTi Tat treatment determined at 
partnership terel ttemporary'&. 

T. D. 8128 

TITLE 26. — INTERNAL REVENUE. — 
CHAPTER 1, SUBCHAPTER F, PART 
301 — PROCEDURE AND ADMINIS- 

TRATION; SUBCHAPTER H, PART 

602 — OMB CONTROL NUMBERS UN- 

DER THE PAPERWORK REDUCTION 
ACT 

Miscellaneous Provisions Relating to the 
Tax Treatment of Partnership Items 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Temporary regulations. 

SUMMARY: This document provides 
temporary regulations relating to certain 
rules for the tax treatment of partnership 
items. The temporary regulations reflect 
changes to the applicable tax law made 

by section 402 of the Tax Equity and Fis- 
cal Responsibility Act of 1982 and section 

714(p)(1) of the Tax Reform Act of 1984. 
The temporary regulations clarify miscel- 
laneous provisions related to the tax treat- 
ment of partnership items and provide 
guidance to partners and partnerships af- 

fected. 

DATES: The regulations relating to con- 
solidated partnership proceedings apply 
with respect to partnership taxable years 

beginning after September 3, 1982. How- 

ever, if a partnership and the Service agree 
to accelerate the effective date for the 
consolidated proceedings pursuant to sec- 
tion 407(a)(3) of the Tax Equity and Fis- 

cal Responsibility Act of 1982, the 
regulations apply with respect to that 

partnership for any partnership taxable 

years ending after September 3, 1982. 
The regulations relating to consoli- 

dated S corporation proceedings (para- 

graph (b) and (c)(2) of II301. 6233 — 1T) 
apply with respect to taxable years begin- 

ning after December 31, 1982. 

FOR FURTHER INFORMATION 
CONTACT: Robert E. Shaw of the Leg- 
islation and Regulations Division, Office 

of the Chief Counsel, Internal Revenue 

Service, 1111 Constitution Ave. , N. W. , 

Washington, D. C. 20224 (Attention: 
CC:LR:T LR — 205 — 82). Telephone 202— 

566 — 3297 (not a toll-free call). 

SUPPLEMENTARY INFORMATION: 

BACKGROUND 

Prior to the enactment of the Tax Eq- 

uity and Fiscal Responsibility Act of 1982 

(96 Stat. 324) there was no mechanism 

for making tax adjustments at the part- 

nership level since the partnership was not 

the taxable entity. Section 402 of that Act 
added sections 6221 through 6231 to the 
Internal Revenue Code to allow for con- 

solidated administrative and judicial pro- 

ceedings to determine the tax treatment 

of "partnership items" at the partnership 

level rather than at the partner level. Final 

regulations defining "partnership items" 

were published in the FEDERAL REG- 
ISTER on April 18, 1986 (51 FR 13212). 
Temporary regulations and a notice of 
proposed rulemaking concerning special 
enforcement areas under section 6231(c) 
were published in the FEDERAL REG- 
ISTER on December 13, 1984 (49 FR 
48536, 48573). Section 714(p)(1) of the 
Tax Reform Act of 1984 (98 Stat. 494) 
added section 6233 to the Internal Rev- 

enue Code. Generally, section 6233 ex- 
tends the rules for consolidated 
administrative and judicial proceedings to 
entities filing partnership returns or S cor- 
poration returns. Final regulations under 

section 6232, concerning the tax treat- 
ment of partnership items for windfall tax 

purposes, were published in the FED- 
ERAL REGISTER on October 1, 1985 
(50 FR 39, 998). 

On April 18, 1986, the FEDERAL 
REGISTER published a notice of pro- 
posed rulemaking (51 FR 13231) contain- 

ing proposed amendments to the 
Regulations on Procedure and Adminis- 

tration (26 CFR Part 301) under sections 
6221 — 6223 of the Code. These amend- 

ments were proposed to conform the reg- 

ulations to section 402 of the Tax Equity 
and Fiscal Responsibility Act of 1982 (96 
Stat. 324) and section 714(p)(1) of the Tax 
Reform Act of 1984 (98 Stat. 494). Sev- 

eral comments on the proposed regula- 

tions were received. No public hearing 
was held because none was requested. 

Although the rules contained in the 

temporary regulations are the same as 

those contained in the notice of proposed 
rulemaking published on April 18, 1986 

(51 FR 13231), the temporary regulations 

will have no impact on that notice. There- 

fore, the proposed regulations will be fin- 

Section 6221 
alized in due course with any changes that 

may be made as a result of comments re 
ceived. 

The temporary regulations are being 
adopted in order to provide immediate 
guidance to partners and partnerships af- 

fected and to the Internal Revenue Ser 
vice in the conduct of partnership 
examinations. 

A discussion of the provisions con 
tained in the temporary regulations is pro 
vided in the preamble to the notice of 
proposed rulemaking (51 FR 13231 — 34) 
[1986 — 1 C. B. 782]. 

REGULATORY FLEXIBILITY ACT 
EXECUTIVE ORDER 12291 

PAPERWORK REDUCTION ACT 
OF 1980. 

No general notice of proposed rule 

making is required by 5 U. S. C. 553(b) for 
temporary regulations. Accordingly, the 
Regulatory Flexibility Act does not apply 
and no Regulatory Flexibility Analysis is 

required for this rule. The Commissioner 
of Internal Revenue has determined that 
this temporary rule is not a major rule as 
defined in Executive Order 12291 and that 
a Regulatory Impact Analysis is therefore 
not required. The reporting requirements 
added by this document have been sub 
mitted to the Office of Management and 
Budget (OMB) in accordance with the re 
quirements of the Paperwork Reduction 
Act of 1980. The reporting requirements 
have been approved by OMB. 

DRAFTING INFORMATION 

The principal author of these regula 
tions is Robert E. Shaw of the Legislation 
and Regulations Division of the Office of 
Chief Counsel, Internal Revenue Service 
However, personnel from other offices of 
the Internal Revenue Service and Treas 
ury Department participated in develop 
ing the regulations, both on matters of 
substance and style. 

Adoption of amendments to the 

regulations. 

Accordingly, 26 CFR Part 301 is 
amended as follows: 

Paragraph 1. The authority for Part 301 
is amended by adding the following ci 
tation: 

Authority: 26 U. S. C. 7805. * ' * Sec 
tion 301. 6221 — 1T also issued under 26 
U. S. C. 6230(k). Section 301. 6222(a) — 1T 
also issued under 26 U. S. C. 6230(k). Sec 
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tion 301. 6222(a) — 2T also issued under 26 
U. S. C. 6230(k). Section 301. 6222(b) — 1T 
also issued under 26 U. S. C. 6230(k). Sec- 
tion 301. 6222(b) — 2T also issued under 26 
U. S. C. 6230(k). Section 301. 6222(b) — 3T 
also issued under 26 U, S. C. 6230(i) and 
(k). Section 301. 6223(a) — 1T also issued 
under 26 U. S. C. 6230(k). Section 
301. 6223(a) — 2T also issued under 26 
U. S. C. 6230(k). Section 301. 6223(b) — 1T 
also issued under 26 U. S. C. 6230(i) and 

(k). Section 301. 6223(c) — 1T also issued 
under 26 U. S. C. 6223(c) and 6230(i) and 

(k). Section 301. 6223(e) — 1T also issued 
under 26 U. S. C. 6230(k). Section 
301. 6223(e) — 2T also issued under 26 
U. S. C. 6230(i) and (k). Section 
301. 6223(f) — IT also issued under 26 U. S. C. 
6230(k). Section 301. 6223(g) — 1T also is- 

sued under 26 U. S. C. 6223(g) and 6230(i) 
and (k). Section 301. 6223(h) — 1T also is- 

sued under 26 U. S. C. 6230(i) and (k). 
Section 301. 6224(a) — 1T also issued under 
26 U. S. C. 6230(k). Section 301. 6224(b)— 
1T also issued under 26 U. S. C. 6230(i) 
and (k). Section 301. 6224(c) — 1T also is- 

sued under 26 U. S. C. 6230(i) and (k). 
Section 301. 6224(c) — 2T also issued under 
26 U. S. C. 6230(k). Section 301. 6224(c)— 
3T also issued under 26 U. S. C. 6230(i) 
and (k). Section 301. 6226(a) — 1T also is- 

sued under 26 U. S. C. 6230(k). Section 
301. 6226(b) — 1T also issued under 26 
U. S. C. 6230(k). Section 301. 6226(e) — 1T 
also issued under 26 U. S. C. 6230(k). Sec- 
tion 301. 6226(f) — 1T also issued under 26 
U. S. C. 6230(k). Section 301. 6227(b) — 1T 
also issued under 26 U. S. C. 6227(b)(3) 
and 6230(i) and (k). Section 301. 6227(c)— 
1T also issued under 26 U. S. C. 6230(i) 
and (k). Section 301. 6229(b)-1T also is- 

sued under 26 U. S. C. 6230(i) and (k). 
Section 301. 6229(e) — 1T also issued under 

26 U. S. C. 6230(k). Section 301. 6230(b)— 
1T also issued under 26 U. S. C. 6230(i) 
and (k). Section 301. 6230(c) — 1T also is- 

sued under 26 U. S. C. 6230(i) and (k). 
Section 301. 6230(e) — 1T also issued under 

26 U. S. C. 6230(i) and (k). Section 
301. 6231(a)(1) — 1T also issued under 26 

U. S. C. 6230(k). Section 301. 6231(a)(2)— 
1T also issued under 26 U. S. C. 6230(k) 
and 6231(a)(12). Section 301. 6231(a)(5)— 
IT also issued under 26 U. S. C. 6230(k). 
Section 301. 6231(a)(6) — 1T also issued un- 

der 26 U. S. C. 6230(k). Section 
301. 6231(a)(7) — 1T also issued under 26 

U. S. C. 6230(k) and 6231(a)(7). Section 

301. 6231(a)(12) — 1T also issued under 26 

U. S. C. 6230(k) and 6231(a)(12). Section 

301. 6231(c) — 3T also issued under 26 

U. S. C. 6230(k) and 6231(c). Section 
301. 6231(c) — 4T also issued under 26 

U. S. C. 6230(k) and 6231(c). Section 
301. 6231(c) — 5T also issued under 26 
U. S. C. 6230(k) and 6231(c). Section 
301. 6231(c) — 6T also issued under 26 
U. S. C. 6230(k) and 6231(c). Section 
301. 6231(c) — 7T also issued under 26 
U. S. C. 6230(k) and 6231(c). Section 
301. 6231(c) — 8T also issued under 26 
U. S. C. 6230(k) and 6231(c). Section 
301. 6231(d) — 1T also issued under 26 

U. S. C. 6230(k). Section 301. 6231(e) — 1T 
also issued under 26 U. S. C. 6230(k). Sec- 

tion 301. 6231(e) — 2T also issued under 26 
U. S. C. 6230(k). Section 301. 6231(f) — 1T 
also issued under 26 U. S. C. 6230(i) and 

(k) and 6231(f). Section 301. 6233 — 1T also 

issued under 26 U. S. C. 6230(k) and 6233. 
Par. 2. There are inserted in the ap- 

propriate places the following new sec- 

tions. 
301. 6221 — 1T, 301. 6222(a) — 1T, 

301. 6222(a)-2T, 301. 6222(b) — 1T, 
301. 6222(b) — 2T, 301. 6222(b) — 3T, 
301. 6223(a) — 1T, 301. 6223(a) — 2T, 
301. 6223(h) — 1T, 301. 6223(c) — 1T, 
301. 6223(e) — 1T, 301. 6223(e) — 2T, 
301. 6223(f) — 1T, 301. 6223(g) — 1T, 
301. 6223(b)-1T, 301. 6224(a)-1T, 
301. 6224(b) — 1T, 301. 6224(c) — 1T, 
301. 6224(c)-2T, 301. 6224(c) — 3T, 
301. 6226(a) — 1T, 301. 6226(b) — 1T, 
301. 6226(e) — 1T, 301. 6226(f) — 1T, 
301. 6227(b) — 1T, 301. 6227(c) — 1T, 
301. 6229(b)-1T, 301. 6229(e)-1T, 
301. 6230(b) — 1T, 301. 6230(c) — 1T, 
301. 6230(e) — 1T, 301. 6231(a)(1) — 1T, 
301. 6231(a)(2)-1T, 301. 6231(a)(5)-1T, 
301. 6231(a)(6) — 1T, 301. 6231(a)(7) — 1T, 
301. 6231(a)(12)-1T, 301. 6231(c)-3T, 
301. 6231(c) — 4T, 301. 6231(c) — 5T, 
301. 6231(c) — 6T, 301. 6231(c) — 7T, 
301. 6231(c) — 8T, 301. 6231(d) — 1T, 
301. 6231(e) — 1T, 301. 6231(e) — 2T, 
301. 6231(f) — 1T, and 301. 6233 — 1T. 

ll301. 6221 — 1T Tax treatment determined 
at partnership level (Temporary). 

(a) In general. A partner's treatment 
of partnership items on the partner's re- 
turn may not be changed except as pro- 
vided in sections 6222 through 6231 of the' 

Code and the regulations thereunder. 
Thus, for example, if a partner treats an 
item on the partner's return consistently 
with the treatment of the item on the part- 
nership return, the Internal Revenue Ser- 
vice generally cannot adjust the treatment 
of that item on the partner's return except 
through a partnership-level proceeding. 

Similarly, the taxpayer may not put part- 
nership items in issue in a proceeding re- 

lating to nonpartnership items. For 
example, the taxpayer may not offset a 
potential increase in taxable income based 

on changes in nonpartnership items by a 
potential decrease based on partnership 
items. 

(b) Restrictions inapplicable af(eritems 

become nonpartnership items. Section 6221 

and paragraph (a) of this section cease to 

apply to items arising from a partnership 

with respect to a partner when those items 

cease to be partnership items with respect 
to that partner under section 6231(b). 

(c) Cross reference. See 8301. 6231(c)— 
1T and 301. 6231(c) — 2T for special rules 

relating to certain applications and claims 

for refund based on losses, deductions, or 
credits from abusive tax shelter partner- 

ships. 

$301. 6222(a) — 1T Consistent treatment of 
partnership items (Temporary). 

(a) In general. The treatment of a part- 
nership item on the partner's return shall 

be consistent with the treatment of that 
item by the partnership in all respects in- 

cluding the amount, timing, and charac- 
terization of the item. 

(b) Treatment must be consistent with 

partnership return. The treatment of a 
partnership item on the partner's return 
shall be consistent with the treatment of 
that item on the partnership return. Thus, 
a partner who treats an item consistently 
with a schedule or other information fur- 

nished to the partner by the partnership 
has not satisfied the requirement of par- 
agraph (a) of this section if the treatment 
of that item is inconsistent with the treat- 
ment of the item on the partnership return 
actually filed. For rules relating to the 
election to be treated as having reported 
the inconsistency where the partner treats 
an item consistently with an incorrect 
schedule, see li301. 6222(b) — 3T. 

(c) Examples. The following examples 
illustrate the principles set forth in this 
section. 

Example (1). B is a partner of Partnership P. Both 
B and P use the calendar year as the taxable year. In 
December 1983, P receives an advance payment for 
services to be performed in 1984 and reports this 

amount as income for calendar year 1983. However, 
B reports B's distributive share of this amount on B's 

income tax return for 1984 and not on B's return for 
1983. B's treatment of this partnership item is incon- 

sistent with the treatment of the item by P. 
Example (2). Partnershtp P mcurred certam start- 

up costs before P was actively engaged in its business. 

P capitalized these costs. C, a partner in P, deducted 
C's proportionate share of these start-up costs. C's 

326 1987 — 1 C. B. 



treatment of the partnership expenditure is incon- 
sistent with the treatment of that item by P. 

Example (3). D is a partner in partnership P which 
reports a loss of $100, 000 on its return, $5, 000 of 
which it reports on the Schedule K-1 attached to its 
return as D's distributive share. However, P reports 
$15, 000 as D's distributive share of P's loss on the 
Schedule K — 1 furnished to D. D reports the $15, 000 
loss on D's income tax return. D has not satislied the 
consistency requirement. See, however, $301. 6222(b)- 
3 for an election to be treated as having reported the 
inconsistency. 

ll301. 6222(a) — 2T Application of consist- 
ency and notification rules to indirect 
partners (Temporary). 

(a) In general. The consistency re- 
quirement of (l301. 6222(a) — 1T is gener- 
ally applied with respect to the source 
partnership. For purposes of this section, 
the term "source partnership" means the 
partnership (within the meaning of sec- 
tion 6231(a)(1)) from which the partner- 
ship item originates. 

(b) Indirect partner files consistently with 

sourceparfnership. An indirectpartner who 
treats an item from a source partnership 
in a manner which is consistent with the 
treatment of that item on the return of 
the source partnership satisfies the con- 
sistency requirement of section 6222(a) 
regardless of whether the indirect partner 
treats that item in a manner which is con- 
sistent with the treatment of that item by 
the pass-thru partner through which the 
indirect partner holds the interest in the 
source partnership. Under these circum- 
stances, therefore, the Service shall not 
send to the indirect partner the notice de- 

scribed in section 6231(b)(1)(A). 
(c) Indirect partner files inconsistently 

with source partnership — (1) Indirect 
partner notifies Service of inconsistency. 

An indirect partner who- 
(i) Treats an item from a source part- 

nership in a manner which is inconsistent 
with the treatment of that item on the 
return of the source partnership, and 

(ii) Files a statement identifying the in- 

consistency with the source partnership in 

accordance with 11301. 6222(b)-1T, shall 

not be subject to a computational adjust- 
ment to conform the treatment of that 

item to the treatment of that item on the 
return of the source partnership. 

(2) Indirect partner does nol notify Ser- 

vice of inconsistency. Except as provided 

in paragraph (c)(3) of this section, an in- 

direct partner who- 
(i) Treats an item from a source part- 

nership in a manner which is inconsistent 
with the treatment of that item on the 
return of the source partnership, and 

(ii) Fails to file a statement identifying 

the inconsistency with the source part- 

nership in accordance with f)301. 6222(b)— 
1T, is subject to a computational adjust- 
ment to conform the treatment of that 
item to the treatment of that item on the 
return of the source partnership. 

(3) Indirect partner file consistently with 

a pass-lhru partner that notifies the Service 

of theinconsistency. If an indirect partner 
treats an item from a source partnership 
in a manner which is consistent with the 
treatment of that item by a pass-thru part- 
ner through which the indirect partner 
holds the interest in the source partner- 
ship and that pass-thru partner- 

(i) Treats that item in a manner that is 
inconsistent with the treatment of that item 

on the return of the source partnership, 
and 

(ii) Files a statement identifying the in- 

consistency with the source partnership in 

accordance with fl301. 6222(b) — 1T, the in- 

direct partner is not subject to a compu- 
tational adjustment to conform the 
treatment of that item to treatment of that 
item on the return of the source partner- 
ship. 

(d) Examples. The following examples 
illustrate the principles set forth in this 
section. 

Example (l). One of the partners in Partnership 
A is Partnership B, which has four equal partners C, 
D, E, and F. Both A and B are partnerships within 

the meaning of section 6231(a)(1). On its return, A 
reports $100, 000 as B's distributive share of A's or- 

dinary income. B, however, reports only $80, 000 as 
its distributive share of the income and does not notify 
the Service of this inconsistent treatment with respect 
to A. C reports $20, 000 as its distributive share of the 
item. Although C reports the item consistently with 

B, C is subject to a computational adjustment to con- 
form the treatment of that item on C's return to the 
treatment of that item on the return of A. 

Example (2). Assume the same facts as in example 

(1) except that B notihed the Service of its inconsist- 

ent treatment with respect to source partnership A. 
C is not subject to a computational adjustment. 

Example (3). Assume the same facts as in example 

(1). D reports only $15, 000 as D's distributive share 
of the income and does not report the inconsistency. 
F reports only $9, 000 as its distributive share of the 
item but reports that inconsistency with respect to 
source partnership A. D is subject to a computational 
adjustment to conform the treatment of that item on 
D's return to the treatment of that item on the return 

of A. F is not subject to a computational adjustment. 
Example (4). Assume the same facts as in example 

(3) except that F reported the inconsistency with re- 

spect to B and did not report the inconsistency with 

respect to source partnership A. F is subject to a 
computational adjustment to conform the treatment 

of that item on F's return to the treatment of that 
item on the return of A. 

Example (5). Assume the same facts as in example 

(1). E reports $25, 000 as its distributive share of the 
item. Regardless of whether E reports the inconsis- 

tency between its treatment of thc item and that by 
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B, E is neither subject to a computational adjustment 

to conform E's treatment of that item to that of B 
nor subject to the notice described in section 
6231(b)(1)(A) with respect to any such notification of 
inconsistent treatment 

l)301. 6222(b) — 1T Notification to Service 
when partnership items are treated in- 

consistently (Temporary). 

The statement identifying an inconsis- 
tency described in section 6222(b)(1)(B) 
shall be filed by filing the form prescribed 
for that purpose in accordance with the 
instructions accompanying that form. 

tl301. 6222(b) — 2T Effect of notification of 
inconsistent treatment (Temporary). 

(a) In general. Generally, if a partner 
treats a partnership item on the partner's 
return in a manner which is inconsistent 
with the treatment of that item on the 
partnership return the Service may make 
a computational adjustment to conform 
the treatment of the item by the partner 
with the treatment of that item on the 
partnership return. Any additional tax re- 
sulting from that computational adjust- 
ment may be assessed without either the 
commencement of a partnership proceed- 
ing or notification to the partner that all 

partnership items arising from that part- 
nership will be treated as nonpartnership 
items. However, if a partner notifies the 
Service of the inconsistent treatment of a 
partnership item in the manner prescribed 
in 11301. 6222(b) — 1T, the Service generally 
may not make an adjustment with respect 
to that partnership item unless the Ser- 
vice— 

(1) Conducts a partnership-level pro- 
ceeding, or 

(2) Notifies the partner under section 
6231(b)(1)(A) that all partnership items 
arising from that partnership will be treated 
as nonpartnership items. See, however, 
tj(1301. 6231(c) — 1T and 301. 6231(c) — 2T for 
special rules relating to certain applica- 
tions and claims for refund based on losses, 
deductions, or credits from abusive tax 
shelter partnerships. 

(b) Partner prolecled only to ex(en( of 
notification. A partner who reports the 
inconsistent treatment of partnership items 
on the partner's return is protected from 
computational adjustments under section 
6222(c) only with respect to those part- 
nership items the inconsistent treatment, 
of which is reported. Thus, if a partner 
notifying the Service with respect to one 
item fails to report the inconsistent tr'eat- 

ment of another item, the partner is sub- 
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ject to a cbmputational adjustment with 
respect to that latter item. 

Example. Partner A of Partnership P treats a de- 
duction and a capital gain arising from P on A's return 
in a manner that is inconsistent with the treatment of 
those items by P. A reports the inconsistent treatment 
of the deduction but not of the gain. A is subject to 
a computational adjustment under section 6222(c) with 

respect to the gain. 

(c) Adjustments in a separate proceed- 
ing not limited lo conforming adjustments. 
If the Service conducts a separate pro- 
ceeding with a partner whose partnership 
items are treated as nonpartnership items 
under section 6231(b), the Service is not 
limited to making adjustments that merely 
conform the partner's return to the part- 
nership return. 

Example. Partnership P allocates to E, one of its 

partners, a loss of $8, 000. E, however, claims a loss 

of $9, 000 and reports the inconsistent treatment. The 
Service notifies E that it will treat all of E's partner- 

ship items arising from P as nonpartnership items. As 
a result of a separate proceeding with E, the Service 

may issue a deficiency notice which could include re- 

ducing the loss to $3, 000. 

lj301. 6222(b)-3T Partner receiving incor- 
rect schedule (Temporary). 

(a) In general. A partner shall be treated 
as having complied with section 
6222(b)(1)(B) and tf301. 6222(b)-1T with 

respect to a partnership item if the part- 
ner— 

(1) Demonstrates that the treatment 
of the partnership item on the partner's 
return is consistent with the treatment of 
that item on the schedule prescribed by 
the Service and furnished to the partner 

by the partnership showing the partner's 

share of income, credits, deductions, etc. , 
and 

(2) Elects in accordance with the rules 

prescribed in paragraph (b) of this section 

to have this section apply with respect to 
that item. 

(b) Election provisions — (1) Time and 
manner of making election. The election 
described in paragraph (a) of this section 
shall be made by filing a statement with 

the Internal Revenue Service office issu- 

ing the notice of computational adjust- 

ment within 30 days after the notice is 

mailed to the partner. 
(2) Contents of statement. The state- 

ment described in paragraph (b)(l) of this 

section shall be: 
(i) Clearly identified as an election un- 

der section 6222(b)(2), 
(ii) Signed by the partner making the 

election, and 
(iii) Accompanied by copies of the 

schedule furnished to the partner by the 

partnership and of the notice of compu- 

tational adjustment. The partner need not 

enclose a copy of the notice of compu- 

tational adjustment, however, if the part- 

ner clearly identifies the notice of 
computational adjustment. 
Generally, the requirement described in 

paragraph (a)(1) of this section will be 
satisfied by attaching to the statement a 

copy of the schedule furnished to the part- 

ner by the partnership. However, if it is 

not clear from the information contained 
on the schedule that the treatment of the 

partnership item on the schedule is con- 

sistent with the partner's treatment of such 

item on the partner's return the statement 
shall also include an explanation of how 

the treatment of such item on the sched- 

ule is consistent with the treatment on the 
partner's return with respect to the char- 
acterization, timing, and amount of such 

item. 

5301. 6223(a) — 1T Notice sent to tax mat- 

ters partner (Temporary). 

(a) In general. For purposes of sub- 

chapter C of chapter 63 of the Code, a 
notice is treated as mailed to the tax mat- 

ters partner on the earlier of— 
(1) The date on which the notice is 

mailed to "THE TAX MATTERS 
PARTNER" at the address of the part- 
nership (as provided on the partnership 
return, except as updated under 
li301. 6223(c) — 1T), or 

(2) The date on which the notice is 
mailed to the person who is the tax mat- 
ters partner at the address of that person 
(as provided on the partner's return, ex- 
cept as updated under tj301. 6223(c) — 1T) 
or the partnership. See (1301. 6223(c) — 1T 
for rules relating to the information to be 
used by the Service in providing notices, 
etc. 

(b) Example. The provisions of this 
section may be illustrated by the following 
example: 

Example. Partnership P designates B as its tax mat- 

ters partner in accordance with $301. 6231(a)(7)-lT(b). 
On December 1 a notice of the beginning of an ad- 

ministrative proceeding is mailed to "THE TAX 
MATFERS PARTNER" at the address of P. On Jan- 
uary 10, a copy of the notice is inailed to B at B's 
address. December 1 is treated as the date that the 
notice was mailed to the tax matters partner. 

()301. 6223(a) — 2T Withdrawal of notice of 
the beginning of an administrative pro- 
ceeding (Temporary). 

(a) In general. If the Internal Revenue 
Service, within 45 days after the day on 
which the notice specified in section 

6223(a)(1) is mailed to the tax matters 

partner, decides not to propose any ad- 

justments to the partnership return as filed, 

the Service may withdraw the notice spec- 
ified in section 6223(a)(1) by mailing a 
letter to that effect to the tax matters part- 
ner within that 45-day period. If the Ser- 
vice withdraws the notice, neither the 
service nor the tax matters partner is re- 
quired to furnish any notice with respect 
to that proceeding to any other partner. 
Except as provided in paragraph (b) of 
this section, a notice specified in section 

6223(a)(1) which has been withdrawn shall 

be treated for purposes of subchapter C 
of chapter 63 of the Code as if that notice 
had never been mailed to the tax matters 
partner. 

(b) Service may not reissue notice ex- 

cept under certain circumstances. If the 
notice specified in section 6223(a)(1) was 

mailed to the tax matters partner with re- 
spect to a partnership taxable year and 
that notice was later withdrawn as pro- 
vided in paragraph (a) of this section, the 
Service shall not mail a second notice 
specified in section 6223(a)(1) with re- 
spect to that taxable year unless: 

(1) There is evidence of fraud, mal- 

feasance, collusion, concealment, or mis- 

representation of a material fact; 
(2) The prior proceeding involved a 

clearly defined substantial error with re- 
spect to an established Service position 
existing at the time of the previous ex- 
amination; or 

(3) Other circumstances exist which 

indicate that failure to reissue the notice 
would be a serious administrative omis- 
sion. 

()301. 6223(b) — 1T Notice group (Tempo- 
rary). 

(a) In general. If a group of partners 
having in the aggregate a 5 percent or 
more interest in the profits of a partner- 
ship so requests and designates one of their 
members to receive the notices described 
in section 6223(a)(1) and (2), the member 
so designated shall be treated as a partner 
to whom section 6223(a) applies. Thus, 
the designated representative is entitled 
to receive any notice described in section 
6223(a) that is mailed to the tax matters 
partner 30 days or more after the day on 
which the Service receives the request from 
the group. 

(b) Request for notice — (1) In general. 
The Service shall mail to the member of 
the notice group designated to receive such 
notice any notice described in section 
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6223(a) that is mailed to the tax matters 
partner 30 days or more after the day on 
which the Service receives the request for 
notice from the group if such request for 
notice is made in accordance with the rules 
prescribed in this paragraph (b). 

(2) Content of request. The request for 
notice from a notice group shall- 

(i) Identify the partnership by name, 
address, and taxpayer identification num- 
ber, 

(ii) Specify the taxable year or years 
for which the notice group is formed, 

(iii) Designate the member of the group 
to receive the notices, 

(iv) Set out the name, address, tax- 
payer identification number, and profits 
interest of each member of the group, and 

(v) Be signed by all partners compris- 
ing the notice group. 

(3) Place for filing. The request for no- 
tice from a notice group generally shall 
be filed with the service center with which 
the partnership return is filed. However, 
if the notice group representative knows 
that the notice described in section 
6223(a)(1) (beginning of an administra- 
tive proceeding) has already been mailed 
to the tax matters partner, the statement 
shall be filed with the Internal Revenue 
Service office that mailed that notice. 

(4) Copy to be sent to the tax matters 
partner. A copy of the request for notice 
from a notice group shall be provided to 
the tax matters partner by the notice group 
representative within 30 days after the re- 

quest is filed with the Service. 

(5) Years covered by request. A re- 

quest for notice by a notice group may 

relate only to partnership taxable years 
that have ended before the request is filed. 

A request, however, may relate to more 

than one partnership taxable year if the 

5 percent or more profits interest require- 
ment of section 6223(b)(2) is satisfied for 
each year to which the request relates. 

(c) Composition of notice group — (1) 
In general. A notice group shall be com- 

prised only of persons who were partners 
at some time during the partnership tax- 

able year for which the group is formed. 
If a notice group is formed for more than 

one taxable year, each member of the 

group must have been a partner at some 

time during at least one of the taxable 

years for which the group is formed. A 

notice group may include a partner enti- 

tled to separate notice. See section 6231(d) 
and li301. 6231(d) — 1T for rules relating to 
determining the interest of a partner in 

the profits of a partnership for a partner- 

ship taxable year for purposes of section 

6223(b). See paragraph (c)(6) of this sec- 

tion for rules relating to indirect and pass- 

thru partners. 
(2) Partner may be a member of only 

one group. A partner cannot be a member 
of more than one notice group with re- 

spect to the same partnership for the same 

partnership taxable year. See paragraph 

(c)(6) of this section for rules relating to 
indirect and pass-thru partners. 

(3) Partner may join group after for- 
mation. A partner may join a notice group 
at any time after the formation of that 

group by filing with the Internal Revenue 
Service office with which the notice group 
filed its request a statement that it is join- 
ing the notice group. The statement shall 

identify the partner joining the notice 
group, the partnership, and the members 

of the notice group by name, address, and 

taxpayer identification number and shall 

be signed by the joining partner. A copy 
of the statement shall be provided by the 
joining partner to both the tax matters 
partner and the notice group represent- 
ative with 30 days after the request is filed 

with the Service. The partner shall be- 
come a member of the notice group for 
each partnership taxable year for which 

the group was formed and for which the 
partner was a partner at any time during 
such partnership taxable year. 

(4) Date on which a partner becomes a 
member of notice group. A partner shall 

become a member of a notice group on 
the 30th day after the day on which the 
Service receives- 

(i) A request for notice from a notice 
group that identifies that partner as a 
member of that notice group, or 

(ii) A statement filed in accordance with 

paragraph (c)(3) of this section that states 
that the partner is joining the notice group. 

(5) No withdrawal from notice group. 
A partner who has signed a notice group 
request filed with the Service remains a 
member of that notice group until the 

group terminates. A partner cannot with- 

draw from the notice group. 
(6) Indirect and pass-thru partners — (i) 

Pass-thru partners and unidentified indi- 
rect partners. A pass-thru partner may be- 
come a member of a notice group as 

provided in this section. For purposes of 
applying the aggregate interest require- 
ment specified in paragraph (a) of this 
section to a pass-thru partner, the part- 
nership interest held by the pass-thru 
partner shall not include any interest held 

through the pass-thru partner by an in- 
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direct partner that has been identified as 
provided in section 6223(c)(3) and 
ll301. 6223(c) — 1T before the date on which 
the pass-thru partner becomes a member 
of the notice group. 

(ii) Indirect partners identified before 
the pass-thru partner joins a notice group. 
An indirect partner may become a mem- 

ber of a notice group with respect to a 
partnership taxable year only if: 

(A) The indirect partner held an in- 

terest in the partnership (either directly 
or through one or more pass-thru part- 
ners) at some time during that taxable 
year, and 

(B) The indirect partner was identified 
as provided in section 6223(c)(3) and 
f1301. 6223(c) — 1T on or before the date on 
which the pass-thru partner became a 
member of a notice group. 

(d) Termination of notice group. Un- 
less the original request for notice from 
the notice group or a subsequent state- 
ment filed by the representative (in ac- 
cordance with paragraph (b)(3) and (4) 
of this section) designates a successor to 
the designated group representative, the 
group terminates if the representative dies 
(or, in the case of an entity, if the entity 
is dissolved), resigns, or is adjudicated in- 

competent. 
(e) Notice group is not a 5-percent 

group. The forming of a notice group un- 
der this section does not constitute the 
forming of a 5-percent group for purposes 
of litigation. A notice group is formed 
solely for the purpose of receiving notices. 
A 5-percent group is formed solely for the 
purpose of filing a petition for judicial re- 
view or appealing a judicial determina- 
tion. See 5301. 6226(b) — 1T. Thus, a 
member of a notice group may choose not 
to join a 5-percent group formed by other 
members of the notice group. 

5301. 6223(c) — 1T Additional information 
regarding partners furnished to the Ser- 
vice (Temporary). 

(a) In general. In addition to the names, 
addresses, and profits interests as shown 
on the partnership return, the Service will 

use additional information as provided in 
this section for purposes of administering 
subchapter C of chapter 63 of the Code. 

(b) Procedure for furnishing additional 
information — (1) In general. Any person 
may furnish additional information at any 
time by filing a written statement with the 
Service. However, the information con- 
tained in the statement will be considered 
for purposes of determining whether a 
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partner is entitled to a notice described 
in section 6223(a) only if the Service re- 
ceives the statement at least 30 days be- 
fore the date on which the Service mails 
the notice to the tax matters partner. Sim- 
ilarly, information contained in the state- 
ment generally will not be taken into 
account for other purposes by the Service 
until 30 days after the statement is re- 
ceived. 

(2) Where statement must be filed. A 
statement furnished under this section shall 
generally be filed with the service center 
with which the partnership return is filed. 
However, if the person filing the state- 
ment knows that the notice described in 
section 6223(a)(1) (beginning of an ad- 
ministrative proceeding) has already been 
mailed to the tax matters partner, the 
statement shall be filed with the Internal 
Reventte Service office that mailed such 
notice. 

(3) Contents of statement. The state- 
ment shall- 

(i) Identify the partnership, each part- 
ner for whom information is supplied, and 
the person supplying the information by 
name, address, and taxpayer identifica- 
tion number; 

(ii) Explain that the statement is fur- 
nished to correct or supplement earlier 
information with respect to the partners 
in the partnership; 

(iii) Specify the taxable year to which 
the information relates; 

(iv) Set out the corrected or additional 
information, and 

(v) Be signed by the person supplying 
the information. 

(c) No incorporation by reference lo 
previously furnished documents. Incor- 
poration by reference of information con- 
tained in another document previously 
furnished to the Internal Revenue Service 
'will not be given effect for purposes of 
sections 6223(c) or 6229(e). For example, 
reference to a return filed by a pass-thru 
partner which contains identifying infor- 

mation with respect to the indirect part- 
ners of that pass-thru partner is not 
sufficient to identify the indirect partners 
unless a copy of the document referred to 
is attached to the statement. 

(d) Information supplied by a person 
other than the fax matters partner. The 
Service may require appropriate verifi- 

cation in the case of information furnished 

by a person other than the tax matters 
partner. The 30-day period referred to in 

paragraph (b)(1) of this section shall not 
begin until that verification is supplied. 

(e) Power of attorney — (1) In general. 
This paragraph (e) applies to powers of 
attorney with respect to proceedings un- 

der subchapter C of chapter 63 of the Code 
("chapter 63C") that begin on or after the 
date which is 90 days after the date final 

regulations under this section are pub- 
lished in the Federal Register. 

(2) Specifically for purposes of chapter 
63C. A power of attorney specifically for 
purposes of chapter 63C shall be fur- 
nished in accordance with paragraph (b)(2) 
of this section. 

(3) Existing power of attorney. A power 
of attorney granted to another person by 
a partner for other tax purposes shall not 
be given effect for purposes of chapter 
63C unless the partner speciTically re- 
quests that the power be given such effect 
in a statement furnished to the Service in 
accordance with paragraph (b) of this sec- 
tion. 

(f) Service may use other information. 
In addition to the information on the part- 
nership return and that supplied on state- 
ments filed under this section, the Service 
may use other information in its posses- 
sion (for example, a change in address 
reflected on a partner's return) in admin- 
istering subchapter C of chapter 63 of the 
Code. However, the Service is not obli- 
gated to search its records for information 
not expressly furnished under this section. 

(1301. 6223(e) — 1T Effect of Service's fail- 
ure to provide notice (Temporary). 

(a) Notice group. Section 6223(e)(l) 
(B)(ii) applies with respect to a notice 
group only if the request for notice de- 
scribed in f1301. 6223(b) — 1T is received by 
notice is mailed to the tax matters part- 
ner. 

(b) Indirect partners — (1) In general. 
For purposes of section 6223(e), the Ser- 
vice's failure to provide notice to a pass- 
thru partner that is entitled to notice un- 
der section 6223(b) is deemed failure to 
provide notice to indirect partners hold- 
ing an interest in the partnership through 
the pass-thru partner. However, this rule 
does not apply if the indirect partner; 

(i) Receives notice from the Service, 
(ii) Is identified as provided in section 

6223(c)(3) and 5301. 6223(c) — 1T at least 
30 days before the notice is mailed to the 
tax matters partner, or 

(iii) Is a member of a notice group en- 
titled to notice under paragraph (a) of this 
section, 

(2) Examples. The provisions of par- 
agraph (b)(1) of this section may be i!- 
lustrated by the following examples: 

Example (I). Partnership ABC has as one of its 
partners, A, a partnership with three partners, X, Y, 
and Z. ABC does not have more than 100 partners, 
and partnership A is entitled to notice under section 
6223(a). In addition, Z was identified as provided in 

section 6223(c)(3) and 9301. 6223(c)-IT on May I, 
1985, The Service mailed notice to the tax matters 
partner of ABC on July I, 1985, but failed to provide 
notice of partnership A. Notwithstanding the Ser- 
vice's notice to the tax matters partner, the Service 
is deemded to have failed to provide notice to X and 
Y. The Service's failure to provide notice to A, how- 

ever, has no effect on Z; whether notice was provided 
to Z is determined independently. 

Example (2). Assume the same facts as in Example 

(I), except that the Service provided notice to part- 
nership A but did not provide separate notice to Z. 
Notwithstanding the Service's notice to partnership 
A, the Service is deemed to have failed to provide 
notice to Z. 

Example (3) . Assume the same facts as in Example 

(I), except that partnership ABC has more than 100 
partners and partnership A is entitled to notice under 
section 6223(b) because it had at least a 1 percent 
profits interest in partnership ABC. In addition, X 
became a member of a notice group on June I, 1985, 
and the Service mailed notice to the designed member 
of that notice gmup. The Service also mailed a sep- 
arate notice to Z. The Service's failure to provide 
notice to partnership A only affects Y, who is deemed 
not to have been provided notice by the Service. 

5301. 6223(e) — 2T Elections if Service fails 
to provide notice (Temporary). 

(a) Proceeding finished. If at the time 
the Internal Revenue Service mails the 
partner notice of the proceeding— 

(1) The period within which a petition 
for review of a final partnership admin- 
istrative adjustment under section 6226 
may be filed has expired and no petition 
has been filed, or 

(2) The decision'of a court in an action 
begun by such a petition has become final, 
the partner may elect in accordance with 
paragraph (c) of this section to have that 
adjustment, that decision, or a settlement 
agreement described in section 6224(c)(2) 
with respect to the partnership taxable year 
to which the adjustment relates apply to 
that partner. If the partner does not make 
an election in accordance with paragraph 
(c) of this section, the partnership items 
of the partner for the partnership taxable 
year to which the proceeding relates shall 
be treated as having become nonpartner- 
ship items as of the day on which the Ser- 
vice mails the partner notice of the 
proceeding. 

(b) Proceeding still going on. If para- 
graph (a) of this section does not apply, 
the partner shall be a party to the pro- 
ceeding unless the partner elects, in ac- 
cordance with paragraph (c) of this section, 
to have— 

(1) A settlement agreement described 
in section 6224(c)(2) with respect to the 
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partnership taxable year to which the pro- 
ceeding relates apply to the partner, or 

(2) The partnership items of the part- 
ner for the partnership taxable year to 
which the proceeding relates treated as 
having become nonpartnership items as 
of the day on which the Service mails the 
partner notice of the proceeding. 

(c) Election — (1) In general. The elec- 
tion described in paragraph (a) or (b) of 
this section shall be made in the manner 
prescribed in this paragraph (c). The elec- 
tion shall apply to all partnership items 
for the partnership taxable year to which 
the election relates. 

(2) Time and manner of making elec- 
tion. The election shall be made by filing 

a statement with the Internal Revenue 
Service office mailing the notice regarding 
the proceeding within 45 days after the 
date on which that notice was mailed. 

(3) Contents of statement. The state- 
ment shall- 

(i) Be clearly identified as an election 
under section 6223(e)(2) or (3), 

(ii) Specify the election being made 
(that is, application of final partnership 
administrative adjustment, court deci- 
sion, consistent settlement agreement, or 
nonpartnership item treatment), 

(iii) Identify the partner making the 
election and the partnership by name, 
address, and taxpayer identification 
number, 

(iv) Specify the partnership taxable year 
to which the election relates, and 

(v) Be signed by the partner making 
the election. 

t1301. 6223(f) — 1T Duplicate copy of final 

partnership administrative adjustment 
(Temporary). 

Section 6223(f) does not prohibit the 
Service from issuing a duplicate copy of 
the notice of final partnership administra- 

, tive adjustment (for example, in the event 

the original notice is lost). 

il301. 6223(g) — 1T Responsibilities of the 

tax matters partner (Temporary). 

(a) Notices described in section 
6223(a) — (1) Notice of beginning of pro- 
ceeding. Except as otherwise provided in 

t1301. 6223(a)-2T, the tax matters partner 

shall, within 75 days after the mailing by 

the Service of the notice specified in sec- 

tion 6223(a)(1), forward a copy of that 

notice to each partner that is not entitled 

to notice from the Service under section 

6223. See 5301. 6230(e) — 1T for informa- 

tion to be furnished to the Service. 

(2) Notice of final partnersittp admtn- 

istrati ve adjustment, The tax matters part- 

ner shall, within 60 days after the mailing 

by the Service of the notice specified in 

section 6223(a)(2), forward a copy of that 

notice to each partner that is not entitled 

to notice from the Service under section 

6223. 

(3) Requirementinapplicablein certain 

cases. The tax matters partner is not re- 

quired to send notice to a partner if- 
(i) Before the expiration of the appli- 

cable 75-day or 60-day period the part- 

nership items of that partner have become 

nonpartnership items (for example, by 

settlement), 
(ii) That partner is an indirect partner 

and has not been identified to the tax mat- 

ters partner at least 30 days before the tax 

matters partner is required to send such 

notice, 
(iii) That partner is treated as a partner 

solely by virtue of ll301. 6231(a)(2) — 1T, 
(iv) That partner was a member of a 

notice group as of the date on which the 
notice was mailed to the tax matters part- 

ner (see 5301. 6223(b) — 1T(c)(4) or the date 

on which a partner becomes a member of 
a notice group), 

(v) The notice has already been pro- 
vided to that partner by another person 
01'I 

(vi) The notice is withdrawn by the 
Service under li301. 6223(a) — 2T. 

(b) Other notices or informtuion — (1) 
In general. The tax matters partner shall 

furnish to the partners specified in para- 

graph (b)(2) of this section information 
with respect to the following: 

(i) Closing conference with the ex- 
amining agent, 

(ii) Proposed adjustments, rights of 
appeal, and requirements for filing of a 
protest, 

(iii) Time and place of any Appeals 
conference, 

(iv) Acceptance by the Service of any 
settlement offer, 

(v) Consent to the extension of the pe- 
riod of limitations with respect to all part- 
ners, 

(vi) Filing of a request for administra- 

tive adjustment (including a request for 
substituted return treatment under 
tj301. 6227(b) — ZT) on behalf of the part- 

nership, 

(vii) Filing by the tax matters partner 
or any other partner of any petition for 

judicial review under section 6226 or 
6228(a), 

(viii) Filing of any appeal with respect 

to any judicial determination provided for 

in sections 6226 or 6228(a), and 

(ix) Final judicial redetermination. 

(2) Partners to be notified. The tax 

matters partner shall provide information 

with respect to any action or other matter 

specified in paragraph (b)(1) of this sec- 

tion to all notice group representatives 

and all other partners except partners- 
(i) Whose partnership items become 

nonpartnership items before the expira- 
tion of the period specified in paragraph 

(b)(3) of this section for furnishing that 
information, 

(ii) Who are indirect partners and who 

are not identified to the tax matters part- 

ner at least 30 days before the tax matters 

partner is required to provide the infor- 

mation, 

(iii) Who are treated as partners solely 

by virtue of 5301. 6231(a)(2) — 1T, 
(iv) Who are members of a notice group 

as of the date on which the tax matters 

partner takes that action or receives in- 

formation with respect to that matter (see 
t1301. 6223(b) — 1T(c)(4) for the date on 

which a partner becomes a member of a 

notice group), or 

(v) Who have already received infor- 

mation with respect to the action or mat- 

ter from any other person. 

(3) Time for furnishing information. 
The tax matters partner shall furnish in- 

formation with respect to an action or other 
matter described in paragraph (b)(1) of 
this section within 30 days of taking the 
action or receiving information with re- 

spect to that matter. 

$301. 6223(h)-1T Responsibilities of pass- 
thru partner (Temporary). 

The pass-thru partner shall, within 30 
days of receiving notice or any other in- 

formation regarding a partnership pro- 
ceeding from the Internal Revenue Service, 
the tax matters partner, or another pass- 
thru partner, forward a copy of that notice 
or information to the person or persons 
holding an interest through the pass-thru 

partner in the profits or losses of the part- 
nership for the partnership taxable year 
to which the noticear information relates. 
In the case of a pass-thru partner which 

is a partnership within the meaning of sec- 
tion 6231(a)(1), the tax matters partner 
of such partnership shall forward copies 
of such notice or information to the part& 

ners of such partnership. 

ll301. 6224(a) — 1T Participation in admin- 
istrative proceedings (Temporary). 
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Every partner in the partnership, in- 

cluding an indirect partner, has the right 
to participate in any phase of administra- 
tive proceedings. However, except as pro- 
vided in section 6223 and the regulations 
thereunder, neither the Service nor the 
tax matters partner is required to provide 
notice of any proceeding to partners. 
Consequently, a partner who wishes, for 
example, to be present during a prelimi- 
nary discussion between an examining 
agent and the tax matters partner should 
make special arrangements with the tax 
matters partner to obtain information as 
to the time and place of the discussion. 
The Service and the tax matters partner 
will determine the time and place for all 
a'dministrative proceedings. Arrange- 
ments will generally not be changed merely 
for the convenience of another partner. 

ll301. 6224(b) — 1T Partner may waive rights 

(Temporary). 

(a) In general. A partner may at any 
time waive any right that that partner has 
or any restriction on action by the Service 
under subchapter C of chapter 63 of the 
Code. 

(b) Form and manner of making waiver. 

The waiver described in paragraph (a) of 
this section shall be made by a written 
statement. If the Service furnishes a form 
to be used for this purpose, the partner 

may make the waiver by completing the 
form in accordance with the instructions 

accompanying the form. If such a form is 

not furnished, the statement shall— 

(1) Be clearly identified as a waiver un- 

der section 6224(b), 

(2) Identify the partner and the part- 

nership by name, address, and taxpayer 
identification number, 

(3) Specify the right or restriction being 

waived and the taxable year(s) to which 

the waiver applies, 

(4) Be signed by the partner making 

the waiver, and 

(5) Be filed with the service center with 

which the partnership return is filed. 
However, if the person filing the state- 

ment knows that the notice described in 

section 6223(a)(1) (beginning of an ad- 

ministrative proceeding) has already been 

mailed to the tax matters partner, the 

statement shall be filed with the Internal 

Revenue Service office that mailed such 

notice. 

(2301. 6224(c) — 1T Tax matters partner may 

bind nonnotice partners (Temporary). 

(a) In general. In the absence of a 

showing of fraud, malfeasance, or mis- 

representation of fact, if the tax matters 

partner enters into a settlement agree- 

ment with the Service and expressly states 

that that agreement shall be binding on 

the other partners, that agreement shall 

be binding on all partners except those 
who— 

(1) Are, as of the day on which the 

agreement is entered into, either notice 

partners or members of a notice group 
(see ti301. 6223(b) — 1T(c)(4) for the date 
on which a partner becomes a member of 
a notice group), or 

(2) Have, at least 30 days before the 

day on which the agreement is entered 

into, filed with the Service the statement 
described in paragraph (c) of this section. 

(b) Indirect partners — (1) In genera!. 
If, under paragraph (a) of this section, a 
pass-thru partner is not bound by an 

agreement entered into by the tax matters 
partner, all indirect partners holding an 

interest in the partnership through that 
pass-thru partner shall not be bound by 
that agreement. If, however, the pass-thru 

partner is bound by an agreement entered 
into by the tax matters partner, paragraph 

(a) of this section shall be applied sepa- 
rately to each indirect partner holding an 
interest in the partnership through the 
pass-thru partner to determine whether 
the indirect partner is also bound by the 
agreement. 

(2) Example. The following example 
illustrates the principles set forth in this 
section. 

Example. Partnership P has over 100 partners. 
Partnership J is a partner in partnership P with a 

profits interest of less than 1 percent. Partnership J 
has three partners, A, B, and C. A is a member of a 
notice group with respect to partnership P, but B and 
C are not. On July 1, 1985, B filed the statement 
described in paragraph (c) of this section not to be 
bound by any settlement agreement entered into by 
the tax matters partner of partnership P. On August 

1, 1985, the tax matters partner of partnership P en- 

ters into a settlement agreement with the Service and 
states that the agreement is binding on other partners 
as provided in section 6224(c)(3). Since partnership 
J is bound by the settlement agreement, paragraph 

(a) of this section is applied separately to each of the 
indirect partners to determine whether they are bound. 
A is not bound by the agreement because he was a 
member of a notice group on the day the agreement 
was entered into and B is not bound because she filed 

the statement not to be bound at least 30 days before 
the agreement was entered into. C is bound by the 
settlement agreement. 

(c) Statement not fo be bound — (1) 
Contents of statement. The statement re- 
ferred to in paragraph (a)(2) of this sec- 
tion shall— 

(i) Be clearly identified as a statement 
to deny settlement authority to the tax' 

matters partner under section 6224(c) 
(3)(B), 

(ii) Identify the partner and partner- 

ship by name, address, and taxpayer iden- 

tification number, 

(iii) Specify the taxable year or years 
to which the statement applies, and 

(iv) Be signed by the partner filing the 
statement. 

(2) Place where statement is fo befiled. 
The statement described in paragraph 

(c)(1) of this section generally shall be 
filed with the service center with which 

the partnership return is filed. However, 
if the partner knows that the notice de- 

scribed in section 6223(a)(1) (beginning 
of an administrative proceeding) has al- 

ready been mailed to the tax matters part- 
ner, the statement shall be filed with the 
Internal Revenue Service office that mailed 

that notice. 

(3) Consolidated statements. The state- 
ment described in paragraph (c)(1) of this 
section may be filed with respect to more 
than one partner if the requirements of 
that paragraph (c)(1) (including signa- 

tures) are satisfied with respect to each 
partner. 

fi301. 6224(c) — 2T Pass-thru partner binds 
indirect partners (Temporary). 

(a) Pass-thru partner binds unidentified 
indirect partners — (1) In general. If a pass- 
thru partner enters into a settlement 
agreement with the Service with respect 
to partnership items, that agreement binds 

all indirect partners holding an interest in 

that partnership through the pass-thru 
partner except those indirect partners who 

have been identified as provided in sec- 
tion 6223(c)(3) and 1)301. 6223(c) — 1T at 
least 30 days before the date on which the 
agreement is entered into. However, if, 
in addition to the interest in the partner- 
ship held through the pass-thru partner 
entering into a settlement agreement, an 

indirect partner holds a separate interest 
in that partnership, either directly or in- 

directly through a different pass-thru 
partner, the indirect partner shall not be 
bound by that settlement agreement with 

respect to the interests held directly or 
indirectly through a pass-thru partner other 
than the pass-thru partner entering into 
the settlement agreement. 

(2) Example. The provisions of para- 

graph (a)(1) of this section may be illus- 

trated by the following example: 
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Example. Partnership J is a partner in partnership 
P. C is a partner in J but has not been identified as 
provided in section 6223(c)(3) and 130L6223(c)-1T. 
The only interest that C holds in P is through J. The 
tax matters partner of J enters into a settlement agree- 
ment with the Service with respect to partnership items 
arising from P. C is bound by the settlement agree- 
ment entered into by the tax matters partner of J. 

(b) Person in pass-lhru partner author- 
ized lo enter into settlement agreement that 
binds indirect partners. In the case of a 
pass-thru partner that is— 

(1) A partnership within the meaning 
of section 6231(a)(1), the tax matters 
partner of that partnership; 

(2) A partnership other than a part- 
nership described in paragraph (b)(1) of 
this section, any general partner of that 
partnership; 

(3) An S corporation subject to the 
provisions of subchapter D of chapter 63 
of the Code, the tax matters person of 
that S corporation; 

(4) An S corporation other than an S 
corporation described in paragraph (b)(3) 
of this section, any officer of that S cor- 
poration; or 

(5) A trust, estate, or nominee, any 
person authorized in writing to act on be- 
half of that trust, estate, or nominee may 
enter into a settlement agreement with 

the Service on behalf of its respective ent- 

ity that would bind the unidentified in- 

direct partners that hold a partnership 
interest through the pass-thru partner, 

l)301. 6224(c) — 3T Consistent settlements 
(Temporary). 

(a) In generaL If the Service enters into 
a settlement agreement with any partner 
with respect to partnership items, the Ser- 
vice shall offer to any other partner who 

so requests in accordance with paragraph 

(c) of this section settlement terms which 

are consistent with those contained in the 
settlement agreement entered into. 

(b) Requirements for consistent settle- 

ments. "Consistent" settlement terms are 
those based on the same determinations 

with respect to partnership items. Settle- 
ments with respect to partnership items 

shall be self-contained; thus, a concession 

by one party with respect to a partnership 
item may not be based upon a concession 

by the other party with respect to a non- 

partnership item. Settlements shall be 
comprehensive, that is, a settlement may 
not be limited to selected items. The re- 

quirement for consistent settlement terms 

applies only if— 
(1) The items were partnership items 

for the partner entering into the original 

settlement immediately before the origi- 

nal settlement, and 

(2) The items are partnership items for 

the partner requesting the consistent set- 

tlement at the time the partner files the 

request. 
(c) Time and manner of requesting 

consistent settlements — (1) In general. A 
partner desiring settlement terms consist- 

ent with the terms of any settlement 

agreement entered into between any other 

partner and the Service shall submit a 

written statement to the Internal Revenue 

Service office that entered into the settle- 

ment. 

(2) Contents of slatemenl. Except as 
otherwise provided in instructions to the 

taxpayer from the Service, the written 

statement described in paragraph (c)(1) 
of this section shall- 

(i) Identify the statement as a request 
for consistent settlement terms under sec- 

tion 6224(c)(2), 
(ii) Contain the name, address, and 

taxpayer identification number of the 
partnership and of the partner requesting 
the settlement offer (and, in the case of 
an indirect partner, of the pass-thru part- 
ner through which the indirect partner 
holds an interest), 

(iii) Identify the earlier agreement to 
which the request refers, and 

(iv) Be signed by the partner making 

the request. 
(3) Tinte for filing request. The state- 

ment shall be filed not later than the later 
of- 

(i) The 150th day after the day on which 

the notice of final partnership administra- 
tive adjustment is mailed to the tax mat- 

ters partner, or 
(ii) The 60th day after the day on which 

the settlement was entered into. 

(d) Examples. The following examples 
illustrate the principles set out in this 
section. 

Example (l). The Service seeks to disallow a 
$100, 000 loss reported by Partnership P. The Service 

agrees to a settlement with X, a partner in P, in which 

the Service allows 60 percent of the loss and accepts 
the treatment of all other partnership items on the 

partnership return. Partner Y, which owns a 10 per- 

cent interest in the partnership, requests settlement 

terms which are consisistent with the settlement made 

between X and the Service. The items are partnership 

items for X immediately before X enters into the 

settlement agreement and partnership items for Y at 

the time of the request. The Service must offer Y a 
settlement agreement aBowing a $6, 000 loss and oth- 

erwise refiecting the treatment of partnership items 

on the partnership return. 
Example (2). F fites inconsistently with partnership 

P and reports the inconsistency. The Service notifies 

F that it will treat all partnership items artsing from 
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P as nonpartnership items with respect to F. Later, 
the Service enters into a settlement with F on these 

items The Service is not required to offer the other 

partners of P settlement terms consistent with the 

settlement reached between F and the Service be- 

cause at the time of the settlement the items artsing 

from P are no longer partnership items with respect 

to F. 
Example (3). G, a partner in Partnership P, filed 

suit under section 6228(b) after the Service failed to 

allow an administrative adjustment request with re- 

spect to a partnership item arising from P for a taxable 

year. Under section 6231(b)(1)(B), the partnership 

items of G for the partnership taxable year became 

nonpartncrship items as of the date the suit was filed. 

After G filed suit, another partner and the Service 

entered into a settlement agreement with respect to 
items arising from P in that year. G is not entitled to 

consistent settlement terms because the items arising 

from P are no longer partnership items with respect 
to G. 

ft301. 6226(a) — 1T Principal place of busi- 

ness of partnership (Temporary). 

(a) In general. The principal place of 
business of a partnership for purposes of 
determining the appropriate district court 
in which a petition for a readjustment of 
partnership items may be filed is its prin- 
cipal place of business as of the date the 
petition is filed. 

(b) Example. The provisions of para- 

graph (a) of this section may be illustrated 

by the following example: 

Example. The principal place of business of part- 
nership A on the day that the notice of the final part- 
nership administrative adjustment was mailed to the 

tax matters partner of A was Cincinnati, Ohio. How- 

ever, by the day on which a petition seeking judicial 
review of that adjustment was filed. A had moved its 

principal place of business to Louisville, Kentucky. 
For purposes of section 6226(a)(2). A's principal place 

of business is Louisville. 

()301. 6226(b)-IT 5-percent group (Tem- 
porary). 

All members of a 5-percent group shall 

join in filing any petition for judicial re- 
view. The designation of a partner as a 
representative of a notice group does not 
authorize that partner to file a petition for 
a readjustment of partnership items on 
behalf of the notice group. 

lj301. 6226(e) — 1T Jurisdictional require- 
ment for bringing an action in District 
Court or Claims Court (Temporary). 

(a) Amount io be deposited — (1) In 
general. The jurisdictional amount that the 

filing partner (or, in the case of a petition 
filed by a 5-percent group, each member 
of the group) shall deposit is the amount 

by which the tax liability of the partner 
would be iricreased if the treatment of the 
partnership items on the partner's return 
were made consistent with the treatment 
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of partnership items on the partnership 
return, as adjusted by the notice of final 
partnership administrative adjustment. The 
partner is not required to pay other out- 
standing liabilities in order to deposit a 
jurisdictional amount. 

(2) Example. The provisions of para- 
graph (a)(1) of this section may be illus- 
trated by the following example: 

Example. A files a petition for readjustment of 
partnership items in the Claims Court. A's tax liability 
would be increased by $4, 000 if partnership items on 
his return were conformed to the partnership return, 
as adjusted by the notice of final partnership admin- 
istrative adjustment. A has an unpaid liability of $10, 000 
attributable to nonpartnership items. A is required to 
deposit only $4, 000 in order to satisfy the jurisdic- 
tional requirement. 

(b) Deposit taken into account in com- 
puting interest. The amount deposited is 
treated as a payment of tax for purposes 
of chapter 67 (relating to interest). Thus, 
the period of deposit will be treated as a 
period of payment for purposes of deter- 
mining the interest due on any overpay- 
ment or underpayment and computing any 
penalty under section 6653(a)(2) or (b)(2). 

(c) Deposit generally nol treated as 
payment of tax. Except as provided in par- 
agraph (b) of this section, an amount de- 
posited under section 6626(e) shall not be 
treated as payment of tax. Thus, the Ser- 
vice may proceed against the depositor for 
a deficiency based on nonpartnership items 
without regard to this deposit. 

(d) Amount deposited may be applied 
against assessment. If the restriction on 
assessment provided under section 6225(a) 
lapses with respect to a deficiency attrib- 
utable to partnership items for a partner- 
ship taxable year while an amount is on 
deposit under section 6226(e) in connec- 
tion with a petition relating to those items, 
the Service may apply the amount de- 

posited against any such deficiency that is 
assessed. 

lj301. 6226(f) — 1T Scope of judicial review 

(Temporary). 

(a) In general. A court reviewing a no- 

tice of final partnership administrative ad- 

justment has jurisdiction to determine all 

partnership items for the taxable year to 
which the notice relates and the proper 
allocation of such items among the part- 
ners. Thus, the review is not limited to 
the items adjusted to the notice. 

(b) Example. The provisions of para- 

graph (a) of this section may be illustrated 

by the following example. 

Example. The Service issues a notice of final part- 
nership administrative adjustment with respect to 

Partnership ABC in which the only item adjusted is 

depreciation. A petition for judicial review of that 

notice is filed. During the judicial proceeding, a part- 

ner of ABC, in accordance with the applicable court 

rules, raises an issue relating to the treatment of in- 

tangible drilling costs. The court reviewing the notice 

has jurisdiction to determme the intangible drilling 

cost issues as well as the depreciation issue. 

ll301. 6227(b) — 1T Administrative adjust- 

ment request by the tax matters partner 

on behalf of the partnership (Tempo- 

rary). 

(a) In general. A request for an ad- 

ministrative adjustment filed by the tax 
matters on behalf of the partnership shall 

be filed on the form prescribed by the 

Service for that purpose in accordance with 

the instructions accompanying that form. 
Except as otherwise provided in the in- 

structions accompanying that form, the 

request shall be— 
(1) Filed with the service center where 

the original partnership return was filed, 

(2) Signed by the tax matters partner, 
and 

(3) Accompanied by revised schedules 

showing the effects of the proposed changes 

on each partner and an explanation of the 
changes. 

(b) Denied request for treatment as a 
substituted return remains administrative 
adjustment request. An administrative ad- 

justment request filed by the tax matters 
partner on behalf of the partnership for 
which substituted return treatment is re- 
quested but not granted remains an ad- 
ministrative adjustment request. Thus, for 
example, the tax matters partner may file 
suit under section 6228(a) if the Service 
fails to take timely action on the request. 

lj301. 6227(c) — 1T Administrative adjust- 
ment request filed on behalf of a partner 
(Temporary). 

A request for an administrative ad- 
justment on behalf of a partner shall be 
filed on the form prescribed by the Service 
for that purpose in accordance with the 
instructions accompanying that form. Ex- 
cept as otherwise provided in the instruc- 
tions accompanying that form, the request 
shall— 

(a) Be filed in duplicate, the original 
copy filed with the partner's amended in- 
come tax return (on which the partner 
computes the amount by which the part- 
ner's tax liability should be adjusted if the 
request is granted) and the other copy 
filed with the service center where the 
partnership return is filed. 

(b) Identify the partner and the part- 
nership by name, address, and taxpayer 
identification number. 

(c) Specify the partnership taxable year 
to which the administrative adjustment 
request applies. 

(d) Relate only to partnership items, 
and 

(e) Relate only to one partnership and 
one partnership taxable year. 

fi301. 6229(b) — 1T Extension by agreement 
(Temporary). 

Any partnership may authorize any 
person to extend the period described in 

section 6229(a) with respect to all partners 

by filing a statement to that effect with 

the service center with which the part- 
nership return is filed. The statement 
shall- 

(a) Provide that it is an authorization 
for a person other than the tax matters 
partner to extend the assessment period 
with respect to all partners. 

(b) Identify the partnership and the 
person being authorized by name, ad- 

dress, and taxpayer identification num- 

ber. 
(c) Specify the partnership taxable year 

or years for which the authorization is ef- 
fective, and 

(d) Be signed by all persons who were 
general partners at any time during the 
year or years for which the authorization 
is effective. 

11301. 6229(e) — 1T Information with re- 
spect to unidentified partner (Tempo- 
rary). 

A partner who is not properly identi- 

fied on the partnership return (including 
an indirect partner) remains an uniden- 

tified partner for purposes of section 
6229(e) until identifying information is 

furnished as provided in 11301. 6223(c) — 1T. 

ll301. 6230(b) — 1T Request that correction 
not be made (Temporary). 

The request that a correction not be 
made under section 6230(b)(2) shall be in 

writing and shall- 
(a) State that it is a request that a cor- 

rection not be made under section 6230(b). 
(b) Identify the partnership and the 

partner filing the request by name, ad- 

dress, and taxpayer identification num- 

ber. 
(c) Be signed by the partner filing the 

request, and 

(d) Be filed with the Internal Revenue 

Service office that provided the notice of 
the correction of the error. 

334 1987 — 1 C. B. 



tl301. 6230(c) — 1T Claim arising out of er- 
roneous computation, etc. (Temporary). 

A claim for refund under section 6230(c) 
shall state the grounds for the claim and 
shall be filed with the service center with 
which the partner's return is filed. 

tl301. 6230(e) — 1T Tax matters partner re- 
quired to furnish names (Temporary). 

(a) In general. If a notice of the begin- 
ning of an administrative proceeding is 
mailed to the tax matters partner with re- 
spect to any partnership taxable year, the 
tax matters partner shall furnish to the 
Internal Revenue Service office that is- 
sued the notice the name, address, profits 
interest, and taxpayer identification num- 
ber of each person who was a partner in 
the partnership at any time during that 
taxable year if that information was not 
provided on the partnership return filed 
for that year. 

(b) Revised or additional information. 
If the tax matters partner discovers that 
any information furnished to the Service 
on the partnership return or under par- 
agraph (a) of this section was incorrect or 
incomplete, the tax matters partner shall 
furnish revised or additional information 
to the Service within 15 days of discov- 

ering that the information furnished to the 
Service was incorrect or incomplete. 

(c) Information required with respect 
lo indirect partners. The requirements of 
this section for identifying information 

apply with respect to indirect partners to 
the extent that the tax matters partner has 
such information. 

t1301. 6231(a)(1) — 1T Exception for small 

partnerships (Temporary). 

(a) In general. For purposes of the ex- 

ception for small partnerships under sec- 
tion 6231(a)(1)(B) the rules contained in 

this section shall apply. 

(1) "IO or fewer. " The "10 or fewer" 
limitation described in section 
6231(a)(1)(B)(i)(I) is applied to the num- 

ber of natural persons (other than non- 

residential aliens) and estates that were 
partners at any one time during the part- 
nership taxable year. Thus, for example, 
a partnership that at no time during the 
taxable year had more than 10 partners 

may be treated as a small partnership even 

if, because of transfers of interests in the 
partnership, 11 or more natural persons 
or estates owned interests in the partner- 

ship for some portion of the taxable year. 
For purposes of section 6231(a)(1)(B) and 

this section, a husband and wife (and their 

estates) are treated as one person. 

(2) Pass-thru partner. The exception 
provided in section 6231(a)(1)(B) does not 

apply to a partnership for a taxable year 
if any partner in the partnership during 

that taxable year is a pass-thru partner. 
For purposes of this paragraph (a)(2), an 

estate shall not be treated as a pass-thru 

partner. 

(3) "Same share. " The requirement of 
section 6231(a)(1)(B)(i)(II) is satisfied for 
a taxable year if during all periods within 

that taxable year each partner's share of 
each of the partnership items specified in 

ri301. 6231(a)(3) — 1T(a)(1)(i) through (iv) 
is the same as that partner's share of each 
of the other partnership items specified in 

that section during that period (even 
though the partner's share of all such 

specified partnership items changes from 
period to period within that taxable year). 
Thus, a partner whose share of all such 
specified partnership items changes as a 
result of a sale or redemption of a part- 
nership interest (or portion thereof) or a 
contribution of cash or property to the 
partnership during the partnership taxa- 
ble year shall satisfy the same share re- 
quirement if during the period before the 
sale, redemption, or contribution the 
partner's share of each specified partner- 
ship item is the same as all other specified 
partnership items and during the period 
after the sale, redemption, or contribu- 
tion the partner's share of each specified 
partnership item is the same as all other 
specified partnership items. For purposes 
of section 6231(a)(1)(B)(i)(II) and this 
section, if each partner's share of each 
partnership item would be the same as his 
or her share of every other item but for 
allocations made under section 704(c) or 
allocations made under similar principles 
in accordance with applicable regulations 
the requirement of section 
6231(a)(1)(B)(i)(II) shall be considered 
satisfied. Similarly, special basis adjust- 
ments pursuant to sections 754, 743, and 
734 shall not be taken into account in de- 
termining whether the "same share" re- 
quirement is met. 

(4) Determination made annually. The 
determination of whether a partnership 
meets the requirements for the exception 
for small partnerships under section 
6231(a)(1)(B) and this paragraph (a) shall 

be made with respect to each partnership 
taxable year. Thus, a partnership that does 
not qualify as a small partnership in one 
taxable year may qualify as a small part- 
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nership in another taxable year if the re- 

quirements for the exception under section 

6231(a)(1)(B) and this paragraph (a) are 
met with respect to that other taxable year. 

(b) Election to have subchapter C of 
chapter 63 apply — (1) In general. Any 
partnership that meets the requirements 
set forth in section 6231(a)(1)(B) of the 
Code and paragraph (a) of this section 
(relating to the exception for small part- 
nerships) may elect under paragraph (b)(2) 
of this section to have the provisions of 
subchapter C of chapter 63 of the Code 
apply with respect to that partnership. 

(2) Method of election. A partnership 
shall make the election described in par- 
agraph (b)(1) of this section by attaching 
a statement to the partnership return for 
the first taxable year for which the elec- 
tion is to be effective. The statement shall 
be identified as an election under section 
6231(a)(1)(B)(ii), shall be signed by all 

persons who were partners of that part- 
nership at any time during the partnership 
taxable year to which the return relates, 
and shall be filed at the time (determined 
with regard to any extension of time for 
filing) and place prescribed for filing the 
partnership return. However, for part- 
nership taxable years for which a part- 
nership return is to be filed before 90 days 
after the date final regulations under this 
section are published in the Federal Reg- 
ister the partnership may file the state- 
ment described in the preceding sentence 
on or before the date which is one year 
before the date specified in section 6229(a) 
for the expiration of the period of limi- 

tations with respect to that partnership 
(determined with regard to extensions of 
that period under section 6229(b)). 

(3) Years covered by election. The 
election shall be effective for the part- 
nership taxable year to which the return 
relates and all subsequent partnership 
taxable years unless revoked with the con- 
sent of the Commissioner. 

rt301. 6231(a)(2) — 1T Persons whose tax li- 

ability is determined indirectly by part- 
nership items (Temporary). 

(a) Spouse filing joint return with in- 
dividual holding separate interest — (1) In 
general. Except as otherwise provided in 
this paragraph (a), a spouse who files a 
joint return with an individual holding a 
separate interest in the partnership shall 
be treated as a partner for purposes of 
subchapter C of chapter 63 of the Code. 
Thus, the spouse who files a joint return 
with a partner will be permitted to par- 
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ticipate in administrative and judicial pro- 
ceedings. 

(2) Counting rules. A spouse who files 
a joint return with an individual holding 
a separate interest in the partnership shall 
not be counted as a partner for purposes 
of applying section 6223(b) (relating to 
special rules for partnerships with more 
than 100 partners) and section 
6231(a)(1)(B) (relating to the exception 
for small partnerships). 

(3) Notice rules — (i) In general. Ex- 
cept as provided in paragraph (a)(3)(ii) 
of this section, for purposes of subchapter 
C of chapter 63 of the Code, a spouse 
who files a joint return with an individual 
holding a separate interest in the part- 
nership shall be treated as receiving any 
notice received by the individual holding 
the separate interest. 

(ii) Spouse identified on partnership re- 
turn or by statement. Paragraph (a)(3)(i) 
of this section shall not apply to a spouse 
who file a joint return with an individual 
holding a separate interest in the part- 
nership if that spouse: 

(A) Is identified on the partnership re- 
turn; or 

(B) Is identified as a partner entitled 
to notice as provided in Ii301. 6223(c) — 1(b). 

(4) Cross-reference. See 11301. 6231(a) 
(12) — 1T for special rules relating to spouses 
holding a joint interest in a partnership. 

(b) Shareholder of C corporation. A 
shareholder of a C corporation (as defined 
in section 1361(a)(2)) is not a partner in 
a partnership merely because the C cor- 
poration is a partner in that partnership. 

$301. 6231(a)(5) — 1T Definition of affected 
item (Temporary). 

(a) Irr generaL The term "affected item" 
includes items unrelated to the items re- 
flected on the partnership return (for ex- 

ample, an item, such as the threshold for 
the medical expense deduction under sec- 
tion 213, that varies if there is a change 
in an individual partner's adjusted gross 
income). 

(b) Partner's basis in his partnership in- 

terest. A partner's basis in his interest in 

the partnership is an affected item to the 
extent it is not a partnership item. 

(c) At-risk limitation. The application 
of the at-risk limitation under section 465 
to a partner with respect to a loss flowing 

from a partnership is an affected item to 
the extent it is not a partnership item. 

(d) Addition to lax or additional 
amount — (1) In general. The term "af- 
fected item" includes any addition to tax 

or additional amount provided by sub- 

chapter A of chapter 68 of the Internal 

Revenue Code of 1954 to the extent pro- 

vided in this paragraph (d). 

(2) Addition fo tax or additional amount 

without fioor. In the case where an ad- 

dition to tax or additional amount that 

does not contain a floor (that is, a thres- 

hold amount of underpayment or under- 

statement necessary before the imposition 

of the addition to tax or additional amount) 

is imposed on a partner as the result of 
an adjustment to a partnership item, the 

term "affected item" shall include the ad- 

dition to tax or additional amount com- 

puted with reference to the entire 
underpayment or understatement. 

(3) Addition lo lax or addilionai amount 

containing ffoor — (i) Floor exceeded prior 
to adjustment. In the case where a partner 
would have been subject to an addition 

to tax or additional amount that contains 
a floor in the absence of an adjustment to 
a partnership item (that is, the partner's 
understatement or underpayment ex- 
ceeded the floor even without an adjust- 
ment to a partnership item) the term 
"affected item" shall include only the ad- 

dition to tax or additional amount com- 

puted with reference to the partnership 
item (or affected item). 

(ii) Floor nof exceeded prior lo adjust- 
ment. In the case of an addition to tax or 
additional amount that contains a floor, 
if the taxpayer's understatement or un- 

derpayment does not exceed the floor prior 
to an adjustment to a partnership item but 
does so after such adjustment, the term 
"affected item" shall include the addition 
to tax or additional amount computed with 

reference to the entire underpayment or 
understatement. 

(4) Examples. The provisions of this 
paragraph (d) may be illustrated by the 
following examples: 

Example (l J. A, a partner of P, had an aggregate 
underpayment of $1000 of which $100 is attributable 
ro an adjustment to partnership items. A is negligent 
in reporting the partnership items. The addition io 
tax for negligence computed with reference io the 
entire $1000 underpayment is an affected item. 

Example (2l. B. a partner in partnership P, un- 

derstated his income tax liability attributable to non- 
partnership items by $6, 000. An adjustment to a 
partnership item resulting from a partnership pro- 
ceeding increased B's income tax by an additional 
$2, 000. Price to the adjustment, B would have been 
subject to the addition to tax under section 6661 with 
respect to the $6, 000 understatement. The addition 
ro rax under section 6661 computed with reference to 
the $2, 000 increase is an affected item. The addition 
ro tax computed with reference to the $6, 000 pre- 
existing understatement is not an affected item. 

Example (3). C, a partner in partner- 
ship P, understated his income tax liability 
attributable to nonpartnership items by 
$4, 000. As result of adjustment to part- 
nership items, that understatement is in- 

creased to $10, 000. Prior to the adjustment, 
C would not have been subject to any 
addition to tax under section 6661. The 
section 6661 addition to tax computed with 

reference to the entire $10, 000 underpay- 
ment is an affected item. 

11301. 6231(a)(6) — 1T Computational ad- 
justments (Temporary). 

(a) In general. A change in the tax li- 

ability of a partner to properly reflect the 
treatment of a partnership item under 
subchapter C of chapter 63 of the Code 
is made through a computational adjust- 
ment. A computational adjustment may 
include a change in tax liability that re- 

flects a change in an affected item where 
that change is necessary to properly re- 
flect the treatment of a partnership item. 
However, if a change in a partner's tax 
liability cannot be made without making 
one or more partner-level determina- 
tions, that portion of the change in tax 
liability attributable to the partner-level 
determinations shall be made under the 
provisions of subchapter B of chapter 63 
of the Code (relating to deficiency pro- 
cedures). Thus, changes in a partner's tax 
liability with respect to affected items that 
do not require partner-level determina- 
tions (such as the threshold amount of 
medical deductions under section 213 that 
changes as the result of determinations 
made at the partnership level) are in- 

cluded in a computational adjustment. 
However, changes in a partner's tax lia- 

bility with respect to affected items that 
require partner-level determinations (such 
as a partner's at-risk amount that depends 
upon the source from which the partner 
obtained the funds that the partner con- 
tributed to the partnership) are not in- 

cluded in a computational adjustment. 

(b) Interest. A computational adjust- 
ment includes any interest due with re- 

spect to any underpayment or overpayment 
of tax attributable to adjustments to re- 

flect properly the treatment of partner- 
ship items. 

(c) Addition lo lax or addirionai amount. 

A computational adjustment shall not in- 

clude an addition to tax or additional 

amount. Regardless of whether an addi- 

tion to tax or additional amount is an af- 

fected item within the meaning of section 

6231(a)(5) and lj301. 6231(a)(5) — 1T, the 
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addition to tax or additional amount shall 
be subject to the provisions of subchapter 
B of chapter 63 of the Code (relating to 
deficiency procedures). See section 6229(a) 
for the period of limitations for making 
assessments with respect to affected items. 

ti301. 6231(a)(7) — 1T Designation of tax 
matters partner (Temporary). 

(a) In general. A partnership may des- 
ignate a partner as its tax matters partner 
for a specific taxable year only as provided 
in this section. Similarly, the designation 
of a partner as the tax matters partner for 
a specific taxable year may be terminated 
only as provided in this section. 

(b) Person who may be designated tax 
matters partner — (1) General require- 
ment. A persons may be designated as the 
tax matters partner of a partnership for a 
taxable year only if that person- 

(i) Was a general partner in the part- 
nership at some time during the taxable 
year for which the designation is made, 
or 

(ii) Is a general partner in the part- 
nership as of the time the designation is 
made. 

(2) Limitation on designation oj rex 
matters partner who is not a United States 
person. If any United States person would 
be eligible under paragraph (a) of this sec- 
tion to be designated as the tax matters 
partner of a partnership for a taxable year, 
no person who is not a United States per- 
son may be designated as the tax matters 
partner of the partnership for that year 
without the consent of the Commissioner. 
For the definition of the term "United 
States person, " see section 7701(a)(30). 

(c) Designation of tax malrers partner 
of time partnership return is filed — (1) If 
the form provided for the partnership re- 

turn contains space for designation. If the 
form provided for the partnership return 
for a taxable year contains a space for the 
designation of a tax matters partner, the 
partnership may designate a tax matters 
partner for that partnership taxable year 
on the partnership return in accordance 
with the instructions for that form. 

(2) If form does nor contain space for 
designation. If the form provided for the 
partnership return for a taxable year does 
not contain a space for the designation of 
a tax matters partner, the partnership may 
make the designation by attaching a state- 
ment to the partnership return for that 

year, filed at the time (determined with 

regard to any extension of time for filing) 
and place prescribed for filing the part- 

nership return. The statement shall- 
(i) Identify the partnership and the 

designated tax matters partner by name, 
address, and taxpayer identification num- 

ber. 
(ii) Declare that it is a designation of 

a tax matters partner for the taxable year 
to which the return relates, and 

(iii) Be signed by the partner signing 
the partnership return. 

(d) Certification by current tax matters 

partner of selection of successor. If a part- 
ner properly designated as the tax matters 
partner of a partnership for a partnership 
taxable year under this section certifies 
that another partner has been selected as 
the tax matters partner of the partnership 
for that taxable year, that other partner 
is thereby designated as the tax matters 
partner for that year. The current tax mat- 
ters partner shall make the certification 
by filing with the service center with which 

the partnership return is filed a statement 
that— 

(1) Identifies the partnership, the part- 
ner filing the statement, and the successor 
tax matters partner by name, address, and 
taxpayer identification number. 

(2) Specifies the partnership taxable 
year to which the designation relates. 

(3) Declares that the partner filing the 
statement has been properly designated 
as the tax matters partner of the partner- 
ship for the partnership taxable year and 
that that designation is in effect imme- 
diately before the filing of the statement. 

(4) Certifies that the other named part- 
ner has been selected as the tax matters 
partner of the partnership for that taxable 
year in accordance with the partnership's 
procedure for making that selection, and 

(5) Is signed by the partner filing the 
statement. 

(e) Designation by general partners with 

majority interest. The partnership may 
designate a tax matters partner for a part- 
nership taxable year at any time after the 
filing of a partnership return for that tax- 
able year by filing a statement with the 
service center with which the partnership 
return was filed. The statement shall— 

(1) Identify the partnership and the 
designated partner by name, address, and 
taxpayer identification number. 

(2) Specify the partnership taxable year 
to which the designation relates, 

(3) Declare that it is a designation of 
a tax matters partner for the taxable year 
specified, and 

(4) Be signed by persons who were 
general partners at the close of the year 
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and were shown on the return for that 

year to hold more than 50 percent of the 
aggregate interest in partnership profits 
held by all general partners as of the close 
of that taxable year. For purposes of this 

paragraph (e)(4), all limited partnership 
interests held by general partners shall be 
included in determining the aggregate in- 

terest in partnership profits held by such 
general partners. 

(f) Designation by partners with ma- 

jority interest under certain circurnstan- 
ces — (1) In general. A tax matters partner 
may be designated for a partnership tax- 
able year under this paragraph (f) only if, 
at the time the designation is made, each 
partner who was a general partner at the 
close of such partnership taxable year is 
described in one or more of the following 
subdivisions of this paragraph (f)(1). 

(i) The general partner is dead, or, if 
the general partner is an entity, has been 
liquidated or dissolved; 

(ii) The general partner has been ad- 
judicated by a court of competent juris- 
diction to be no longer capable of managing 
his or her person or estate; 

(iii) The general partner's partnership 
items have become nonpartnership items 
under section 6231(b); or 

(iv) The general partner is no longer a 
partner in the partnership. 

(2) Method oj making designation. A 
tax matters partner for a partnership tax- 
able year may be designated under this 

paragraph (f) at any time after the filing 
of the partnership return for such taxable 
year by filing a written statement with the 
service center with which the partnership 
return was filed. The statement shall- 

(i) Identify the partnership and the 
designated tax matters partner by name, 
address, and taxpayer identification num- 

ber, 
(ii) Specify the partnership taxable year 

to which the designation relates, 
(iii) Declare that it is a designation of 

a tax matters partner for the partnership 
taxable year specified, and 

(iv) Be signed by persons who were 
partners at the close of such taxable year 
and were shown on the return for that 
year to hold more than 50 percent of the 
aggregate interest in partnership profits 
held by all partners as of the close of such 
taxable year. 

(g) Designation of alternate tax matters 
partner. If an individual is designated as 
the tax matters partner of a partn rship 
under paragraph (c), (d), (e). or (f) of 
this section, the document by which that 
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individual is designated may also desig- 
nate an alternate tax matters partner who 
will become tax matters partner upon the 
occurrence of one or more of the events 
described in paragraph (l)(1) or (2) of this 
section. The person designated as the al- 
ternate tax matters partner becomes the 
tax matters partner as of the time the des- 
ignation of the tax matters partner is ter- 
minated under paragraph (1)(1) or (2) of 
this section. The designation of a person 
as the alternate tax matters partner shall 
have no effect in any other case. 

(h) Prior designations superseded. A 
designation of a tax matters partner for a 
partnership taxable year under para- 
graphs (d), (e), or (f) of this section shall 
supersede all prior designations of a tax 
matters partner for that year, including a 
prior designation of an alternate tax mat- 
ters partner under paragraph (g) of this 
section. 

(i) Resignation of designated tax mat- 

ters partner. A person designated as the 
tax matters partner of a partnership under 
this section may resign at any time by a 
written statement to that effect. The 
statement shall specify the partnership 
taxable year to which the resignation re- 
lates and shall identify the partnership and 
the tax matters partner by name, address, 
and taxpayer identification number. The 
statement shall also be signed by the re- 

signing tax matters partner and shall be 
filed with the service center with which 

the partnership return was filed. 

(j) Revocation of designation. The 
partnership may revoke the designation 
of the tax matters partner for a partner- 
ship taxable year at any time after the 
filing of a partnership return for that tax- 
able year by filing a statement with the 
service center with which the partnership 
return was filed. The statement shall— 

(1) Identify by name, address, and tax- 

payer identification number the partner- 
ship and the general partner whose 
designation as tax matters partner is being 
revoked, 

(2) Specify the partnership taxable year 
to which the revocation relates, 

(3) Declare that it is a revocation of a 
designation of the tax matters partner for 
the taxable year specified, and 

(4) Be signed by the persons described 

in paragraph (e)(4) of this section, or, if 
at the time that the revocation is made, 
each partner who was a general partner 
at the close of the partnership taxable year 
to which the revocation relates is de- 

scribed in one or more of subdivisions (i) 

through (iv) of paragraph (f)(1) of this 

section, by the persons described in par- 

agraph (f)(2)(iv) of this section. 

(k) When designation, etc. , becomes 

effective — (I) In general. Except as oth- 

erwise provided in paragraph (k)(2) of this 

section, a designation, resignation, or re- 

vocation provided for in this section be- 

comes effective on the day that the 
statement required by the applicable par- 

agraph of this section is filed. 

(2) Notice of proceeding mailed. If a 
notice of beginning of an administrative 

proceeding with respect to a partnership 
taxable year is mailed before the date on 
which a statement of designation, re-sig- 

nation, or revocation provided for in this 

section with respect to that taxable year 
is filed, the Service is not required to give 
effect to such designation, resignation, or 
revocation until 30 days after the state- 
ment is filed. 

(l) Termination of designation. A des- 
ignation of a tax matters partner for a 
taxable year under this section shall re- 
main in effect until— 

(1) The death of the designated tax 
matters partner, 

(2) An adjudication by a court of com- 
petent jurisdiction that the individual des- 
ignated as the tax matters partner is no 
longer capable of managing the individ- 
ual's person or rstate, 

(3) The liquidation or dissolution of the 
tax matters partner, if the tax matters 
partner is an entity, 

(4) The partnership items of the tax 
matters partner become nonpartnership 
items under section 6231(c) (relating to 
special enforcement areas), or 

(5) The day on which- 
(i) The resignation of the tax matters 

partner under paragraph (i) of this sec- 
tion, 

(ii) A subsequent designation under 
paragraph (d), (e), or (f) of this section, 
or 

(iii) A revocation of the designation 
under paragraph (j) of this section be- 
comes effective. 

The termination of the designation of 
a partner as the tax matters partner under 
this paragraph (I) does not affect the va- 
lidity of any action taken by that partner 
as tax matters partner before the desig- 
nation is terminated. For example, if that 
tax matters partner had previously con- 
sented to an extension of the period for 
assessments under section 6229(b)(1)(B), 
that extension remains valid even after 
termination of the designation. 

(m) Tax matters partner where no part- 
nership designation made — (1) In gen- 
eral. The tax matters partner for a 
partnership taxable year shall be deter- 
mined under this paragraph (m) if: 

(i) The partnership has not designated 
a tax matters partner under this section 
for that taxable year; or 

(ii) The partnership has designated a 
tax matters partner under this section for 
that taxable year, that designation has been 
terminated under paragraph (l) of this 
section, and the partnership has not made 
a subsequent designation under this sec- 
tion for that taxable year. 

(2) General partner having the largest 

projits!nterest is the tax matters partner, 
The tax matters partner for any partner- 
ship taxable year to which this paragraph 
(m) applies is the general partner having 
the largest profits interest in the partner- 
ship at the close of that taxable year (or 
where there is more than one such part- 
ner, the one of such partners whose name 
would appear first in an alphabetical list- 

ing). For purposes of this paragraph 
(m)(2), all limited partnership interests 
held by a general partner shall be included 
in determining that general partner's prof- 
its interest in the partnership. 

(3) Termination of designation. A des- 
ignation of a tax matters partner for a 
partnership taxable year under this par- 
agraph (m) shall remain in effect until the 
earlier of the occurrence of one or more 
of the events described in paragraph (l)(1) 
through (4) or the day on which a des- 
ignation under paragraph (d), (e), or (f) 
of this section becomes effective. If a des- 
ignation of a tax matters partner for a 
partnership taxable year is terminated un- 

der this paragraph (m)(3) and the part- 
nership has not subsequently designated 
a tax matters partner for that taxable year 
under paragraph (d), (e), or (f) of this 
section the tax matters partner for that 
taxable year shall be determined under 
paragraph (m)(2) of this section, and, for 
purposes of applying that paragraph 
(m)(2), the general partner whose des- 
ignation was so terminated shall be treated 
as having no profits interest in the part- 
nership for that taxable year. 

li301. 6231(a)(12) — 1T Special rules relat- 
ing to spouses (Temporary). 

(a) In general. For purposes of sub- 

chapter C of chapter 63 of the Code, 
spouses holding a joint interest in a part- 
nership are treated as partners. Thus, both 

spouses are permitted to participate in ad- 
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ministrative and judicial proceedings. The 
term "Joint interest" includes tenancies 
in common, joint tenancies, tenancies by 
the entirety, and community property. 

(b) Notice and counting rules — (I) In 
general. Except as provided in paragraph 
(b)(2) of this section, for purposes of ap- 
plying section 6223 (relating to notice to 
partners of proceedings) and section 
6231(a)(1)(B) (relating to the exception 
for small partnerships), spouses holding a 
joint interest in a partnership shall be 
treated as one person. Except as provided 
in paragraph (b)(2) of this section, the 
Service or the tax matters partner may 
send any required notice to either spouse. 

(2) Identified spouse entitled to notice. 
For purposes of applying section 6223 (re- 
lating to notice to partners of proceeding) 
for a partnership taxable year, an indi- 
vidual who holds a joint interest in a part- 
nership with his or her spouse who is 
entitled to notice under section 6223 shall 
be entitled to receive separate notice un- 
der section 6223 if such individual: 

(i) Is identified as a partner on the 
partnership return for that taxable year; 
or 

(ii) Is identified as a partner entitled 
to notice as provided in li30L6223(c)— 
1T(b). 

(c) Cross-reference. See ti301. 6231(a) 
(2) — 1T(a) for special rules relating to 
spouses who file joint returns with indi- 
viduals holding a separate interest in a 
partnership. 

li301. 6231(c) — 3T Limitation on applica- 
bility of (f1301. 6231(c) — 4T through 
301. 6231(c) — 8T (Temporary). 

A provision of lit1301. 6231(c) — 4T 
through 301. 6231(c) — 8T shall not apply 
with respect to partnership items arising 
in a partnership taxable year if, as of the 
date on which those items would other- 
wise begin to be treated as nonpartnership 
items under that provision- 

(a) A notice of final partnership ad- 
ministrative adjustment with respect to 
those items has been mailed to the tax 
matters partner, and 

(b) Either— 
(1) The period during which an action 

with respect to that final partnership ad- 
ministrative adjustment may be brought 
under section 6226 has expired and no 
such action has been brought, or 

(2) The decision of the court in an ac- 
tion brought under section 6226 with 

respect to that final partnership admin- 

istrative adjustment has become final. 

ti301. 6231(c)4T Termination and jeop- 
ardy assessment (Temporary). 

The treatment of items as partnership 
items with respect to a partner against 
whom an assessment of income tax under 
section 6851 (termination assessment) or 
section 6861 (jeopardy assessment) is made 
will interfere with the effective and effi- 

cient enforcement of the internal revenue 
laws. Accordingly, partnership items of 
such a partner arising in any partnership 
taxable year ending with or within the 
partner's taxable year for which an as- 

sessment of income tax under section 6851 
or section 6861 is made shall be treated 
as nonpartnership items as of the moment 
before such assessment is made. 

5301. 6231(c) — 5T Criminal investigations 

(Temporary), 

The treatment of items as partnership 
items with respect to a partner under 
criminal investigation for violation of the 
internal revenue laws relating to income 
tax will interfere with the effective and 
efficient enforcement of the internal rev- 
enue laws. Accordingly, partnership items 
of such a partner arising in any partner- 
ship taxable year ending on or before the 
last day of the latest taxable year of the 
partner to which the criminal investiga- 
tion relates shall be treated as nonpart- 
nership items as of the date on which the 
partner is notified that he or she is the 
subject of a criminal investigation and re- 
ceives written notification from the Ser- 
vice that his or her partnership items shall 
be treated as nonpartnership items. The 
partnership items of a partner who is no- 
tified that he or she is the subject of a 
criminal investigation shall not be treated 
as nonpartnership items under this section 
unless and until such partner receives 
written notification from the Service of 
such treatment. 

f1301. 6231(c) — 6T Indirect method of proof 
of income (Temporary). 

The treatment of items as partnership 
items with respect to a partner whose tax- 
able income is determined by use of an 
indirect method of proof of income will 

interfere with the effective and efficient 
enforcement of the internal revenue laws. 
Accordingly, partnership items of such a 
partner arising in any partnership taxable 
year ending on or before the last day of 
the taxable year of the partner for which 

a deficiency notice based upon an indirect 
method of proof of income is ttiailed to 
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the partner shall be treated as nonpart- 
nership items as of the date on which that 
deficiency notice is mailed to the partner. 

f1301. 6231(c) — 7T Bankruptcy and receiv- 
ership (Temporary). 

(a) Bankruptcy. The treatment of items 
as partnership items with respect to a 
partner named as a debtor in a bank- 

ruptcy proceeding will interfere with the 
effective and efficient enforcement of the 
internal revenue laws. Accordingly, part- 
nership items of such a partner arising in 

any partnership taxable year ending on or 
before the last day of the latest taxable 
year of the partner with respect to which 
the United States could file a claim for 
income tax due in the bankruptcy pro- 
ceeding shall be treated as nonpartnership 
items as of the date the petition naming 
the partner as debtor is filed in bank- 
ruptcy. 

(b) Receivership. The treatment of 
items as partnership items with respect to 
a partner for whom a receiver has been 
appointed in any receivership proceeding 
before any court of the United States or 
of any State or the District of Columbia 
will interfere with the effective and effi- 
cient enforcement of the internal revenue 
laws. Accordingly, partnership items of 
such a partner arising in any partnership 
taxable year ending on or before the last 
day of the latest taxable year of the part- 
ner with respect to which the United States 
could file a claim for income tax due in 

the receivership proceeding shall be treated 
as nonpartnership items as of the date of 
a receiver is appointed in any receivership 
proceeding before any court of the United 
States or of any State or the Dfstrict of 
Columbia. 

ti301. 6231(c) — 8T Prompt assessment 
(Temporary). 

The treatment of items as partnership 
items with respect to a partner on whose 
behalf a request for a prompt assessment 
of tax under section 6501(d) is filed will 
interfere with the effective and efficient 
enforcement of the internal revenue laws. 
Accordingly, partnership items of such a 
partner arising in any partnership taxable 
year ending with or within any taxable 
year of the partner with respect to which 
a request for a prompt assessment of tax 
is filed shall be treated as nonpartnership 
items as of the date that the request is 
filed. 

5301. 6231(d) — 1T Time for determining 
profits interest of partners for purposes of 
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sections 6223(b) and 6231(a)(11) (Tem- 
popary). 

(a) Partner owns interest of close of year. 
+For purposes of section 6223(b) (relating 
to special rules for partnerships with more 
than 100 partners) and section 6231(a)(11) 
(relating to 5-percent groups), except as 
otherwise provided in this section, the 
profits interest held by a partner, directly 
or indirectly through one or more pass- 
thru partners, in a partnership (the "audit 
partnership") to which subchapter C of 
chapter 63 of the Code applies shall be 
determined at the close of the audit part- 
nership's taxable year. 

(b) Partner does not own interest at close 
of year. If the entire direct and indirect 
interest of a partner in an audit partner- 
ship is terminated by virtue of a disposi- 
tion by such partner of such interest (or 
by virtue of the disposition of an interest 
held by one or more pass-thru partners 
through which the partner holds an in- 

terest), then the profits interest of such 

partner in the audit partnership shall be 
measured as of the moment before the 
disposition causing such termination. The 
preceding sentence shall not apply with 

respect to a termination if subsequent to 
such termination and before the close of 
the audit partnership's taxable year the 
partner acquires a direct or indirect in- 

terest in the audit partnership. 

(c) Disposition of last remaining por- 
tion of interest is disposition of entire in- 

terest. If a partner (or a pass-thru partner 
through which a partner holds an interest) 
makes several partial dispositions of an 

interest in an audit partnership during a 
taxable year of the audit partnership, par- 

agraph (b) of this section will apply with 

respect to the disposition which causes a 
termination of the partner's entire direct 
and indirect interest in the audit partner- 
ship. 

(d) No projits interest in certain cases. 
If— 

(I) The interest of a partner in a part- 
nership is entirely disposed of before the 
close of the taxable year of the partner- 

ship, and 

(2) No items of the partnership for that 
taxable year are required to be taken into 
account by the partner, that partner has 

no profits interest in the partnership for 
that taxable year. For example, if a part- 

ner dies before the close of the taxable 

year of the partnership, generally no items 

of the partnership for that taxable year 
are required to be taken into account on 

the final return of the deceased partner 

under 111. 706-1(c)(3); consequently, the 

deceased partner has no profits interest 

in the partnership for that taxable year. 

(e) Examples. The provisions of this 

section may be iflustrated by the following 

examples. Assume in all examples that 

there have been no reacquisitions prior to 
the close of the audit partnership's taxable 

year. 
Example (J). B holds an interest in partnership P 

through T, a pass-thru partner. P uses a fiscal year 

ending June 30 as P's taxable year; B and T use the 

calendar year as the taxable year. As of the close of 
P's taxable year ending June 30, 1985, T holds an 

interest in P and B holds an interest in P through T. 
The profits interest held by B in P through T for that 

year is determined as of June 30, 1985. 
Examp/e (2). Assume the same facts as in example 

(1), except that B sold the entire interest that B held 

in P through T on November 5, 1984. The profits 

interest held by B in P through T for P's taxable year 

ending June 30, 1985, is determined as of the moment 

before the sale on November 5, 1984. 
Example (3). C holds an interest in partnership P 

through T, a pass-thru partner. C, P, and T all use 

the calendar year as the taxable year. T disposes of 
T's interest in P on June 5, 1985. The profits interest 

held by C in P through T for 1985 is determined as 

of the moment before the disposition on June 5, 1985. 
Example (4). Assume the same facts as in example 

(3), except that C sold her entire interest in T (and, 
therefore, her entire interest that she held in P through 

T) on March 15, 1985. The profits interest held by C 
in P through T for 1985 is determined as of the mo- 

ment before the sale on March 15, 1985. 
Example (5). On January 1, 1985, D held a 2 per- 

cent profits interest in partnership P. Both D and P 
use the calendar year as the taxable year. On August 
1, 1985, D transfers three-fourths of D's profits in- 

terest in P to E. On September 1, 1985, D sells his 

remaining . 5 profits interest in P to F. For purposes 
of sections 6223(b) and 6231(a)(11), D had a . 5 per- 
cent profits interest in P for 1985. 

Example (6). Assume the same facts as in example 

(5), except that on January 1, 1985, D also held a 1 

percent profits interest in partnership P through T, a 
pass-thru partner which also uses the calendar year 
as the taxable year. ln addition to the sale to E on 
August 1, 1985, D sold a portion of his interest in T 
on December 1, 1985, such that after thc sale, D held 
a . 2 percent profits interest in P through T. D made 
no other transfers of interests in either P or T. For 
purposes of sections 6223(b) and 6231(a)(11), D had 
a . 7 percent prolits interest in P for 1985. 

12301. 6231(e) — 1T Effect of a determina- 
tion with respect to a nonpartnership item 
on the determination of a partnership item 
(Temporary) . 

The determination of an item after it 
has become a nonpartnership item with 
respect to a partner is not controlling in 
the determination of that item with re- 
spect to other partners. Thus, for exam- 
ple, the determination by a court in a 
separate proceeding relating to a partner 
that a certain partnership expenditure was 
deductible does not bind either the Ser- 
vice or the other partners in a later part- 
nership or other proceeding. 

ii301. 6231(3) — 2T Judicial decision not a 
bar to certain adjustments (Temporary). 

A court decision with respect to a part- 
ner's income tax liability attributable to 
nonpartnership items shall not be a bar 
to further proceedings with respect to that 
partner's income tax liability if that part- 
ner's partnership items become nonpart- 
nership items after the appropriate time 
to include such nonpartnership items in 

the earlier court proceeding has passed. 
Thus, the Service could issue a later de- 
ficiency notice for the same taxable year 
with respect to that partner or that part- 
ner could bring a refund suit with respect 
to those items that have become non- 

partnership items. 

11301. 6231(f) — 1T Disallowance of losses 
and credits in certain cases (Temporary). 

(a) Application of section. This section 
applies if— 

(1) A partnership, whether domestic 
or foreign, that is required to file a return 
under section 6031 for a taxable year fails 
to file the return within the time pre- 
scribed, and, 

(2) At any time after the close of that 
taxable year, either- 

(i) The tax matters partner of that 
partnership resides outside the United 
States, or 

(ii) The books and records of that part- 
nership are maintained outside the United 
States. 

(b) Computational adjustment permit- 
ted if return is not jiled after mailing of 
notice. Except as otherwise provided in 

paragraph (c) of this section, if— 
(1) This section applies with respect to 

a partnership for a partnership taxable 
year. 

(2) The Service mails a notice to a 
partner that the losses and credits arising 
from that partnership for that year will be 
disallowed to that partner unless the part- 
nership files a return for that year within 

60 days after the date on which the notice 
is mailed, and 

(3) The partnership fails to file a return 
for that year within that 60-day period, 
the Service may, without conducting a 
partnership-level proceeding, mail a no- 
tice of computational adjustment to that 
partner to reflect the disallowance of any 
loss (including a capital loss) or credit 
arising from that partnership for that year. 

(c) Restriction on notices under para- 

graph (b). Neither the notice referred to 
in paragraph (b)(2) of this section nor the 
notice of computational adjustment re- 
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ferred to in paragraph (b) of this section 
may be mailed on a day on which— 

(1) The tax matters partner of the part- 
nership resides within the United States, 
and 

(2) The books and records of the part- 
nership are maintained within the United 
States. 

Thus, if this section applies with respect 
to a partnership for a taxable year solely 
because the tax matters partner of that 
partnership resided outside the United 
States for a period after the close of that 
taxable year and the tax matters partner 
later takes up residence within the United 
States, no notice may be mailed under 
paragraph (b) of this section while the tax 
matters partner resides within the United 
States. 

(d) No disallowance in certain circum- 
stances. If the person to whom the notice 
referred to in paragraph (b)(2) of this sec- 
tion establishes to the satisfaction of the 
Service— 

(1) That the losses and credits arising 
from the partnership for the year are 
proper, and 

(2) That the partner has made a good 
faith effort to have the partnership file the 
required return, the Service may allow the 
losses and credits in whole or in part. 

f1301. 6233 — 1T Extension to entities filing 
partnership returns, etc. (Temporary). 

(a) Entitles filing a partnership return. 
Except as provided in paragraph (d)(1) of 
this section, the provisions of subchapter 
C of chapter 63 of the Code ("subchapter 
C") and the regulations thereunder shall 

apply with respect to any taxable year of 
an entity for which such entity files a part- 
nership return as well as to such entity's 
items for that taxable year and to any per- 
son holding an interest in such entity at 
any time during that taxable year. Any 
final partnership administrative adjust- 
ment or judicial determination resulting 
from a proceeding under subchapter C 
with respect to such taxable year may in- 

clude a determination that the entity is 

not a partnership for such taxable year as 
well as determinations with respect to all 

items of the entity which would be part- 
nership items, as defined in section 
6231(a)(3) and the regulations there- 
under, if such entity had been a partner- 
ship in such taxable year (including, for 
example, any amounts taxable to an entity 
determined to be an association taxable 
as a corporation). Thus, a fmal determi- 
nation under subchapter C that an entity 

that filed a partnership return is an as- 

sociation taxable as a corporation will serve 

as a basis for a computational adjustment 
reflecting the disallowance of any loss or 
credit claimed by a purported partner with 

respect to that entity. 

(b) Entities filing on S corporation re- 

turn. Except as provided in paragraph 

(d)(2) of this section, the provisions of 
subchapter D of chapter 63 of the Code 
("subchapter D") and the regulations 
thereunder shall apply with respect to any 
taxable year of an entity for which such 

entity files a return as an S corporation as 
well as to such entity's items for that tax- 
able year and to any person holding an 
interest in such entity at any time during 
that taxable year. Any final S corporation 
administrative adjustment or judicial de- 
termination resulting from a proceeding 
under subchapter D with respect to such 
taxable year may include a determination 
that the entity is not an S corporation for 
such taxable year as well as determina- 
tions with respect to all items of the entity 
which would be subchapter S items, as 
defined in section 6245 and the regula- 
tions thereunder, if such entity had been 
an S corporation for such taxable year 
(including, for example, any amounts tax- 
able to an entity determined to be taxable 
as a C corporation). 

(c) Partnership or S corporation return 

filed but no entity found to exist— 
(1) Partnership return filed. Paragraph (a) 
of this section shall apply where a part- 
nership return is filed for a taxable year 
but it is determined that there is no entity 
for such taxable year. For purposes of ap- 
plying paragraph (a) of this section, the 
partnership return shall be treated as if it 
was filed by an entity. However, any final 
partnership administrative adjustment or 
judicial determination resulting from a 
proceeding under subchapter C with re- 
spect to such taxable year may also in- 
clude a determination that there is no entity 
for such taxable year. 

(2) S corporation return filed. Para- 
graph (b) of this section shall apply where 
an S corporation return is filed for a tax- 
able year but it is determined that there 
is no entity for such taxable year. For pur- 
poses of applying paragraph (b) of this 
section, the S corporation return shall be 
treated as if it was filed by an entity. How- 
ever, any final S corporation administra- 
tive adjustment or judicial determination 
resulting from a proceeding under sub- 

chapter D with respect to such taxable 
year may also include a determination that 
there is no entity for such taxable year. 
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(d) Exceptions — (1) Partnership pro- 
ceedings. Paragraph (a) of this section shall 

uot apply to: 

(i) Entities for any taxable year in which 

such entity would be excepted from the 
provisions of subchapter C under section 
6231(a)(1)(B) and the regulations there- 
under (relating to the exception for small 

partnerships) if such entity were a part- 
nership for such taxable year, and 

(ii) Entities for any taxable year for 
which a partnership return was filed for 
the sole purpose of making the election 
described in section 761(a). 

(2) S corporation proceedings. /Re- 

served)J. 

(e) Effective dates. Paragraphs (a), 
(c)(1), and (d)(1) of this section shall ap- 

ply with respect to any taxable year be- 
ginning after September 3, 1982, and with 

respect to any taxable year beginning on 
or before and ending after September 3, 
1982, if with respect to that taxable year 
there is an agreement entered into pur- 
suant to section 407(a)(3) of the Tax Eq- 
uity and Fiscal Responsibility Act of 1982. 
Paragraphs (b) and (c)(2) of this section 
shall apply with respect to any taxable 
year beginning after December 31, 1982. 

OMB CONTROL NUMBERS 
UNDER THE PAPERWORK 

REDUCTION ACT 
(26 CFR Part 602) 

Par. 3. The authority for Part 602 con- 
tinues to read as follows: 

Authority: 26 U. S. C. 7805. 
Par. 4. Section 602. 101(c) is amended 

by inserting in the appropriate places in 
the table: 

l!301. 6222(a) — 2T(c) . . . 1545-0790. 
f!301. 6222(b)-IT . . . 1545-0790. 
l!301. 6222(b) — 3T(a) . . . 1545-0790. 
ll301. 6231(a)(1)-IT(b) and (c) 

1545-0790. 
f1301. 6231(a)(7) — 1T(d), (e), (f), (i), and 

(j) . . . 1545-0790. 

There is a need for immediate guidance 
with respect to the provisions contained 
in this Treasury decision. For this reason, 
it is found impracticable to issue it with 
notice and public procedure under sub- 
section (b) of section 553 of title 5 of the 
United States Code or subject to the ef- 
fective date limitation of subsection (d) 
of that section. 

LAWRENCE B. GiBBs, 
Commissioner of 
Internal Revenue. 
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Approved February 25, 1987. 

J. ROGER MENTZ, 

Assistant Secretary 

of the Treasury. 

(Filed by the Office of the Federal Register on March 

2, 1987, 1042 p. m. , and published in the issue of 
the Federal Register for March 5, 1987, 52 F. R. 
6779) 

Subchapter D. — Tax Treatment of Subchapter S 
Items 

Section 6241. -Tax Treatment Determined 

at Corporate Level 

26 CFR 301. 6241-1T: Temporary regulations relating 

to 'small S corporation" exception. 
fAfso Section 6245; 51. 6245 — 1 T. l 

T. D. 8122 

TITLE 26 — INTERNAL REVENUE. — 
CHAPTER I, SUBCHAPTER D, 
SUBCHAPTER F, PART 51 — EXCISE 
TAX REGULATIONS UNDER CRUDE 
OIL WINDFALL PROFIT TAX OF 1980; 
PART 301 — PROCEDURE AND 

ADMINISTRATION; PART 602 — OMB 
CONTROL NUMBERS UNDER THE 
PAPERWORK REDUCTION ACT 

Definition of Subchapter S Item and Special 

Rule for Certain Small S Corporations 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Temporary regulations. 

SUMMARY: This document contains 
Temporary Regulations on Procedure and 

Administration relating to the definition 

of the term "subchapter S item" and the 
exception for small S corporations from 

the requirement of corporate-level deter- 
mination of the tax treatment of "sub- 

chapter S items. " This document also 

contains Temporary Regulations on the 

Crude Oil Windfall Profit Tax Act of 1980 
[Pub. L. 96-223, 1980 — 3 C. B. ] relating to 
the definition of "subchapter S item" 

under the rules for tax treatment of sub- 

chapter S items. Changes to the applica- 

ble tax law were made by the Subchapter 

S Revision Act of 1982. These regulations 

provide guidance to S corporations, their 

shareholders, and Internal Revenue Ser- 

vice personnel for compliance with the tax 

law. The text of the temporary regulations 

set forth in this document also serves as 

the text of the proposed regulations cross- 

referenced in the notice of proposed rule- 

making " * 4 [on page 803 of this Bulle- 

tin]. 

DATE: Except as otherwise provided, the 

regulations contained in this document are 

effective for taxable years beginning after 

December 31, 1982. 

FOR FURTHER INFORMATION 
CONTACT: Stuart G. Wessler of the 

Legislation and Regulations Division, Of- 

fice of the Chief Counsel, Internal Rev- 

enue Service, 1111 Constitution Avenue, 

N. W. , Washington, D. C. 20224. (Atten- 
tion CC:LR:T, LR — 73 — 86) (202 — 566 — 3297, 
not a toll-free call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

Prior to the enactment of the Subchap- 

ter S Revision Act of 1982 (96 Stat. 1691), 
there was only a limited mechanism for 

making corporate-level tax adjustments 

since the S corporation generally was not 

the taxable entity. A shareholder's tax li- 

ability was determined in proceedings be- 

tween the shareholder and the Internal 
Revenue Service. Thus, issues involving 

the income or deductions of an S corpo- 
ration were determined in separate ad- 

ministrative and judicial proceedings 
involving each shareholder whose tax li- 

ability was affected. Periods of limitations 
were also determined at the shareholder 
level, based on returns filed by the share- 

holders. The filing of the S corporation 
return did not affect the period of limi- 

tations applicable to the shareholders. 
Section 4(a) of the Subchapter S Re- 

vision Act of 1982 added sections 6241— 
6245 to the Internal Revenue Code to 
provide for unified corporate-level ad- 

ministrative and judicial proceedings to 
determine the tax treatment of "subchap- 
ter S items" rather than separate share- 
holder-level proceedings. These provisions 

generally follow the provisions of sub- 

chapter C of chapter 63 of the Code re- 

lating to the tax treatment of "partnership 
items. " 

EXPLANATION OF PROVISIONS 

Tax treatment determined at the 

corporate level 

For taxable years beginning after De- 
cember 31, 1982, section 6241 of the Code 
provides that, except as otherwise pro- 
vided in regulations, the tax treatment of 
a subchapter S item shall be determined 
at the corporate level. The temporary reg- 
ulations define the term "S corporation" 
to include any corporation required to file 

a return under section 6037(a) of the Code. 
However, the temporary regulations pro- 
vide a small S corporation exception to 
the unified corporate-level proceedings 
similar to the exception provided by Con- 

gress under section 6231(a)(1)(B) for small 

partnerships. The regulations provide that 
for any taxable year of an S corporation 
the due date of the return for which (de- 
termined without regard to extensions) is 

on or after January 30, 1987, the unified 

corporate proceedings do not generally 

apply to small S corporations. A small S 
corporation is defined as an S corporation 

with 5 or fewer shareholders, each of whom 

is a natural person or an estate. An S 
corporation does not qualify for the ex- 

ception. if any of its shareholders is a pass- 

through shareholder (other than a share- 

holder's estate). 
The regulations apply the "5 or fewer" 

limitation to the aggregate number of per- 

sons who are shareholders at any one time 

during the corporate taxable year. Thus, 

an S corporation that never has more than 

5 shareholders at any one time during the 

taxable year would be treated as a small 

S corporation even if, because of trans- 

fers, 6 or more shareholders own stock in 

the S corporation during the course of the 

taxable year. For purposes of the small S 

corporation exception, a husband and wife 

will be treated as one shareholder. 

An exempt small S corporation may 

elect to be subject to the new unified cor- 

porate procedures. The regulations pro- 

vide procedural rules for making this 

election. 

Definition of subchapter S item 

Under section 6245 of the Code, the 

term "subchapter S item" is defined to 
include any item of an S corporation to 
the extent regulations provide that the item 

is more appropriately determined at the 

corporate level than at the shareholder 

level. The temporary regulations list the 

items that the Internal Revenue Service 

considers to be more appropriately de- 

termined at the corporate level for income 

tax purposes. 
Among the items listed are the "pro 

rata share" items that the corporation must 

allocate to the shareholders (including 

special purpose data such as that neces- 

sary to enable shareholders to compute 

depletion). Also included are corporate- 
level determinations that have a bearing 

on transactions affecting a shareholder, 

including contributions to the corporation 
and distributions to the shareholder. The 

temporary regulations provide illustra- 

tions of corporate-level determinations that 

have a bearing on contributions and dis- 

tributions. 
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Windfall profit tax 

Certain windfall profit tax items wifi be 
treated as subchapter S items so that the 
proper treatment of these items will be 
determined at the corporate level rather 
than at the shareholder level. A subchap- 
ter S item for purposes of the windfall 
profit tax is any item relating to the com- 
putation 'of the windfall profit tax on crude 
oil produced by the S corporation for which 
the Service determines that the tax treat- 
ment is more appropriately determined at 
the corporate level than at the share- 
holder level. The temporary regulations 
set forth items which will be treated as 
subchapter S items for purposes of the 
windfall profit tax. 

Other issues 

Guidance on other issues raised by sub- 
chapter D of chapter 63 of the Code will 

be provided in later regulations or rulings 
under sections 6241 — 6245 of the Code. 

SPECIAL ANALYSES 

No general notice of proposed rule- 
making is required by 5 U. S. C. 553(b) for 
temporary regulations. Accordingly, the 
Regulatory Flexibility Act does not apply 
and no Regulatory Flexibility Analysis is 
required for this rule. The Commissioner 
of Internal Revenue has determined that 
this temporary rule is not a major rule as 
defined in Executive Order 12291 and that 
a Regulatory Impact Analysis therefore 
is not required. 

PAPERWORK REDUCTION ACT 

The collection of information require- 
ments contained in these temporary reg- 
ulations have been submitted to the Office 
of Management and Budget (OMB) in 

accordance with the Paperwork Reduc- 
tion Act of 1980. These requirements have 

been approved by OMB under control 
number 1545 — 0130. 

DRAFTING INFORMATION 

The principal author of these tempo- 

rary regulations is Stuart G. Wessler of 
the Legislation and Regulations Division 

of the Office of Chief Counsel, Internal 
Revenue Service. However, personnel 
from other offices of the Internal Revenue 
Service and Treasury Department partic- 
ipated in developing the regulations, both 

on matters of substance and style. 

LIST OF SUBJECTS IN 

26 CFR Part 51 

Excise taxes, Petroleum, Crude oil. 
LIST OF SUBJECTS IN 

26 CFR Part 301 

Administrative practice and proce- 
dure, Bankruptcy, Courts, Crime, Em- 

ployment taxes, Excise taxes, Gift taxes, 
Income taxes, Investigations, Law en- 
forcement, Penalties, Pensions, Statistics, 
Taxes, Disclosure of information, Filing 
requirements. 

LIST OF SUBJECTS IN 
26 CFR Part 602 

Reporting and recordkeeping require- 
ments. 

Adoption of amendments to the 

regulations 

Accordingly, 26 CFR Parts 51, 301, and 
602 are amended as follows: 

EXCISE TAX REGULATIONS 
UNDER THE CRUDE OIL 

WINDFALL PROFIT TAX OF 1980 
(26 CFR Part 51) 

Paragraph 1. The authority for 26 CFR 
Part 51 is amended by adding the follow- 
ing citation: 

Authority: 26 U. S. C. 7805 ' ' " Sec- 
tion 51. 6245 — 1T is also issued under 26 
U. S. C. 6245. 

Par. 2. New 55L6245 — 1T is added in 
the appropriate place to read as follows: 

tJ51. 6245 — 1T Subchapter S items. 

(a) In general. For purposes of section 
6245 and the regulations thereunder, the 
term "subchapter S item" means any item 
relating to the determination of the tax 
imposed by chapter 45 to the extent that 
such item is more appropriately deter- 
mined at the corporate level than at the 
shareholder level. 

(b) Subchapter S items. The following 
items with respect to oil removed from 
any property in which the S corporation 
holds an interest are more appropriately 
determined at the corporate level than at 
the shareholder level and, therefore, are 
subchapter S items: 

(1) The tier or tiers of the crude oil 
(including the category of the crude oil to 
the extent determinable at the corporate 
level); 

(2) The quantity of crude oil in each 
tier; 

(3) The adjusted base price and re- 
moval price; 
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(4) The severance tax adlnstment, 

(5) The determination of whether the 
oil qualifies as exempt Alaskan oil; 

(6) The determination of when re- 
moval from the premises occurs and what 
constitutes the property; 

(7) The percentage interest of each 
shareholder in the oil removed; 

(8) The amount of (and each share- 
holder's share of) the windfall profit tax 
withheld from, or paid by, the S corpo- 
ration for S corporation oil removed dur- 

ing the taxable period; 
(9) The windfall profit tax liability of 

each shareholder for that shareholder's 
share of the S corporation oil removed 
during the taxable period (computed 
without regard to the net income limita- 
tion and on the assumption that infor- 
mation furnished to the S corporation by 
the shareholder with respect to the share- 

holder's status as an independent pro- 
ducer or exempt status is correct); and 

(10) The net income limitation to the 
extent the limitation can be computed at 
the corporate level. 

(c) Effective date. The provisions of this 
section are applicable to taxable periods 
beginning after December 31, 1982. 

PROCEDURE AND 
ADMINISTRATION 

(26 CFR Part 301) 

Par. 3. The authority for 26 CFR Part 
301 is amended by adding the following 
citations: 

Authority: 26 U. S. C. 7805. * ' * Sec- 
tion 301. 6241 — 1T also issued under 26 
U. S. C. 6241. Section 301. 6245 — 1T also is- 
sued under 26 U. S. C. 6245. 

Par. 4. New t)tJ301. 6241 — 1T and 
301. 6245 — 1T are added in the appropriate 
places to read as follows: 

$301. 6241 — 1T Tax treatment determined 
at corporate level. 

(a) In general. For a taxable year of an 
S corporation beginning after December 
31, 1982, a shareholder's treatment of a 
subchapter S item (as defined in ti301. 6245— 
1T) on the shareholder's return may not 
be changed except as provided in sections 
6241-6245 of the Code and the regula- 
tions thereunder. Thus, for example, if a 
shareholder treats an item on the share- 
holder's return consistently with the treat- 
ment of that item on the S corporation 
return, the Internal Revenue Service gen- 
erally cannot adjust the treatment of that 
item on the shareholder's return except 
through a corporate-level proceeding. 
Similarly, the shareholder may not put a 
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subchapter S item in issue in a proceeding 
relating to nonsubchapter S items. For ex- 
ample, the shareholder may not offset a 
potential increase in taxable income based 
on changes in nonsubchapter S items by 
a potential decrease based on subchapter 
S items. 

(b) Restrictions inapplicable after items 
become nonsubchap(er S items. Section 
6241 and paragraph (a) of this section cease 
to apply to items arising from an S cor- 
poration with respect to a shareholder 
when those items cease to be subchapter 
S items with respect to that shareholder 
under section 6231(b)(1) (as extended to 
and made applicable to subchapter S items 
under section 6244). 

(c) S corporation — (1) In general. For 
purposes of subchapter D of chapter 63 
of the Code, except as provided in par- 
agraph (c)(2) of this section, the term "S 
corporation" means any corporation re- 
quired to file a return under section 
6037(a). 

(2) Exception for small S corpora- 
tions — (i) Effective date. This paragraph 
(c)(2) shall apply to any taxable year of 
an S corporation the due date of the re- 
turn for which (determined without re- 
gard to extensions) is on or after January 
30, 1987. 

(ii) Five or fewer shareholders. For 
purposes of this paragraph (c), an S cor- 
poration shall not include a small S cor- 
poration. A small S corporation is defined 
as an S corporation with 5 or fewer share- 
holders, each of whom is a natural person 
or an estate. For purposes of this para- 
graph (c)(2), a husband and wife (and their 
estates) are treated as one shareholder. If 
stock (owned other than by a husband and 
wife) is owned by tenants in common or 
joint tenants, each tenant in common or 
joint tenant is considered to be a share- 
holder of the corporation. The limitation 
is applied to the number of natural per- 
sons and estates that were shareholders 
at any one time during the taxable year 
of the corporation. Thus, for example, an 
S corporation that at no time during the 
taxable year had more than 5 sharehold- 
ers may be treated as a small S corpora- 
tion even if, because of transfers of interests 
in the corporation, 6 or more natural per- 
sons or estates owned stock in the cor- 
poration for some portion of the taxable 
year. 

(iii) Special rule. The exception pro- 
vided in paragraph (c)(2)(ii) of this sec- 
tion does not apply to an S corporation 
for a taxable year if any shareholder in 

the corporation during that taxable year 

is a pass-through shareholder. For pur- 

poses of this paragraph (c)(2)(iii), a pass- 

through shareholder is— 
(A) A trust; 

(B) A nominee; or 

(C) Other similar pass-through per- 
sons through whom other persons have 

an ownership interest in the stock of the 

S corporation. For purposes of the pre- 

ceding sentence, a shareholder's estate 
shall not be treated as a pass-through 
shareholder. 

(iv) Determination made annually. The 
determination of whether an S corpora- 
tion meets the requirements for the ex- 

ception under paragraph (c)(2)(ii) of this 

section shall be made for each taxable year 
of the corporation. Thus, an S corpora- 
tion which does not qualify as a small S 
corporation in one taxable year may qual- 

ify as a small S corporation in another 
taxable year if the requirements for the 
exception under paragraph (c)(2)(ii) of this 
section are met with respect to that other 
taxable year. 

(v) Election ro have subchapter D of 
chapter 63 apply — (A) In general. Not- 
withstanding paragraph (c)(2)(ii) of this 
section, a small S corporation may elect 
to have the provisions of subchapter D of 
chapter 63 of the Code apply with respect 
to that corporation. 

(B) Method of election. A small S cor- 
poration shall make the election de- 
scribed in paragraph (c)(2)(v)(A) of this 
section for a taxable year of the corpo- 
ration by attaching a statement to the cor- 
porate return for the first taxable year for 
which the election is to be effective. The 
statement shall be identified as an election 
under t)301. 6241 — 1T(c)(2)(v)(A), shall be 
signed by all persons who were share- 
holders of that corporation at any time 
during the corporate taxable year to which 
the return relates, and shall be filed at the 
time (determined with regard to any ex- 
tensions of time for filing) and place pre- 
scribed for filing the corporate return. 

(C) Years covered by election. The 
election shall be effective for the taxable 
year of the corporation to which the re- 
turn relates and all subsequent taxable 
years of the corporation unless revoked 
with the consent of the Commissioner. 

ti301. 6245 — 1T Subchapter S items. 

(a) In general. For purposes of subtitle 
F of the Internal Revenue Code of 1986, 
the following items which are required to 
be taken into account for the taxable year 
of an S corporation under subtitle A of 

the Code are more appropriately deter- 
mined at the corporate level than at the 
shareholder level and, therefore, are sub- 

chapter S items: 

(1) The S corporation aggregate and 
each shareholder's share of, and any fac- 
tor necessary to determine, each of the 
following: 

(i) Items of income, gain, loss, deduc- 
tion, or credit of the corporation; 

(ii) Expenditures by the corporation 
not deductible in computing its taxable 
income (for example, charitable contri- 
butions); 

(iii) Items of the corporation that may 
be tax preference items under section 57(a) 
for any shareholder; 

(iv) Items of income of the corporation 
that are exempt from tax; 

(v) Corporate liabilities (including de- 

terminations of the amount of the liabil- 

ity, whether the corporate liability is to a 
shareholder of the corporation, and 
changes from the preceding year); and 

(vi) Other amounts determinable at the 
corporate level with respect to corporate 
assets, investments, transactions, and op- 
erations necessary to enable the S cor- 
poration of the shareholders to 
determine— 

(A) The general business credit pro- 
vided by section 38; 

(B) Recapture under section 47 of the 
credit provided by section 38; 

(C) Amounts at risk in any activity to 
which section 465 applies; 

(D) The depletion allowance under 
section 613A with respect to oil and gas 
wells; 

(E) Amortization of reforestation ex- 
penses under section 194; 

(F) The credit provided by section 34 
for certain uses of gasoline and special 
fuels; and 

(G) The taxes imposed at the corpo- 
rate level, such as the taxes imposed un- 
der section 56, 1374, or 1375; 

(2) Any factor necessary to determine 
whether the entity is an S corporation un- 
der section 1361, such as the number, el- 
igibility, and consent of shareholders and 
the classes of stock 

(3) Any factor necessary to determine 
whether the entity has properly elected to 
be an S corporation under section 1362 
for the taxable year; 

(4) Any factor necessary to determine 
whether and when the S corporation elec- 
tion of the entity has been revoked or 
terminated under section 1362 for the tax- 
able year (for example, the existence and 
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amount of subchapter C earnings and prof- 
its, and passive investment income); and 

(5) Items relating to the following 
transactions, to the extent that a deter- 
mination of such items can be made from 
determinations that the corporation is re- 
quired to make with respect to au amount, 
the character of an amount, or the per- 
centage, of stock ownership of a share- 
holder in the corporation, for purposes of 
the corporation's books and records or for 
purposes of furnishing information to a 
shareholder: 

(i) Contributions to the corporation; 
and 

(ii) Distributions from the corpora- 
tion. 

(b) Factors that affect the determina- 
tion ofsubchapter Sitems. The term "sub- 
chapter S item" includes the accounting 
practices and the legal and factual deter- 
minations that underlie the determination 
of the existence, amount, timing, and 
characterization of items of income, credit, 
gain, loss, deduction, etc. Examples of 
these determinations are: The S corpo- 
ration's method of accounting, taxable 
year, and inventory method; whether an 
election was made by the corporation; 
whether corporate property is a capital 
asset, section 1231 property, or inventory; 
whether an item is currently deductible or 
must be capitalized; whether corporate 
activities has been engaged in with the 
intent to make a profit for purposes of 
section 183; whether the corporation 
qualified for the credit for' increasing re- 
search activities under section 41; and 
whether the corporation qualified for the 
credit for clinical testing expenses for a 
rare disease or condition under section 28. 

(c) Illustrations — (1) In general. This 
paragraph (c) illustrates the provisions of 
paragraph (a)(5) of this section. The de- 
terminations illustrated in this paragraph 

(c) that the corporation is required to make 

are not exhaustive; there may be addi- 
tional determinations that the corpora- 
tion is required to make which relate to 
a determination listed in paragraph (a)(5) 
of this section. The critical element is that 

the corporation is required to make a de- 
termination with respect to a matter for 
the purposes stated; failure by the cor- 
poration actually to make a determination 

(for example, because it does not main- 

tain proper books and records) does not 

prevent an item from being a subchapter 

S item. 

(2) Contributions. For purposes of its 

books and records, or for purposes of fur- 

nishing information to a shareholder, the 

S corporation must determine: 

(i) The character of the amount re- 

ceived by the corporation (for exam- 

ple, whether it is a contribution, loan, 

or repayment of a loan); 

(ii) The amount of money received 

by the corporation; and 

(iii) The basis to the corporation of 
contributed property (including nec- 

essary preliminary determinations, such 

as the shareholder's basis in the con- 

tributed property). 
To the extent that a determination of an 

item relating to a contribution can be made 

from these and similar determinations that 

the corporation is required to make, that 

item is a subchapter S item. To the extent 
that the determination requires other in- 

formation, however, that item is not a 

subchapter S item. Such other informa- 

tion would include those factors used in 

determining whether there is recapture 
under section 47 by the contributing 
shareholder of the general business credit 
because of the contribution of property 
in circumstances in which that determi- 

nation is irrelevant to the corporation. 

(3) Distributions. For purposes of its 

books and records, or for purposes of fur- 

nishing information to a shareholder, the 
S corporation must determine: 

(i) The character of the amount 
transferred to a shareholder (for ex- 

ample, whether it is a dividend, com- 

pensation, loan, or repayment of a loan); 
(ii) The amount of money distrib- 

uted to a shareholder; 
(iii) The fair market value of prop- 

erty distributed to a shareholder; 
(iv) The adjusted basis to the cor- 

poration of distributed property; and 

(v) The character of corporation 
property (for example, whether an item 

is inventory or a capital asset). 
To the extent that a determination of an 
item relating to a distribution can be made 
from these and similar determinations that 

the corporation is required to make, that 
item is a subchapter S item. To the extent 
that the determination requires other in- 

formation, however, that item is not a 
subchapter S item. Such other informa- 

tion would include the determination of 
a shareholder's basis in the shareholder's 

stock or in the indebtedness of the S cor- 
poration to the shareholder. 

(d) Cross reference. For the definition 

of subchapter S item for purposes of the 
windfall profit tax, see 51. 6245 — 1T. 

(e) Effective date. This section shall 

apply to taxable years beginning after De- 
cember 31, 1982. 

OMB CONTROL NUMBERS 
UNDER THE PAPERWORK 

REDUCTION ACT 
(26 CFR Part 602) 

Par. 5. The authority for 26 CFR Part 
602 continues to read as following: 

Authority: 26 U. S. C. 7805. 
Par. 6. Section 602. 101(c) is amended 

by inserting the following item in the ap- 
propriate place in the table: 

II301. 6241 — 1T. . . 1545-0130. 

There is need for immediate guidance 
with respect to the provisions contained 
in this Treasury decision. For this reason 
it is found impracticable to issue it with 
notice and public procedure under sub- 

section (b) of section 553 of Title 5 of the 
United States Code or subject to the ef- 
fective date limitation of subsection (d) 
of that section. 

LAWRENCE B. GIBBS, 
Commissioner of 

Infernal Revenue. 

Approved January 21, 1987. 

O. DONALD CHAPOTON, 

Assistant Secretary 
of the Treasury. 

(Filed by the Office of the Federal Register on Jan- 
uary 27, 1987, at 8:45 a. m. and published in the 
issue of the Federal Register for January 30, 1987, 
52 F. R. 3001) 

Section 6215. — Subchapter S Item Delined 

26 CFR 51. 6245-IT: "Subchapter S item" defined. 

A "subchapter S item" for purposes of the windfall 

pro(it tax is defined. See T. D. 8122, page 542. 

Chapter 64. — Collection 

Subchapter A. — General Provisions 

Section 6302. — Node or Time ef Collection 

26 CFR 1. 6302-1 T: Use of Government depositaries 
in connection with corporation income and estimated 
income taxes and certain taxes of tax-exempt organi- 
zatlotls. 

T. D. 8117 
TITLE 26. — INTERNAL REVENUE— 
CHAPTER I, SUBCHAPTER A, 

SUBCHAPTER H, PART 1. — INCOME 
TAX; TAXABLE YEARS BEGINNING 
AFTER DECEMBER 31, 1953; PART 
602. — OMB CONTROL NUMBERS . 

UNDER THE PAPERWORK 
REDUCTION ACT 
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Deposit OI Estimated Income Tax Sy Certain 
Pmmte Foundations And Tax-exempt 

Organizations 

COAGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Temporary regulations. 

SUMMARY: This document provides 
temporary regulations that revise the Fed- 
eral tax deposit regulations relating to 
corporate estimated income tax to make 
them applicable to quarterly payments re- 

quired by the Tax Reform Act of 1986 of 
unrelated business income tax imposed 

upon certain tax-exempt organizations and 

the net investment income excise tax im- 

posed upon certain private foundations. 
These amendments affect certain tax-ex- 

empt organizations which have income 

subject to the tax upon unrelated business 

income imposed by section 511 and cer- 
tain private foundations subject to the net 
investment income excise tax imposed by 
section 4940. The text of the temporary 
regulations set forth in this document serves 

as the comment document for the notice 
of proposed rulemaking ' ' '. 

DATES: These amendments are appli- 
cable for taxable years beginning after 
December 31, 1986. 

FOR FURTHER INFORMATION 
CONTACT: John A. Tolleris of the Leg- 
islation and Regulations Division, Office 
of the Chief Counsel, Internal Revenue 
Service, 1111 Constitution Avenue, N. W. , 
Washington, D. C. 20224 (Attentio'n: 
CC:LR:T) (202-566-3590, not a toll-free 
number). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

This document contains temporary reg- 
ulations regarding deposits under section 
6302(c) of the Internal Revenue Code of 
1986 of tax upon net investment income 
and unrelated business income of certain 

private foundations and tax-exempt or- 

ganizations. Since section 1542 of the Tax 
Reform Act of 1986 revises the rules for 
payments of such taxes effective for tax- 

able years beginning after December 31, 
1986, there is a need for immediate guid- 

ance relating to the manner and time for 

making these payments so private foun- 

dations and tax-exempt organizations can 

comply with the revisions made by the 

Tax Reform Act of 1986. These regula- 

tions will remain in effect until superseded 

by final regulations on this subject. 

EXPLANATION OF PROVISIONS 

Prior to the enactment of the Tax Re- 

form Act of 1986, tax-exempt organiza- 

tions were required to pay the tax imposed 

by section 511 upon their unrelated busi- 

ness income, and some private founda- 

tions were required to pay the excise tax 

imposed by section 4940 upon their net 

investment income, annually with their 

returns. Section 1542 of the Tax Reform 

Act of 1986 provides that private foun- 

dations and tax-exempt organizations must 

make quarterly estimated payments of the 

tax on net investment income or of the 

tax on unrelated business income, re- 

spectively, under the same rules that cur- 

rently require quarterly estimated 
payments of corporate income taxes. 

This Treasury decision provides that 

private foundations and tax-exempt or- 

ganizations shall pay their quarterly es- 

timated taxes in the same manner and time 

as corporations pay their quarterly esti- 

mated taxes by making a deposit of their 

quarterly taxes through the Federal Tax 
Deposit (FTD) system by the due dates 
for paying estimated taxes. 

NONAPPLICABILITY OF 
EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue has determined that this rule is not a 
major rule as defined in Executive Order 
12291 and that a regulatory impact anal- 

ysis therefore is not required. 

REGULATORY FLEXIBILITY ACT 

A general notice of proposed rule- 

making is not required by 5 U. S. C. 553 
for temporary regulations. Accordingly, 
the temporary regulations do not consti- 
tute regulations subject to the Regulatory 
Flexibility Act (5 U. S. C. chapter 6). 

PAPERWORK REDUCTION ACT 

The collection of information require- 
ments contained in this regulation have 
been submitted to the Office of Manage- 
ment and Budget (OMB) in accordance 
with the requirements of the Paperwork 
Reduction Act of 1980. The requirements 
have been approved by OMB under con- 
trol number 1545-0257. 

DRAFTING INFORMATION 

The principal author of this regulatory 
amendment is John A. Tolleris of the 
Legislation and Regulations Division of 
the Office of Chief Counsel, Internal Rev- 
enue Service. However, personnel from 
other offices of the Internal Revenue Ser- 

vice and Treasury Department partici- 
pated in developing the regulations, both 
on matters of substance and style. 

Adoption of amendments to the 

regulations 

Accordingly, 26 CFR Parts 1 and 602 
are amended as follows: 

INCOME TAX REGULATIONS 
(26 CFR Part 1) 

Paragraph 1. The authority for Part 1 

is amended by adding the following ci- 
tation: 

Authority: 26 U. S, C. 7805. ' ' * Sec- 
tion 1. 6302-1T also issued. under 26 U. S. C. 
6302(c). ' ' ' 

Par. 2. New III. 6302 — 1T is added im- 

mediately after III. 6302 — 1 to read as fol- 
lows: 

III. 6302 — 1T Use of Government deposi- 
taries in connection with corporation in- 

come and estimated income taxes and 
certain taxes of tax-exempt organizations. 

(a) Requirement. A corporation (and, 
for taxable years beginning after Decem- 
ber 31, 1986, any organization subject to 
the tax imposed by section 511, and any 
private foundation subject to the tax im- 

posed by section 4940) shall deposit with 

an authorized depositary of Federal taxes 
all payments of tax imposed by chapter 1 
of the Code (or treated as so imposed by 
section 6154(h)), including any payments 
of estimated tax, on or before the date 
otherwise prescribed for paying such tax. 
This paragraph does not apply to a foreign 
corporation or entity which has no office 
or place of business in the United States. 

(b) Cross-references. For certain rules 
regarding the depositary forms to be used 
and their procurement see paragraphs (b) 
and (c) of III. 6302 — 1. For provisions re- 
lating to the penalty for failure to make 
a deposit within the prescribed time see 
i1301. 6656-1 of this chapter (Regulations 
on Procedure and Administration). 

OMB CONTROL NUMBERS 
UNDER THE PAPERWORK 

REDUCTION ACI' 
(26 CFR Part 602) 

Par. 3. The authority citation for Part 
602 continues to read as follows: 

Authority: 26 U. S. C. 7805. 
Par. 4. Section 602. 101(c) is amended 

by inserting in the appropr'iate place in 

the table "III. 6302-1. . . 1545-0257. " 
LAwRENcE B. GIBBS, 

Commissioner of 
Internal Revenue. 
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ohatder 65. — abatements, Credits and Refunds 
Subchapter A. — Procedures in 6eneral 

Section 6402. — Authority to Make Credits or 
Refunds 

26 CFR 301. 6402-1: Authority to make credits or re- 

funds. 

(Also Section 32. 3 

Earned income credit; overpayments; 
allocation to separate tax liability. In de- 
termining the amount of an overpayment 
shown on a joint return that can be ap- 
plied against the separate tax liability of 
one spouse, any earned income credit 
should be allocated as part of the spouse's 
contribution to the overpayment. An al- 

location formula is provided. Rev. Rul. 
80 — 7 clarified and amplified; Rev. Rul. 
85 — 70 amplified. 

Rev. Rul. 87-52 

ISSUE 

If a married couple filed a joint return 
on which they claimed the earned income 
credit under section 32 of the Internal 
Revenue Code and on which they claimed 
an overpayment, then, for purposes of 
computing the amount that may be cred- 
ited against one spouse's unpaid separate 
tax liability from a prior year, how is the 
earned income credit taken into account 
in determining that spouse's contribution 
to the overpayment? 

FACTS 

A and B are married and filed a joint 
Form 1040A, U. S. Individual Income Tax 
Return, for calendar year 1985. The fol- 

lowing information was reported on the 
return: 

Wages (A): 
Wages (B): 
Interest Income (A): 
Deduction for a married 

couple when both work: 
Exemptions (A and B and a 

child): 
Tax liability: 
Federal income tax withheld 

(A) 

$5, 500 
3, 000 

190 

300 

3, 120 
191 

400 

Approved December 17, 1986. 

J. ROGER MENTZ, 
Assistant Secretary 

of the Treasury. 

(Filed by the Office of the Federal Register on De- 
cember 23, 1986, 8:45 a. m. , and published in the 
issue of the Federal Register for December 24, 
1986, 51 F. R. 46619) 

Federal income tax withheld 

(B) 200 
Earned income credit: 309 
Refund claimed: 718 

A owes a separate tax liability from a prior 

year of $5, 000. 

LAW AND ANALYSIS 
Section 6402(a) of the Internal Reve- 

nue Code provides that in the case of any 

overpayment, the Secretary may within 

the applicable period of limitations credit 

the amount of the overpayment, including 

any interest allowed thereon, against any 

liability in respect of an internal revenue 

tax on the part of the person who made 

the overpayment and shall refund the bal- 

ance to such person. 
Rev. Rul. 74-611, 1974-2 C. B. 399, 

provides that when a husband and wife 

file a joint return, each spouse has a sep- 
arate interest in the jointly reported in- 

come and a separate interest in any 
overpayment. 

Rev. Rul. 80 — 7, 1980 — 1 C. B. 296, as 

amplified by Rev. Rul. 85 — 70, 1985 — 1 C. B. 
361, contains a method of computation 
("separate tax formula" ) that allocates to 
each spouse that spouse's share of the tax 
liability shown on a joint return. The rul- 

ing provides that if spouses file a joint 
return showing an overpayment, the 
amount that may be credited to one' s 

spouse's separate liability is the amount 
of that spouse's interest in the overpay- 
ment. This amount is computed by sub- 

tracting that spouse's share of the joint 
liability, determined in accordance with 

the separate tax formula, from that 
spouse's contribution toward payment of 
the joint liability. Each spouse's share of 
the joint liability is determined based on 
the total tax liability of that spouse before 
application of the earned income credit. 
The amount credited cannot exceed the 
amount of the joint overpayment. 

Rev. Rul. 80 — 7 provides that each 
spouse's contribution to the overpayment 
includes an attributable portion of the 
earned income credit under the prede- 
cessor of section 32 of the Code. 

Under section 32(c)(2) of the Code, the 
term "earned income" means generally- 

(i) wages, salaries, tips, and other 
employee compensation, plus 

(ii) net earnings from self-employ- 
ment (within the meaning of section 

1402(a) and the regulations there- 
under). 
Section 32(c)(2)(B)(i) of the Code pro- 

vides that earned income is computed 
without regard to communi:y property 
laws. 

Under section 32(a) of the Code, eli- 

gible individual taxpayers are allowed a 

credit against tax equal to a portion of 
their earned income. For taxable years 

beginning after December 31, 1986, sub- 

ject to a limitation in section 32(b), this 

credit is equal to 14 percent of the tax- 

payer's earned income up to a ceiling 

amount of earned income that is adjusted 
annuafly for inflation. 

For 1985, the year at issue here, subject 
to the limitation in section 32(b) of the 
Code, the amount of the credit allowed 

was 11 percent of the taxpayer's income 

up to $5, 000. 
Section 32(b) of the Code imposes a 

limitation on the amount of the allowable 

credit. If a taxpayer's adjusted gross in- 

come exceeds a phaseout point, the max- 

imum credit allowable to that taxpayer 
decreases as adjusted gross income in- 

creases. For taxable years beginning after 
December 31, 1986, a taxpayer's earned 
income credit may not exceed the maxi- 
mum credit allowable to any taxpayer de- 
creased by 10% of any amount by which 

adjusted gross income of the taxpayer at 
issue exceeds a phaseout point. That point 
is adjusted annually for inflation. (Be- 
tween 1987 and 1988, there is an addi- 
tional increase in the phaseout point. ) 

For 1985, the taxable year in issue here, 
the earned income credit of a taxpayer 
was limited to the excess of $550 (the max- 
imum credit of any taxpayer under section 
32(a)) over 12' percent of the amount 

by which adjusted gross income of the 
taxpayer at issue exceeded $6, 500 (the 
phaseout point for 1985). 

The effect of the limitation in section 
32(b) of the Code is to gradually decrease 
the amount of credit allowable as adjusted 
gross income increases beyond the phase- 
out point until it phases out completely. 
For example, for the year in question, 
1985, if all of a taxpayer's adjusted gross 
income was earned income, the amount 
of the credit increased gradually as earned 
income approached the $5, 000 level and 
remained at $550 until the $6, 500 phase- 
out point was reached. As adjusted gross 
income increased beyond $6, 500, the credit 
decreased until it phased out completely 
when adjusted gross income reached 
$11, 000. Thus, for a couple filing a joint 
return, the amount of earned income credit 
allowable may be less than the aggregate 
credits that would be allowable if each 
spouse's income were to be considered 
separately. Accordingly, for purposes of 
determining each spouse's contribution 
toward an overpayment, the credit cannot 
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set forth in paragraphs (1) through (5) of 
section 6601(b). Section 6601(b)(5) of the 
Code provides that in cases in which the 
last date for payment is not otherwise pre- 
scribed, the last date for payment is deemed 
to be the date the liability for tax arises. 

Section 6151(a) of the Code, which is 
in chapter 62, provides that the person 
required to make a return of tax shall pay 
such tax at the time and place fixed for 
filing the return (determined without re- 
gard to any extension of time for filing the 
return). 

Sections 6012, 6013, and 6017 of the 
Code impose requirements to make a re- 
turn of income. 

Section 6072 of the Code fixes the time 
for filing returns. 

Because the provisions of chapter 62 
expressly prescribe the last date for pay- 
ment of income taxes, section 6601(b)(5) 
of the Code does not apply. 

Section 1543 of the Act provides that 
no addition to tax shall be made under 
section 6654 or 6655 of the Code (relating 
to failure to pay estimated tax) for any 
period before April 16, 1987 (March 16, 
1987, in the case of a taxpayer subject to 
section 6655), with respect to any under- 
payment, to the extent the underpayment 
was created or increased by any provision 
of the Act. The Act does not provide sim- 

ilar relief with respect to interest under 
section 6601 for any period before April 
16, 1987 (March 16, 1987, in the case of 
a corporate taxpayer). Rev. Rul. 86-136, 
1986-2 C. B. 209, interprets section 1543 
of the Act and indicates that because the 
Act provides no relief from interest im- 

posed on underpayments of tax liability, 
fiscal year taxpayers may owe interest on 
underpayments for periods that include 
time before the date of enactment of the 
Act, regardless of the cause of the un- 

derpayments. 

be allocated on a dollar-for-dollar basis. 
The allocated amount is arrived at by 
using the Earned Income Credit Tables 
to determine the hypothetical separate 
earned income credit that would have been 

available to each spouse if that spouse had 

filed a separate return (and if the earned 

income credit were available on a sepa- 

rate return) arid then using the following 

formula: 

Because section 32(c)(2)(B)(i) of the 
Code provides that the earned income is 

computed without regard to community 

property laws, this formula is valid with 

respect to taxpayers in both community 

property and common law states. The 
Service may have additional set off rights 
in applying overpayments of taxpayers re- 

siding in community property states. See 
Rev. Rul. 85 — 70. 

HOLDING 

The amount of the earned income al- 

locable to each spouse's contribution to 
the overpayment shown on the joint re- 

turn is determined as follows: 

A's share = x $309 = $193. 74 
$500 

$550 + 327 

B's share = x $309 = $115. 26 
$327 

$550 + 327 

EFFECT ON OTHER REVENUE 
RULINGS 

Rev. Rul. 80 — 7 is clarified and ampli- 

fied. Rev. Rul. 85 — 70 is amplified. 

for payment of taxes, or from October 22, 
1986, the date of enactment of the Act? 

Chapter el. — Interest 
Subchapter A. — Interest on Underpayments 

FACTS 
Section 6601. — Interest on Underpayment, 

Nonpayment, or Extensions of Time for 
Payment of Tax 

26 CFR 301. 6601 — 1' tnteresi on underpuymenss. 

TP is a fiscal year taxpayer. TP paid its 
1986 income tax on September 15, 1986, 
the last date prescribed for payment of 
TP's tax liability. The amount of tax paid 
by TP on September 15, 1986, was the 
proper amount as of that date. The ret- 
roactive repeal of the investment tax credit 
by section 211(a) of the Act increased TP's 
income tax liability for the fiscal year end- 
ing in 1986. Thus, TP's 1986 income tax 
was underpaid. 

Interest on underpayments. A fiscal year 
taxpayer whose 1986 income tax was due 
before enactment of the Tax Reform Act 

of 1986, and whose income tax was un- 

derpaid because of a retroactive provision 
of the Act, owes interest on the under- 

payment from the last date prescribed for 
payment of the taxpayer's 1986 taxes. 

Interest is due on retroactive tax in- 

creases unless Congress forgives it. Brown 
& Williamson, Ltd. v. United States, 688 
F. 2d 747, 749 (Ct. Cl. 1982), concerned 
an overpayment caused by retroactive ap- 
plication of a treaty. The court held that 
the government owed the taxpayer inter- 
est on the overpayment from the date of 
payment of the tax and not from the ef- 

fective date of the treaty. The court cited 
as support for its result the general rule 

that a taxpayer is liable for interest on 
underpayments resulting from a retroac- 
tive increase in tax, even though the pay- 

ntents were proper when made. Rev. Rul. 
84 — 133, 1984-2 C. B. 309, holds that the 

LAW AND ANALYSIS 
Rev. Rni. 87-53 

ISSUE 
Section 6601(a) of the Internal Reve- 

nue Code provides that if any amount of 
tax is not paid on or before the last date 
prescribed for payment, interest on such 
amount at the rate established under sec- 
tion 6621 shall be paid for the period from 
such last date to the date paid. 

Section 6601(b) of the Code provides 
that the last date prescribed for payment 
of the tax shall be determined under chap- 
ter 62 with the application of certain rules 

If a fiscal-year taxpayer's income tax 
was due before enactment of the Tax Re- 
form Act of 1986, 1986 — 3 (Vol. 1) C. B. 
I (Act), and the taxpayer underpaid its 

tax because deductions or credits claimed 

on the return were subsequently repealed 

by the Act, does interest accrue on the 
underpayment from the due date of the 
return, which is the last date prescribed 

Spouse's contribution to earned income credit = 

S ouse's hy othetical se arate earned income credit 
Joint earned income credit 

Sum of the hypothetical separate earned income credits x 
f I t ) (from joint return 

for the two spouses 
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Service will follow the decision in Brown 
& Williamson. 

In the absence of specific legislative re- 
lief, the Internal Revenue Service is re- 
quired to assess the additions to tax, 
interest, and penalties attributable to the 
tax-increasing provisions of retroactive 
legislation. S. Rep. No. 66, 95th Cong. , 

1st Sess. 86 (1977), 1977 — 1 C. B. 469, 497. 

HOLDING 

A fiscal-year taxpayer whose 1986 in- 
come tax was due before the enactment 
of the Act and whose income tax was un- 

derpaid because of a retroactive provision 
of the Act owes interest on the under- 
payment from the last date prescribed for 
payment of the taxpayer's 1986 taxes. 

26 CFR 301. 6601 — I: Interest on underpuymenrs. 

IAIso Section 531; 1. 531 — I. ) 

Accumulated earnings tax; interest on 
underpayments. Interest on the accumu- 
lated earnings tax is determined in the 
same manner as interest on any other de- 
ficiency and will accrue from the due date 
(determined without regard to exten- 
sions) of the income tax return for the 
taxable year for which the tax is imposed. 
Rev. Rul. 72 — 324 obsoleted. 

Rev. Rui. 87-54 

Rev. Rul. 72 — 324, 1972 — 1 C. B. 399, 
holds that no interest is due on the ac- 
cumulated earnings tax imposed by sec- 
tion 531 of the Internal Revenue Code if 
the tax is paid within 10 days from the 
date of notice and demand. 

Section 1512 of the Tax Reform Act of 
1986, 1986-3 (Vol. 1) C. B. 663, added new 
section 6601(b)(4) to the Code. Section 
6601(b)(4) provides that, in the case of 
the accumulated earnings tax imposed for 

any taxable year, the last day prescribed 

for payment of the tax shall be the due 

date (determined without regard to ex- 

tensions) for the tax return required by 

subtitle A, relating to income tax, for such 

taxable year. The new provision is effec- 

tive for returns the due date for which 

(determined without regard to exten- 
sions) is after December 31, 1985. 

Thus, in the case of corporate income 

tax returns due after December 31, 1985, 
interest on the accumulated earnings tax 

is determined in the same manner as in- 

terest on any other deficiency, and, in 

general, accrues from the due date (de- 

termined without regard to extensions) of 
the income tax return for the taxable year 

for which the tax is imposed. 

Section 6621 

EFFECT ON OTHER REVENUE 
RULINGS 

Rev. Rul. 72 — 324 is obsolete with re- 

spect to returns the due date for which 

(determined without regard to exten- 
sions) is after December 31, 1985. 

subchapter c. — Determination ot Interest 
Rate; Compoundlna ot Interest 

Section 6621. — Oetelmination of Rate of 

Interest 

26 CFR 301. 6621 — I: Interesr rate. 

Interest rates; underpayments and ov- 

erpayments. The rate of interest deter- 
mined under section 6621 of the Code for 
the calendar quarter beginning April 1, 
1987, will continue to be 8 percent for 
overpayments and 9 percent for under- 

payments. 

Rev. Rul. 87-23 

Section 6621 of the Internal Revenue 
Code establishes differential rates for al- 

lowance of interest on tax overpayments 
and assessment of interest on tax under- 

payments. Under section 6621(a)(1), the 
overpayment rate is the sum of the short- 
term federal rate plus 2 percentage points. 
Under section 6621(a)(2), the underpay- 
ment rate is the sum of the short-term 
federal rate plus 3 percentage points. 

Section 6621(b)(1) of the Code pro- 
vides that the Secretary shall determine 
the short-term federal rate for the first 

month in each calendar quarter. 

Section 6621(b)(2) of the Code pro- 
vides that the federal short-term rate de- 

termined under section 6621(b)(1) for any 
month shall apply during the first calendar 
quarter beginning after such month. 

Section 6621(b)(3) of the Code pro- 
vides that the federal short-term rate for 
any month shall be the federal short-term 
rate determined during such month by the 
Secretary in accordance with section 
1274(d), rounded to the nearest full per- 
cent (or, if a multiple of tyz of 1 percent, 
such rate shall be increased to the next 
highest full percent). 

Rounded to the nearest full percent, 
the federal short-term rate determined 
during the month of January 1987 is 6 
percent. Accordingly, an overpayment rate 
of 8 percent and an underpayment rate of 
9 percent are established for the calendar 
quarter beginning April 1, 1987. The rates 
apply to amounts bearing interest during 
that calendar quarter. Pursuant to section 
6621(b)(2)(B) of the Code, the 9 percent 
rate applicable to individual estimated tax 
underpayments also applies from April 15, 
1987, through June 30, 1987. 

Daily rates for compound interest for 
8 percent and 9 percent were published 
in Tables 14 and 15 of Rev. Proc. 83 — 7, 
1983-1 C. B. 583, 597, 598. 

PERIOD 
DAILY RATE TABLE 

RATE In 1983-1 C. B. 

OVER PAYMENTS 
January 1, 1983 — June 30, 1983 
July 1, 1983 — December 31, 1983 
January 1, 1984 — June 30, 1984 
July 1, 1984 — December 31, 1984 
January 1, 1985 — June 30, 1985 
July 1, 1985 — December 31, 1985 
January 1, 1986 — June 30, 1986 
July I, 1986 — December 31, 1986 

AND UNDERPAYMENTS 
16% Table 22, 
11% Table 17, 
11% Table 41, 
11% Table 41, 
13% Table 19, 
11% Table 17, 
10% Table 16, 
9% Table 15, 

pg. 605 
pg. 600 
pg. 625 

pg. 625 

pg. 602 

pg. 600 
pg. 599 
pg. 598 

OVERPAYMENTS 
January 1, 1987 — March 31, 1987 8% Table 14, pg. 597 

UNDERPAYMENTS 
January 1, 1987 — March 31, 1987 9% Table 15, pg. 598 
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Chapter ea. — Additions to the Tax, 
Adtltlional Amounts, and Assessable 
Penalties 
Subchapter A. — Additions to the Tax and 
Additional Amounts 

Section 6655. -Failure by Corporation to 
Pay Estimated Income Tax 

26 CFR 1. 6655 — 2T: Safe ttarbor for certain itutaii- 
ments of tax due before Jury I, l987 (temporary. 

T. D. 8132 

TITLE 26. — INTERNAL REVENUE. — 
CHAPTER I, SUBCHAPTER A, PART 
1 — INCOME TAX; TAXABLE YEARS 
BEGINNING AFTER DECEMBER 31, 
1953 

Safe Harbor for Certain Installments of 
Corporate Estimated Tax Due Before 
July 1, 1987 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Temporary regulations. 

SUMMARY: This document contains 
temporary regulations providing a safe 
harbor for certain installments of corpo- 
rate estimated tax due before July 1, 1987. 
The temporary regulations permit a cor- 
poration to compute its installment pay- 
ment or payments due before that date 
by reference to its taxable income for the 
preceding year if a subsequent installment 
payment brings the corporation's aggre- 
gate payments for the year up to a spec- 
ified minimum amount. The regulations 
assist corporations in complying with the 
law despite the uncertainty arising from 
the recent enactment of the Tax Reform 
Act of 1986 and the Superfund Amend- 
ments and Reauthorization Act of 1986. 

EFFECTIVE DATE: March 30, 1987. 

FOR FURTHER INFORMATION 
CONTACT: Cynthia E. Grigsby of the 
Legislation and Regulations Division, Of- 
fice of Chief Counsel, Internal Revenue 
Service, 1111 Constitution Avenue, N. W. , 
Washington, D. C. 20224 (Attention: 
CC:LR:T) (202)-343-0232, not a toll-free 
call. 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

The Tax Reform Act of 1986 (Pub. L. 
99 — 514, 100 Stat. 2085), enacted October 
22, 1986, and the Superfund Amend- 
ments and Reauthorization Act of 1986 
(Pub. L. 99 — 499, 100 Stat. 1760), enacted 
October 17, 1986, made changes to the 
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Internal Revenue Code that substantially 

affect the determination of corporate tax 
liability. For example, the Tax Reform 
Act substantially revised Code secfion 55 
and added new section 263A, relating to 
capitalization and inclusion in inventory 
costs of certain expenses. The Tax Re- 
form Act requires corporations to take 
the alternative minimum tax under sec- 
tion 55 into account in computing their 
estimated tax payments. The Superfund 
Amendments and Reauthorization Act 
added new Code section 59A, relating to 
environmental tax. That Act requires cor- 
porations to take the tax under section 
59A into account in computing their es- 
timated tax payments, Sections 55 and 59A 
are generally effective for taxable years 
beginning after December 31, 1986. Sec- 
tion 263A generally applies to costs in- 

curred after December 31, 1986, in taxable 
years ending after that date, except that, 
in the case of inventory property, section 
263A applies to costs incurred in taxable 
years beginning after December 31, 1986. 

Because of the substantial number of 
changes to the Code, corporations may 
be uncertain about the proper tax treat- 
ment of numerous items that they must 
take into account in determining their es- 
timated tax liability for estimated tax pay- 
ments due before July 1, 1987. As a result, 
many corporations are concerned about 
possible penalties under section 6655 for 
failure to make adequate installment pay- 
ments of estimated tax ("the under- 
payment penalty" ). Although some cor- 
porations can avoid underpayment pen- 
alties by computing their estimated tax 
liability on the basis of their tax or their 
income for the preceding year, these spe- 
cial rules are not available to a "large cor- 
poration, " that is, a corporation with 

$1, 000, 000 or more of taxable income in 

any of its last three taxable years. For 
many "large corporations, " the only prac- 
tical method of computing installment 
payments of estimated tax that precludes 
an underpayment penalty is the "annu- 
alization" method. Under the "annuali- 
zation" method of corporation projects its 
taxable income for the entire year on the 
basis of its taxable income for the annu- 
alization period. However, because of the 
substantial changes to the Code many cor- 
porations may find it difficult to compute 
in a timely manner their taxable income 
for the annualization periods in the first 
part of the year. 

Because of the circumstances described 
above, the Commissioner of Internal 
Revenue has determined that proper 

administration of the tax law requires that 
corporations using the annualization ex- 
ception be provided with a special "safe 
harbor" for the computation of install- 
ment payments of corporate estimated tax 
due before July 1, 1987. 

EXPLANATION OF PROVISIONS 

The temporary regulations provide a 
safe harbor for certain installment pay- 
ments of corporate estimated tax due be- 
fore July 1, 1987. The safe harbor is 

computed by reference to the regular tax 
to which the corporation is subject, but 
the safe harbor payment is treated as in- 

cluding any alternative minimum tax or 
environmental tax that the corporation is 
required to include in its estimated tax 
payments. The safe harbor is available only 
with respect to installment payments for 
taxable years beginning after December 
31, 1986. 

Under the safe harbor provided in the 
temporary regulations, a corporation 
using the "annualization" exception pro- 
vided in section 6655(d)(3) may compute 
any installment payment of estimated tax 
due before July 1, 1987, by assuming that 
its annualized taxable income for the cur- 
rent year equals or exceeds 120 percent 
of the taxable income shown on its return 
for the preceding year (adjusted to elim- 
inate any net operating loss deduchon). 
The foreign tax credit for purposes of 
computing the amount of the safe harbor 
installment payment is determined on the 
basis of the foreign tax credits allowed on 
the return for the preceding year (ad- 
justed for the reduction in tax rates for 
taxable years beginning after December 
31, 1986, and other changes in the foreign 
tax credit provisions). 

The safe harbor refers to the taxable 
income shown on the return for the pre- 
ceding year. A corporation that has ob- 
tained an extension of time to file its return 
for the preceding year may be required 
to make one or two installment payments 
of estimated tax for the current year be- 
fore it files that return. However, a cor- 
poration must estimate its taxable income 
to determine the tentative tax that it must 
show on Form 7004, Application for Au- 

tomatic Extension of Time to File Cor- 
poration Income Tax Return. Thus, 
although the corporation may not yet have 

filed a return, it will have the information 
that it needs for purposes of the safe har- 

bor. 
A corporation may use the safe harbor 

only if it makes a timely subsequent in- 

stallment payment of estimated taxes that, 



when added to the earlier installment pay- 
ment or payments, equals or exceeds the 
lesser of (i) 45 percent of the tax shown 
on its return for the year (67. 5 percent, 
if the subsequent installment is the third 
installment payment for the year) or (ii) 
the amount required to satisfy the annu- 
alization exception of section 6655(d)(3) 
(computed without regard to the safe har- 
bor). For purposes of the temporary reg- 
ulations, the subsequent installment 
payment is the first installment payment 
of estimated tax that is not computed un- 

der the safe harbor. For example, if a 
calendar year corporation uses the safe 
harbor for the first installment payment 
due April 15, 1987, and does not use the 
safe harbor for its second installment pay- 
ment due June 15, 1987, the corporation's 
second installment payment is required to 
equal or exceed: 

(i) An amount equal to 45% of the tax 
shown on its return for the year, or 

(ii) An amount sufficient to avoid an 

underpayment penalty under section 
6655(d)(3) (applied without regard to the 
safe harbor). If a calendar year corpora- 
tion uses the safe harbor for both the first 
and second installment payments, the cor- 
poration's third installment payment due 
September 15, 1987, is required to equal 
or exceed: 

(i) An amount equal to 67. 5% of the 

tax shown on its return for the year, or 
(ii) An amount sufficient to avoid an 

underpayment penalty under section 
6655(d)(3) (applied without regard to the 
safe harbor). 

If a corporation fails to make the nec- 

essary subsequent installment payment, it 

may be subject to the underpayment pen- 

alty under the usual rules for any earlier 
installment payment. However, 51. 6655— 

2T(c)(5) of the temporary regulations in- 

cludes a limitation on the aggregate amount 

of penalty that may be assessed on any 

earlier installment payments. The limi- 

tation equals the penalty that would be 
assessed on the deficiency in the subse- 

quent installment payment if the defi- 

ciency were treated as an underpayment 

of estimated tax. 

NONAPPLICABILITY OF 
EXECUTIVE ORDER 12291 

The Commissioner of the Internal Rev- 

enue has determined that this temporary 

rule is not a major rule as defined in Ex- 
ecutive Order 12291 and that a regulatory 

impact analysis therefore is not required. 

REGULATORY FLEXIBILITY 
ANALYSIS 

A general notice of proposed rule- 

making is not required by 5 U. S. C. 553 
for temporary regulations. Accordingly, 
the temporary regulations do not consti- 
tute regulations subject to the Regulatory 
Flexibility Act (5 U. S. C. chapter 6). 

DRAFTING INFORMATION 

The principal author of these tempo- 
rary regulations is Paul A. Francis, of the 

Legislation and Regulations Division of 
the Office of Chief Counsel, Internal Rev- 
enue Service. However, personnel from 
other offices of the Internal Revenue Ser- 
vice and Treasury Department partici- 
pated in developing the regulations, on 
matters of both substance and style. 

Adoption of amendments to the 

regulations 

Accordingly, 26 CFR Part 1 is amended 
as follows: 

Paragraph 1. The authority for Part 1 

continues to read in part: 
Authority: 26 U. S. C. 7805. * * * 

Par. 2. New ri1. 6655 — 2T is added im- 

mediately after tJ1. 6655 — 2 to read as fol- 
lows: 
51. 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 installment 

payments of corporate estimated tax re- 

quired to be made before July 1, 1987, 
for taxable years beginning in 1987. 

(2) Subsequent payment. The require- 

ment that a corporation using the safe 
harbor provided by this section make a 

timely subsequent installment payment in 

accordance with paragraph (c) of this sec- 

tion applies with respect to the corpora- 
tion's first installment payment ("the 
subsequent installment payment") of es- 

timated tax required to be made after the 

last payment computed under the safe 

harbor rule. 

(3) Section inapplicable to new corpo- 
ration. This section shall not apply in the 

case of any corporation whose first taxa- 

ble year began after December 31, 1986. 

(b) Safe harbor for use of annualiza- 

tion exception — (1) In general. A corpo- 
ration 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 in- 

Section 6655 
stallment payment of estimated tax that 

satisfies the requirements of this para- 

graph (b), except as provided in para- 

graph (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 percent 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 environ- 

mental tax imposed by section 59A). 
(2) Special rules for determining taxa- 

ble income for preceding year. For pur- 

poses of paragraph (b)(1)(i) of this section, 
the taxable income shown on the return 

of the corporation for its preceding tax- 

able year shall be- 
(i) Adjusted to eliminate any net op- 

erating loss deduction taken into account 
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 ac- 
count under section 6655(d)(3) for the 
current taxable year. 

(ii) Foreign tax credit. For purposes of 
paragraph (b)(3)(i) of this section, the 
amount of foreign tax credit that is per- 
mitted to be taken into account for the 
current taxable year is equal to the foreign 
tax credit allowed for the preceding tax- 
able year multiplied by the fraction spec- 
ified in the following sentence. The 
numerator of the fraction is the highest 
tax rate applicable for the taxable year 
under section 11, as adjusted under sec- 
tion 15, and the denominator is 46 per- 
cent. This alternative computation of the 
foreign tax credit is applicable only for 
purposes of computing a safe harbor in- 

stallment payment under paragraph (b) of 
this section and cannot be applied for other 
estimated 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 incbme 
referred to in paragraph (b)(1)(i) of this 
section. For example, if a corporation 
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with a net operating loss carryover of 
$3, 000 had taxable income of $10, 000 in 
1986, it may use the carryover to reduce 
its annualized taxable income to $9, 000 
(($10, 000 x 120%) — $3, 000. 

(c) Corporation must bring aggregate 
payments lo required level lhrough 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 installment 
payment of estimated tax in an amount 
sufficient to satisfy the requirements of 
either paragraph (c)(3) or paragraph (c)(4) 
of this section. 

(2) Applicable percentage. For pur- 
poses of this paragraph (c), the applicable 
percentage is- 

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

(ii) 67. 5 percent (75 percent x 90per- 
cent), if the subsequent installment pay- 
ment is the third installment payment for 
the taxable year. 

(3) Annualization exception. The sub- 
sequent installment payment of a corpo- 
ration satisfies the requirements of this 
paragraph (c)(3) if the amount of the pay- 
ment is sufficient to satisfy the require- 
ments of section 6655(d)(3) with respect 
to all applicable taxes specified in section 
6655(f). Thus, the corporation must de- 
termine its annualized taxable income un- 

der section 6655(d)(3)(A)(ii) or (iii), 
whichever is applicable, and compute the 
resulting tax. The resulting tax shall in- 
clude the alternative minimum tax under 
section 55 and the environmental tax un- 

der section 59A and may take credits into 
account to the extent permitted under 
section 6655(d)(3). The sum of this sub- 
sequent installment payment and the ear- 
lier installment payment or payments of 
the corporation must equal or exceed the 
applicable percentage of the tax so com- 
puted. In determining whether the cor- 
poration has satisfied the requirements of 
section 6655(d)(3)(A)(ii) or (iii) with re- 
spect to the subsequent installment, the 
safe harbor provided in paragraph (b)(1) 
of this section shall not apply. 

(4) Installment payments equal to ap- 
plicable percentage of lax shown on return. 
The subsequent installment payment of a 
corporation satisfies the requirement of 
this paragraph (c)(4) if the sum of that 
payment and the earlier installment pay- 
ment or payments of the corporation equals 
or exceeds the applicable percentage of 

the tax shown on the return of the cor- 
poration for the taxable year to which the 
installment payments relate. The tax shown 
on the return includes all taxes specified 
in section 6655(f). 

(5) Consequence of corporation's fail- 
ttre lo satisfy requirements for subsequent 
installment. — (i) In general. If a corpo- 
ration fails to satisfy the requirements set 
out in this paragraph (c), the corporation 
shall lose the benefit of the safe harbor 
provided by paragraph (b)(1) of this sec- 
tion. 

(ii) Limit on penalty. The aggregate 
underpayment penalty with respect to any 
installment payment or payments for which 
a corporation loses the benefit of the safe 
harbor under paragraph (c)(5)(i) of this 
section shall be limited to the "shortfall 
penalty amount. " The shortfall penalty 
amount is the penalty that would be im- 

posed under section 6655(a) if there were 
an underpayment of the subsequent in- 
stallment 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 sub- 
sequent 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 installment 
payment until the earlier of the dates 
specified in section 6655(c)(1) or (2). 

(iii) Example. The provisions of this 
paragraph (c)(5) 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 payments of estimated tax for 1987, 
M is required by this paragraph (c) to make a timely 
subsequent installment payment of $1, 000, 000 by 
September 15, 1987, but M's actual installment pay- 
ment by that date is only $990, 000. Because of this 
shortfall, M loses the benelit of the safe harbor and 
is subject to underpayment penalties with respect to 
the first two installments. The aggregate 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 under- 
payment of $10, 000 with respect to the September 15, 
1987, installment payment. Such penalties are inde- 
pendent of any penalty 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 following 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 estimated income tax by May 15, 1987, 
for its taxable year beginning on February I, 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 
capital gain) and did not claim any net operating loss 
deduction. As of February I, 1987, X has no net 
operating loss carryforwards and no credit carryfor- 
wards. 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 paragraph 
(b)(1) of this section, X must make by May 15, 1987, 
an installment payment of estimated tax of at least 
$1, 037, 836, computed as follows: 

(1) Taxable income shown 

on return for taxable 
year ending on January 
31, 1987 . . . . . . . . . „. . . . . . . $10, 000, 000 

(2) Annualized taxable in- 

come for taxable year 
ending January 31, 1988, 
determined pursuant to 
paragraph (b)(1) of this 
section (Item (1) x 
120%) . . . . . . . . . . . . . . . . . . . . . $12, 000, 000 
(Note: 120% x ordinary income of $9, 000, 000 
= $10, 800, 000; 120% x net capital gain of 
$1, 000, 000 = $1, 200, 000) 

(3) Tax on annualized tax- 
able income (Item 2) 
using rates under sec- 
tion 11 and 1201, taking 
into account section 15, 
applicable to the taxa- 
ble year ending January 
31, 1988 

(4) Amount descnbed m 
section 6655(d)(3)(A)(i) 
(Item (3) x 22. 5% . . . . $1, 037, 836 

$4, 612, 603 

(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 suffi- 
cient to bring its aggregate payments to the minimum 
level required under paragraph (c) of this section. 

(iii) X may satisfy the requiremeots of paragraph 
(c)(3) of this section by making a second installment 
payment sufficient to bring X within the exception 
provided in section 6655(d)(3). Thus, if X determines 
under that section that the aggregate of X's install- 
ment 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 respect to the May 15, 1987, instafi- 
ment payment 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 requirements of 
paragraph (c)(3) of this section, X may obtain the 
benefit of the safe harbor for the May 15, 1987, in- 
stallment payment if X's second installment payment, 
when aggregated with the first payment, equals at 
least 45 percent of the tax (including the alternative 
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 I, 1987. Thus, if 
the tax shown on that return is $6, 000, 000, X's second 
installment payment under paragraph (c)(4) of this 
section must be at least $1, 662, 164, computed as fol- 
lows: 

45 percent of $6, 000, 000 
less first payment 

$2, 700, 000 
1, 037, 836 

Minimum second installment $1, 662, 164 

There is a need for immediate guidance 
with respect to the provisions contained 
in this Treasury decision. For this reason, 
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it is found impracticable to issue this 
Treasury decision with notice and public 
procedure under subsection (b) of section 
553 of Title 5 of the United States Code 
or subject to the effective date limitation 
of subsection (d) of that section. 

LAwRENCE B. GIBES, 
Commissioner of 
Internal Revenue. 

Approved March 24, 1987, 

J. ROGER MENTZ, 
Assistanl Secretary 
of the Treasury. 

(Filed by the Office of the Federal Register on March 
24, 1987, 3:17 p. m. , and published in the issue of 
the Federal Register for March 30, 1987, 52 F. R. 
10049. ) 

26 CFR l. 6655-7T: Special rules for estimating the 

corporate alternative mimmum tax book income ad- 

justment under the annuatization exception ltempo- 

rary j. 
Whether alternative minimum tax book income ad- 

justment is required by corporations using the an- 

nualization exception. See T. D. 8138, page 3. 

Subchapter 80, — Seneral Rules 
Subchapter A. — Applications of 
Internal Revenue Laws 

Section 7805. — Rules and Regulations 

26 CFR 5h. 5: Time and manner of making certain 

elections under the Tai Reform Act of l986. 

T. O. 8124 

TITLE 26. — INTERNAL REVENUE. — 
CHAPTER I, SUBCHAPTER A, PART 

5h — TEMPORARY REGULATIONS; 

ELECTIONS UNDER VARIOUS PUBLIC 

LAWS; SUBCHAPTER H, PART 602— 
OMB CONTROL NUMBERS UNDER 

THE PAPERWORK REDUCTION ACT 

Certain Elections Under the Tax Reform Act 

of 1986 

AGENCY; Internal Revenue Service, 
Treasury. 

ACTION: Temporary regulations. 

SUMMARY: This document contains 
temporary regulations relating to the time 

and manner of making certain elections 

under the Tax Reform Act of 1986. These 

regulations provide guidance to persons 

making these elections. 

DATES: These regulations are effective 

February 5, 1987. Except as otherwise 

provided, the regulations apply to elec- 

tions made after October 22, 1986. 

FOR FURTHER INFORMATION 
CONTACT: Joel S. Rutstein of the Leg- 

islation and Regulations Division, Office 

of Chief Counsel, Internal Revenue Ser- 

vice, 1111 Constitution Ave. , N. W. , 
Washington, D. C. 20224, (Attention: 
CC:LR:T (LR — 77 — 86). Telephone 202— 

566 — 3297 (not a toll free call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

This document contains temporary reg- 

ulations relating to certain elections under 

various sections of the Internal Revenue 

Code of 1986 and the Tax Reform Act of 
1986 (the Act) (Stat. ). These regulations 

are added to the Temporary Regula- 
tions — Elections Under Various Public 

Laws (26 CFR Part Sh). The temporary 
regulations provided by this document will 

remain in effect until superseded by later 

temporary or final regulations relating to 
these elections. 

EXPLANATION OF PROVISIONS 

Section Sh. 5(a)(1) lists certain elec- 

tions that are provided by the Act and are 
addressed in this regulation. The general 
rules (and exceptions thereto) regarding 
the time for making the listed elections 
are provided in IISh. S(a)(2). The general 
rules (and exceptions thereto) regarding 
the manner of making the listed elections 
are provided in IISh. S(a)(3). Special rules 

regarding the time and manner for mak- 

ing certain elections listed in IISh. S(a)(1) 
are contained in paragraphs (b) through 

(i) of fjSh. S. Election provisions provided 

by the Act, but not addressed in this reg- 
ulation, will be addressed in other regu- 
lation projects. 

Section 5h. 5(j) provides that additional 
information may be required from tax- 

payers after an election has been filed. 

SPECIAL ANALYSIS 

The Commissioner of Internal Reve- 
nue has determined that this temporary 
regulation is not a major rule as defined 

in Executive Order 12291. Accordingly, 
a Regulatory Impact Analysis is not re- 

quired. 

A general notice of proposed rule- 

making is not required by 5 U. S. C. 553 
for temporary regulations. Accordingly, 
the temporary regulations do not consti- 

tute regulations subject to the Regulatory 
Flexibility Act (5 U. S. C. Chapter 6). 

The collection of information require- 

ments contained in this regulation have 
been submitted to the Office of Manage- 
ment and Budget (OMB) in accordance 

Section 7805 

with the requirements of the Paperwork 
Reduction Act of 1980. These require- 
ments have been approved by OMB un- 

der control number 1545 — 0982. 

DRAFTING INFORMATION 

The principal author of these regula- 
tions is Joel S. Rutstein of the Legislation 
and Regulations Division of the Office of 
Chief Counsel, Internal Revenue Service. 
However, personnel from other offices of 
the Internal Revenue Service and Treas- 
ury Department participated in develop- 

ing the regulations both on matters of 
substance and style. 

Adoption of amendments to the 

regulation 

Accordingly, the following temporary 
regulations are adopted under Parts 5h 

and 602: 

Paragraph 1. The authority for Part 5h 
reads: 

Authority: 26 U. S. C. 7805, section Sh. S 

also issued under 26 U. S. C. 42(f)(1), 
42(g)(1), 42(i)(2), 42(j)(5), 48(b)(2), 
56(f)(3)(B), 83(c)(3), 141(b)(9), 142(d)(1), 
142(d)(4)(B), 143(k)(9)(D)(iii), 145(d), 
147(b)(4)(A), 165(l)(1), 168(b)(5), 
168(f)(1), 168(g)(7), 168(h)(6)(F)(ii), 
216(b)(3), 263(i), 263A(d)(3), 
382(1)(5)(H), 448(d)(4), 453C(b)(2)(B), 
453C(e)(4), 468B, 469(j)(9), 474, 
585(c)(3)(A)(iii)(I), 585(c)(4), 616(d), 
617(h), 1059(c)(4), 2632(b)(3), 2652(a)(3), 
3121(w)(2), 4982(e)(4), and 7701(b). Sec- 
tion Sh. S also issued under P. L. 99 — 514 
sections, 203(a)(1)(B), 204(e), 243(a), 
243(b), 311(d)(2), 646, 801(d)(2), 
806(e)(2)(c), 905(c), 1704(b), 1801(a), 
1802(a), and 1804(e)(4). 

Paragraph 2. A new section Sh. S is 

added immediately after IISh. 4 to read as 
follows: 

IISh. S Time and manner of making certain 
elections under the Tax Reform Act of 
1986. 

(a) Miscellaneous elections — (1) Elec- 
tions lo which this paragraph applies. This 
paragraph applies to the elections set forth 
below provided under the Tax Reform 
Act of 1986 (the Act). General rules re- 
garding the time for making the elections 
are provided in paragraph (a)(2) of 'this 

section. General rules regarding the man- 
ner for making the elections are provided 
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in. paragraph (a)(3) of this section. Special 
rules regarding the time and manner for 
making certain elections are contained in 

paragraphs (a) — (i) of this section. If a spe- 

cial rule applies to one of the elections 

listed below, a cross-reference to the spe- 

cial rule is shown in brackets at the end 

of the description of the "Availability of 

Election. " Paragraph (j) of this section 
provides that additional information with 

respect to elections may be required by 
future regulations or revenue procedures, 

Section of Act 

201(a) 

Section of Code 

168(b)(5) 

Description of Election 

Election to depreciate property using 

the straight line method of recovery 

with respect to one or more classes of 
property for any taxable year. 

Availability of Election 

Property placed in service after 12 — 31— 
86. Election must be made for taxable 

year in which property is placed in 

service. Election shall apply to all 

property in the class placed in service 

during the taxable year for which the 
election is made. 

201(a) 

201(a) 

201(a), 1802(a) 

203(a)(1)(B) 

204(e) 

243(a) 

168(f) (1) 

168(g)(7) 

168(h)(6) (F)(ii), 
168(j) (as in effect 
before October 22, 
1986) 

Election to exclude certain property 
from the accelerated cost recovery sys- 

tem. 

Election to use alternative depreciation 
system with respect to one or more 
classes of property for any taxable year 
(except for residential rental or nonres- 
idential real property where the elec- 
tion may be made separately with 

respect to each property). 

Election by a tax-exempt controlled 
entity to treat any gain recognized by 
the tax-exempt parent on any disposi- 
tion of an interest in the tax-exempt 
controlled entity (and to treat any divi- 

dends or interest received or accrued 
from the tax-exempt controlled entity) 
as unrelated business taxable income 
under Code section 511 in order for the 
tax-exempt controlled entity to not be 
treated as a tax-exempt entity (or as a 
successor to a tax-exempt entity). 

Election to apply Act section 201 (in- 
cluding all elections within section 
201). 

Election to have Act section 201 either 
(i) not apply to any property placed in 
service during 1987 or 1988 which is re- 
placement property for property lost, 
damaged or destroyed in a flood which 
occurred 11 — 3 — 85 through 11 — 7 — 85 and 
which was declared a natural disaster 
area by the President of the United 
States, or (ii) apply to all such replace- 
ment property placed in service during 
1985 or 1986. 

Election to begin the 60 month amorti- 
zation period with the first month of 
the taxpayer's first taxable year begin- 
ning after 11 — 19 — 72 in lieu of the 11— 
19 — 82 date or the bus operating author- 
ity acquisition date. 

Property placed in service after 12 — 31— 
86. Election must be made for taxable 
year in which property is placed in ser- 
vice. 

Property placed in service after 12 — 31— 
86. Election must be made for taxable 

year in which-property is placed in ser- 
vice. Except for residential rental or 
nonresidential real property, election 
shall apply to all property in the class 
placed in service during the taxable 
year for which the election is made. 

Property placed in service after 9 — 27— 

85, but can apply to property placed in 

service before such date if the tax-ex- 

empt controlled entity so elects. [See 
paragraph (a)(3)(ii) of this seNion. ] 

Property placed in service after 7 — 31— 
86 and before 1 — 1 — 87. 

(i) Property placed in service during 
1987 or 1988; or (ii) property placed in 

service during 1985 or 1986. 

Bus operating authorities held on 11/ 

19/82, or acquired after that date under 

a written contract that was binding on 

that date. 
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243(b) 

243(a), (b) 

Election to begin the 60 month amorti- 

zation period on the first month of the 

taxpayer's first taxable year beginning 

after the deregulation month in lieu of 
the deregulation month. 

Election by a qualified corporate tax- 

payer to allocate a portion of the cost 
basis of a qualified acquiring corpora- 
tion in the stock of an acquired corpo- 
ration to the basis of the authority. 

Freight forwarder operating authorities 
held at the beginning of the 60 month 

period applicable to the taxpayer (i. e. , 
the deregulation date or the first month 
of the first taxable year beginning after 
the deregulation date). 

For bus operating authorities: authori- 

ties held on 11/19/82, or acquired after 
that date under a written contract that 
was binding on that date. For freight 
forwarders: authorities held at the be- 

ginning of the 60-month period applica- 
ble to the taxpayer. 

252(a) 

252(a) 

252(a) 

252(a) 

311(d)(2) 

411(b)(1) 

411(b)(2) 

42(f)(1) 

42(g)(1) 

42(i)(2) 

42(j)(5) 

263(i) 

616(d) 

Election concerning beginning of credit 
period for low-income housing credit. 

Election concerning qualified low-in- 

come housing project to either satisfy 
the 20-50 or the 40-40 occupancy test. 

Election to reduce eligible basis by out- 
standing balance of Federal loan sub- 

sidy. 

Election to have certain partnerships 
treated as the taxpayer eligible for low- 
income housing credit. 

Revocation of prior election under 
Code section 631(a). 

For intangible drilling and development 
costs paid or incurred with respect to 
an oil, gas, or geothermal well located 
outside the United States, election to 
include such costs in adjusted basis for 
purposes of computing the amount of 
any deduction under Code section 611 
(without regard to section 613). 

For expenditures paid or incurred with 

respect to the development of a mine 
or other natural deposit (other than an 

oil, gas, or geothermal well) located 
outside the United States, election to 
include such expenditures paid or in- 

curred during the taxable year for 
which made in adjusted basis for pur- 
poses of computing the amount of any 
deduction under Code section 611 
(without regard to section 613). 

Buildings placed in service after 12 — 31— 
86 and before 1 — 1 — 90 (before 1 — 1 — 91 
for buildings described in Code section 
42(n)(2)(B)). [See paragraph (b) of this 
section. ] 

Buildings placed in service after 12 — 31- 
86 and before 1 — 1 — 90 (before 1 — 1 — 91 
for buildings described in Code section 
42(n)(2)(B)). [See paragraph (b) of this 
section. ] 

Buildings placed in service after 12 — 31— 
86 and before 1 — 1 — 90 (before 1 — 1 — 91 
for buildings described in Code section 
42(n)(2)(B)). [See paragraph (b) of this 
section. ] 

Buildings placed in service after 12 — 31— 
86 and before 1 — 1 — 90 (before 1 — 1 — 91 
for buildings described in Code section 
42(n)(2)(B)). [See paragraph (b) of this 
section. ] 

Election for taxable years beginning 
before 1 — 1 — 87 may be revoked for tax- 
able years ending after 12 — 31 — 86. 

Costs paid or incurred after 12-31 — 86 
in taxable years ending after such date. 
[See paragraph (a)(2)(iii) of this sec- 
tion. ] 

Costs paid or incurred after 12 — 31-86 
in taxable years ending after such date. 
[See paragraph (a)(2)(iv) of this sec- 
tion. ] 
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Section 7805 
Section of Act 

411(b)(2) 

501(a) 

614(b) 

621(a) 

644(d) 

651 

701(a) 

Section of Code 

617(}1) 

469(j)(9) 

1059(c)(4) 

382(1)(5)(H) 

216(b)(3) 

4982(e)(4) 

56(f)(3)(B) 

Description of Election 

For expenditures paid or incurred be- 

fore the development stage for the pur- 

pose of ascertaining the existence, 
location, extent or quality of any de- 

posit of ore or other mineral deposit 
(other than an oil, gas or geothermal 
well) located outside the United States, 
election to include all such expendi- 
tures, paid or incurred during the taxa- 
ble year or any subsequent taxable year 
with respect to any such deposit, in ad- 

justed basis for purposes of computing 
the amount of any deduction under 
Code section 611 (without regard to 
section 613). 

Election to increase basis of property 
by amount of disallowed credit for pur- 
poses of determining gain or loss from 
a disposition of property used in a pas- 
sive activity. 

Election to determine whether a divi- 

dend is extraordinary by reference to 
the fair market value of the share of 
stock with respect to which the divi- 
dend was received. 

Election by certain new loss corpora- 
tions not to apply the special rules of 
Code section 382(l)(5) concerning in- 

applicability of the section 382(a) limi- 
tation on corporate net operating loss 
carryforwards where the old loss corpo- 
ration is involved in a Title 11 — type 
case. 

Election by a cooperative housing cor- 
poration to allocate real estate taxes or 
interest or both to each tenant-stock- 
holder's dwelling unit in a manner 
which reasonably reflects the cost to 
the corporation of the tenant-stock- 
holder's dwelling unit. 

Election by an entity to be treated as a 
trust under the Internal Revenue Code 
if such entity was created in 1906 as a 
common law trust and governed by the 
trust laws of the State of Minnesota, 
receives royalties from iron ore leases, 
and income interests in the entity are 
publicly traded on a national stock ex- 
change. 

Election by a regulated investment 
company to use taxable years ending 
on 11 — 30 or 12 — 31 for purposes of com- 
putmg capital gain net income under 
Code section 4982. 

Election to have amount of net book 
income be equal to amount of earnings 
and profits. 

Availability of Election 

Costs paid or incurred after 12 — 31 — 86 
in taxable years ending after such date. 
[See paragraph (a)(2)(v) of this sec- 
tion. ] 

Taxable years beginning after 12 — 31— 
86. [See paragraph (a)(3)(iii) of this 
section. ] 

Dividends declared after July 18, 1986 
in taxable years ending after such date. 

Ownership changes following either an 
owner shift involving a 5% shareholder 
occurring after 12 — 31 — 86 or an equity 
structure shift occurring pursuant to a 
plan of reorganization adopted after 
12-31-86. 

Taxable years beginning after 12 — 31— 
86. [See paragraph (a)(3)(iv) of this 
section. ] 

The election is effective beginning on 
the first day of the first taxable year 
beginning after October 22, 1986 and 
following the year in 'which the election 
is made. Such election must be made 
by the board of trustees of such entity 
and must be accompanied by a written 
agreement signed by the board of trust- 
ees of the entity. 

Calendar years beginning after 12/31/ 
86. [See paragraph (a)(2)(vi) of this 
section. ] 

Taxable years beginning after 12 — 31— 
86. 
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Section of Act 

801(a) 

801(d)(2) 

802 

803(a) 

806(e)(2)(C) 

811(a) 

811(a) 

901(a) 

901(a) 

905(a) 

Section of Code 

448(d)(4) 

474 

263A(d)(3) 

453C(b) (2) (B) 

453C(e)(4) 

585(c)(3)(A)(iii)(l) 

585(c) (4) 

165(l) (1) 

Description of Election 

Election of common parent of an affili- 

ated group that all members of such 

group be treated as one taxpayer if 
substantially all the activities of all 

members of the affiliated group involve 

performance of services in the same 
field. 

Election to continue using the cash 
method of accounting for loans, leases 
and related party transactions. 

Election by certain small businesses to 
use the simplified dollar-value LIFO 
method. 

Election to have rules of Code section 
263A (relating to capitalization and in- 

clusion in inventory costs of certain ex- 

penses) not apply to any plant or 
animal produced in any farming busi- 

ness conducted by the electing tax- 

payer. 

Election to have net income for the 
short taxable year of a partnership or S 
corporation which results from the re- 

quired change in accounting period in- 

cluded entirely in income for such short 
taxable year. 

Election to reduce partnership or S 
corporation income for the short taxa- 
ble year resulting from a required 
change in accounting period under sec- 
tion 806 of the Act by an unamortized 
adjustment amount existing as of Octo- 
ber 22, 1986, where such adjustment 
was required to effectuate a previous 
accounting period change under Rev. 
Proc. 72 — 51, 1972 — 2 C. B. 832 or Rev. 
Proc. 83-25, 1983-1 C. B. 689. 

Election to compute adjusted bases 
using depreciation deduction used 
under Code section 312(k). 

Election to have Code section 453C not 
apply to obligations arising from sales 
of timeshares and unimproved residen- 
tial lots to individuals. 

Election to recapture more than 10% 
of the bad debt reserve in the first tax- 
able year after the disqualification year. 

Election to use the "cut-off method" to 
recapture bad debt reserves. 

Election to treat amount of reasonably 
estimated loss on a deposit in insolvent 
or bankrupt qualified financial institu- 

tion as a loss described in Code section 
165(c)(3) and incurred in the taxable 
year. 

Avatiabtitty of Election 

Section 7805 

Taxable years beginning after 12 — 31— 
86. 

Loans, leases and related party transac- 
tions entered into before 9 — 26-85. 

Taxable years beginning after 12 — 31— 
86. [See paragraph (a)(3)(v) of this sec- 
tion. ] 

Unless consent is obtained from the 
Commissioner, the first taxable year 
beginning after 12 — 31 — 86 during which 

the taxpayer engages in a farming busi- 

ness. [See paragraph (c) of this sec- 
tion. ] 

Partner and shareholder taxable years 
beginning after 12 — 31 — 86 with or within 

which the short taxable year created 
under section 806 of the Act ends. [See 
paragraph (d) of this section. ] 

Short taxable years of partnerships or S 
corporations beginning after 12 — 31 — 86. 
[See paragraph (e) of this section. ] 

Taxable years ending after 12 — 31 — 86 
with respect to dispositions made after 
2-28-86. 

Taxable years beginning after 12 — 31— 
86. 

Taxable years beginning after 12 — 31— 
82. [See paragraph (f) of this section. ] 

' 

Taxable years ending after 12 — 31 — 86 
with respect to dispositions made after 
2 — 28 — 86. [See paragraph (a)(3)(vi) of 
this section. ] 

Taxable years beginning after 12 — 31— 
86. 
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Section 7805 
Section of Act 

905(c) 

1301(b) 

1301(b) 

1301(b) 

1301(b)- 

1301(b) 

1301(b) 

1431(a) 

1431(a) 

1704(b) 

1801(a) 

1804(e)(4) 

Section of Code 

141(b)(9) 

142(d)(1) 

142(d)(4)(B) 

143(k) (9) (D)(iii) 

145(d) 

147(b) (4) (A) 

2632(b)(3) 

2652(a)(3) 

168(i) (as in effect 
before October 22, 
1986) 

Description of Election 

Election to apply Code section 451(f) 
(relat'ing to treatment of interest on 

frozen deposits in certain financial in- 

stitutions). 

Election by issuer of tax-exempt bonds 

to treat a portion of an issue as a quali- 

fied 501(c)(3) bond if such portion 
would have qualified as 501(c)(3) bond 

had it been issued separately. 

Election by issuer of tax-exempt bonds 

for residential rental property to satisfy 

either the 20-50 or the 40 — 60 occu- 

pancy test. 

Election by issuer of tax-exempt bonds 

for residential rental property to treat 
the project as a deep rent skewed proj- 
ect. 
Election to treat limited equity cooper- 
ative housing as residential rental prop- 

erty and not as owner-occupied 
housing. 

Election by issuer of tax-exempt bonds 

to have Code section 145 not apply to 
the issue if the issue is an issue of ex- 

empt facility bonds or qualified rede- 

velopment bonds, to which the volume 

cap applies. 

Election by issuer of qualified 501(c)(3) 
bonds to have such bonds treated as 
meeting the limitation on maturity re- 
quirements of Code section 147(b)(1) if 
the requirements of section 
147(b)(4)(B) are met. 

Election to not allocate generation 
skipping transfer exemption to a direct 
skip transfer. 

Election to have qualified terminable 
interest property election not apply for 
purposes of the generation skipping 
transfer tax. 

Election to revoke prior election under 
Code section 1402(e) (relating to ex- 
emption from social security taxes for 
certain clergy). 

Election to make finance leasing rules 

inapplicable to property which would 
otherwise be subject to them under the 
transitional rules of section 12(c)(1) of 
the Tax Reform Act of 1984. 

Election by a common parent of an af- 

filiated group to apply amendments 
made by the Tax Reform Act of 1984 
for taxable years beginning after 12— 
31-83. 

Availability of Election 

Taxable years beginning after 12 — 31 — 82 
and before 1 — 1 — 87. 

Bonds issued after 8 — 15 — 86. [See para- 

graph (g) of this section. ] 

Bonds issued after 8 — 15 — 86. [See para- 

graph (g) of this section. ] 

Bonds issued after 8 — 15 — 86. [See para- 

graph (g) of this section. ] 

Bonds issued after 8 — 15 — 86 and before 
1 — 1 — 89. [See paragraph (g) of this sec- 
tion. ] 

Bonds issued after 8 — 15 — 86. [See para- 

graph (g) of this section. ] 

Bonds issued after 8 — 15-86. [See para- 

graph (g) of this section. ] 

Generation skipping transfers made, or 
treated as made, after October 22, 
1986. 
Generation skipping transfers made, or 
treated as made, after October 22, 
1986. 

Remuneration received in taxable years 
ending on or after October 22, 1986. 
[See paragraph (h) of this section. ] 

Personal property leased under certain 
lease agreements effective on or after 
1 — 1 — 84. [See paragraph (a)(3)(vii) of 
this section. ] 

Groups which include a corporation 
which on 6-22 — 84 is a member of the 

group which files a consolidated return 
for such corporation's taxable year 
which includes 6-22 — 84. 

358 1987 — 1 C. B. 



Section of Act 

1807(a)(7) 

1809(e)(2) 

1810(1)(4) 

1879(p)(1) 

1882(c) 

Section of Code 

468B 

48(b)(2) 

7701(b) 

83(c)(3)' 

3121(w)(2) 

Description of Election 

Election to treat a qualified payment 
made to a court-ordered fund as a pay- 
ment made to a designated settlement 
fund. 

Election by lessee and lessor not to ap- 

ply the rule of Code section 48(b)(2) 
concerning the date leased property is 

treated as originally placed in service. 

Election to be treated as a resident al- 

ien. 

Election to treat certain stock acquired 
upon the exercise of nonqualified stock 
options as subject to a substantial risk 

of forfeiture by reason of Code section 

83(c)(3) even though the transfer of 
stock pursuant to such exercise oc- 
curred before 1 — 1 — 82, the effective date 
of section 83(c)(3). 
Election to revoke prior election under 
Code section 3121(w) (relating to ex- 

emption from social security taxes for 
certain churches and qualified church- 
controlled organizations). 

Section 7805 
Avatlabthty of Election 

Generally, liabilities arising out of per- 
sonal injury, death or property damage 
that are incurred after 7 — 18 — 84 under 
law in effect before the enactment of 
Code section 461(h). Election is made 
for the taxable year in which qualified 

payments are made to a designated set- 
tlement fund. 

Property originally placed in service 
after 4-11 — 84 (as determined under 
Code section 48(b) prior to its amend- 
ment by section 114(a) of the Tax Re- 
form Act of 1984). [See paragraph 
(a)(3)(viii) of this section. ] 
Taxable years beginning after Decem- 
ber 31, 1984. [See paragraph (a)(3)(ix) 
of this section. ] 

Transfers of stock described in section 
1879(p)(1) of the Act. [See paragraphs 
(a)(2)(vii) and(a)(3)(x) of this section. ] 

Remuneration paid after 12 — 31 — 86 un- 

less such electing church or church-con- 
trolled organization had withheld and 
paid over all employment taxes due, as 
if such election had never been in ef- 
fect during the period from the stated 
effective date of the election being re- 
voked through 12 — 31 — 86. [See para- 
graph (i) of this section. ] 

(2) Time for making elections — (i) In 
general. Except as otherwise provided in 

this section, the elections specified in par- 
agraph (a)(1) of this section shall be made 

by the later of— 

(A) The due date (taking extensions 
into account) of the tax return for the first 
taxable year for which the election is to 
be effective, or 

(B) April 15, 1987 (in which case the 
election generally must be made by 
amended return). 

(ii) No extension of time for payment. 
Payments of tax due shall be made in ac- 
cordance with chapter 62 of the Code. 

(iii) Time for making the election with 

respect to foreign intangible drilling costs. 
With respect to the election under Act 
section 411(b)(1) (Code section 
263(i)(2)(A)), the election shall be made 
on a property-by-property basis for each 
oil, gas, or geothermal property (as de- 

fined in Code section 614). The election 
shall be made by the due date (taking 
extensions into account) of the income tax 
return for the first taxable year in which 
the taxpayer pays or incurs any cost with 

respect to the development of such prop- 
erty for which the election is available. 

(iv) Time for making the election with 

respect to foreign development expendi- 
tures. With respect to the election under 
Act section 411(b)(2) (Code section 
616(d)(2)(A)), the election shall be made 
for each mine. or other natural deposit not 
later than the time prescribed by law for 
filing the income tax return (taking ex- 
tensions into account) for the taxable year 
to which such election is applicable. 

(v) Time for making the election with 

respect to foreign exploration expendi- 

tures. With respect to the election under 
Act section 411(b)(2) (Code section 
617(h)(2)(A)), the election may be made 

at any time before the expiration of the 
period prescribed for filing a claim for 
credit or refund of the tax imposed by 
chapter 1 of the Code for the first taxable 
year for which the taxpayer desires the 
election to be applicable. 

(vi) Time for making certain elections 
by regulated investment companies. The 
election under Act section 651 (Code sec- 
tion 4982(e)(4)) shall be made on a state- 
ment attached to the form prescribed by 
the Internal Revenue Service which is used 
to report and pay the excise tax liability 
under such section 4982, and shall be filed 
on or before March'15 of the first calendar 
year beginning after the end of the first 
excise tax period for which the election is 
to be effective. The statement of election 
under section 4982(e)(4) shall be attached 
to the prescribed form regardless of' 
whether the regulated investment com- 
pany is liable for the excise tax imposed 
by section 4982 for the excise tax period 
in question. 
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Section 7805 
(vii) Time for making the election with 

respect to certain nonqualified stock op- 
tions. The election under section 1879(p)(1) 
of the Act (Code section 83(c)(3)) shall 
be made— 

(A) By April 21, 1987, in any case in 
which the operation of any law or rule of 
law on or before such date would prevent 
the credit or refund of any overpayment 
of tax resulting from such election, and 

(B) By no later than any date after April 
21, 1987 on which the operation of any 
law or rule of law would prevent the credit 
or refund of any overpayment of tax re- 
sulting from such election. 

(3) Manner of making elections — (i) ln 
general. Except as otherwise provided in 
this section, the elections specified in par- 
agraph (a)(1) of this section shall be made 
by attaching a statement to the tax return 
for the taxable year for which the election 
is to be effective. If because of paragraph 
(a)(2)(i)(B) of this section the election may 
be filed after the due date of the tax return 
for the first taxable year for which the 
election is to be effective, such statement 
must be attached to a tax return or 
amended return for the taxable year to 
which the election relates. Except as oth- 
erwise provided in the return or in the 
instructions accompanying the return for 
the taxable year, the statement shall— 

(A) Contain the name, address and 
taxpayer' identification number of the 
electing taxpayer, 

(B) Identify the election, 
(C) Indicate the section of the Code 

(or, if the provision is not codified, the 
section of the Act) under which the elec- 
tion is made, 

(D) Specify, as applicable, the period 
for which the election is being made and/ 

or the property or other items to which 

the election is to apply, and 

(E) Provide any information required 

by the relevant statutory provisions and 

any information necessary to show that 
the taxpayer is entitled to make the elec- 
tion. 

(ii) Special rules for making ihe tran- 

sitional rule elections with respect ro cer- 

tain tax-exempt controlled entities. The 
irrevocable election under Act sections 

201(a) and 1802(a) (Code sections 
168(h)(6)(F)(ii) and 168(j), as in effect 
before October 22, 1986), shall be made 

by the tax-exempt controlled entity at the 

time and in the manner described in par- 

agraphs (a)(2) and (a)(3)(i) of this sec- 

tion. A copy of the election statement filed 

by the tax-exempt controlled entity shall 

also be attached to the Federal tax returns 

(e. g. , Form 990 or 5500) of each of the 

tax-exempt shareholders or beneficiaries 

of the controlled entity. 

(iii) Special rule for making the election 

with respect to gain or loss from a dispo- 

sition of property used in a passive activity. 

The election under Act section 501(a) 
(Code section 469(j)(9)) shall be made on 

the form prescribed by the Internal Rev- 

enue Service for computing the taxpayer's 

passive activity loss and credit for the tax- 
able year in which the property is dis- 

posed. 

(iv) Special rules for making the elec- 

tion with respect to cooperative housing 
corporations. The election under Act sec- 

tion 644(d) (Code section 216(b)(3)(B)(ii)) 
may be made by a cooperative housing 
corporation with respect to its real estate 
taxes or interest or both. The election is 

available for any taxable year beginning 
after December 31, 1986, if the cooper- 
ative housing corporation has, by January 
31 of the year following the first calendar 
year that includes any period to which the 
election applies, furnished to each tenant- 
stockholder during that period a written 
statement showing the amount of the al- 

location (or allocations) under section 
216(b)(3)(B)(i) attributable to such ten- 
ant-stockholder's dwelling unit (or units) 
for that period. Any cooperative housing 
corporation making the election shall do 
so in accordance wtih paragraph (a)(2) 
and (3) of this section and shall identify 
in the statement described in paragraph 
(a)(3) of this section whether the election 
is for real estate taxes or interest or both. 

(v) Special rules for making the election 
with respect to the simplified dollar-value 
LIFO method. The election under Act 
section 802 (Code section 474) may be 
made only if the taxpayer files with the 
taxpayer's income tax return for the tax- 
able year as of the close of which the 
method is first to be used a statement of 
the taxpayer's election to use the simpli- 
fied dollar-value LIFO inventory method. 
The statement shall be on Form 970 pur- 
suant to the instructions to the form and 
to the requirements of the regulations un- 

der section 474, or in such'other manner 
as may be acceptable to the Commis- 
sioner. 

(vi) Special rules for making the elec- 
tion ro have section 453C not apply to ob- 
ligations arising from sales of timeshares 
and unimproved residential lots ro indi- 
viduals. The election under Act section 
811(a) (Code section 453C(e)(4)) to have 
section 453C not apply to obligations aris- 
ing from sales of timeshares and unim- 

proved residential lots to individuals may 
be made with respect to any obligation, 
or with respect to a class of such obliga- 
tions. In the case of an election made with 

respect to a class of obligations, such elec- 
tion shall describe the class of obligations 
with such specificity as to make the class 
readily identifiable. 

(vii) Special rules for making cerrain fi- 
nance leasing transitional rule elections. The 
election relating to finance leases under 
Act section 1801(a)(1) (Code section 168(i) 
as in effect before October 22, 1986) shall 

be made by the lessor under a lease agree- 
ment subject to the finance lease rules of 
section 168(i) of the Code, as in effect 
before October 22, 1986, by noting this 
election in the books and records relating 
to the lease agreement within 12 months 
after February 5, 1987. 

(viii) Special rules for making the elec- 

tion relating to the date leased property is 
treated as originally placed in service. The 
election under Act section 1809(e)(2) 
(Code section 48(b)(2)) must be made 
jointly by the lessee and the lessor. The 
election is made jointly when both the 
lessee and the lessor make the election in 

accordance with paragraphs (a)(2) and 

(a)(3)(i) of this section. In addition to the 
other information required to be provided 
under paragraph (a)(3)(i) of this section, 
the statement described therein shall in- 

clude a copy of the lease agreement and 
shall be signed by both the lessee and the 
lessor. 

(ix) Special rules for making the elec- 
tion ro be treated as a resident alien. The 
election under Act section 1810(l)(4) (Code 
section 7701(b)) to be treated as a resi- 
dent under Code section 7701(b) shall be 
made by an alien individual by attaching 
a statement to the individual's income tax 
return (Form 1040), for the taxable year 
for which the election is to be in effect 
(the election year). The alien individual 

may not make this election until such time 
as he has satisfied the substantial presence 
test of Code section 7701(b)(1)(A)(ii) for 
the year following the election year. If an 
alien individual has not satisfied the sub- 
stantial presence test for the year follow- 
ing the election year as of the due date 
(without regard to extensions) of the tax 
return for the election year, the alien in- 
dividual may request an extension of time 
for filing the return until after he has sat- 
isfied such test, provided that he pays with 
his extension application the amount of 
tax he expects to owe for the election year, 
computed as if he were a non-resident 
alien throughout the election year. The 
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statement shall include the name and ad- 
dress of the alien individual and contain 
a signed declaration that the election is 
being made. It must specify— 

(A) That the alien individual was not 
a resident in the year immediately pre- 
ceding the election year; 

(B) That the alien individual is a 
resident in the year immediately fol- 
lowing the election year under the sub- 
stantial presence test and the individual's 
number of days of presence in the 
United States during such year; 

(C) The date or dates of the alien 
individual's 31 consecutive day period 
of presence and continuous presence in 
the United States during the election 
year; and 

(D) The date or dates of absence 
from the United States during the elec- 
tion year that are deemed to be days 
of presence. 

(x) Special rules for making the election 
with respect to the treatment of the exercise 
of certain nonqualified stock options. The 
election under Act section 1879(p)(1) 
(Code section 83(c)(3)) is made by filing 
on Form 1040X a claim for credit or re- 
fund of the overpayment of tax resulting 
from the election. In order to satisfy the 
requirements of tJ301. 6402 — 2(b)(1) (re- 
lating to grounds set forth in claim), the 
claim for credit or refund must set forth— 

(A) The date on which the option 
was granted, 

(B) The name of the corporation 
which granted the option, 

(C) The date on which the stock was 
transferred pursuant to the exercise of 
the option, 

(D) The fair market value of such 
stock on December 4, 1973, 

(E) The fair market value on July 
1, 1974 of the stock received upon the 
reorganization of the corporation which 

granted the option, and 

(F) The date on which the taxpayer 
sold substantially all of the stock re- 

ceived in such reorganization. 

The taxpayer shall file a single claim for 
credit or refund of the entire overpayment 
of tax resulting from the election under 

Act section 1879(p)(1). 
(4) Revocation — (i) Irrevocable elec- 

tions. The elections described in this sec- 
tion under Act sections 201(a) (Code 
sections 168(b)(5), 168(f)(1), 168(g)(7), 
and 168(h)(6)(F)(ii)), 203(a)(1)(B), 252(a) 
(Code sections 42(f)(1), 42(g)(1), 42(i)(2), 
and 42(j)(5)), 411(b)(1) (Code section 
263(i)), 411(b)(2)(A) (Code section 

616(d)(2)(A)), 501(a) (Code section 
469(j)(9)), 801(d)(2), 905(c), 1301(b) 
(Code sections 141(b)(9), 142(d)(1), 
142(d)(4)(B), 143(k)(9)(D)(iii), 145(d), 
and 147(b)(4)(A)), 1431(a) (Code section 

2652(a)(3)), 1704(b), 1802(a) (Code sec- 

tion 168(j) as in effect before October 22, 
1986), 1804(e)(4), 1879(p)(1) (Code sec- 

tion 83(c)(3)), and 1882(c) (Code section 

3121(w)(2)) are irrevocable. 

(ii) Elections revocable with the con- 

sent of the Commissioner. The elections 
described in this section under Act sec- 

tions 204(e), 243(a), 243(b), 243(a), 243(b), 
411(b)(2)(B) (Code section 617(h)(2)(A)), 
614(b) (Code section 1059(c)(4)), 621(a) 
(Code section 382(l)(5)(H)), 644(d) (Code 
section 216(b)(3)), 646, 651 (Code section 

4982(e)(4)(B)), 701(a) (Code section 
56(f)(3)(B)), 801(a) (Code section 
448(d)(4)), 802 (Code section 474), 803(a) 
(Code section 263A(d)(3)), 806(e)(2)(C) 
(and the election described in H. R. Rep. 
No. 99 — 841 at II — 320), 811(a) (Code sec- 
tions 453C(b)(2)(B)(i) and 453C(e)(4)), 
901(a) (Code sections 585(c)(3)(B)(ii) and 

585(c)(4)), 905(a) (Code section 165(l)(1)), 
1801(a) (Code section 168(i) as in effect 
before October 22, 1986), 1807(a)(7) 
(Code section 468B), 1809(e)(2) (Code 
section 48(b)(2)), and 1810(l)(4) (Code 
section 7701(b)) are revocable only with 

the consent of the Commissioner. 

(iii) Freely revocable elections. The 
elections described in this section under 
Act sections 311(d)(2) and 1431(a) (Code 
section 2632(b)(3)) are freely revocable. 

(b) Elections with respect to the low- 

income housing credit. The elections un- 

der Act section 252(a) (Code sections 

42(f)(1), 42(g)(1), 42(i)(2), and 42(j)(5)) 
must be made for the taxable year in which 

the project is placed in service and shall 
be made in the certification required to 
be filed pursuant to section 42(1)(1). 

(c) Election to have the rules of section 
263A (relating to capitalization and inclu- 
sion ininventory costs of certain expenses) 

not apply to any plant or animal produced 
in any farming business conducted by the 

electing taxpayer — (1) In general. This 

paragraph applies to the election under 
Act section 803(a) (Code section 
263A(d)(3)) to have the rules of section 
263A (relating to capitalization and inclu- 
sion in inventory costs of certain ex- 
penses) not apply to any plant or animal 

produced in any farming business con- 
ducted by the electing taxpayer. The elec- 
tion is available to taxpayers engaged in 

the business of farming, including pro- 
ducers of agricultural crops, livestock, 
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nursery stock, sod, trees bearing fruit, nuts 

or other crops, and ornamental trees (for 
purposes of section 263A, an evergreen 
tree that is more than 6 years old at the 
time it is severed from the roots shall not 
be treated as an ornamental tree). The 
election is not available to a corporation, 
partnership, or tax shelter that is required 
to use the accrual method of accounting 
under section 447 or section 448(a)(3), or 
farming syndicates (as defined in section 
464(c)), or with respect to the planting, 
cultivation, maintenance or development 
of pistachio trees. In addition, the elec- 
tion does not apply with respect to costs 
incurred for the planting, cultivation, 
maintenance or development of any citrus 
or almond grove incurred during the 4- 
taxable-year period beginning with the 
taxable year in which such grove was 
planted. If a citrus or almond grove is 
planted in more than one taxable year, 
the portion of the grove planted in one 
taxable year is treated as a separate grove 
for this purpose. 

(2) Time and manner of making the 
election. Unless consent is obtained from 
the Commissioner, the election may only 
be made for the taxpayer's first taxable 
year that begins after December 31, 1986, 
and during which the taxpayer engages in 

a farming business. The election shall be 
made on the Schedule E, F or other 
schedule required to be attached to the 
income tax return for the first taxable year 
for which the election is effective. In the 
case of a partnership or S corporation, the 
election must be made at the partner or 
shareholder level. 

(3) Election treated as if madeif certain 
requirements satisfied. A taxpayer eligible 
to make the election under section 
263A(d)(3) shall be treated as having made 
the election if such taxpayer reports in- 
come and expenses in accordance with the 
rules under the election on a timely filed 
income tax return. 

(4) Revocation. Once the election is 
made, it is revocable only with the con- 
sent of the Commissioner. 

(5) Special rules for treatment of ex- 
penses. If the election is made, the plant 
or animal produced is treated as section 
1245 property and gain is recaptured 
(treated as ordinary income) in the amount 
of deductions which, but for the election, 
would have been required to be capital- 
ized with respect to the plant or animal. 
If the taxpayer or a related person makes 
the election, a non-accelerated metho'd of 
depreciation (as defined in section 
168(g)(2)) shall be applied to all property 
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used predominantly in any farming bi si- 

ness of the taxpayer or related person and 
placed in service in any taxable year dur- 

ing which the election is in effect. For 
purposes of this election, related party 
means: (i) the members of the taxpayer's 
family (defined for this purpose to include 
the spouse of the taxpayer and any of his 
or her children who have not reached the 

age of 18 as of the last day of the taxable 
year); (ii) any corporation (including an 
S corporation) 50 percent or more of the 
value of which is owned directly or indi- 

rectly (through the application of section 
318) by the taxpayer or members of the 
taxpayer's family; (iii) any corporation that 
is a member of the same controlled group 
(within the meaning of section 1563) as 
the taxpayer; and (iv) any partnership if 
50 percent or more of the value of the 
interests in such partnership is owned di- 

rectly or indirectly (through the applica- 
tion of section 318) by the taxpayer or 
members of the taxpayer's family. 

(d) Election with respect to the treat- 

. ment of net income' for the short taxable 

year resulting from a required change in 
accounting period. This paragraph applies 
to the election under section 806(e)(2)(C) 
of the Act. Net income for the short tax- 

able year resulting from a required change 

in accounting period under the provisions 

of section 806 of the Act which is to be 
included ratably in the partners' and S 

corporation shareholders' income for the 

first four taxable years (including the short 

taxable year) beginning after December 

31, 1986, or included entirely in income 

for the short taxable year at the election 

of the partner or shareholder, shall be 

taken into account in accordance with sec- 

tion 702 (with respect to partners) and 

section 1366 (with respect to S corpora- 

tion shareholders). 

(e) Election with respect to reducing 

partnership or S corporation income for 
the short taxable year resulting from a re- 

quired change in accounting period under 

section 806 of the Act by an unamortized 

adjustment amount existing as of October 

22, 1986. — (1) In general. This paragraph 

applies to the election described in H. R. 
Rep. No. 99 — 841 at II — 320. 

(2) Partnerships or S corporations that 

make the election to reduce income for the 

short taxable year by an unamortized ad- 

justment amount existing as of October 22, 

1986. — Where a partnership or S corpo- 

ration elects to reduce its income for the 

short taxable year required under the pro- 

visions of section 806 of the Act by the 

unamortized adjustment amount existing 

as of October 22, 1986, in accordance with 

paragraph (a) of this section, the income 

for the short taxable year (reduced by the 

unamortized adjustment amount) may then 

be subject to the election, under section 

806(e)(2)(C) of the Act, by partners and 

S corporation shareholders to include all 

the net income for the short taxable year 

entirely in income for the partners' or 
shareholders' taxable year with or within 

which the short taxable year ends. 

(3) Partnerships or S corporations that 

do not make the election to reduce income 

for the short taxable year by an unamor- 

tized adjustment amount existi ng as of Oc- 

tober 22, 1986. Where a partnership or S 

corporation does not elect to reduce its 

income for the short taxable year created 

by the provisions of section 806 of the Act 

by the unamortized adjustment amount 

existing as of October 22, 1986, as pro- 

vided in paragraph (a) of this section, the 

short taxable year required under the pro- 
visions of section 806 of the Act shall be 
considered one taxable year for purposes 

of amortizing the adjustment amount un- 

der the requirements of Rev. Proc. 72— 

51, 1972 — 2 C. B. 832, or Rev. Proc. 83— 

25, 1983 — 1 C. B. 689. The net income of 
the partnership or S corporation after re- 

duction by the adjustment amount for the 
short taxable year may then be subject to 
the election under section 806(e)(2)(C) of 
the Act by partners or S corporation 
shareholders to include all the net income 

for the short taxable year entirely in in- 

come for the partners' or shareholders' 

taxable year with or within which the short 

taxable year of the partnership or S cor- 

poration ends. 

(f) Election with respect to the treat- 

ment of certain losses in insolvent jinancia! 
institutions — (1) In general. This para- 

graph applies to the election under Act 
section 905(a) (Code section 165(l)(1)). 
If- 

(i) As of the close of the taxable year, 
it can reasonably be estimated that there 

is a loss on a deposit of a qualified in- 

dividual (as defined in section 165(l)(2)) 
in a qualified financial institution (as 
defined in section 165(l)(3)), and 

(ii) Such loss is on account of the 
bankruptcy or insolvency of such insti- 

tution, 

then the qualified individual may elect to 
treat the entire amount so estimated for 
that taxable year (disregarding any amount 
treated as a casualty loss under section 
165(c)(3) in a previous taxable year) as a 
loss described in section 165(c)(3) and in- 

curred during the taxable year. The elec- 

tion shall apply to all losses of the qualified 
individual on deposits in the institution 
with respect to which an election is made, 
and section 166 (relating to bad debts) 
shall not apply to any loss with respect to 
which an election is made. 

(2) Time and manner of making the 

election. The election may be made by 
claiming such loss on the tax return for 

any taxable year in which a reasonable 
estimate of such loss can be made. If the 

qualified individual does not claim such 

loss on the tax return for that taxable year, 
the qualified individual may not subse- 

quently amend the tax return for that tax- 

able year to claim such loss for that taxable 

year. However, for a tax return filed with 

respect to a taxable year beginning after 
December 31, 1982, but before January 

1, 1986, the qualified individual may sub- 

sequently (before the expiration of the 
period prescribed for filing a claim for 
credit or refund) amend the tax return for 
that taxable year to claim such loss for 
that taxable year. 

(3) Revocability of the election. This 
election may be revoked only with the 
consent of the Commissioner. 

(g) Elections with respect to certain 
bonds. The elections under Act section 
1301(b) (Code sections 141(b)(9), 
142(d)(1), 142(d)(4)(B), 143(k)(9)(D)(iii), 
145(d), and 147(b)(4)(A)) must be made 
in the bond indenture or a related docu- 
ment (as defined in ill. 103 — 13(b)(8)) on 
or before the date of issue. With respect 
to obligations issued on or before March 
9, 1987, these elections must be made on 
or before March 9, 1987, and need not be 
made in the bond indenture or a related 
document, but must be made in writing 
and retained as part of the issuer's books 
and records. 

(h) Revocation of the election for ex- 

emption from social security taxes by cer- 
tain clergy — {1) in general. This paragraph 
applies to the election under Act section 
1704(b) to revoke an election under sec- 
tion 1402(e)(1) of the Code by a duly or- 
dained, commissioned, or licensed minister 

of a church, a member of a religious order 
(other than a member of a religious order 
who has taken a vow of poverty as a mem- 

ber of such order), or a Christian Science 
practitioner. Only elections which are ef- 
fective for the taxable year containing Oc- 
tober 22, 1986 may be revoked under this 

paragraph. 

(2) Time for revoking the election. The 
election shall be revoked by filing Form 
2031 before the date on which the indi- 

vidual becomes entitled to benefits under 
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sections 202(a) or 223 of the Social Se- 
curity Act (without regard to sections 
202(j)(1) or 223(b) of such Act), and no 
later than the due date of the Federal in- 
come tax return (including any extension 
thereof) for the individual's first taxable 
year beginning after October 22, 1986. 

(3) Mannerofrevoking theelection. To 
revoke an election under section 
1402(e)(1), the individual shall file Form 
2031 in accordance with the instructions 
accompanying that form. The revocation 
shall be made effective, as designated by 
the individual on the form, either with 

respect to the individual's first taxable year 
ending on or after October 22, 1986, or 
with respect to the individual's first tax- 
able year beginning after October 22, 1986. 

(4) Special rules for payment of self- 
employment tares with respect to certain 
taxable years ending on or after October 
22, 1986 — (i) Elections filed after the due 
date of the Federal income tax return. If 
Form 2031 is filed on or after the due date 
of the Federal income tax return (includ- 

ing any extension thereof) for the indi- 

vidual's first taxable year ending on or 
after October 22, 1986, and the election 
made therein is effective with respect to 
that taxable year, Form 2031 shall be ac- 
companied by an amended Federal in- 

come tax return for such taxable year 
together with payment in full of an amount 

equal to the total of the taxes that would 

have been imposed by section 1401 of the 
Code with respect to all of the individual's 

income derived in that taxable year which 

would have constituted net earnings from 
self-employment for purposes of chapter 
2 of subtitle A of the Code (notwithstand- 

ing paragraph (4) or (5) of section 1402(c)) 
but for the exemption under section 
1402(e)(1). 

(ii) Elections filed before the due date 

of the Federal income rax return. If Form 
2031 is filed before the due date of the 
Federal income tax return (including any 

extension thereof) for the individual's first 

taxable year ending on or after October 

22, 1986, and the election is effective with 

respect to that taxable year, payment in 

full of an amount equal to the total of the 

taxes that would have been imposed by 

section 1401 of the Code with respect to 

all of the individual's income derived in 

that taxable year which would have con- 

stituted net earnings from self-employ- 

ment for purposes of chapter 2 of subtitle 

A of the Code (notwithstanding para- 

graph (4) or (5) of section 1402(c)) but 

for the exemption under section 1402(e)(1) 
shall be made: 

(A) In the case of Forms 2031 that are 

filed on or before the date on which the 

individual's Federal income tax return for 

such first taxable year is filed, with the 

individual's Federal income tax return for 

such taxable year; and 

(B) In the case of Forms 2031 that are 

filed after the date on which the individ- 

ual's Federal income tax return for such 

first taxable year is filed, with an amended 

Federal income tax return for that taxable 

year filed on or before the due date for 

the individual's Federal income tax return 

(including any extension thereof) for such 

taxable year. 

(iii) Interest on amounts paid after the 

due date of the Federal income rax return. 

If any amount of tax imposed by section 

1401 for an individual's taxable year with 

respect to which an election under this 

paragraph (h) is effective is paid after the 

due date of the individual's Federal in- 

come tax return (without regard to ex- 

tensions) for such taxable year, interest 
will be assessed on such tax from the due 

date of such return (without regard to ex- 

tensions) to the date on which such tax is 

paid. 

(5) Revocability of the revocation of the 

election. Once having filed Form 2031, the 
individual may not thereafter file an ap- 

plication for an exemption under section 

1402(e)(1). 
(6) Effective date of this provision. This 

provision shall apply with respect to re- 
muneration received in the taxable years 

for which the individual designates the re- 
vocation to be effective, as described in 

paragraph (h)(3) of this section, and with 

respect to monthly insurance benefits pay- 
able under title II of the Social Security 
Act on the basis of the wages and self- 

employment income of any individual for 
months in or after the calendar year in 

which such individual's application for re- 
vocation is effective (and lump-sum death 
payments payable under such title on the 
basis of such wages and self-employment 
income in the case of deaths occurring in 

or after such calendar year). 

(i) Revocation of the election for ex- 

emption from social security taxes by cer- 
tain churches or qualified church-controlled 

organizations — (1) In general. This par- 

agraph applies to the election under Act 
section 1882 (Code section 3121(w)(2)) to 
revoke an election under section 3121(w) 
by a church or qualified church-controlled 
organization (as defined in section 
3121(w)(3)). 

(2) Time and manner of revoking the 
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election. The revocation described in this 

paragraph (i) shall be made by filing a 
Form 941 on or before the due date for 

filing Form 941 (without regard to exten- 

sions) for the first quarter for which the 
revocation is to be effective, accompanied 

by payment in full of the taxes that would 

be due for that quarter had there been no 

election under section 3121(w). See par- 

agraph (i)(4) of this section for the effec- 
tive date of revocations made under this 

paragraph (i). 
(3) Revocability of the revocation of the 

election. Once an election under section 
3121(w) is revoked under this paragraph 

(i), a new election under section 3121(w) 
may not be made. 

(4) Effective date of this paragraph. A 
revocation made under this paragraph (i) 
shall be effective for the quarter of the 
calendar year covered by the Form 941 
on which the revocation is made in ac- 
cordance with paragraph (i)(2) of this sec- 
tion and all subsequent quarters. However, 
no revocation shall be effective prior to 
January 1, 1987 unless such electing church 
or church-controlled organization had 
withheld and paid over all employment 
taxes due, as if such election had never 
been in effect, during the period from the 
effective date of the election being re- 
voked through December 31, 1986. 

(j) Additional information required. 
Later regulations or revenue procedures 
issued under provisions of the Code or 
Act covered by this section may require 
the furnishing of information in addition 
to that which was furnished with the state- 
ment of election described in this section. 
In such event, the later regulations or rev- 
enue procedures will provide guidance with 

respect to the furnishing of such addi- 
tional ir formation. (26 U. S. C. 7805). 

CONTROL NUMBER UNDER THE 
PAPERWORK REDUCTION ACT 

(26 CFR Part 602) 

Paragraph 3. The authority for Part 602 
continues to read as follows: 

Authority: 26 U. S. C. 7805. 
Paragraph 4. Section 602. 101(c) is 

amended by inserting in the appropriate 
place in the table "5h. 5. . . [1545 — 0982]". 

There is need for immediate guidance 
with respect to the provisions contained 
in this Treasury decision. For this reason, 
it is found impractical to issue this Treas- 
ury decision with notice and public pro- 
cedure under subsection (b) of section 553 
of Title 5 of the United States Code' or 
subject to the effective date limitation of 
subsection (d) of that section. 
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LAWRENCE B. GIBBS, 
Commissioner of 

Internal Revenue. 

Approved January 13, 1987. 

O. DONALDSON CHAPOTON, 

Acting Assistant Secretary 

of the Treasury. 

(Filed by the Office of the Federal Register on Feb- 
ruary 4, 1987, 8;45 a. m. , and published in the issue 
of the Federal Register for February 5, 1987, 52 
F. R. 3623) 

26 CFR 301. 7805-1: Rules and regulations. 

Effective date related to advance rulings on in- 

stallment method for dealers in personal property. 
See Rev. Proc. 87-29, page 771. 

26 CFR 301. 7805-1: Rules and regulations 

For effective date related to a change from a method 

of reporting income from sales on the installment plan. 

See Rev. Proc. 87-30, page 774. 

26 CFR 301. 7805-1: Rules and regulations. 

Nonretroactive application of Rev. Rul. revoking 

Rev. Rul. 76-66, 1976-1 C. B. 189, relating to the 

sourcing of earnings of a hockey player who is a res- 

ident and citizen of Canada who plays for and is paid 

by a United States hockey club. See Rev. Rul. 87- 
38, page 176. 

26 CFR 301. 7805-1: Rules and regulations. 

The effective date for installment sale reporting of 
personal property sold under a dealer's plan. See Rev. 
RuL 87-48, page 145. 

Subchapter C. — Provisions Anectina More 
Than One Subtitle 

Sefion 7872;Treatment ef Leans wRh 

Below-market Interest Rates 

Federal short-term, mid-term, and long-term rates 
are set forth for the month of February 1987. See 
Rev. Rul. 87-11, page 253. 

Federal short-term, mid-term, aod long-term rates 
are set forth for the month of March 1987. See Rev. 
Rul. 87-16, page 254. 

Federal short-term, raid-term, and long-term rates 
are set forth for the month of May 1987. See Rev. 
Rul. 87-33, page 255. 

Federal short-term, mid-term, and long-term rates 
are set forth for the month of June 1987. See Rev. 
Rul. 87-42, page 256. 
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Part II. Treaties and Tax Legislation 
Subpart A. — Tax Conventions 

Section BB4. — Income ANectetl by Treaty 

26 CFR I. B94-1: Income Affected by Treaty. 
(A/so Parr I, Sections I44I, 3402 and Part II, United 
States Tas Conventions with Belgium, Peoples Re- 
public of China, Cyprus, Egypt, Finland, France, Ice- 
hrnd, lapan, Korea, Morocco, Netherlands, Norway, 
Pakistan, Philippines, Poland, Romania, and Trini- 
dad and Tobago. l 

Rev. Proc. B7-B 

SECTION 1. PURPOSE 

Alien students at United States uni- 

versities and other educational institu- 
tions who receive compensation for services 
performed for a limited time are exempt 
from United States income tax on such 
compensation if an applicable tax treaty 
so provides and if the requirements of the 
treaty are met. These requirements in- 

clude a maximum dollar amount per tax- 
able year for which an exemption may be 
claimed. The purpose of this revenue pro- 
cedure is to inform withholding agents what 
information they must obtain in order to 
rely on an alien's claim for exemption from 
withholding under an income tax treaty 
to which the United States is a party. 

This revenue procedure is intended to 
describe the circumstances under which a 
withholding agent may ensure that he will 

not be liable for failure to withhold and 

pay over federal tax on compensation paid 
to an alien student. It is not intended to 
prescribe conditions under which an alien 
is eligible for a treaty exemption. An al- 
ien's eligibility for a treaty exemption is 
a factual question to be determined under 
the circumstances of each case. 

SEC. 2; SCOPE 

This revenue procedure applies to stu- 
dent's exemptions claimed under the in- 

dicated articles of the tax treaties between 
the United States and the following coun- 
tries: 

Belgium (Article 21) 
Peoples Republic of China (Article 20) 
Cyprus (Article 21) 
Egypt (Article 23) 
Finland (Article 21) 
France (Article 18) 
Iceland (Article 22) 
Japan (Article 20) 
Korea (Article 21) 
Morocco (Article 18) 
Netherlands (Article XVIII) 
Norway (Article 16) 
Pakistan (Article (XIII) 

Philippines (Article 22) 
Poland (Article 18) 
Romania (Article 20) 
Trinidad and Tobago (Article 19) 

SEC. 3. EFFECT 

In general, if a nonresident alien stu- 

dent supplies to the payor of compensa- 
tion for services the information prescribed 

in section 5 of this revenue procedure in 

the form prescribed in section 4 of this 

revenue procedure, the payor will not be 
liable as a withholding agent under either 
section 1441 or section 3402 of the Inter- 
nal Revenue Code for failure to withhold 
and pay over federal income tax on com- 
pensation for such services. This rule will 

not apply if the payor actually knows or 
reasonably should know that the alien is 
not eligible for the treaty exemption, as 
discussed in section 6 of this revenue pro- 
cedure. 

SEC. 4. FORM TO BE SUBMITTED 

Sections 1441 and 3402 of the Code re- 
quire the payor of compensation for per- 
sonal services to withhold and pay over 
federal taxes on such payments. Section 
894 provides that, to the extent required 
by any treaty obligation of the United 
States, income of any kind shall not be 
included in gross income and shall be ex- 
empt from taxation. 

Aliens receiving compensation claimed 
to be exempt under a treaty must inform 
the payor of the grounds for their claim 

by submitting Form 8233 (in duplicate if 
the compensation is wages). The Form 
8233 must contain sufficient facts to justify 
the claim for exemption. A separate Form 
8233 must be filed for each taxable year. 

To meet the requirements of this rev- 
enue procedure, the alien must file Form 
8233 completed in accordance with the 
instructions to that form. The Form 8233 
must contain the specific representations 
described in section 5 of this revenue pro- 
cedure for the country under whose treaty 
the alien claims exemption. 

SEC. 5. STATEMENTS REI}VIREO IN FORM 

8233 

. 01 In general. The subsections of this 
section list the statements that must be 
contained in Form 8233 for exemptions 
claimed under each treaty article listed in 
section 2. Where more than one country 
is listed in the heading of a subsection, 

the requirements of that subsection are 
identical for each country listed. 

For most treaties, the alien must make 
representations about the date of his ar- 
rival in the United States. In many cases, 
whether the alien meets the residency and 
time limitations of the treaty is deter- 
mined with reference to this date. In this 
revenue procedure, the date of the alien's 
arrival in the United States means the date 
of his last arrival in the United States be- 
fore beginning study at a United States 
university or other educational institu- 
tion. 

. 02 Belgium, Iceland, Japan, Korea, 
Norway, Poland, and Romania. 

l. I was a resident of [insert 
the name of the country under whose treaty 
the alien claims exemption] on the date 
of my arrival in the United States. I am 
not a United States citizen. I have not 
been lawfully accorded the privilege of 
residing permanently in the United States 
as an immigrant. 

2. I am temporarily present in the 
United States for the primary purpose of 
studying at [insert the name of 
the university or other recognized edu- 
cational institution at which the alien 
studies]. 

3. I will receive compensation for per- 
sonal services performed in the United 
States. This compensation qualifies for 
exemption from withholding of federal in- 

come tax under the tax treaty between the 
United States and [insert the 
name of the country under whose treaty 
the alien claims exemption] in an amount 
not in excess of $2000 for any taxable year. 
I have not previously claimed an income 
tax exemption under this treaty for in- 

come received as a teacher, researcher, 
or student before the date of my arrival 

in the United States. 

4, I will be present in the United States 
only for such period of time as may be 
reasonably or customarily required to ef- 
fectuate the purpose of this visit. 

5. I arrived in the United States on 
[insert the date of the alien's last 

arrival in the United States before begin- 

ning study at the United States educa- 
tional institution]. The treaty exemption 
is available only for compensation paid 

during a period of five taxable years be- 

ginning with the taxable year that includes 

my arrival date, 
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. 03 Finland, France, Netherlands, and 
Trinidad and Tobago. 

1. I was a resident of [insert 
the name of the country under whose treaty 
the alien claims exemption] on the date 
of my arrival in the United States. I am 
not a United States citizen. I have not 
been lawfully accorded the privilege of 
residing permanently in the United States 
as an immigrant. 

2. I am temporarily present in the 
United States for the primary purpose of 
studying at [insert the name of 
the university or other accredited edu- 
cational institution at which the alien 
studies]. 

3. I will receive compensation for per- 
sonal services performed in the United 
States. This compensation qualifies for 
exemption from withholding of federal in- 
come tax under the tax treaty between the 
United States and [insert the 
name of the country under whose treaty 
the alien claims exemption] in an amount 
not in excess of $2000 for any taxable year. 
I have not previously claimed an income 
tax exemption under this treaty for in- 
come received as a teacher, researcher, 
or student before the date of my arrival 
in the United States. 

4. I will be present in the United States 
only for such period of time as may be 
reasonably or customarily required to ef- 
fectuate the purpose of this visit. 

5. I arrived in the United States on 
[insert the date of the alien's last 

arrival in the United States before begin- 
ning study at the United States educa- 
tional institution]. The treaty exemption 
is available only for compensation paid 
during a period of five years taxable years. 

. 04 Peoples Republic of China. 
1. I was a resident of the Peoples Re- 

public of China on the date of my arrival 
in the United States. I am not a United 
States citizen. I have not been lawfully 
accorded the privilege of residing per- 
manently in the United States as an im- 

migrant. 
2. I am present in the United States 

solely for the purpose of my education or 
training. 

3. I will receive compensation for per- 
sonal services performed in the United 
States. This compensation qualifies for 
exemption from withholding of federal in- 

come tax under the tax treaty between the 
United States and the Peoples Republic 
of China in an amount not in excess of 
$5000 for any taxable year. 

4. I arrived in the United States on 
[insert the date of the alien's last 

arrival in the United States before begin- 
ning study or training]. I am claiming this 

exemption only for such period of time as 
is reasonably necessary to complete the 
education or training. 

. 05 Cyprus. 
1. I was a resident of Cyprus on the 

date of my arrival in the United States. I 
am not a United States citizen. I have not 
been lawfully accorded the privilege of 
residing permanently in the United States 
as an immigrant. 

2. I am temporarily present in the 
United States for the primary purpose of 
studying at [insert the name of 
the university or other recognized edu- 

cational institution at which the alien 

studies]. 
3. I will receive compensation for per- 

sonal services performed in the United 
States. This compensation qualifies for 
exemption from withholding of federal in- 

come tax under the tax treaty between the 
United States and Cyprus in an amount 
not in excess of $5000 for any taxable year. 
I have not previously claimed an income 
tax exemption under that treaty for in- 

come received as a student before the date 
of my arrival in the United States. 

4. I arrived in the United States on 
[insert the date of the alien's last 

arrival in the United States before begin- 
ning study at the United States educa- 
tional institution]. The treaty exemption 
is available only for compensation paid 
during a period of five taxable years be- 
ginning with the taxable year that includes 
my arrival date, and for such additional 
period of time as is necessary to complete, 
as a full-time student, educational re- 
quirements as a candidate for a postgrad- 
uate or professional degree from a 
recognized educational institution. 

. 06 Egypt. 
1. I was a resident of Egypt on the date 

of my arrival in the United States. I am 
not a United States citizen. I have not 
been lawfully accorded the privilege of 
residing permanently in the United States 
as an immigrant. 

2. I am temporarily present in the 
United States for the primary purpose of 
studying at [insert the name of 
the university or other recognized edu- 
cational institution at which the alien 
studies]. 

3. I will receive compensation for per- 
sonal services performed in the United 
States. This compensation qualifies for 
exemption from withholding of federal in- 
come tax under the tax treaty between the 
United States and Egypt in an amount not 

in excess of $3000 for any taxable year. I 
have not previously claimed an income 
tax exemption under that treaty for in- 

come received as a teacher, researcher, 
or student before the date of my arrival 

in the United States. 
4. I will be present in the United States 

only for such period of time as may be 
reasonably or customarily required to ef- 
fectuate the purpose of this visit. 

5. I arrived in the United States on 
[insert the date of the alien's last 

arrival in the United States before begin- 

ning study at the United States educa- 
tional institution]. The treaty exemption 
is available only for compensation paid 
during a period of five taxable years be- 

ginning with the taxable year that includes 

my arrival date, and for such period of 
time as is necessary to complete, as a full- 

time student, educational requirements as 
a candidate for a postgraduate or profes- 
sional degree from a recognized educa- 
tional institution. 

. 07 Morocco. 
1. I was a resident of Morocco on the 

date of my arrival in the United States. I 
am not a United States citizen. I have not 
been lawfully accorded the privilege of 
residing permanently in the United States 
as an immigrant. 

2. I am temporarily present in the 
United States for the primary purpose of 
studying at [insert the name of 
the university or other recognized edu- 
cational institution at which the alien 
studies]. 

3. I will receive compensation for per- 
sonal services performed in the United 
States. This compensation qualifies for 
exemption from withholding of federal in- 
come tax under the tax treaty between the 
United States and Morocco in an amount 
not in excess of $2000 for any taxable year. 
I have not previously claimed an income 
tax exemption under that treaty for in- 

come received as a student before the date 
of my arrival in the United States. 

4. I arrived in the United States on 
[insert the date of the alien's last 

arrival in the United States before begin- 
ning study at the United States educa- 
tional institution]. The treaty exemption 
is available only for compensation paid 
during a period of five taxable years, be- 
ginning with the taxable year that includes 

my arrival date. 
. 08 Pakistan. 
1. I am a resident of Pakistan. I am not 

a United States citizen. I have not been 
lawfully accorded the privilege of residing 
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permanently in the United States as 'an 

immigrant. 
2. I am temporarily present in the 

United States solely as a student at 
[insert the name of the recog- 

nized university, college or school in the 
United States at which the alien studies]. 

3. I will receive compensation for per- 
sonal services performed in the United 
States. This compensation qualifies for 
exemption from withholding of federal in- 
come tax under the tax treaty between the 
United States and Pakistan in an amount 
not in excess of $5000 for any taxable year. 

. 09 Philippines. 
1. I was a resident of the Philippines 

on the date of my arrival in the United 
States. I am not a United States citizen. 
I have not been lawfully accorded the 
privilege of residing permanently in the 
United States as an immigrant. 

2. I am temporarily present in the 
United States for the primary purpose of 
studying at [insert the name of 
the university or other recognized edu- 
cational institution at which the alien 
studies]. 

3. I will receive compensation for per- 
sonal services performed in the United 
States. This compensation qualifies for 
exemption from withholding of federal in- 

come tax under the tax treaty between the 
United States and the Philippines in an 
amount not in excess of $3000 for any 
taxable year. I have not previously claimed 
an income tax exemption under that treaty 
for income received as a teacher, re- 
searcher, or student before the date of my 
arrival in the United States. 

4. I will be present in the United States 
only for such period of time as may be 
reasonably or customarily required to ef- 
fectuate the purpose of this visit. 

5. I arrived in the United States on 
[insert the date of the alien's last 

arrival in the United States before begin- 

ning study at the United States educa- 
tional institution]. The treaty exemption 
is available only for compensation paid 
during a period of five taxable years be- 

ginning with the taxable year that includes 

my arrival date. 

SEC. 6. EXCEPTION FOR KNOWLEDGE OF 

CONTRARY FACTS 

In general, a withholding agent may 

rely on a Form 8233 that is completed in 

accordance with sections 4 and 5 of this 

revenue procedure. Such reliance is not 
reasonable, however, and the protection 
afforded by section 3 of this revenue pro- 

cedure will not apply, if the agent actually 

knows that the alien is not eligible for the 

treaty exemption or actually knows or 
reasonably should know that a statement 

made by the alien on Form 8233 is false 

for any part of the period during which 

the alien claims the exemption. For ex- 

ample, if an alien claims an exemption for 
a period of time, or for an amount, in 

excess of that prescribed in section 5 for 
the applicable treaty, reliance on this rev- 

enue procedure would be unreasonable. 

SEC. 7. PRNATE RULINGS 

This revenue procedure is intended to 
provide clear rules for aliens and with- 

holding agents on how to ensure that the 

payor of compensation to an alien student 
claiming exemption from tax under a treaty 
will not be liable for failure to withhold 

and pay over tax on such compensation. 
Therefore, the Internal Revenue Service 
will no longer issue rulings on whether 
compensation paid to an alien student for 
services performed in the United States 
is exempt from withholding and from fed- 
eral income taxes under the terms of one 
of the treaties listed in section 2 of this 
revenue procedure, if the alien can truth- 

fully make the representations required 

by this revenue procedure for the treaty 
under which he claims exemption. 

Secbon 894;Income Affected by Treaty 

26 CFR 1. 894 — I: Income Affecred by Treary. 
(A/so Pan I, Sections 1441, 3402 and Pan II, United 

States Taz Convennons with Austria, Belgium, Peo- 
ples Republic of China, Denmark, Egypt, Federal Re- 

public of Germany, Finland, France, Greece, Hungary, 
Iceland, Ireland, Italy, Jamaica, Japan, Korea, Luz- 
embourg, Netherlands, Norway, Pakisran, Philip- 
pines, Poland, Romania, Sweden, Switzerland, Trinidad 

and Tobago, Union of Soviet Socialist Republics, and 
Uni red Kingdom. ) 

Rev. Proc. 87-9 

SECTION 1. PURPOSE 

Alien teachers and researchers who re- 
ceive compensation for teaching and re- 
search services performed for a limited 
time at a United States university or other 
institution are exempt from United States 
income tax on such compensation if an 
applicable tax treaty so provides and if 
the requirements of the treaty are met. 
The purpose of this revenue procedure is 
to inform withholding agents what infor- 
mation they must obtain in order to rely 
on an alien's claim for exemption from 
withholding under an income tax treaty 
to which the United States is a party. 

This revenue procedure is intended to 

describe the circumstances under which a 
withholding agent may ensure that he will 

not be liable for failure to withhold and 

pay over federal tax on compensation paid 
to an alien teacher or researcher. It is not 
intended to prescribe conditions under 
which an alien is eligible for a treaty ex- 
emption. An alien's eligibility for a treaty 
exemption is a factual question to be de- 
termined under the circumstances of each 
case. 

SEC. 2. SCOPE 

This revenue procedure applies to 
teacher's and researcher's exemptions 
claimed under the indicated articles of the 
tax treaties between the United States and 
the following countries: 

Austria (Article XII) 
Belgium (Article 20) 
Peoples Republic of China (Article 19) 
Denmark (Article XIV) 
Egypt (Article 22) 
Federal Republic of Germany (Article XII) 
Finland (Article 20) 
France (Article 17) 
Greece (Article XII) 
Hungary (Article 17) 
Iceland (Article 21) 
Ireland (Article XVIII) 
Italy (Article 20) 
Jamaica (Article 22) 
Japan (Article 19) 
Korea (Article 20) 
Luxembourg (Article XIII) 
Netherlands (Article XVII) 
Norway (Article 15) 
Pakistan (Article XII) 
Philippines (Article 21) 
Poland (Article 17) 
Romania (Article 19) 
Sweden (Article XII) 
Switzerland (Article XII) 
Trinidad and Tobago (Article 18) 
Union of Soviet Socialist Republics (Ar- 
ticle VI) 
United Kingdom (Article 20) 

SEC 3. EFFECT 

In general, if an alien teacher or re- 
searcher supplies to the payor of com- 

pensation for teaching or research services 

the information prescribed in section 5 of 
this revenue procedure in the form pre- 
scribed in section 4 of this revenue pro- 
cedure, the payor will not be liable as a 

withholding agent under either section 1441 

or section 3402 of the Internal Revenue 
Code for failure to withhold and pay over 

federal income tax on compensation for 
such services. This rule will not apply if 
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the payor actually knows or reasonably 
should know that the alien is not eligible 
for the treaty exemption, as discussed in 
section 6 of this revenue procedure. 

SEC. 4. FORM TO BE SUBMITTED 

Sections 1441 and 3402 of the Code re- 
quire the payor of compensation for per- 
sonal services to withhold and pay over 
federal tax on such payments. Section 894 
provides that, to the extent required by 
any treaty obligation of the United States, 
income of any kind shall not be included 
in gross income and shall be exempt from 
taxation, 

Aliens receiving compensation claimed 
to be exempt under a treaty must inform 
the payor of the grounds for their claim 
by submitting Form 8233 (in duplicate if 
the compensation is wages). The Form 
8233 must contain sufficient facts to justify 
the claim for exemption. A separate Form 
8233 must be filed for each taxable year. 

To meet the requirements of this rev- 
enue procedure, the alien must file Form 
8233 completed in accordance with the 
instructions to that form. The Form 8233 
must contain the specific representations 
described in Section 5 of this revenue pro- 
cedure for the country under whose treaty 
the alien claims exemption. 

SEC. S. STATEMENTS REQUIRED IN FORM 

8233 

. 01 ln general. The subsections of this 
section list the statements that must be 
contained in Form 8233 for exemptions 
claimed under each treaty. article listed in 

section 2. Where more than one country 
is listed in the heading of a subsection, 
the requirements of that subsection are 
identical for each country listed. 

For each treaty, the alien must make 
representations about the date of his ar- 
rival in the United States. In many cases, 
whether the alien meets the residency and 
time limitations of the treaty is deter- 
mined with reference to this date. In this 
revenue procedure, the date of the alien's 

arrival in the United States means the date 
of his last arrival in the United States be- 
fore beginning the teaching, research, or 
similar services for which exemption is 

claimed. 
. 02 Austria, Denmark, Federal Repub- 

lic of Germany, Ireland, Pakistan, and 
Switzerland. 

1. I am a resident of [insert 
the name of the country under whose treaty 
the alien claims exemption]. I am not a 
United States citizen. I have not been law- 

fully accorded the privilege of residing 

permanently in the United States as an 

immigrant. 

2. I am a professor or teacher visiting 

the United States for the purpose of 
teaching at [insert the name of 
the educational institution at which the 
alien teaches], which is a recognized ed- 

ucational institution. I will receive com- 

pensation for my teaching activities. 

3. The teaching compensation re- 
ceived during the entire taxable year (or 
during the period from to ) 
qualifies for exemption from withholding 

of federal tax under the tax treaty be- 
tween the United States and 

[insert the name of the country under 
whose treaty the alien claims exemption]. 
I have not previously claimed an income 
tax exemption under this treaty for in- 

come received as a teacher or student be- 
fore the date of my arrival in the United 
States. 

4. I arrived in the United States on 
[insert the date of the alien's last 

arrival into the United States before be- 
ginning the teaching services for which 

exemption is claimed], The treaty exemp- 
tion is available only for compensation 
paid during a period of two years begin- 
ning on that date. 

. 03 Egypt, Hungary, Korea, Philip- 
pines, Poland, and Romania. 

1. I was a resident of [insert 
the name of the country under whose treaty 
the alien claims exemption) on the date 
of my arrival in the United States. I am 
not a United States citizen. I have not 
been lawfully accorded the privilege of 
residing permanently in the United States 
as an immigrant. 

2. I have accepted an invitation by the 
United States government (or by a polit- 
ical subdivision or local authority thereof), 
or by a university or other recognized ed- 
ucational institution in the United States, 
to come to the United States for a period 
not expected to exceed two years for the 
purpose of teaching or engaging in re- 
search at [insert the name of the 
educational institution], which is a rec- 
ognized educational institution. I will re- 
ceive compensation for my teaching or 
research activities. 

3. The teaching or research compen- 
sation received during the entire taxable 
year (or for the portion of the year from 

to ) qualifies for exemption 
from withholding of federal tax under the 
tax treaty between the United States and 

[insert the name of the country 

under whose treaty the alien claims ex- 

emption]. I have not previously claimed 
an income tax exemption tax under this 

treaty for income received as a teacher, 
researcher, or student before the date of 
my arrival in the United States. 

4. Any research I perform will be un- 

dertaken in the public interest and not 
primarily for the private benefit of a spe- 
cific person or persons. 

5. I arrived in the United States on 
[insert the date of the alien's 

last arrival in the United States before 
beginning the teaching or research ser- 
vices for which exemption is claimed]. The 
treaty exemption is available only for 
compensation received during a period of 
two years beginning on that date. 

. 04 Belgium, Finland, Japan, and lVeth- 

erlands. 
1. I was a resident of [insert 

the name of the country under whose treaty 
the alien claims exemption] on the date 
of my arrival in the United States. I am 
not a United States citizen. I have not 
been lawfully accorded the privilege of 
residing permanently in the United States 
as an immigrant. 

2. I have accepted an invitation by the 
United States government, or by a uni- 

versity or other recognized educational 
institution in the United States, to come 
to the United States for the purpose of 
teaching or engaging in research at 

[insert the name of the educa- 
tional institution], which is a recognized 
educational institution. I will receive com- 
pensation for my teaching or research ac- 
tivities. 

3. The teaching or research compen- 
sation received during the entire taxable 
year (or during the portion of the year 
from to ) qualifies for ex- 
emption from withholding of federal tax 
under the tax treaty between the IJnited 
States and [insert the name of 
the country under whose treaty the alien 
claims exemption]. I have not previously 
claimed an income tax exemption under 
this treaty for income received as a teacher, 
researcher, or student before the date of 
my arrival in the United States. 

4. Any research I perform will be un- 

dertaken in the public interest and not 
primarily for the private benefit of a spe- 
cific person or persons. 

5. I arrived in the United States on 
[insert the date of the alien's last 

arrival in the United States before begin- 
ning the teaching or research services for 
which exemption is claimed]. The treaty 
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exemption is available only for compen- 
sation received during a period of two years 
beginning on that date. 

. 05 Iceland and Norway. 
1. I was a resident of [insert 

the name of the country under whose treaty 
the alien claims exemption] on the date 
of my arrival in the United States. I am 
not a United States, citizen. I have not 
been lawfully accorded the privilege of 
residing permanently in the United States 
as an immigrant. 

2. I have accepted an invitation by the 
United States government, or by a uni- 
versity or other recognized educational 
institution in the United States, to come 
to the United States for a period not ex- 
pected to exceed two years for the pur- 
pose of teaching or engaging in research 
at [insert the name of the edu- 
cational institution], which is a recognized 
educational institution. I will receive com- 
pensation for my teaching or research ac- 
tivities. 

3. The teaching or research compen- 
sation qualifies for exemption from with- 

holding of federal tax under the tax treaty 
between the United States and 
[insert the name of the country under 
whose treaty the alien claims exemption]. 
I have not previously claimed an income 
tax exemption under this treaty for in- 

come received as a teacher, researcher or 
student before the date of my arrival in 

the United States. 
4. Any research I perform will not be 

undertaken primarily for the private ben- 
efit of a specific person or persons. 

5. I arrived in the United States on 
[insert the date of the alien's last 

arrival in the United States before begin- 
ning the teaching or research services for 
which exemption is claimed]. The treaty 
exemption is available only for compen- 
sation received during a period of two years 
beginning on that date. 

. 06 Jamaica. 
1. I was a resident of Jamaica on the 

date of my arrival in the United States. I 
am not a United States citizen. I have not 
been lawfully accorded the privilege of 
residing permanently in the United States 
as an immigrant. 

2. I am visiting the United States for 
the purpose of teaching or conducting re- 
search for a period not expected to exceed 
two years at [insert the name of 
the educational institution at which the 
alien teaches or conducts research], which 

is a recognized educational institution. I 

will receive compensation for my teaching 
or research activities. 

3. The teaching or research compen- 
sation received during the entire taxable 

year (or during the period from to 

) qualifies for exemption from 
withholding of federal tax under the tax 

treaty between the United States and Ja- 
maica. I have not previously claimed an 

income tax exemption under that treaty 
for income received as a teacher, re- 
searcher, or student before the date of my 
arrival in the United States, 

4. I arrived in the United States on 
[insert the date of the alien's last 

arrival in the United States before begin- 
ning the teaching or research services for 
which exemption is claimed]. The treaty 
exemption is available only for compen- 
sation paid during a period of two years 
beginning on that date. 

. 07 Peoples Republic of China. 
1. I was a resident of the Peoples Re- 

public of China on the date of my arrival 
in the United States. I am not a United 
States citizen. I have not been lawfully 
accofded the privilege of residing per- 
manently in the United States as an im- 

migrant. 
2. I am visiting the United States for 

the purpose of teaching, giving lectures, 
or conducting research at [in- 
sert the name of the educational institu- 
tion or scientific research institution at 
which the alien teaches, lectures, or con- 
ducts research], which is an accredited ed- 
ucational institution or scientific research 
institution. I will receive compensation for 
my teaching, lecturing, or research activ- 
ities. 

3. The teaching, lecturing, or research 
compensation received during the entire 
taxable year (or during the period from 

to ) qualifies for exemption 
from withholding of federal tax under the 
tax treaty between the United States and 
the Peoples Republic of China. I have not 
previously claimed an income tax exemp- 
tion under that treaty for income received 
as a teacher, lecturer, researcher, or stu- 
dent before the date of my arrival in the 
United States. 

4. Any research I perform will be un- 

dertaken in the public interest and not 
primarily for the private benefit of a spe- 
cific person or persons. 

5. I arrived in the United States 
[insert the date of the alien's last 

arrival in the United States before begin- 
ning his teaching, lecturing, or research 
activities]. The treaty exemption is avail- 

able only for compensation received dur- 
ing a maximum aggregate period of three 
years. No exemption may be claimed for 
compensation received for teaching, lec- 
turing, or research performed before Jan- 
uary 1, 1987. 

. 08 France. 
1. I was a resident of France on the 

date of my arrival in the United States. I 
am not a United States citizen. I have not 
been lawfully accorded the privilege of 
residing permanently in the United States 
as an immigrant. 

2. I have accepted an invitation by the 
United States government or by a uni- 

versity or other accredited educational or 
research institution in the United States 
to come to the United States for the pur- 

pose of teaching or engaging in research 
at [insert the name of the edu- 
cational or research institution]„which is 
an accredited educational or research in- 

stitution. I will receive compensation for 
my teaching or research activities. 

3. The teaching or research compen- 
sation received during the entire taxable 
year (or during the period from to 

) qualifies for exemption from 
withholding of federal tax under the tax 
treaty between the United States and 
France. I have not previously claimed an 
income tax exemption under that treaty 
for income received as a teacher, re- 
searcher, or student before the date of my 
arrival in the United States. 

4. Any research I perform will be un- 
dertaken in the public interest and not 
primarily for the private benelit of a spe- 
cific person or persons. 

5. I arrived in the United States on 
[insert the date of the alien's last 

arrival in the United States before begin- 
ning the teaching or research services for 
which exemption is claimed]. The treaty 
exemption is available only for compen- 
sation received during a period of two years 
beginning on that date. 

. 09 Greece. 
1. I am a resident of Greece. I am not 

a United States citizen. I have not been 
lawfully accorded the privilege of residing 
permanently in the United States as an 

immigrant. 
2. I am a professor or teacher visiting 

the United States for the purpose of 
teaching at [insert the name of 
the other educational institution at which 

the alien teaches], which is an educational 
institution. I will receive compensation for 

my teaching activities. 

. 3. The teaching compensation re- 
ceived during the entire taxable year (or 
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during the period from to ) 
qualifies for exemption from withholding 
of federal tax under the tax treaty be- 
tween the United States and Greece. I 
have not previously claimed an income 
tax exemption under that treaty for in- 
come received as a teacher or student be- 
fore the date of my arrival in the United 
States. 

4. I arrived in the United States on 
[insert the date of the alien's last 

arrival in the United States before begin- 
ning the teaching services for which ex- 
emption is claimed]. The treaty exemption 
is available only for compensation re- 
ceived during a period of three years be- 
ginning on that date. 

. 10 Italy. 
1. I was a resident of Italy on the date 

of my arrival in the United States. I am 
not a United States citizen. I have not 
been accorded the privilege of residing 
permanently in the United States as an 
immigrant. 

2. I am a professor or teacher visiting 
the United States for the purpose of 
teaching or performing research at 

[insert the name of the educa- 
tional institution or medical facility at which 

the alien teaches or performs research], 
which is an educational institution or a 
medical facility primarily funded from 
governmental sources. I will receive com- 
pensation for my teaching or research ac- 
tivities. 

3. The compensation received during 
the entire taxable year (or during the pe- 
riod from to ) qualifies for 
exemption from withholding of federal tax 
under the tax treaty between the United 
States and Italy. I have not previously 
claimed an income tax exemption under 
that treaty for income received as a teacher, 
researcher, or student before the date of 
my arrival in the United States. 

4. Any research I perform will be un- 

dertaken in the general interest and not 
primarily for the private benefit of a spe- 
cific person or persons. 

5. I arrived in the United States on 

[insert the date of the alien's last 

arrival in the United States before begin- 

ning the teaching or research services for 
which exemption is claimed]. The treaty 
exemption is available only for compen- 
sation received during a period of two years 

beginning on that date. 
. 11 Luxembourg and Sweden. 

1. I am a resident of [insert 
the name of the country under whose treaty 
the alien claims exemption]. I am not a 

United States citizen. I have not been law- 

fully accorded the privilege of residing 

permanently in the United States as an 

immigrant. 

2. I have accepted an invitation by 
[insert the name of the educa- 

tional institution where the alien teaches 
or engages in research], which is a rec- 

ognized educational institution, to come 
to the United States for the purpose of 
teaching or engaging in research at that 

institution. I will receive compensation for 

my teaching or research activities. 

3. The teaching or research compen- 
sation received during the entire taxable 

year (or during the period from to 

) qualifies for exemption from 
withholding of federal tax under the tax 
treaty between the United States and 

[insert the name of the country 
under whose treaty the alien claims ex- 

emption]. I have not previously claimed 
an income tax exemption under that treaty 
for income received as a teacher, re- 
searcher, or student before the date of my 
arrival in the United States. 

4. Any research I perform will not be 
carried on for the benefit of any person 
using or disseminating the results for pur- 

poses of profit. 
5. I arrived in the United States on 

[insert the date of the alien's last 
arrival in the United States before begin- 

ning the teaching or research services for 
which exemption is claimed]. The treaty 
exemption is available only for compen- 
sation received during a period of two years 
beginning on that date. 

. 12 Trinidad and Tobago. 
1. I was a resident of Trinidad and To- 

bago on the date of my arrival in the United 
States. I am not a United States citizen. 
I have not been lawfully accorded the 
privilege of residing permanently in the 
United States as an immigrant. 

2. I have accepted an invitation by the 
United States government, or by a uni- 

versity or other educational institution in 
the United States, to come to the United 
States for the purpose of teaching or en- 

gaging in research at [insert the 
name of the educational institution], which 

is an educational institution approved by 
an appropriate governmental education 
authority. No agreement exists between 
the government of the United States and 
the government of Trinidad and Tobago 
for the provision of my services. I will 

receive compensation for my teaching or 
research services. 
3. The teaching or research compen- 

sation received during the entire taxable 
year (or for the period from to 

) qualifies for exemption from 
withholding of federal tax under the tax 
treaty between the United States and 
Trinidad and Tobago. I have not previ- 

ously claimed an income tax exemption 
under that treaty for income received as 
a teacher, researcher, or student before 
the date of my arrival in the United States. 

4. Any research I perform will be un- 

dertaken in the public interest and not 
primarily for the private benefit of a spe- 
cific person or persons. 

5. I arrived in the United States on 
[insert the date of the alien's last 

arrival in the United States before begin- 

ning the teaching or research services for 
which exemption is claimed]. The treaty 
exemption is available only for compen- 
sation received during a period of two years 
beginning on that date. 

. 13 Union of Soviet Socialist Repub- 
Iics. 

1. I am a resident of the Union of So- 
viet Socialist Republics. I am not a United 
States citizen. I have not been lawfully 

accorded the privilege of residing per- 
manently in the United States as an im- 

migrant. 

2. I have accepted an invitation by a 
governmental agency or institution in the 
United States, or by an educational or 
scientific research institution in the United 
States, to come to the United States for 
the purpose of teaching, engaging in re- 
search, or participating in scientific, tech- 
nical, or professional conferences at 

[insert the name of the govern- 
mental agency or institution, educational 
or scientific institution, or organization 
sponsoring a professional conference], 
which is a governmental agency or insti- 

tution, an educational or scientific insti- 
tution, or an organization sponsoring a 
professional conference. I will receive 
compensation for my teaching, research, 
or conference activities. 

3. The teaching, research, or confer- 
ence compensation received during the 
entire taxable year (or during the period 
from to ) qualifies for ex- 
emption from withholding of federal tax 
under the tax treaty between the United 
States and the Union of Soviet Socialist 
Republics. I have not previously claimed 
an income tax exemption under that treaty 
for income received as a teacher, re- 
searcher, conference participant, or stu- 
dent before the date of my arrival in the 
United States. 
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4. Any research I perform will not be 
ur4ertaken primarily for the benefit of a 
private person or commercial enterprise 
of the United States or a foreign trade 
organization of the Union of Soviet So- 
cialist Republics, unless the research is 

conducted on the basis of intergovern- 
mental agreements on cooperation. 

5. I arrived in the United States on 
[insert the date of the alien's last 

arrival in the United States before begin- 
ning the teaching, research, or conference 
services for which exemption is claimed]. 
The treaty exemption is available only for 
compensation received during a period of 
two years beginning on that date. 

. 14 United Kingdom. 
1. I was a resident of the United King- 

dom on the date of my arrival in the United 
States. I am not a United States citizen. 
I have not been accorded the privilege of 
residing permanently in the United States 
as an immigrant. 

2. I am a professor or teacher visiting 
the United States for a period of not more 
than two years for the purpose of teaching 
or engaging in research at [in- 
sert the name of the educational institu- 

tion], which is a recognized educational 
institution. I will receive compensation for 
my teaching or research activities. 

3. The teaching or research compen- 
sation received during the entire taxable 
year (or during the period from to 

) qualifies for exemption from 
withholding of federal tax under the tax 
treaty between the United States and the 
United Kingdom. I have not previously 
claimed an income tax exemption under 

that treaty for income received as a teacher, 
researcher, or student before the date of 
my arrival in the United States. 

4. Any reseach I perform will be un- 

dertaken in the public interest and not 
primarily for the benefit of any private 
person or persons. 

5. I arrived in the United States on 
[insert the date of the alien's last 

arrival in the United States before begin- 
ning the teaching or research services for 
which exemption is claimed]. The treaty 
exemption is available only for compen- 
sation received during a period of two years 

beginning on that date. The entire treaty 
exemption is lost retroactively if my stay 
in the United States exceeds two years. 

revenue procedure. Such reliance is not 
reasonable, however, and the protection 
afforded by section 3 of this revenue pro- 

cedure will not apply, if the agent actually 

knows that the alien is not eligible for the 

treaty exemption or actually knows or 
reasonably should know that a statement 

by the alien on Form 8233 is false for any 

part of the period during which the alien 

claims exemption. For example, if an al- 

ien claims an exemption for compensation 

paid by the withholding agent for a period 
of time in excess of that provided in sec- 
tion 5 for the applicable treaty, reliance 
on this revenue procedure would be un- 

reasonable. 
If an exemption claimed under the 

United Kingdom tax treaty is lost retro- 
catively because the alien's stay in the 
United States exceeds two years, liability 

for failure to withhold and pay over fed- 
eral tax will not be retroactively imposed 
on a withholding agent for any payment 
made at a time when the agent's reliance 
on the statement contained in Form 8233 
was reasonable. However, reliance on such 

statement is unreasonable if an alien 
cliaming an exemption under the United 
Kingdom treaty has a contract with the 
withholding agent under which it is ex- 
pected that the alien will remain in the 
United States for more than two years. 

SEC. 7. PRIVATE RULINGS 

This revenue procedure is intended to 
provide clear rules for aliens and with- 

holding agents on how to ensure that the 
payor of teaching, research, and similar 
compensation to an alien claiming ex- 
emption from tax under a treaty will not 
be liable for failure to withhold and pay 
over tax on such compensation. There- 
fore, the Internal Revenue Service will no 
longer issue rulings on whether compen- 
sation paid to an alien for teaching or re- 
search services performed in the United 
States for an educational or scientific in- 
stitution is exempt from withholding and 
from federal income tax under the terms 
of one of the treaties listed in section 2 of 
this revenue procedure, if the alien can 
truthfully make the representations re- 
quired by this revenue procedure for the 
treaty under which he claims exemption. 

Iceland, Korea, Morocco, the Netherlands, Norway, 
Pakistan, Philippines, Poland, Romania, and Trini- 
dad and Tobago. ) 

Japan; visiting scientists; National In- 
stitutes of Health (NIH). Payments made 
to visiting scientists and associates under 
the NIH Visiting Scientist and Visiting 
Associate programs are not exempt from 
federal tax under Article 20(1)(a) of the 
United States-Japan Income Tax Con- 
vention. Rev. Ruls. 80 — 36 and 80-98 am- 

plifie. 

Rev. Rul. 87~ 
ISSUE 

Are residents of Japan who receive 
payments from the National Institutes of 
Health ("NIH") under its Visiting As- 
sociate Program and its Visiting Scientist 
Program eligible for any exemption from 
federal income taxation under Article 
20(1)(a) of the United States-Japan In- 
come Tax Convention (the "Treaty" ), 
1973 — 1 C. B. 630? 

FACTS 

NIH maintains a Visiting Associate 
Program and a Visiting Scientist Program 
(the "Programs" ), through which it in- 
vites distinguished and talented scientists. 
from foreign countries (including Japan) 
to conduct health-related research at NIH 
for periods of up to four years. The Pro- 
grams are intended to foster the inter- 
national exchange of scientific information. 

NIH Manual Issuance 2300-320-2 (May 
8, 1978) (the "Manual" ) describes the 
contractual rights and obligations of Vis- 
iting Scientists and Visiting Associates. 
Section C(1) of the Manual provides that 
Visiting Scientists and Visiting Associates 
are required to perform services for NIH 
and will be treated as employees. Section 
C(4) provides that their level of compen- 
sation will be similar to that of Civil Ser- 
vice employees of NIH performing 
comparable services. Section C(5) pro- 
vides that they generally participate in the 
Social Security system, and are eligible for 
leave and benefits similar to those avail- 

able to Civil Service employees of NIH 
performing comparable services. 

SEC. 6. EXCEPTION FOR KNOWLEDGE OF 

CONTRARY FACTS 
LAW AND ANALYSIS 

United States-Japan Income Tax Convention 

In general, a withholding agent may 

rely on a Form 8233 that is completed in 

accordance with sections 4 and 5 of this 

1973-1 C. B. 630 
IAIso income tax conventions between the United States 
and Belgium, China, Cyprus, Egypt, Finland, France, 

Section 894(a) of the Internal Revenue 

Code of 1986 provides that income of any 

kind, to the extent required by any treaty 
obligation of the United States, is not in- 
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'eluded in gross income and is exempt from 
taxation. Article 20(1)(a)(iii) of the Treaty 
provides that an individual who is a res- 
ident of Japan at the beginning of a visit 
to the United States and who is tempo- 
rarily present in the United States for the 
primary purpose of studying or doing re- 
search as a recipient of a grant, allowance, 
or award from a governmental, religious, 
charitable, scientific, literary, or educa- 
tional institution is exempt from United 
States tax on amounts described in Article 
20(1)(b) for a period not exceeding five 
taxable years from the date of the indi- 
vidual's arrival in the United States. The 
amounts described in Article 20(1)(b) are: 
(i) gifts from abroad for the purpose of 
maintenance, education, study, research, 
or training; (ii) the grant, allowance, or 
award itself; and (iii) income from per- 
sonal services performed in the United 
States in an aggregate amount not in ex- 
cess of $2, 000 for any taxable year. 

Rev. Rul. 80 — 36, 1980 — 1 C. B. 366, ex- 
amined the difference between a Japa- 
nese citizen who performed research 
services for a United States foundation in 
what was "essentially an employment re- 
lationship" and one who performed re- 
search at a foundation as the recipient of 
a largely unrestricted grant. The ruling 
holds that amounts paid to the former in- 
dividual are compensation for services, not 
a "grant, allowance, or award" under Ar- 
ticle 20(1) of the Treaty, while amounts 
paid to the latter individual are a "grant, 
allowance, or award" under that article. 

Rev. Rul. 80 — 98, 1980 — 1 C. B. 368, sup- 
plemented by Rev. Rul. 83 — 11, 1983 — 1 

C. B. 367, applied the principles of Rev. 
Rul. 80-36 to amounts received by resi- 
dents of Japan under another NIH pro- 
gram, the Visiting Fellows Program. 
Section B(1) of the Manual provides that 
Visiting Fellows will not perform services 
for NIH and mII not be treated as em- 

ployees. They do not participate in the 
Social Security system and are not eligible 
for most benefits. There is no provision 
for stipend increases based on merit. The 
ruling holds that amounts paid under this 

program are exempt from federal income 
taxation as a "grant, allowance, or award" 

described in Article 20(1)(a)(iii) of the 
Treaty and the corresponding articles of 
similar treaties. 

Under the principles of Rev. Rul. 80- 
36, amounts received by Visiting Asso- 
ciates and Scientists under the Programs 
are compensation for services in what is 

essentially an employment relationship. 

The payments are not a "grant, allow- 

ance, or award" described in Article 
20(1)(a)(iii), and recipients of such 
amounts are therefore ineligible for any 

treaty benefits described in Article 20(1)(b) 
of the Treaty. 

HOLDING 

Residents of Japan who receive pay- 
ments from NIH under its Visiting Sci- 
entist and Visiting Associate programs are 
not eligible for any exemption from fed- 

eral income tax under Article 20(1)(a) of 
the Treaty. They are therefore subject to 
United States tax on afi income, including 
all amounts received from NIH, to the 
extent otherwise taxable under the Code 
and the Treaty. 

Tax treaties with the following coun- 
tries contain provisions that are identical 
with or substantially similar to Article 20 
of the Japanese Treaty: Belgium (Article 
21), China (Article 20), Cyprus (Article 
21), Egypt (Article 23), Finland (Article 
21), France (Article 18), Iceland (Article 
22), Korea (Article 21), Morocco (Article 
18), Netherlands (Article XVIII), Nor- 
way (Article 16), Pakistan (Article XIII), 
Philippines (Article 22), Poland (Article 
18), Romania (Article 20), and Trinidad 
and Tobago (Article 19). Therefore, res- 
idents of these countries who receive pay- 
ments from NIH under the Programs are 
not eligible for treaty exemptions as re- 
cipients of a grant, fellowship, or award. 
This revenue ruling does not address 
whether such persons are eligible for ex- 
emption under treaty provisions dealing 
with income received for teaching and re- 
search services. 

EFFECT ON OTHER REVENUE 
RULINGS 

Rev. Rul. 80 — 36, 1980 — 1 C. B. 366, and 
Rev. Rul. 80-98, 1980 — 1 C. B. 368, are 
amplified. 

UNITED STATES— 
NETHERLANDS INCOME TAX 
CONVENTION 

1950-1 C. B. 92 

Whether income derived from a cross- 
border U. S. dollar denominated interest 
rate swap is exempt from U. S. income 
tax. See Rev. Rul. 87-5, page 180. 

Subpart 8. — Legislation and 
Related Committee Reports 

Public Law 99-499 
99th Congress, H. R. 2005 
October 17, 1986 

An Act to extend and amend the Com- 
prehensive Environmental Response, 
Compensation, and Liability Act of 1980, 
and for other purposes. 

Section 1. Short Title and Table of Contents. 

This Act may be cited as the "Super- 
fund Amendments and Reauthorization 
Act of 1986. " 

TITLE V — AMENDMENTS OF THE 
INTERNAL REVENUE CODE OF 1986 

Sec. 501. Short Title. 

This title may be cited as the "Super- 
fund Revenue Act of 1986. " 

PART I-SUPERFUND ANO ITS REVENUE 

SOURCES 

Sec. 511. Extension of Environmental Taxes. 

(a) IN GENERAL. — Subsection (d) of 
section 4611 of the Internal Revenue Code 
of 1986 (relating to termination) is 
amended to read as follows: 

"(d) APPLICATION OF TAXES. — 
(1) IN GENERAL. — Except as pro- 

vided in paragraphs (2) and (3), the taxes 
imposed by this section shall apply after 
December 31, 1986, and before January 
1, 1992. 

(2) NO TAX IF UNOBLIGATED BALANCE 

IN FUND EXCEEDS $3, 500, 000, 000. — If on 
December 31, 1989, or December 31, 
1990— 

"(A) the unobligated balance in the 
Hazardous Substance Superfund exceeds 
$3, 500, 000, 000, and 

"(B) the Secretary, after consultation 
with the Administrator of the Environ- 
mental Protection Agency, determines that 
the unobligated balance in the Hazardous 
Substance Superfund, will exceed 
$3, 500, 000, 000 on December 31 of 1990 
or 1991, respectively, if no tax is imposed 
under section 59A, this section, and sec- 
tions 4661 and 4671, then no tax shall be 
imposed under this section during 1990 or 
1991, as the case may be. 

"(3) NO TAX IF AMOUNTS COLLECTED 

ExcEED $6, 650, 000, 000. — 
' Conference Report No. 99-962, page 383. 
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"(A) EsTIMATEs BY sEcRETARY. — Tile 
SecZetary as of the close of each calendar 
quarter (and at such other times as the 
Secretary determines appropriate) shall 
make an estimate of the amount of taxes 
which will be collected under section 59A, 
this section, and sections 4661 and 4671 
and credited to the Hazardous Substance 
Superfund during the period beginning 
January 1, 1987, and ending December 
31, 1991. 

"(B) TERMINATION IF $6, 650, 000, 000 
CREDITED BEFORE JANUARY 1, 1992. — If 
the Secretary estimates under subpara- 
graph (A) that more than $6, 650, 000, 000 
will be credited to the Fund before Jan- 
uary 1, 1992, no tax shall be imposed un- 
der this section after the date on which 
(as estimated by the Secretary) 
$6, 650, 000, 000 will be so credited to the 
Fund. " 

(b) TECHNICAL AMENDMENT. — Sec- 
tion 303 of the Comprehensive Environ- 
mental Response, Compensation, and 
Liability Act of 1980 is hereby repealed. 

(c) EFFECTIVE DATE. — The amend- 
ments made by this section shall take ef- 
fect on January 1, 1987. 

Sec. 512. Increase in Tax on Petroleum. 

(a) IN GENERAL. — Subsections (a) and 
(b) of section 4611 of the Internal Rev- 
enue Code of 1986 (relating to environ- 
mental tax on petroleum) are each 
amended by striking out "of 0. 79 cent a 
barrel" and inserting in lieu thereof' at 
the rate specified in subsection (c). " 

(b) INcREAsE IN TAx. — Section 4611 
of such Code is amended by redesignating 
subsections (c) and (d) as subsections (d) 
and (e), respectively, and by inserting after 
subsection (b) the following new subsec- 
tion: 

(c) RATE OF TAX. — 
(1) IN GENERAL. — Except as pro- 

vided in paragraph (2), the rate of the 
taxes imposed by this section is 8. 2 cents 
a barrel. 

"(2) IMPORTED PETROLEUM PROD- 

UCTS. — The rate of the tax imposed by 
subsection (a)(2) shall be 11, 7 cents a bar- 
rel. " 

(c) ALLOWANCE OF CREDIT FOR 
CRUDE OIL RETURNED TO PIPELINE. — 
Section 4612 of such Code (relating to 
definitions and special rules) is amended 

by redesignating subsection (c) as subsec- 
tion (d) and by inserting after subsection 

(b) the following new subsection: 

"(c) CREDIT WHERE CRUDE OIL 
RETURNED TO PIPELINE. — Under regu- 
lations prescribed by the Secretary, if an 

operator of a United States refinery— 

"(1) removes crude oil from a pipe- 

line, and 
"(2) returns a portion of such crude oil 

into a stream of other crude oil in the 
same pipeline, there shall be allowed as 
a credit against the tax imposed by section 
4611 to such operator an amount equal to 
the product of the rate of tax imposed by 

section 4611 on the crude oil so removed 

by such operator and the number of bar- 

rels of crude oil returned by such operator 
to such pipeline. Any crude oil so re- 

turned shall be treated for purposes of this 

subchapter as crude oil on which no tax 
has been imposed by section 4611, " 

(d) EFFECrIVE DATE. — The amend- 

ments made by this section shall take ef- 

fect on January 1, 1987. 

Sec. 513. Changes Relating to Tax on 

Certain Chemicals. 

(a) INcREAsE IN RATE oF TAx QN 

XYLENE. — The table contained in sub- 

section (b) of section 4661 of the Internal 
Revenue Code of 1986 (relating to tax on 
certain chemicals) is amended by adding 
at the end thereof the following new sen- 
tence: 

"For periods before 1992, the item re- 
lating to xylene in the preceding table shall 

be applied by substituting '10. 13' for 
\4 87'I 1) 

(b) EXEMPTION FOR EXPORTS OF 

TAXABLE CHEMICALS. — 
(1) Section 4662 of such Code (relating 

to definitions and special rules) is amended 
by redesignating subsection (e) as sub- 
section (f) and by inserting after subsec- 
tion (d) the following new subsection: 

"(e) EXEMPTION FOR EXPORTS OF 

TAXABLE CHEMICALS. — 
"(1) TAX FREE SALES. — 
"(A) IN GENERAL. — No tax shall be 

imposed under section 4661 on the sale 
by the manufacturer or producer of any 
taxable chemical for export, or for resale 
by the purchaser to a second purchaser 
for export. 

"(B) PROOF OF EXPORT REQUIRED. — 
Rules similar to the rules of section 4221(b) 
shall apply for purposes of subparagraph 
(A). 

"(2) CREDIT OR REFUND WHERE TAX 
PAID. — 

(A) IN GENERAL. — Except as pro- 
vided in subparagraph (B), if- 

"(i) tax under section 4661 was paid 
with respect to any taxable chemical, and 

"(ii)(I) such chemical was exported by 
any person, or 

"(II) such chemical was used as a ma- 
terial in the manufacture or production of 

a substance which was exported by any 
person and which, at the time of export, 
was a taxable substance (as defined in sec- 
tion 4672(a)), credit or refund (without 
interest) of such tax shall be allowed or 
made to the person who paid such tax. 

'(B) CONDITION TO ALLOWANCE. — No 
credit or refund shall be allowed or made 
under subparagraph (A) unless the per- 
son who paid the tax establishes that he- 

"(i) has repaid or agreed to repay the 
amount of the tax to the person who ex- 

ported the taxable chemical or taxable 
substance (as so defined), or 

"(ii) has obtained the written consent 
of such exporter to the allowance of the 
credit or the making of the refund. 

"(3) REGULATIGNs. — The Secretary 
shall prescribe such regulations as may be 
necessary to carry out the purposes of this 
subsection. " 

(2) Paragraph (1) of section 4662(d) of 
such Code (relating to refund or credit 
for certain uses) is amended— 

(A) by striking out "the sale of which 

by such person would be taxable under 
such section" and inserting in lieu thereof 
"which is, a taxable chemical, " and 

(B) by striking out "imposed by such 
section on the other substance manufac- 
tured or produced" and inserting in lieu 
thereof "imposed by such section on the 
other substance manufactured or pro- 
duced (or which would have been im- 

posed by such section on such other 
substance but for subsection (b) or (e) of 
this section). " 

(c) SPECIAL RULE FOR XYLENE. — 
Subsection (b) of section 4662 of such Code 
(relating to exceptions; other special rules) 
is amended by adding after paragraph (6) 
the following new paragraph: 

(7) SPECIAL RULE FOR XYLENE. — 
Except in the case of any substance im- 

ported into the United States or exported 
from the United States, the term 'xylene' 

does not include any separated isomer of 
xylene. " 

(d) EXEMPTION FOR CERTAIN RE- 
cYcLED CHEMIcALs. — Subsection (b) of 
section 4662 of such Code (relating to ex- 
ceptions; other special rules) is amended 
by adding after paragraph (7) the follow- 

ing new paragraph: 

(8) RECYCLED CHROMIUM, COBALT, 

AND NICKEL. — 
"(A) IN GENERAL. — No tax shall be 

imposed under section 4661(a) on any 
chromium, cobalt, or nickel which is di- 
verted or recovered in the United States 
from any solid waste as part of a recycling 
process (and not as part of the original 
manufacturing or production process). 
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' (B) EXEMPTION NOT TO APPLY WHILE 

CORRECTIVE ACTION UNCOMPLETED. — 
Subparagraph (A) shall not apply during 
any period that required corrective action 
by the taxpayer at the unit at which the 
recycling occurs is uncompleted. 

' (C) REQUIRED CORRECTIVE ACTION. — For purposes of subparagraph (B), re- 
quired cqrrective action shall be treated 
as uncompleted during the period- 

"(i) beginning on the date that the cor- 
rective action is required by the Admin- 
istrator or an authorized State pursuant 
to— 

"(I) a final permit under section 3005 
of the Solid Waste Disposal Act or a final 
order under section 3004 or 3008 of such 
Act, or 

"(II) a final order under section 106 of 
the Comprehensive Environmental Re- 
sponse, Compensation, and Liability Act 
of 1980, and 

"(ii) ending on the date the Adminis- 
trator or such State (as the case may be) 
certifies to the Secretary that such cor- 
rective action has been completed. 

"(D) SPECIAL RULE FOR GROUND- 

wATER TREATMENT. — In the case of cor- 
rective action requiring groundwater 
treatment, such action shall be treated as 
completed as of the close of the 10-year 
period beginning on the date such action 
is required if such treatment complies with 

the permit or order applicable under sub- 

paragraph (C)(i) throughout such period. 
The preceding sentence shall cease to ap- 
ply beginning on the date such treatment 
ceases to comply with such permit or or- 
der. 

"(E) SoLID wAsTE. — For purposes of 
this paragraph, the term 'solid waste' has 
the meaning given such term by section 
1004 of the Solid Waste Disposal Act, ex- 
cept that such term shall not include any 
byproduct, coproduct, or other waste from 

any process of smelting, refining, or oth- 
erwise extracting any metal. " 

(e) ExEMPTIQN FQR ANIMAL FEED 
SUBSTANCES. — 

(1) IN GENERAL. — Subsection (b) of 
section 4662 of such Code (relating to ex- 

ceptions; other special rules) is amended 

by adding after paragraph (8) the follow- 

ing new paragraph: 
'(9) SUBSTANCES USED IN THE 

PRODUCTION OF ANIMAL FEED. — 
"(A) IN GENERAL. — In the case of- 
"(i) nitric acid, 
"(ii) sulfuric acid, 
"(iii) ammonia, or 
"(iv) methane used to produce am- 

monia, which is a qualified animal feed 

substance, no tax shall be imposed under 
section 4661(a). 

'(B) QUALIFIED ANIMAL FEED SUB- 

sTANcE. — For purposes of this section, the 
term 'qualified animal feed substance' 

means any substance- 
"(i) used in a qualified animal feed use 

by the manufacturer, producer, or im- 

porter, 
"(ii) sold for use by any purchaser in 

a qualified animal feed use, or 
"(iii) sold for resale by any purchaser 

for use, or resale for ultimate use, in a 
qualified animal feed use. 

"(C) QUALIFIED ANIMAL FEED USE. — 
The term 'qualified animal feed use' means 

any use in the manufacture or production 
of animal feed or animal feed supple- 
ments, or of ingredients used in animal 

feed or animal feed supplements. 
"(D) TAXATION OF NONQUALIFIED 

sALE oR UsE. — For purposes of section 
4661(a), if no tax was imposed by such 
section on the sale or use of any chemical 

by reason of subparagraph (A), the 1st 
person who sells or uses such chemical 
other than in a sale or use described in 

subparagraph (A) shall be treated as the 
manufacturer of such chemical. " 

(2) REFUND OR CREDIT FOR SUB- 

STANCES USED IN THE PRODUCTION OF 

ANIMAL FEED. — Subsection (d) of section 
4662 of such Code (relating to refunds and 
credits with respect to the tax on certain 
chemicals) is amended by adding at the 
end thereof the following new paragraph: 

(4) USE IN THE PRODUCTION OF 
ANIMAL FEED. — Under regulations pre- 
scribed by the Secretary, if— 

"(A) a tax under section 4661 was paid 
with respect to nitric acid, sulfuric acid, 
ammonia, or methane used to produce 
ammonia, without regard to subsection 
(b)(9), and 

"(B) any person uses such substance 
as a qualified animal feed substance, then 
an amount equal to the excess of the tax 
so paid over the tax determined with re- 
gard to subsection (b)(9) shall be allowed 
as a credit or refund (without interest) to 
such person in the same manner as if it 
were an overpayment of tax imposed by 
this section. " 

(f) CERTAIN EXCHANGES BY TAX- 
PAYERS NOT TREATED As SALES. — Sub- 
section (c) of section 4662 of such Code 
(relating to use by manufacturers) is 
amended to read as follows: 

(c) UsE AND CERTAIN ExcHANGEs 
BY MANUFACTURER| ETC 

"(1) UsE TREATED As sALE. —, Except 
as provided in subsections (b) and (e), if 

any person manufactures, produces, or 
imports any taxable chemical and uses such 

chemical, then such person shall be liable 
for tax under section 4661 in the same 
manner as if such chemical were sold by 
such person. 

"(2) SPECIAL RULES FOR INVENTORY 

EXCHANGES. — 
"(A) IN GENERAL. — Except as pro- 

vided in this paragraph, in any case in 

which a manufacturer, producer, or im- 

porter of a taxable chemical exchanges 
such chemical as part of an inventory ex- 
change with another person- 

"(i) such exchange shall not be treated 
as a sale, and 

"(ii) such other person shall, for pur- 
poses of section 4661, be treated as the 
manufacturer, producer, or importer of 
such chemcial. 

(B) REGISTRATION REQUIREMENT. — 
Subparagraph (A) shall not apply to any 
inventory exchange unless- 

"(i) both parties are registered with the 
Secretary as manufacturers, producers, or 
importers of taxable chemicals, and 

"(ii) the person receiving the taxable 
chemical has, at such time as the Secre- 
tary may prescribe, notified the manufac- 
turer, producer, or importer of such 
person's registration number and the in- 
ternal revenue district in which such per- 
son is registered. 

"(C) INvENTQRY ExcHANGE. — For 
purposes of this paragraph, the term 'in- 

ventory exchange' means any exchange in 
which 2 persons exchange property which 
is, in the hands of each person, property 
described in section 1221(l). " 

(g) SPECIAL RULES RELATING TO 

HYDROCARBON STREAMS CONTAINING 

ORGANIc TAxABLE CHEMIcALs. — Sub- 
section (b) of section 4662 of such Code 
(relating to exceptions; other special rules) 
is amended by adding after paragraph (9) 
the following new paragraph: 

"(10) HYDROCARBON STREAMS CON- 

TAINING MIXTURES OF ORGANIC TAX- 

ABLE CHEMICALS. — 
"(A) IN GENERAL. — No tax shall be 

imposed under section 4661(a) on any or- 
ganic taxable chemical while such chem- 

ical is part of an intermediate hydrocarbon 
stream containing a mixture of organic 
taxable chemicals. 

(B) REMovAL| ETc y TREATED As 
UsE. — For purposes of this part, if any 
organic taxable chemical on which no tax 
was imposed by reason of subparagraph 
(A) is isolated, extracted, or otherwise 
removed from, or ceases to be part of, an 

i 
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intermediate hydrocarbon stream- 
, "(i) such isolation, extraction, re- 

moval, or cessation shall be treated as use 
by the person causing such event, and 

"(ii) such person shall be treated as the 
manufacturer of such chemical. 

(C) REGISTRA110N REQUIREMENT. — 
Subparagraph (A) shall not apply to any 
sale of any intermediate hydrocarbon 
stream unless the registration require- 
ments of clauses (i) and (ii) of subsection 
(c)(2)(B) are satisfied. 

(D) ORGANIC TAXABLE CHEMICAL. — 
For purposes of this paragraph, the term, 
'organic taxable chemical' means any tax- 
able chemical which is an organic sub- 
stance. " 

(h) EFFECI'IVE DATES. — 
(1) IN GENERAL. — Except as other- 

wise provided in this subsection, the 
amendments made by this section shall 
take effect on January 1, 1987. 

(2) REPEAL OF TAX ON XYLENE FOR 
PERIODS BEFORE OCTOBER 1, 1985. — 

(A) REFUND OF TAX PREVIOUSLY 
IMPOSED. — 

(i) IN GENERAL. — In the case of any 
tax imposed by section 4661 of the Inter- 
nal Revenue Code of 1954 on the sale or 
use of xylene before October 1, 1985, such 
tax (including interest, additions to tax, 
and additional amounts) shall not be as- 
sessed, and if assessed, the assessment shall 
be abated, and if collected shall be cred- 
ited or refunded (with interest) as an ov- 
erpayment. 

(11) CONDITION TO ALLOWANCE. — 
Clause (i) shall not apply to a sale of xy- 
lene unless the person who (but for clause 
(i)) would be liable for the tax imposed 
by section 4661 on such sale meets re- 
quirements similar to the requirements of 
paragraph (1) of section 6416(a) of such 
Code. For purposes of the preceding sen- 
tence, subparagraph (A) of section 
6416(a)(1) of such Code shall be applied 
without regard to the material preceding 
"has not collected. " 

(B) WAIVER OF STATUTE OF 
LIMITATIGNs. — If on the date of the en- 
actment of this Act (or at any time within 

1 year after such date of enactment) re- 

fund or credit of any overpayment of tax 
resulting from the application of subpar- 

agraph (A) is barred by any law or rule 

of law, refund or credit of such overpay- 
ment shall, nevertheless, be made or al- 

lowed if claim therefor is filed before the 
date 1 year after the date of the enactment 
of this Act. 

(C) XYLENE TO INCLUDE ISOMERS. — 
For purposes of this paragraph, the term 

"xylene" shall include any isomer of xy- 
lene whether or not separated. 

(3) INVENTORY EXCHANGES. — 
(A) IN GENERAL. — Except as other- 

wise provided in this paragraph, the 
amendment made by subsection (f) shall 

apply as if included in the amendments 
made by section 211 of the Hazardous 
Substance Response Revenue Act of 1980. 

(B) RECIPIENT MUST AGREE TO 

TREATMENT As MANUFAcrURER. — In the 
case of any inventory exchange before 
January 1, 1987, the amendment made by 
subsection (f) shall apply only if the per- 
son receiving the chemical from the man- 

ufacturer, producer, or importer in the 
exchange agrees to be treated as the man- 
ufacturer, producer, or importer of such 
chemical for purposes of subchapter B of 
chapter 38 of the Internal Revenue Code 
of 1954. 

(C) EXCEPI1ON WHERE MANUFAC- 

TURER PAID TAx. — In the case of any in- 
ventory exchange before January 1, 1987, 
the amendment made by subsection (f) 
shall not apply if the manufacturer, pro- 
ducer, or importer treated such exchange 
as a sale for purposes of section 4661 of 
such Code and paid the tax imposed by 
such section. 

(D) REGISTRATION REQUIREMENTS. — 
Section 4662(c)(2)(B) of such Code (as 
added by subsection (f)) shall apply to 
exchanges made after December 31, 1986. 

(4) EXPORTS OF TAXABLE SUB- 

s~ANcEs. — Subclause (II) of section 
4662(e)(2)(A)(ii) of such Code (as added 
by this section) shall not apply to the ex- 
port of any taxable substance (as defined 
in section 4672(a) of such Code) before 
January 1, 1989. 

(5) SALES OF INTERMEDIATE HYDRO- 

CARBON STREAMS. — 
(A) IN GENERAL. — Except as other- 

wise provided in this paragraph, the 
amendment made by subsection (g) shall 

apply as if included in the amendments 
made by section 211 of the Hazardous 
Substances Response Revenue Act of 1980. 

(B) PURCHASER MUST AGREE TO 
TREATMENT As MANUFAcTURER. — In the 
case of any sale before January 1, 1987, 
of any intermediate hydrocarbon stream, 
the amendment made by subsection (g) 
shall apply only if the purchaser agrees to 
be treated as the manufacturer, producer, 
or importer for purposes of subchapter B 
of chapter 38 of such Code. 

(C) EXCEPTION WHERE MANUFAC- 

TURER r ArD TAX. — In the case of any sale 
before January 1, 1987, of any interme- 
diate hydrocarbon stream, the amend- 

ment made by subsection (g) shall not apply 
if the manufacturer, producer, or im- 

porter of such stream paid the tax im- 

posed by section 4661 with respect to such 
sale on all taxable chemicals contained in 

such stream. 

(D) REGISTRATION REQUIREMENTS. — 
Section 4662(b)(10)(C) of such Code (as 
added by subsection (g)) shall apply to 
exchanges made after December 31, 1986. 

Sec. 514. Repeal of Post-dosure Tax and 

Trust Fund. 

(a) REPEAL OF TAX. — 
(1) Subchapter C of chapter 38 of the 

Internal Revenue Code of 1986 (relating 
to tax on hazardous wastes) is hereby re- 
pealed. 

(2) The table of subchapters for such 
chapter 38 is amended by striking out the 
item relating to subchapter C. 

(b) REPEAL OF TRUST FUND. — Sec- 
tion 232 of the Hazardous Substance Re- 
sponse Revenue Act of 1980 is hereby 
repealed. 

(c) EFFECTIVE DATE. — 
(1) IN GENERAL. — The amendments 

made by this section shall take effect on 
October 1, 1983. 

(2) WAIVER OF STATUTE OF 
LrMrrATroNs. — If on the date of the en- 
actment of this Act (or at any time within 
1 year after such date of enactment) re- 
fund or credit of any overpayment of tax 
resulting from the application of this sec- 
tion is barred by any law or rule of law, 
refund or credit of such overpayment shall, 
nevertheless, be made or allowed if claim 
therefor is filed before the date 1 year 
after the date of the enactment of this 
Act. 

Sec. 515. Tax on Certain Imported 
Substances Derived from Taxable Chemicals. 

(a) GENERAL RUr. E. — Chapter 38 of 
the Internal Revenue Code of 1986 is 
amended by adding after subchapter B 
the following new subchapter: 

"Subchapter C. Tax on Certain Imported 

Substances. 

"Sec. 4671. Imposition of tax. 
"Sec. 4672. Definitions and special rules. 

"Sec. 4671. Imposition of Tax. 

"(a) GENERAL RULE. — There is here- 
by imposed a tax on any taxable sub- 
stances sold or used by the importer 
thereof. 
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"(b) AMOUNT OF TAX 
"(1) IN GENERAL. — Except as pro- 

vided in paragraph (2), the amount of the 
tax imposed by subsection (a) with respect 
to any taxable substance shall be the 
amount of the tax which would have been 
imposed by section 4661 on the taxable 
chemicals used as materials in the man- 
ufacture. or production of such substance 
if such taxable chemicals had been sold 
in the United States for use in the man- 
ufacture or production of such taxable 
substance. 

(2) RATE WHERE IMPORTER DOES NOT 

FURMSH INFORMATION TO SECRETARY. — 
If the importer does not furnish to the 
Secretary (at such time and in such man- 
ner as the Secretary shall prescribe) suf- 
ficient information to determine under 
paragraph (1) the amount of the tax im- 

posed by subsection (a) on any taxable 
substance, the amount of the tax imposed 
on such taxable substance shall be 5 per- 
cent of the appraised value of such sub- 

stance as of the time such substance was 
entered into the United States for con- 
sumption, use, or warehousing. 

"(3) AUTHORITY TO PRESCRIBE RATE 

IN LIEU QF PARAGRAPH (2) RATE. — The 
Secretary may prescribe for each taxable 
substance a tax which, if prescribed, shall 

apply in lieu of the tax specified in par- 
agraph (2) with respect to such substance. 
The tax prescribed by the Secretary shall 
be equal to the amount of tax which would 
be imposed by subsection (a) with respect 
to the taxable substance if such substance 
were produced using the predominant 
method of production of such substance. 

"(c) EXEMPTIONS FOR SUBSTANCES 

TAXED UNDER SECTIONS 4611 AND 

4661. — No tax shall be imposed by this 
section on the sale or use of any substance 
if tax is imposed on such sale or use under 
section 4611 or 4661. 

"(d) TAX-FREE SALES, ETC. FOR 

SUBSTANCES USED AS CERTAIN FUELS OR 

IN THE PRODUCTION OF FERTILIZER OR 

ANIMAL FEED. — Rules similar to the fol- 
lowing rules shall apply for purposes of 
applying this section with respect to tax- 
able substances used or sold for use as 
described in such rules: 

"(1) Paragraphs (2), (5), and (9) of 
section 4662(b) (relating to tax-free sales 

or chemicals used as fuel or in the pro- 
duction of fertilizer or animal feed). 

"(2) Paragraphs (2), (3), and (4) of 
section 4662(d) (relating to refund or credit 

of tax on certain chemicals used as fuel 

or in the production of fertilizer or animal 

feed). 

"(e) TERMINATIQN. — No tax shall be 

imposed under this section during any pe- 
riod during which no tax is imposed under 

section 4611(a) 

Cumene 

Styrene 

Ammonium nitrate 

Nickel oxide 

Isopropyl alcohol 

Ethylene glycol 

Vinyl chloride 

Polyethylene resins, to- 
tal 

Polybutadiene 

Styrene-butadiene, la- 

tex 

Styrene-butadiene, snpf 

Synthetic rubber, not 
containing li!lets 

Urea 

Ferronickel 

Ferrochromium nov 3 
pct 

Ferrochtome ov 3 pct. 
carbon 

Unwrought nickel 

Nickel waste and scrap 
Wrought nickel rods and 

wire 

Nickel powders 

Phenolic resins 

Polyvinylchloride res- 
ins 

Po!ystyrene resins and 

copolyme rs 

Ethyl alcohol for non- 

beverage use 

Ethylbenzene 

Methylene chloride 

Polypropylene 

Propylene glycol 

Formaldehyde 

Acetone 

Acrylonitrile 

Methanol 

Propylene oxide 

Polypropylene resins 

Ethylene oxide 

Ethylene dichloride 

Cyclohexane 

Isophthalic arid 

Maleic anhydride 

Phthalic anhydride 

Ethyl methyl ketone 

Chloroform 

Carbon tetrachloride 

Chromic acid 

Hydrogen peroxide 

Polystyrene homopoly- 
mer resins 

Melamine 

Acrylic and methacrylic 
acid resins 

Vinyl resins 

Vinyl resins, NSPF. 

"Sec. 4672. Definitions aed Special Rules. 

"(a) TAxABLE SUBsTANcE. — For pur- 

poses of this subchapter— 
"(1) IN GENERAL. — The term 'taxable 

substance' means any substance which, at 
the time of sale or use by the importer, 
is listed as a taxable substance by the Sec- 
retary for purposes of this subchapter. 

"(2) DETERMINATION OF SUBSTANCES 

oN LlsT. — A substance shall be listed un- 

der paragraph (1) if— 
"(A) the substance is contained in the 

list under paragraph (3), or 
"(B) the Secretary determines, in con- 

sultation with the Administrator of the 
Environmental Protection Agency and the 
Commissioner of Customs, that taxable 
chemicals constitute more than 50 percent 
of the weight of the materials used to pro- 
duce such substance (determined on the 
basis of the predominant method of pro- 
duction). 

"(3) INITIAL LIST OF TAXABLE SUB- 

STANCES. — 

"(4) MODIFICATIONS TO LIST. — 
"(A) IN GENERAL. — The secretary may 

add substances to or remove substances 
from the list under paragraph (3) (includ- 

ing items listed by reason of paragraph 

(2)) as necessary to carry out the purposes 
of this subchapter. 

(B) AUTHORITY TO ADD SUBSTANCES 

TO LIST BASED ON VALUE. — The Secre- 
tary may, to the extent necessary to carry 
out the purposes of this subchapter, add 

any substance to the list under paragraph 

(3) if such substance would be described. 

in paragraph (2)(B) if 'value' were sub- 

stituted for 'weight' therein. 
"(b) OTHER DEFINIT!oNS. — For pur- 

poses of this subchapter— 
"(1) IMPGRTER. — The term 'importer' 

means the person entering the taxable 
substance for consumption, use, or ware- 

housing. 
'(2) TAXABLE CHEMICALS; UNITED 

STATES. — The terms 'taxable chemical' and 
'United States' have the respective mean- 

ings given such terms by section 4662(a). 
"(c) DISPOSITION OF REVENUES FROM, 

PUERTO RICO AND THE VIRGIN 
IsLANDS. — The provisions of subsections 

' 

(a)(3) and (b)(3) of section 7652 shall not 
apply to any tax imposed by section 4671. " 

(b) CLERIcAL AMENDMENT. — The ta- 
ble of subchapters for chapter 38 of such 
Code is amended by adding after the item 
relating to subchapter B the following new 

item: 

SUBcHApTER C, Tax on certain imported 
substances. " 

(c) EFFECTIVE DATE. — The amend- 
ments made by this section shall-take ef- 
fect on January 1, 1989. 

(d) STUDY. — 
(1) IN GENERAL. — The Secretary of the 

Treasury or his delegate shall conduct a 
study of issues relating to the implemen- 
tation of— 

(A) the tax imposed by the section 4671 
of the Internal Revenue Code of 1986 (as 
added by this section), and 

(B) the credit for exports of taxable 
substances under section 4661(e)(2) 
(A)(ii)(II) of such Code. 

In conducting such study, the Secretary 
of the Treasury or his delegate shall con- 

sult with the Environmental Protection 
Agency and the International Trade 
Commission. 

(2) REPGRT. — The report of the study 
under paragraph (1) shall be submitted 
not later than January 1, 1988, to the 
Committee on Ways and Means of the 
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House of Representatives and the Com- 
mittee on Finance of the Senate. 

Sec. 516. Environmental Tax. 

(a) IN GENERAL. — Subchapter A of 
chapter 1 of the Internal Revenue Code 
of 1986 (relating to income taxes) is 
amended by adding at the end thereof the 
following new part: 

"PART VII-ENVIRONIEHTAL TAX 

"Sec. 59A. Environmental Tax. 

"(a) IMPoslTIoN oF TAx. — In the case 
of a corporation, there is hereby imposed 
(in addition to any other tax imposed by 
this subtitle) a tax equal to 0. 12 percent 
of the excess of— 

"(1) the modified alternative mini- 
mum taxable income of such corporation 
for the taxable year, over 

"(2) $2, 000, 000. 
"(b) MODIFIED ALTERNATIVE MINI- 

MUM TAxABLE INcoME. — For purposes 
of this section, the term 'modified alter- 
native minimum taxable income' means 
alternative minimum taxable income (as 
defined in section 55(b)(2)) but deter- 
mined without regard to— 

"(1) the alternative tax net operating 
loss deduction (as defined in section 56(d)), 
and 

"(2) the deduction allowed under sec- 
tion 164(a)(5). 

"(c) SPECIAL RULES. — 
"(1) SHORT TAXABI. E YEARs. — The 

application of this section to taxable years 
of less than 12 months shall be in accord- 
ance with regulations prescribed by the 
Secretary. 

"(2) SECTION 15 NOT TO APPLY. — Sec- 
tion 15 shall not apply to the tax imposed 
by this section. 

"(d) APPLICATION OF TAX. — 
"(1) In general. — The tax imposed by 

this section shall apply to taxable years 
beginning after December 31, 1986, and 
before January 1, 1992. 

"(2) EARLIER TERMINATloN. — The tax 
imposed by this section shall not apply to 
taxable years— 

"(A) beginning during a calendar year 
during which no tax is imposed under sec- 

tion 4611(a) by reason of paragraph (2) 
of section 4611(e), and 

"(B) beginning after the calendar year 
which includes the termination date under 

paragraph (3) of section 4611(e). " 

(b) TECHNICAL AMENDMENTS. — 
(1) NO CREDITS ALLOWED AGAINST 

TAX. — 
(A) Paragraph (2) of section 26(b) of 

such Code, as amended by the Tax Re- 
form Act of 1986, is amended by redesig- 
nating subparagraphs (B) through (J) as 
subparagraphs (C) through (K), respec- 
tively, and by inserting after subpara- 

graph (A) the following new subparagraph: 
"(B) section 59A (relating to environ- 

mental tax), ". 
(B) Paragraph (3) of section 936(a) of 

such Code, as so amended, is amended 

by redesignating subparagraphs (A), (B), 
and (C) as subparagraphs (B), (C), and 

(D), respectively, and by inserting before 
subparagraph (B) (as so redesignated) the 
following new subparagraph: 

"(A) section 59A (relating to environ- 
mental tax), ". 

(2) TAX TO BE DEDUCTIBLE FOR 
INCOME TAX PURPOSES. — 

(A) Subsection (a) of section 164 of 
such Code (relating to deduction for taxes), 
as so amended, is amended by inserting 
after paragraph (4) the following new par- 
agraph: 

"(5) The environmental tax imposed 
by section 59A. " 

(B) Subsection (a) of section 275 of such 
Code is amended by adding at the end 
thereof the following new sentence: "Par- 
agraph (1) shall not apply to the tax im- 

posed by section 59A. " 
(3) LIMITATION IN CASE OF CON- 

TRQLLED coRPoRATIQNs. — Subsection (a) 
of section 1561 of such Code (relating to 
limitations on certain multiple tax benefits 
in the case of certain controlled corpo- 
rations), as amended by the Tax Reform 
Act of 1986, is amended— 

(A) by striking out "and" at the end 
of paragraph (2), by striking out the pe- 
riod at the end of paragraph (3) and in- 
serting in lieu thereof ", and", and by 
inserting after paragraph (3) the following 
new paragraph: 

"(4) one $2, 000, 000 amount for pur- 
poses of computing the tax imposed by 
section 59A. ", and 

(B) by striking out "(and the amount 
specified in paragraph (3))" and inserting 
in lieu thereof ", the amount speciTied in 
paragraph (3), and the amount specified 
in paragraph (4)". 

(4) AMENDMENTS TO ESTIMATED TAX 
PROVISIONS. — 

(A) TAX LIABILITY MUST BE ES- 

TIMATED. — 

(i) Paragraph (1) of section 6154(c) of. 
such Code, as so amended, is amended 

by striking out "and" at the end of sub- 

paragraph (A), by striking out "over" at 
the end of subparagraph (B) and inserting 
in lieu thereof "and", and by adding at 
the end thereof the following new sub- 

paragraph: 
"(C) the environmental tax imposed 

by section 59A, over". 
(ii) Subsection (a) of section 6154 of 

such Code is amended by striking out 
"section 11" and inserting "section 11, 
59A, ". 

(C) CONFORMING AMENDMENT TO 

OVERPAYMENT OF ESTIMATED TAX. — 
Subparagraph (A) of section 6425(c)(1) 
of such Code, as amended by the Tax 
Reform Act of 1986, is amended by strik- 

ing out "plus" at the end of clause (i), by 
striking out "over" at the end. of clause 

(ii) and inserting in lieu thereof "plus", 
and by adding at the end thereof the fol- 

lowing new clause: 
"(iii) the tax imposed by section 59A, 

over". 
(D) CONFORMING AMENDMENT TO 

PENALTY FOR FAILURE TO PAY ES11MATED 

TAx. — Paragraph (1) of section 6655(f) of 
such Code (defining tax), as so amended, 
is amended by striking out "plus" at the 
end of subparagraph (A), by striking out 
"over" at the end of subparagraph (B) 
and inserting in lieu thereof "plus", and 

by adding at the end thereof the following 
new subparagraph: 

"(C) the tax imposed by section 59A, 
over". 

(5) CLERlcAL AMENDMENT. — The ta- 
ble of parts for subchapter A of chapter 
1 of such Code is amended by adding at 
the end thereof the following new item: 
"Part VII. Environmental tax. " 

(c) EFFECTIVE DATE. — The amend- 
ments made by this section shall apply to 
taxable years beginning after December 
31, 1986, 

Sec. 517. Hazardous Substance Superfund. 

(a) IN GENERAL. — Subchapter A of 
chapter 98 of the Internal Revenue Code 
of 1986 (relating to establishment of trust 
funds) is amended by adding after section 
9506 the following new section: 

aSec. 9507. Hazardous Substance 

Supeifund. 

"(a) CREATloN QF TRUsT FUND. — 
There is established in the Treasury of the 
United States a trust fund to be known as 
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the 'Hazardous Substance Superfund' 
(hereinafter in this section referred to as 
the 'Superfund'), consisting of such 
amounts may be— 

"(1) appropriated to the Superfund as 
provided in this section, 

"(2) appropriated to the Superfund 
pursuant to section 517(b) of the Super- 
fund Revenue Act of 1986, or 

"(3) credited to the Superfund as pro- 
vided in section 9602(b). 

"(b) TRANSFERS TO SUPERFUND. — 
There are hereby appropriated to the Su- 
perfund amounts equivalent to— 

"(1) the taxes received in the Treasury 
under section 59A, 4611, 4661, or 4671 
(relating to environmental taxes), 

"(2) amounts recovered on behalf of 
the Superfund under the Comprehensive 
Environmental Response, Compensa- 
tion, and Liability Act of 1980 (herein- 
after in this section referred to as 
'CERCLA'), 

"(3) all moneys recovered or collected 
under section 311(b)(6)(B) of the Clean 
Water Act, 

"(4) penalties assessed under title I of 
CERCLA, and 

"(5) punitive damages under section 
107(c)(3) of CERCLA. 

(c) EXPENDITURES FROM SUPER- 
FUND. — 

"(1) IN GENERAL. — Amounts in the 
Superfund shall be available, as provided 
in appropriation Acts, only for purposes 
of making expenditures— 

"(A) to carry out the purposes of- 
"(i) paragraphs (1), (2), (5), and (6) 

of section 111(a) of CERCLA as in effect 
on the date of the enactment of the Su- 

perfund Amendments and Reauthoriza- 
tion Act of 1986, 

"(ii) section 111(c) of CERCLA (as so 
in effect), other than paragraphs (1) and 

(2) thereof, and 

"(iii) section 111(m) of CERCLA (as 
so in effect), or 

"(B) hereafter authorized by a law 

which does not authorize the expenditure 
out of the Superfund for a general pur- 

pose not covered by subparagraph (A) (as 
so in effect). 

"(2) EXCEPTION FOR CERTAIN TRANS- 

FERSi ETC | OF HAZARDOUS SUB 

sTANcEs. — No amount in the Superfund 

or derived from the Superfund shall be 
available or used for the transfer or dis- 

posal of hazardous waste carried out pur- 

suant to a cooperative agreement between 
the Administrator of the Environmental 
Protection Agency and a State if the fol- 
lowing conditions apply— 

"(A) the transfer or disposal, if made 

on December 13, 1985, would not comply 
with a State or local requirement, 

"(B) the transfer is to a facility for which 

a final permit under section 3005(a) of the 

Solid Waste Disposal Act was issued after 
January 1, 1983, and before November 1, 
1984, and 

"(C) the transfer is from a facility 
identified as the McColl Site in Fullerton, 
California. 

"(d) AUTHORITY TO BORROW. — 
"(1) IN GENERAL. — There are author- 

ized to be appropriated to the Superfund, 
as repayable advances, such sums as may 
be necessary to carry out the purposes of 
the Superfund. 

(2) LIMITATION ON AGGREGATE AD- 

vANCEs. — The maximum aggregate 
amount of repayable advances to the Su- 

perfund which is outstanding at any one 
time shall not exceed an amount equal to 
the amount which the Secretary estimates 
will be equal to the sum of the amounts 
appropriated to the Superfund under sub- 

section (b)(1) during the following 24 
months. 

"(3) REPAYMENT OF ADVANCES. — 
"(A) IN GENERAL. — Advances made 

to the Superfund shall be repaid, and in- 

terest on such advances shall be paid, to 
the general fund of the Treasury when the 
Secretary determines that moneys are 
available for such purposes in the Super- 
fund. 

"(B) FINAL REPAYMENT. — No ad- 
vance shall be made to the Superfund after 
December 31, 1991, and all advances to 
such Fund shall be repaid on or before 
such date. 

"(C) RATE QF INTEREsT. — Interest on 
advances made to the Superfund shall be 
at a rate determined by the Secretary of 
the Treasury (as of the close of the cal- 
endar month preceding the month in which 

the advance is made) to be equal to the 
current average market yield on outstand- 
ing marketable obligations of the United 
States with remaining periods to maturity 
comparable to the anticipated period dur- 

ing which the advance will be outstanding 
and shall be compounded annually. 

(e) LIABILITY OF UNITED STATES 
LIMITED TO AMOUNT IN TRUST FUND. — 

"(1) GENERAL RULE. — Any claim filed 

against the Superfund may be paid only 
out of the Superfund. 

"(2) COORDINATION WITH OTHER PRO- 

visioNs. — Nothing in CERCLA or the 
Superfund Amendments and Reauthori- 
zation Act of 1986 (or in any amendment 
made by either of such Acts) shall au- 

thorize the payment by the United States 
Government of any amount with respect 
to any such claim out of any source other 
than the Superfund. 

(3) ORDER IN WHICH UNPAID CLAIMS 

ARE To BE PAID. — If at any time the Su- 

perfund has insufficient funds to pay all 
of the claims payable out of the Superfund 
at such time, such claims shall, to the ex- 
tent permitted under paragraph (1), be 
paid in full in the order in which they were 
finally determined. " 

(b) AUTHORIZATION OF APPROPRIA-. 

TIGNS. — There is authorized to be appro- 
priated, out of any money in the Treasury 
not otherwise appropriated, to the Haz- 
ardous Substance Superfund for fiscal 
year— 

(1) 1987, $250, 000, 000, 
(2) 1988, $250, 000, 000, 
(3) 1989, $250, 000, 000, 
(4) 1990, $250, 000, 000, and 

(5) 1991, $250, 000, 000, 

plus for each fiscal year an ainount equal 
to so much of the aggregate amount au- 
thorized to be appropriated under this 
subsection (and paragraph (2) of section 
221(b) of the Hazardous Substance Re- 
sponse Act of 1980, as in effect before its 
repeal) as has not been appropriated be- 
fore the beginning of the fiscal year in- 

volved. 

(c) CONFORMINC AMENDMENTS. — 
(1) Subtitle B of the Hazardous Sub- 
stance Response Revenue Act of 1980 
(relating to establishment of Hazardous 
Substance Response Trust Fund), as 
amended by section 204 of this Act, is 
hereby repealed. 
(2) Paragraph (11) of section 101 of the 
Comprehensive Environmental Re- 
sponse, Compensation, and Liability Act 
of 1980 is amended to read as follows: 
"(11) The term 'Fund' or 'Trust Fund' 
means the Hazardous Substance Super- 
fund established by section 9507 of the 
Internal Revenue Code of 1986. " 

(d) CLERlcAL AMENDMENT. The ta- 
ble of sections for subchapter A of chap- 
ter 98 of such Code is amended by adding 
after the item relating to section 9506 the 
following new item: 
"Sec. 9507. Hazardous Substance Super- 
fund. " 

(e) EFFECTIVE DATE. — 
(1) IN GENERAL. — The amendments 

made by this section shall take effect on 
January 1, 1987. 

(2) SUPERFUND TREATEP AS CONTIN- 

UATIGN QF oLD TRUsT FUND. — The Haz- 
ardous Substance Superfund established 
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by the amendments made by this section 
shall be treated for all purposes of law as 
a continuation of the Hazardous Sub- 
stance Response Trust Fund established 
by section 221 of the Hazardous Sub- 
stance Response Revenue Act of 1980. 
Any reference in any law to the Hazard- 
ous Substance Response Trust Fund es- 
tablished by such section 221 shall be 
deemed to include (wherever appropri- 
ate) a reference to the Hazardous Sub- 
stance Superfund established by the 
amendments made by this section. 

PART II-LEAKING UNDERGROUND STORAGE 

TANK TRUST FUND AND ITS REVENUE 

SOURCES 

Sec. 521. Additional Taxes on Gasoline, 
Diesel Fuel, Special Motor Fuels, Fuels Used 

in Aviation, and Fuels Used in Commercial 

Transportation on Inland Watervvays. 

(a) GENERAL RULE. — 
(1) GASOLINE. — 
(A) GASOLINE TAX BEFORE AMEND- 

MENT BY TAX REFORM ACT OF 1986. — 
(i) IN GENERAL. — Section 4081 of the 

Internal Revenue Code of 1986 (relating 
to imposition of tax on gasoline), as in 
effect on the day before the date of the 
enactment of the Tax Reform Act of 1986, 
is amended by striking out subsections (a) 
and (b) and inserting in lieu thereof the 
following: 

"(a) IN GENERAL. — There is hereby 
imposed on gasoline sold by the producer 
or importer thereof, or by any producer 
of gasoline, a tax at the rate specified in 
subsection (b). 

"(b) RATE OF TAX. — 
"(1) IN GENERAL. — The rate of the tax 

imposed by this section is the sum of— 
"(A) the Highway Trust Fund financ- 

ing rate, and 

"(B) the Leaking Underground Stor- 
age Tank Trust Fund financing rate. 

"(2) RATEs. — For purposes of para- 
graph (1)— 

"(A) the Highway Trust Fund financ- 

ing rate is 9 cents a gallon, and 

"(B) the Leaking Underground Stor- 
age Tank Trust Fund financing rate is 0. 1 
cents a gallon. " 

(ii) TERMINATIoN. — Section 4081 of 
such Code, as so in effect, is amended by 
adding at the end thereof the following 
new subsection: 

"(d) TERMINATION. — 

'(1) HIGHWAY TRUST FUND FINANC- 

ING RATE. — On and after October 1, 1988, 
the Highway Trust Fund financing rate 
under subsection (b)(2)(A) shall not ap- 

ply. 
'(2) LEAKING UNDERGROUND STOR- 

AGE TANK TRUST FUND FINANCING RATE. — 
"(A) IN GENERAL. — The Leaking 

Underground Storage Tank Trust Fund 
financing rate under subsection (b)(2)(B) 
shall not apply after the earlier of- 

"(i) December 31, 1991, or 
"(ii) the last day of the termination 

month. 
"(B) TERMINATION MONTH. — For 

purposes of subparagraph (A), the ter- 
mination month is the 1st month as of the 
close of which the Secretary estimates that 
the net revenues from the taxes imposed 

by this section (to the extent attributable 
to the Leaking Underground Storage Tank 
Trust Fund financing rate under subsec- 
tion (b)(2)(B)), section 4041(d), and sec- 
tion 4042 (to the extent attributable to the 
Leaking Underground Storage Tank Trust 
Fund financing rate under section 4042(b)) 
are at least $500, 000, 000. 

"(C) NET REYENUEs. — For purposes 
of subparagraph (B), the term 'net rev- 
enues' means the excess of gross revenues 
over amounts payable by reason of sec- 
tion 9508(c)(2) (relating to transfer from 
Leaking Underground Storage Tank Trust 
Fund for certain repayments and cred- 
its). " 

(iii) TEcHNlcAL AMENDMENTs. — Sub- 
section (c) of section 4081 of such Code, 
as so in effect, is amended— 

(I) by striking out "subsection (a)" in 

paragraph (1) and inserting in lieu thereof 
"subsection (b)", and 

(II) by striking out "a rate" in para- 
graph (2) and inserting in lieu thereof "a 
Highway Trust Fund financing rate". 

(B) GASOLINE TAX AS AMENDED BY 
TAX REFORM ACT OF 1986. — 

(i) IN GENERAL. — Subsections (a) and 
(b) of section 4081 of the Internal Rev- 
enue Code of 1986 (relating to imposition 
of tax on gasoline), as amended by the 
Tax Reform Act of 1986, are each amended 
by striking out "of 9 cents a gallon" and 
inserting in lieu thereof "at the rate spec- 
ified in subsection (d)" 

(ii) INcREAsE IN TAX. — Section 4081 
of such Code, as amended by the Tax 
Reform Act of 1986, is amended by strik- 
ing out subsection (d) and inserting in lieu 
thereof the following new subsections: 

"(d) RATE OF TAX. — 
"(1) IN GENERAL. — The rate of the tax 

imposed by this section is the sum of— 
"(A) the Highway Trust Fund financ- 

ing rate, and 
"(B) the Leaking Underground Stor- 

age Tank Trust Fund financing rate. 
"(2) RATEs. — For purposes of para- 

graph (1)— 
"(A) the Highway Trust Fund financ- 

ing rate is 9 cents a gallon, and 
"(B) the Leaking Underground Stor- 

age Tank Trust Fund financing rate is 0. 1 
cents a gallon. 

"(e) TERMINATION. — 
"(1) HIGHWAY TRUST FUND FINANC- 

ING RATE. — On and after October 1, 1988, 
the Highway Trust Fund financing rate 
under subsection (d)(2)(A) shall not ap- 
ply- 

' (2) LEAKING UNDERGROUND STOR- 

AGE TANK TRUST FUND FINANCING RATE. — 
"(A) IN GENEiu L. — The Leaking Un- 

derground Storage Tank Trust Fund fi- 

nancing rate under subsection (d)(2)(B) 
shall not apply after the earlier of- 

"(i) December 31, 1991, or 
"(ii) the last day of the termination 

month. 
"(B) TERMINATION MONTH. — For 

purposes of subparagraph (A), the ter- 
mination month is the 1st month as of the 
close of which the Secretary estimates that 
the net revenues from the taxes imposed 
by this section (to the extent attributable 
to the Leaking Underground Storage Tank 
Trust Fund financing rate under subsec- 
tion (d)(2)(B)), section 4041(d), and sec- 
tion 4042 (to the extent attributable to the 
Leaking Underground Storage Tank Trust 
Fund financing rate under section 4042(b)) 
are at least $500, 000, 000. 

"(C) NET REYENUEs. — For purposes 
of subparagraph (B), the term 'net rev- 
enues' means the excess of gross revenues 
over amounts payable by reason of sec- 
tion 9508(c)(2) (relating to transfer from 
Leaking Underground Storage Tank Trust 
Fund for certain repayments and cred- 
its). " 

(iii) TECHNICAL AMENDMENTS. — Sub- 
section (c) of section 4081 of such Code, 
as amended by the Tax Reform Act of 
1986, is amended— 

(I) by striking out "subsection (a)" in 

paragraph 

(1) and inserting in lieu thereof "sub- 

section (d)", and 

(II) by striking out "a rate" in para- 

graph (2) and inserting in lieu thereof "a 
Highway Trust Fund financing rate". 

. (2) DIESEL AND SPECIAL MOTOR FUELS; 

FUELs UsED IN AYIATIGN. — Section 4041 
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of such Code (relating to tax on special 
fuels) is amended by redesignating sub- 
section (d) as subsection (e) and by in- 
serting after subsection (c) the following 
new subsection: 

"(d) ADDITIONAL TAXES TO FUND 
LEAKING UNDERGROUND STORAGE TANK 
TRUST FUND. — 

"(1) LIQUIDS OTHER THAN GASOLINE, 
ETC. , USED IN MOTOR VEHICLES, MOTOR- 

BGATs, GR TRAINs. — In addition to the 
taxes imposed by subsection (a), there is 
hereby imposed a tax of 0. 1 cents a gallon 
on benzol, benzene, naphtha, casing head 
and natural gasoline, or any other liquid 
(other than kerosene, gas oil, liquefied 
petroleum gas, or fuel oil, or any product 
taxable under section 4081)— 

"(A) sold by any person to an owner, 
lessee, or other operator of a motor ve- 
hicle, motorboat, or train for use as a fuel 
in such motor vehicle, motorboat, or train, 
or 

"(B) used by any person as a fuel in a 
motor vehicle, motorboat, or train unless 
there was a taxable sale of such liquid 
under subparagraph (A). 

"(2) LIQUIDs UsED IN AYIATIQN. — In 
addition to the taxes imposed by subsec- 
tion (c) and section 4081, there is hereby 
imposed a tax of 0. 1 cents a gallon on any 
liquid— 

"(A) sold by any person to an owner, 
lessee, or other operator of an aircraft for 
use as a fuel in such aircraft, or 

"(B) used by any person as a fuel in 

an aircraft unless there was a taxable sale 
of such liquid under subparagraph (A). 

The tax imposed by this paragraph shall 

not apply to any product taxable under 
section 4081 which is used as a fuel in an 
aircraft other than in noncommercial 
aviation. 

"(3) TERMINATIQN. — The taxes im- 

posed by this subsection shall not apply 
during any period during which the Leak- 

ing Underground Storage Tank Trust Fund 

financing rate under section 4081 does not 

apply 

(3) FUEL USED IN COMMERCIAL TRANS- 

PORTATION ON INLAND WATERWAYS. — 
Subsection (b) of section 4042 of such Code 
(relating to amount of tax on fuel used in 

commercial transportation on inland 
waterways) is amended to read as follows: 

"(b) AMOUNT OF TAX. — 
"(1) IN GENERAL. — The rate of the tax 

imposed by subsection (a) is the sum of— 
"(A) the Inland Waterways Trust Fund 

financing rate, and 
"(B) the Leaking Underground Stor- 

age Tank Trust Fund financing rate. 
"(2) RATEs. — For purposes of para- 

graph (1)— 
"(A) the Inland Waterways Trust Fund 

financing rate is 10 cents a gallon, and 

"(B) the Leaking Underground Stor- 

age Tank Trust Fund financing rate is 0. 1 

cents a gallon. 
"(3) EXCEPTION FOR FUEL TAXED UN- 

DER sEcTIQN' 4041(d). — The Leaking 
Underground Storage Tank Trust Fund 

financing rate under paragraph (2)(B) shall 

not apply to the use of any fuel if tax 
under section 4041(d) was imposed on the 

sale of such fuel or is imposed on such 

use. 
'(4) TERMINATION OF LEAKING UN- 

DERGROUND STORAGE TANK TRUST FUND 

FINANCING RATE. — The Leaking Under- 

ground Storage Tank Trust Fund financ- 

ing rate under paragraph (2)(B) shall not 

apply during any period during which the 

Leaking Underground Storage Tank Trust 
Fund financing rate under section 4081 
does not apply. 

" 
(b) ADDITIONAL TAXES NOT TRANs- 

FERRED TO HIGHWAY TRUST FUND, AIR- 

PORT AND AIRWAY TRUST FUND, AND 

INLAND WATERWAYS TRUST FUND. — 
(1) HIGHWAY TRUST FUND. — 
(A) IN GENERAL. — Subsection (b) of 

section 9503 of such Code (relating to 
transfer to Highway Trust Fund of amounts 
equivalent to certain taxes) is amended 

by adding at the end thereof the following 
new paragraph: 

(4) CERTAIN ADDITIONAL TAXES NOT 

TRANSFERRED TO HIGHWAY TRUST 
FUND. — For purposes of paragraphs (1) 
and (2), there shall not be taken into ac- 
count the taxes imposed by section 4041(d) 
and so much of the taxes imposed by sec- 
tion 4081 as is attributable to the Leaking 
Underground Storage Tank Trust Fund 
financing rate. " 

(B) CONFORMING AMENDMENT. — 
Subparagraph (D) of section 9503(c)(4) 
of such Code (defining motorboat fuel 

taxes) is amended by striking out "section 
4081" and inserting in lieu thereof "sec- 
tion 4081 (to the extent attributable to the 
Highway Trust Fund financing rate)". 

(2) AIRPORT AND AIRWAY TRUST 

FUND. — Subsection (b) of section 9502 of 
such Code (relating to transfer to Airport 
and Airway Trust Fund of amounts equiv- 
alent to certain taxes) is amended— 

(A) by striking out "subsections (c) and 

(d) of section 4041" in paragraph (1) and 
inserting in lieu thereof "subsections (c) 
and (e) of section 4041", and 

(B) by striking out "section 4081" in 

paragraph (2) and inserting in lieu thereof 
"section 4081 (to the extent attributable 
to the Highway Trust Fund financing 
rate)". 

(3) INLAND WATERWAYS TRUST 

FUND. — Paragraph (1) of section 9506(b) 
of such Code is amended by adding at the 
end thereof the following new sentence: 
"The preceding sentence shall apply only 

to so much of such taxes as are attribut- 

able to the Inland Waterways Trust Fund 
financing rate under section 4042(b). " 

(c) REPAYMFNTS FOR GASOLINE USED 

ON FARMS, ETC. — 
(1) GAsoLINE UsED QN FARMs. — Sub- 

section (h) of section 6420 of such Code 
(relating to termination) is amended by 
striking out "This section" and inserting 
in lieu thereof "Except with respect to 
taxes imposed by section 4081 at the 
Leaking Underground Storage Tank Trust 
Fund financing rate, this section". 

(2) GASOLINE USED FOR CERTAIN 

NONHIGHWAY PURPOSES OR BY LOCAL 

TRANSIT SYSTEMS. — 
(A) TERMINATION NOT TO APPLY TO 

ADDITIQNAL 0. 1 cENT TAx. — Subsection 

(h) of section 6421 of such Code (relating 
to effective date), as in effect on the day 
before the date of the enactment of the 
Tax Reform Act of 1986, is amended by 
striking out "This section" and inserting 
in lieu thereof "Except with respect to 
taxes imposed by section 4081 at the 
Leaking Underground Storage Tank Trust 
Fund financing rate, this section. " 

(B) REPAYMENT OF ADDITIONAL TAX 

FOR OFF-HIGHWAY BUSINESS USE TO APPLY 

GNI. Y To cERTAIN vEssEI s. — Subsection 

(e) of section 6421 of such Code, as so in 

effect, is amended by adding at the end 
thereof the following new paragraph: 

' (4) SECTION NOT TO APPLY TO 
CERTAIN OFF-HIGHWAY BUSINESS USES 

WITH RFSPECT TO THE TAX IMPOSED BY 
SECTION 4081 AT THE LEAKING 
UNDERGROUND STORAGE TANK TRUST 
FUND FINANciNG RATE. — This section shall 
not apply with respect to the tax imposed 
by section 4081 at the Leaking Under- 
ground Storage Tank Trust Fund financ- 
ing rate on gasoline used in any off-highway 
business use other than use in a vessel 
employed in the fisheries or in the whaling 
business. " 

(3) FUELS USED FOR NONTAXABLE 

PURPOSES. — 
(A) Subsection (m) of section 6427 of 

such Code (relating to termination), as in 
effect on the day before the date of the 
enactment of the Tax Reform Act of 1986, 
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is amended by striking out "Subsections" 
and inserting in lieu thereof "Except with 
respect to taxes imposed by section 4041(d) 
and section 4081 at the Leaking Under- 
ground Storage Tank Trust Fund financ- 
ing rate, subsections. " 

(B)(i) Section 6427 of such Code, as 
so in effect, is amended by redesignating 
subsection (n) as subsection (o) and by 
inserting after subsection (m) the follow- 
ing new subsection: 

(Il) PAYMENTS FOR TAXES IMPOSED 
BY SEcTIGN 4041(d). — For purposes of 
subsections (a), (b), and (c), the taxes 
imposed by section 4041(d) shall be treated 
as imposed by section 4041(a). " 

(ii) Subparagraph (A) of section 
1703(e)(1) of the Tax Reform Act of 1986 
is amended— 

(I) by striking out "and (o)" and in- 
serting in lieu thereof "(o), and (p)", and 

(II) by striking out "and (n)" and in- 

serting in lieu thereof "(n), and (o)". 
(C) Paragraph (1) of section 6427(f) of 

such Code (relating to gasoline used to 
produce certain alcohol fuels) is amended 
by striking out "at the rate" and inserting 
in lieu thereof "at the Highway Trust Fund 
financing rate". 

(d) CONTINUATION OF CERTAIN 
EXEMPTIONS FROM ADDITIONAL TAXES, 
ETC. — 

(1) Subsection (b) of section 4041 of 
such Code (relating to exemption for off- 
highway business use; reduction in tax for 
qualified methanol and ethanol fuel) is 

amended by adding at the end thereof the 
following new paragraph: 

"(3) CooRDINATION WITH TAXES 
IMPOSED BY SUBSECTION (d). — 

"(A) OFF-HIGHWAY BUSINESS USE. — 
"(i) IN GENERAL. — Except as pro- 

vided in clause (ii), rules similar to the 
rules of paragraph (1) shall apply with 

respect to the taxes imposed by subsection 

(d) 
"(u) LIMlrATION ON EXEMPTION FOR 

oFF-HIGHwAY BUsINEss UsE. — For pur- 

poses of subparagraph (A), paragraph (1) 
shall apply only with respect to off-high- 

way business use in a vessel employed in 

the fisheries or in the whaling business. 

"(B) QUALIFIED METHANOL AND 

ETHANoL FUEL. — In the case of qualified 

methanol or ethanol fuel, subsection (d) 
shall be applied by substituting '0. 05 cents' 

for '0. 1 cents' in paragraph (1) thereof. " 
(2) Paragraph (3) of section 4041(f) of 

such Code (relating to exemption for farm 

use) is amended by striking out. "On and 
after" and inserting in lieu thereof "Ex- 

cept with respect to the taxes imposed by 
subsection (d), on and after. " 

(3) The last sentence of section 4041(g) 
of such Code (relating to other exemp- 
tions) is amended by striking out "Para- 
graphs" and inserting in lieu thereof 
"Except with respect to the taxes imposed 

by subsection (d), paragraphs. " 
(4)(A) The last sentence of section 

4221(a) of such Code (relating to certain 
tax-free sales) is amended by striking out 
"4081" and inserting in lieu thereof "4081 
(at the Highway Trust Fund financing 
rate)". 

(B) Subparagraph (C) of section 
1703(c)(2) of the Tax Reform Act of 1986 
is amended to read as follows: 

"(C) Subsection (a) of section 4221 
(relating to certain tax free sales) is 
amended- 

"(i) by inserting 'or section 4081 (at 
the Highway Trust Fund financing rate)' 
before 'section 4121' in the 1st sentence, 
and 

"(ii) by striking out '4071, or 4081 (at 
the Highway Trust Fund financing rate)' 
in the last sentence and inserting in lieu 
thereof' or 4071'. " 

(5) Paragraph (2) of section 6416(b) of 
such Code is amended by inserting "or 
under paragraph (1)(A) or (2)(A) of sec- 
tion 4041(d)" after "section 4041(a)". 

(e) EFFEcTIYE DATE. — The amend- 
ments made by this section shall take ef- 
fect on January 1, 1987. 

Sec. 522. Leaking Underground Storage 
Tank Trust Fund. 

(a) IN GENERAL. — Subchapter A of 
chapter 98 of the Internal Revenue Code 
of 1986 (relating to establishment of trust 
funds) is amended by adding after section 
9507 the following new section: 

"Sec. 9508. Leaking Underground Storage 
Tank Trust Fund. 

"(a) CREATION OF TRUST FUND. — 
There is established in the Treasury of the 
United States a trust fund to be known as 
the 'Leaking Underground Storage Tank 
Trust Fund', consisting of such amounts 
as may be appropriated or credited to such 
Trust Fund as provided in this section or 
section 9602(b). 

"(b) TRANSFERS To TRUST FUND. — 
There are hereby appropriated to the 
Leaking Underground Storage Tank Trust 
Fund amounts equivalent to— 

"(1) taxes received in the Treasury un- 
der section 4041(d) (relating to additional 
taxes on motor fuels), 

"(2) taxes received in the Treasury un- 

der section 4081 (relating to tax on gas- 
oline) to the extent attributable to the 
Leaking Underground Storage Tank Trust 
Fund financing rate under such section, 

"(3) taxes received in the Treasury un- 

der section 4042 (relating to tax on fuel 
used in commercial transportation on in- 

land waterways) to the extent attributable 
to the Leaking Underground Storage Tank 
Trust Fund financing rate under such sec- 
tion, and 

"(4) amounts received in the Treasury 
and collected under section 9003(h)(6) of 
the Solid Waste Disposal Act. 

(c) EXPENDITURES. — 
"(1) IN GENERAL. — Except as pro- 

vided in paragraph (2), amounts in the 
Leaking Underground Storage Tank Trust 
Fund shall be available, as provided in 
appropriation Acts, only for purposes of 
making expenditures to carry out section 
9003(h) of the Solid Waste Disposal Act 
as in effect on the date of the enactment 
of the Superfund Amendments and Reau- 
thorization Act of 1986. 

(2) TRANSFERS FROM TRUST FUND FOR 

CERTAIN REPAYMENTS AND CREDITS. — 
"(A) IN GENERAL. — The Secretary 

shall pay from time to time from the Leak- 
ing Underground Storage Tank Trust Fund 
into the general fund of the Treasury 
amounts equivalent to- 

"(i) amounts paid under— 
"(I) section 6420 (relating to amounts 

paid in respect of gasoline used on farms), 
"(II) section 6421 (relating to amounts 

paid in respect of gasoline used for certain 
nonhighway purposes or by local transit 
systems), and 

"(III) section 6427 (relating to fuels not 
used for taxable purposes), and 

"(ii) credits allowed under section 34, 
with respect to the taxes imposed by sec- 
tions 4041(d) and 4081 (to the extent at- 
tributable to the Leaking Underground 
Storage Tank Trust Fund financing rate 
under section 4081). 

"(B) TRANSFERS BASED ON 

EsTiMATEs. — Transfers under subpara- 
graph (A) shall be made on the basis of 
estimates by the Secretary, and proper 
adjustments shall be made in amounts 
subsequently transferred to the extent prior 
estimates were in excess of or less than 
the amounts required to be transferred. 

"(d) LIABILITY OF THE UNITED STATES 

LIMITED To AMOUNT IN TRUST FUND. — 
"(1) GENERAL RULE. — Any claim filed 

against the Leaking Underground Stor- 

age Tank Trust Fund may be paid only 
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out of such Trust Fund. 
"(2) COORDINATION WITH OTHER 

PRovlsloNs. — Nothing in the Compre- 
hensive Environmental Response, Com- 
pensation, and Liability Act of 1980 or 
the Superfund Amendments and Reau- 
thorization Act of 1986 (or in any amend- 
ment made by either of such Acts) shall 
authorize the payment by the United States 
Government of any amount with respect 
to any such claim out of any source other 
than the Leaking Underground Storage 
Tank Trust Fund. 

(3) ORDER IN wHIcH UNPAID cLAIMS 
ARE To BE PAID. — If at any time the Leak- 
ing Underground Storage Tank Trust Fund 
has insufficient funds to pay all of the claims 
out of such Trust Fund at such time, such 
claims shall, to the extent permitted under 
paragraph (1), be paid in full in the order 
in which they were finally determined. " 

(b) CLERIcAL AMENDMENT. — The ta- 
ble of sections for subchapter A of chap- 
ter 98 of such Code is amended by adding 
after the item relating to section 9507 the 
following new item: 
Sec. 9508. Leaking Underground Storage 
Tank Trust Fund. " 

(c) EFFEcTIYE DATE. — The amend- 
ments made by this section shall take ef- 
fect on January 1, 1987. 

PART IH-COORDINATION WITH OTHER 

PROVISIONS OF THIS ACT. 

Sec. 531. Coordination. 

Notwithstanding any provision of this 
Act not contained in this title, any pro- 
vision of this Act (not contained in this 

title) which— 
(1) imposes any tax, premium, or fee, 
(2) establishes any trust fund, or 
(3) authorizes amounts to be ex- 

pended from any trust fund, shall have no 
force or effect. 

Approved October 17, 1986. 

Conference Report No. 99-962 
2d Session 

[Bracketed numerals indicate official report page 

numbersl 

SUPERFUND AMENDMENTS AND 
REAUTHORIZATION ACT OF 1986 

October 3, 1986. — Ordered to be printed 

MR. EcKART, from the committee of 
conference, submitted the following con- 

ference report to accompany H. R. 2005' 

' Public Law 99-499, page 373. 

The committee of conference on the 

disagreeing votes of the two Houses on 

the amendment of the House to the 
amendment of the Senate to the bill (H. R. 
2005) to amend title II of the Social Se- 

curity Act and related provisions of law 

to make minor improvements and nec- 

essary technical changes, having met, after 

full and free conference, have agreed to 
recommend and do recommend to their 

respective Houses as follows: 
That the Senate recede from its disa- 

greement to the amendment of the House 

to the amendment of the Senate and agree 
to the same with an amendment as fol- 

lows: 
In lieu of the matter proposed to be 

inserted by the House amendment insert 

the following: 

Section 1. Short TIHe and Table of 
Contents. 

This Act may be cited as the "Super- 
fund Amendments and Reauthorization 
Act of 1986. " 

TITLE V. SUPERFUND FINANCING 

A. Hazardous Substance Response Trust 
Fund (uSuperfund") 

1. Trust Fund Prmrisions 

Prior and Present Law 

Superfund jinancing sources 

Amounts equivalent to excise taxes on 
petroleum and feedstock chemicals (de- 
scribed below) were deposited in the Haz- 
ardous Substance Response Trust Fund 
("Superfund"). These taxes expired on 
September 30, 1985. 

In addition to taxes, $44 million was 
authorized to be appropriated to the Su- 
perfund from general revenues for each 
of fiscal years 1981 — 85 (an aggregate of 
$220 million). Total tax and general rev- 

enue appropriations were intended to equal 
$1. 6 billion over the five-year period. 

The following additional amounts also 
are deposited in the Superfund: 

(1) amounts recovered from parties re- 
sponsible for hazardous substance re- 
leases; 

(2) penalties assessed against respon- 
sible parties; and 

(3) punitive damages for failure to pro- 
vide removal or remedial action upon the 
order of the President. 

Expenditure purposes 

Amounts in the Superfund are avail- 

able for expenditures incurred in connec- 

tion with releases or threats of releases of 
hazardous substances into the environ- 

ment. 
Allowable costs include the following: 

(1) Costs of responding to the pres- 
ence of hazardous substances on land or 
in the water or air, including cleanup and 
removal of such substances and remedial 
action. 

(2) Certain costs related to response, 
including epidemiologic studies and main- 

tenance of emergency strike forces. 
(3) Payment of assessment and dam- 

age claims for injury to, or destruction or 
loss of, natural resources belonging to or 
controlled by Federal or State govern- 
ments. No more than 15 percent of Su- 

perfund revenues attributable to taxes and 

general revenue appropriations may be 
used for the payment of natural resource 
assessment and damage claims. 

Administrative provisions 

Claims against the Superfund may be 
paid only out of the fund. If claims against 
the Superfund exceed the balance avail- 

able for payment of those claims, the claims 

are to be paid in full in the order in which 

they are finally determined. 
The Superfund has authority to borrow 

from general Treasury funds for the pur- 
poses of paying response costs in connec- 
tion with a catastrophic spill or paying 
natural resource damage claims. Out- 
standing advances at any time may not 
exceed estimated tax revenues for the fol- 

lowing 12 months; advances for paying 
natural resource claims may not exceed 
15 percent of such revenues. All advances 
were required to be repaid by September 
30, 1985. 

The Superfund was created as a trust 
fund in the Treasury under the Compre- 
hensive Environmental Response, Com- 
pensation and Liability Act ("CERCLA"), 
but is not included under the trust fund 
code of the Internal Revenue Code. 

Repayable advances 

The Superfund taxes expired on Sep- 
tember 30, 1985. Since that time, repay- 
able advances have been made to the 
Superfund from general revenues under 
P. L. 99 — 270 ($150 million advance), and' 

P. L. 99 — 411 ($48 million advance). These 
advances are to be repaid with intorest 
with revenues derived from future Su- 
perfund financing sources. 
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House Bill 

Superfund financing sources 

Under the House bill, amounts equiv- 
alent to excise taxes on petroleum, feed- 
stock chemicals, a new tax on imported 
chemical derivatives, and a new waste 
management tax, are to be deposited in 
the Superfund for fiscal years 1986 — 1990. 
Additional excise taxes on gasoline, die- 
sel, and special motor fuels are to be used 
to fund a separate trust fund for leaking 
underground storage tanks. 

In addition to taxes, $316. 6 million is 
authorized to be appropriated to the Su- 
perfund from general revenues for each 
of fiscal years 1986 — 1990 (an aggregate of 
$1. 583 billion). Total tax and general rev- 
enue appropriations, together with inter- 
est and estimated recoveries, are estimated 
to equal $10. 46 billion over the five-year 
reauthorization period. 

Other financing sources (including re- 
coveries, penalties, and punitive dam- 
ages) are the same as under present law. 

Expenditure purposes 

The House bill generally retains the 
present-law Superfund expenditure pur- 
poses. However, no further expenditures 
are allowed for natural resource assess- 
ment and damage claims. Superfund 
moneys are also to be available for a num- 
ber of additional expenditure purposes 
added by Title I of the House bill. 

Administrative provisions 

The Superfund is established as a trust 
fund under the Internal Revenue Code. 
Administrative provisions generally are 
the same as under present law; however, 
the Superfund has authority to borrow for 
any authorized expenditure purpose, rather 
than only for certain emergency purposes 
as under present law. Advances are also 
not to be limited to estimated tax reve- 
nues for the following 12 months (as they 
are under present law). 

Transfer of hazardous waste 

Under the House bill, no Superfund 
moneys are to be available for transfer of 
any hazardous substance from a facility 
at which a release (or threatened release) 
has occurred to a facility for which a final 
permit is in effect under section 3005(a) 
of the Solid Waste Disposal Act, if (1) 
such permit was issued after January 1, 

This figure, includes amounts deposited in the 
Leaking Underground Storage Tank Trust Fund. 

1983, and before November 1, 1984; (2) 
the transfer is carried out pursuant to a 
cooperative agreement between the EPA 
and the State; and (3) fund moneys could 
not be used for the transfer, except for a 
provision contained in Title I of the House 
bill. 

Effective date 

The Superfund trust fund provisions are 
effective November 1, 1985. 

Senate Amendment 

Superfund financing sources 

Under the Senate amendment, amounts 
equivalent to excise taxes on petroleum, 
feedstock chemicals, and a new Super- 
fund excise tax on manufacturers are to 
be deposited in the Superfund for fiscal 
years 1986 — 1990. Total Superfund reve- 
nues for the five-year reauthorization pe- 
riod (including interest, but not recoveries) 
are intended to total $7. 4 billion. 

Other financing sources (including re- 
coveries, penalties, and punitive dam- 
ages) are the same as under present law. 

Expenditure purposes 

The Senate amendment retains the 
present-law Superfund expenditure pur- 
poses (including resource assessment and 
damage claims). 

In addition to these expenditure pur- 
poses, Superfund moneys are to be avail- 
able for a number of additional expenditure 
purposes added by Title I of the Senate 
amendment, including costs of health as- 
sessments and toxicological profiles; tech- 
nical assistance grants (not to exceed 
$75, 000 per facility); matching grants to 
States for cleanup and stabilization of 
contaminated facilities (not to exceed $1 
million per year per State); a $15 million 
pilot program for the removal of lead- 
contaminate soil; and research and train- 
ing programs. 

Administrative provisions 

The Senate amendment generally fol- 
lows the House bill. However, under the 
Senate amendment, outstanding ad- 
vances to the Superfund are limited to 
estimated tax revenues for the following 
12 months (as under present law), with 
all advances required to be repaid by De- 
cember 31, 1990. The present-law 15-per- 
cent limit on borrowings to pay natural 
resource assessment and damage claims 
is also retained. 

Transfer of hazardous waste 

No provision. 

Effecti ve date. 

These provisions are effective on Oc- 
tober 1, 1985 

Conference Agreement 

Superfund financing sources 

Under the conference agreement, 
amounts equivalent to excise taxes on pe- 
troleum and feedstock chemicals, a new 
excise tax on imported chemical deriva- 
tives, and a new environmental income 
tax are to be deposited in the Superfund. 

In addition to taxes, $250 million of 
general revenue appropriations are au- 
thorized for the Superfund for each of 
fiscal years 1987 — 1991, for an aggregate 
of $1. 25 billion. Total tax and general rev- 
enue appropriations to the superfund, to- 
gether with, interest and estimated 
recoveries, are intended to equal $8. 5 bil- 
lion over the five-year reauthorization pe- 
riod. 

Other financing sources (including re- 
coveries, penalties, and punitive dam- 
ages) are the same as under present law. 

Expenditure purposes 

The conference agreement follows the 
House bill in deleting natural resource 
damage and assessment claims as a Su- 
perfund expenditure purpose. Expendi- 
tures are permitted for the remaining 
present law expenditure purposes and 
other purposes added by Title I of the 
conference agreement. These include ex- 
penditures authorized under section 
111(a), (1), (2), (4), (5), and (6) and sec- 
tion 111(c) (other than section 111(c)(1) 
and (2)) of CERCLA, as in effect on the 
date of enactment of the conference 
agreement. Expenditures also are per- 
mitted for purposes authorized by a later- 
enacted law which is consistent with the 
purposes of these provisions. 

Administrative provisions 

The conference agreement follows the 
House bill, except that advances to the 
Superfund (including advances in fiscal year 
1986) may not exceed estimated tax rev- 
enues for the following 24 months. All 
advances must be repaid by December 31, 
1991. 

This figure does not include amounts deposited in 
the Leaking Underground Storage Tank Trust Fund, 
described below. 
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Transfer of hazardous waste 

The conference agreement follows the 
House bill, with a clarifying amendment. 

Effective date 

The Superfund trust fund provisions are 
effective on January 1, 1987. 

Regulations 

A number of provisions of Title V of 
this conference agreement provide that 
the Secretary of the Treasury or his del- 
egate is to prescribe regulations. Not- 
withstanding any of these references, the 
conferees intend that the Treasury may, 
prior to prescribing these regulations, is- 
sue guidance for taxpayers with respect 
to the provisions of the conference agree- 
ment by issuing Revenue Procedures, 
Revenue Rulings, forms and instructions 
to forms, announcements, or other pub- 
lications or releases. The conferees expect 
that the Treasury will provide taxpayers 
with this guidance as soon as feasible. 

2 Petroleum Tax 

Prior Law 

An excise tax of 0. 79 cent per barrel 
was imposed on (1) crude oil received at 
a United States refinery; and (2) petro- 
leum products (including crude oil, nat- 
ural and refined gasoline, refined and 
residual oil, and certain other liquid hy- 

drocarbon products) imported into the 
United States for consumption, use, or 
warehousing. Revenues equivalent to the 
tax were deposited in the Superfund. 

A credit against the petroleum tax was 
allowed if tax had previously been im- 

posed with respect to the same product. 
The petroleum tax expired on September 
30, 1985. 

House Bill 

The petroleum tax is reimposed at a 
rate of 11. 9 cents per barrel, and extended 
through September 30, 1990. The reim- 

position of the tax is effective on Novem- 

ber 1, 1985. 

Senate Amendment 

The petroleum tax is extended at its 

prior-law rate. 
The tax generally expires after Septem- 

ber 30, 1990. The tax would terminate 
earlier than September 30, 1990, if cu- 

mulative Superfund receipts from taxes 
and interest during the 5-year period reach 

$7. 5 billion. The tax also would be sus- 

pended or terminated under certain cir- 

cumstance if the unobligated balance of 
the Superfund exceeds $2. 225 billion on 
September 30, 1988, or $3 billion on Sep- 
tember 30, 1989. The extension of the tax 

is effective on October 1, 1985. 

Conference Agreement 

Reimposition of petroleum tax 

Under the conference agreement, the 
petroleum tax is reimposed at a rate of 
8. 2 cents per barrel for domestic crude 
oil, and 11. 7 cents per barrel for imported 
petroleum products (including imported 
crude oil). ' Revenues equivalent to the 
tax are to be deposited in the Superfund. 

The petroleum tax generally expires on 
December 31, 1991. The tax would ter- 
minate earlier than that date if cumulative 

Superfund tax receipts during the reau- 
thorization period equal or exceed $6. 65 
billion. Additionally, if (1) on December 
31, 1989 or December 31, 1990, the unob- 

ligated balance of the Superfund exceeds 
$3. 5 billion, and (2) the Secretary of the 
Treasury, in consuitation with the EPA 
Administrator, determine that such unob- 

ligated balance will exceed $3. 5 billion on 
December 31 of the next following cal- 
endar year if no Superfund taxes are im- 

posed during the intervening calendar year, 
then no tax is to be imposed during the 
intervening calendar year. 

Credit for oil returned to pipeline 

The conference agreement directs the 
Treasury Department to provide rules al- 

lowing a credit against the petroleum tax 
if a refiner removes crude oil from a pipe- 
line, and subsequently returns a portion 
of such crude oil into a stream of crude 
oil in the same pipeline. The amount of 
this credit is to equal the product of (1) 
the rate of tax imposed on the crude oil 
removed from the pipeline by the oper- 
ator and (2) the number of barrels of crude 
oil returned to the pipeline by the oper- 
ator. Petroleum for which a credit is re- 
ceived is treated as not having been subject 
to tax. This provision is intended to allow 
a credit in appropriate cases, without re- 
quiring the tracing of specific quantities 
of previously taxed crude oil which is mixed 
with other crude oil in the pipeline stream. 

Effective date 

These provisions are effective on Jan- 
uary 1, 1987. The credit for certain crude 

3 Imported crude oil, which is subsequently received 

at a United States refinery, is to be taxed at the higher 

import rate only. 

oil returned to a pipeline is to apply to 
crude oil removed from a pipeline after 
that date. 

3. Tax on Feedstock Chemicals 

Prior Law 

Imposition of tax 

An excise tax was imposed on the sale 
of 42 organic and inorganic substances 
("feedstock chemicals" ) by a manufac- 

turer, producer, or importer, at the rates 
listed in Appendix A (attached). The tax 
rates were set in 1980 and were limited to 
the lower of 2 percent of estimated whole- 

sale prices or a cap equal to (1) $4. 87 per 
ton for petrochemicals, and (2) $4. 45 per 
ton for inorganic feedstocks. (Certain 
chemicals were taxed at lower rates. ) 

The feedstock chemicals tax applied to 
chemicals manufactured in the United 
States (as defined for purposes of the pe- 
troleum tax) or imported into the United 
States for consumption, use or ware- 
housing. If a taxpayer used a taxable feed- 
stock prior to sale, the tax was imposed 
on such use. 

If one taxable chemical was used to 
produce a second, the tax on the first 

chemical was allowed as a credit against 
the second tax (to the extent of that sec- 
ond tax). The feedstock chemicals tax ex- 
pired on September 30, 1985. 

Exceptions to tax 

Exceptions to the feedstock chemicals 
tax were provided for: 

(1) butane or methane used as a fuel; 

(2) nitric acid, sulfuric acid, ammonia, 
or methane used to produce ammonia, if 
used to produce fertilizer; 

(3) sulfuric acid produced solely as a 
by-product of (and on the same site as) 
air pollution control equipment; 

(4) any taxable feedstock to the extent 
derived from coal; 

(5) petrochemicals used to manufac- 
ture or produce motor fuel, diesel fuel, 
aviation fuel, or jet fuel; and 

(6) cupric sulfate, cupric oxide, cu- 
prous oxide, zinc chloride, zinc sulfate, 
barium sulfide or lead oxide which exist 
in transitory form in the process of refin- 

ing nontaxable metal ores or compounds 
into other (or purer) nontaxable com- 
pounds. 

Treatment of exported feedstocks 

No exemption was provided for expbrts 
of taxable feedstocks. 
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Tax treatment of xylene 

The Treasury Department had taken 
the position that xylene includes sepa- 
rated isomers of xylene . for purposes of 
the feedstocks tax. Thus, the production 
(or use) of such isomers constituted a tax- 
able event. 

Treatment of inventory exchanges 

Under proposed Treasury regulations, 
exchanges of taxable chemicals were 
treated as sales of such chemicals. 

House Bill 

Reimposition of tax 

The feedstock chemicals tax is reim- 
posed subject to the modifications below, 
and extended through September 30, 1990. 

Tax is imposed on prior-law feedstocks 
and, additionally, lead. The tax rates are 
set at the lower of 2. 0 percent, of current 
estimated wholesale price or a cap equal 
to a $6. 25 for all chemicals (except xylene, 
discussed below), but not lower than the 
prior-law rate for any taxed chemical (see 
Appendix A). 

Beginning in 1987, the tax rates are 
to be indexed annually for inflation, as 
measured by the average producer price 
index for organic or inorganic chemicals; 
however, tax rates are not to be reduced 
below the 1986 rates. 

Under a special rule, the tax on nitric 
acid used by the producer to produce ni- 

trocellulose could not exceed 24 cents per 
ton. The reimposition of the tax is effec- 
tive on November 1, 1985. 

Exceptions to tax 

The exception for coal-derived feed- 
stocks is repealed; other prior-law ex- 

ceptions are retained. A conforming 
amendment is made adding lead to the 
substances which are exempt from tax if 
they exist in transitory form as part of a 
refining process. 

In addition to the prior-law exceptions, 
exceptions to the feedstocks tax are pro- 
vided for the following substances: 

(1) nitric acid, sulfuric acid, ammonia, 
or methane used to produce ammonia, if 
used (or sold for ultimate use) in the man- 

ufacture or production of animal feed; and 

(2) domestically recycled nickel, chro- 

mium, cobalt, or lead. (This exception does 
not apply for a period during which a re- 

quired corrective action under RCRA or 
CERCLA has not been completed by the 
taxpayer. ) 

Effective date. — These provisions are 
effective on November 1, 1985. 

Treatment of exported feedstocks 

Taxable feedstocks sold for export by 

the manufacturer or producer, or for re- 

sale by a second purchaser for export, are 
exempt from tax. 

If tax is paid on a chemical, and the 
chemical is later exported, a credit or re- 

fund is allowed to the person who paid 
the tax. 

Effective date. — This provision is effec- 
tive on November 1, 1985. 

Tax treatment of xylene 

It is clarified that, except for imports 
and exports, xylene does not include sep- 
arated isomers for purposes of the feed- 
stock tax. [325] Separation of xylene 
isomers constitutes use of a mixed stream 
of xylene and is treated as a taxable event. 

Effective date. — This provision gener- 
ally is effective November 1, 1985. 

Taxes previously imposed on xylene 
(i. e. , since April 1, 1981) are to be re- 
funded or credited (with interest) to the 
taxpayers. To compensate for lost reve- 

nues, the tax rate on xylene is prospec- 
tively increased above the $6. 25 per ton 
rate that otherwise would apply under the 
House bill (see Appendix A). 

Treatment of inventory exchanges 

Subject to registration and notification 
requirements, if inventories of taxable 
chemicals are exchanged, tax is imposed 
only upon the later sale or use of the 
chemical by the person receiving the 
chemical in the exchange. This rule does 
not apply if the receiving person would 
not be taxable on the sale of the chemical, 
unless such treatment would be as a result 
of the exemption for exported feedstocks 
(described above). 

Effective date. — The amendment re- 
garding inventory exchanges applies ret- 
roactively to the original effective date of 
the feedstocks tax. However, the amend- 
ment applies to any exchange before Jan- 
uary 1, 1986, only if (1) the manufacturer, 
producer, or importer did not treat the 
exchange as a taxable sale, and (2) the 
recipient agrees to be treated as the tax- 
able person for purposes of the tax. 

The registration and notification re- 
quirements with respect to inventory 
exchanges apply to exchanges after De- 
cember 31, 1985. 

Senate Amendment 

Extension of tax 

Under the Senate amendment, the 

feedstocks tax is extended at its prior-law 
rates (see Appendix A). 

The tax generally expires after Septem- 
ber 30, 1990. Provisions are made for ear- 
lier suspension or termination of the tax 
under the same conditions as the petro- 
leum tax (see A. 2. , above). 

Effective date. — The extension of the 
tax is effective on October 1, 1985. 

Exceptions to tax 

The Senate amendment retains the 
prior-law exceptions to the feedstock tax, 
including the exception for coal-derived 
feedstocks. 

As under the House bill, exceptions to 
the tax are added for: 

(1) nitric acid, sulfuric acid, ammonia, 
or methane used to produce ammonia, if 
used (or sold for ultimate use) in the man- 
ufacture or production of animal feed; and 

(2) domestically-recycled nickel, chro- 
mium, or cobalt. (Lead is not taxed under 
the Senate amendment. ) 

The exception for recycled substances 
does not apply for any period during which 
the taxpayer has been notified that it is a 
potentially responsible party for a site listed 
on the National Priorities List, unless the 
taxpayer is in compliance with all orders, 
notices, and judgments (under RCRA or 
CERCLA) with respect to the site. 

Effective date. — This provision is effec- 
tive on October 1, 1985. 

[326] Treatment of exported feedstocks 

The Senate amendment is the same as 
the House bill. 

Effective date. — This provision is effec- 
tive on October 1, 1985. 

Tax treatment of xylene 

No provision. 

Treatrrent of inventory exchanges 

The Senate amendment is the same 
as the House bill but does not include 
the requirement that, for pre-1986 ex- 
changes, the recipient must agree to be 
treated as the taxable person in order for 
the amendment to apply. 

Conference Agreement 

Reimposition of tax 

The conference agreement follows the 
Senate amendment by reimposing the tax 
on feedstock chemicals at its prior law 

rates (except in the case of xylene, dis- 

cussed below). No tax is imposed on lead 
or on any other chemical not taxed under 
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prior law, 

The tax on feedstock chemicals gen- 
erally expires on December 31, 1991. The 
tax would be suspended or terminated 
earlier than that date under the same con- 
ditions as the petroleum tax. 

Effective date. — The reimposition of the 
tax is effective on January 1, 1987. 

Exceptions to tax 

The conference agreement follows the 
Senate amendment by retaining the pres- 
ent law exception for coal-derived feed- 
stocks. Other present law exceptions also 
are retained. 

The conference agreement follows the 
House bill and the Senate amendment by 
providing additional exceptions for: 

(1) nitric acid, sulfuric acid, ammonia, 
or methane used to produce ammonia, if 
such chemicals are used (or sold for ul- 
timate use) in the manufacture or pro- 
duction of animal feed, and 

(2) domestically recycled nickel, chro- 
mium, or cobalt. 

As under the House bill, the recycling 
exception does not apply for any period 
during which a required corrective action 
under RCRA or CERCLA with respect 
to the recycling unit has not been com- 
pleted by the taxpayer. Under a special 
rule, corrective actions (or the portions 
of corrective actions) relating to contam- 
ination of groundwater are to be treated 
as completed, for purposes of the recy- 
cling exception only, 10 years after the 
date on which the corrective action is re- 

quired by the EPA Administrator (or a 
State acting pursuant to an authorized 
program). This special rule applies only 
if the taxpayer is in compliance with all 
orders, notices, and judgments under 
RCRA or CERCLA with respect to the 
site. 

Effective date. — These provisions are 
effective on January 1, 1987. 

[327] Treatment of exported feedstocks 

The conference agreement follows the 
House bill and the Senate amendment. 

In addition to exempting exported 
feedstocks, the conference agreement al- 

lows a credit or refund (without interest) 
of taxes on feedstock chemicals which are 
used as materials in the manufacture or 
production of certain exported sub- 
stances. The exported substances which 

trigger this credit or refund are to be the 
same as the substances taxed under the 
new tax on imported chemical derivatives 
(described in A. 4, below). The credit or 

refund is to be made to the person who 

paid the feedstocks tax. ' 
Effective dates. — The exception for ex- 

ported feedstocks is effective on January 

1, 1987, 
The allowance of a credit or refund for 

feedstocks used in the manufacture or 
production of certain exported substances 
is effective on January 1, 1989. 

Tax treatment of xylene 

The conference agreement follows the 
House bill 

Effective date. — This provision gener- 

ally is effective on January 1, 1987. 
Taxpayers who previously paid the tax 

imposed on xylene (i. e. , from April 1, 
1981, through September 30, 1985) may 
file claim for refund of the tax (with in- 

terest). The statute of limitations is ex- 
tended to permit such refunds or credits. 
Such credits or refunds apply, under the 
conference agreement, only if the person 
who would otherwise be liable for the tax 
meets requirements similar to the general 
Code, rules regarding credits or refunds 
of manufactures' or retailers' excise taxes 
(sec. 6416(a)). ' However, if the manu- 
facturer separately stated the tax and the 
purchaser did not pay the tax, then the 
refund or credit is allowable to the man- 
ufacturer. To compensate for lost reve- 
nues, the tax rate on xylene is temporarily 
increased, only for the duration of the 
five-year reauthorization period, from 
$4. 87 to $10. 13 per ton. 

Treatment of inventory exchanges 

The conference agreement follows the 
House bill. 

Effective date. — The amendment re- 
garding inventory exchanges applies ret- 
roactively to the original effective date of 
the feedstocks tax (April 1, 1981). How- 
ever, the amendment applies to any ex- 
change before January 1, 1987, only if (1) 
the manufacturer, producer, or importer 
did not treat the exchange as a taxable 
sale, and (2) the recipient agrees to be 
treated as the taxable person for purposes 
of the tax. 

As in the case 'of exported feedstocks, this person 
is required to repay the amount of tax to the exporter, 
or obtain the exporter's written consent to the credit 
or refund, in order to receive the credit or refund. 

In general, sec. 6416(a) allows a credit or refund 

only if the person who paid the tax establishes under 
regulations that he (I) has not included the tax in the 
price of the article and has not collected the amount 
of tax from the purchaser, or (2) has repaid thc amount 

of tax to the ultimate purchaser of the article, or 
obtained his written consent to the purchase or re- 
fund. 

The registration and notification re- 
quirements with respect to inventory ex- 
changes apply to exchanges after 
December 31, 1986. 

[328] Treatment of mixed hydrocarbon 
streams containing taxable feedstocks 

Under the conference agreement, no 
tax is imposed on any organic taxable 
chemical while it is part of an interme- 
diate hydrocarbon stream containing a 
mixture of different organic taxable 
chemicals. Instead, the isolation, extrac- 
tion, or other removal of an organic tax- 
able chemical from such a stream (or any 
other event causing the chemical to cease 
being part of the stream) is treated as a 
taxable use by the person causing such 
removal, and the tax is imposed on such 
person. This provision applies only if reg- 
istration and certification requirements, 
similar to those imposed with respect to 
inventory exchanges, are satisfied. For 
purposes of this provision, organic tax- 
able chemicals include any taxable feed- 
stock chemical which is an organic 
substance. 

' 
Effective date. — This provision applies 

retroactively to the original effective date 
of the feedstocks tax (April 1, 1981), As 
in the case of the rule regarding inventory 
exchanges, the provision applies to sales 
of any intermediate hydrocarbon stream 
before January 1, 1987, only if (1) the 
manufacturer, producer, or importer of 
the mixed hydrocarbon stream did not treat 
the sale of such stream as a taxable sale, 
and (2) the purchaser agrees to be treated 
as the taxable person for purposes of the 
tax. 

The registration and notification re- 
quirements with respect to mixed hydro- 
carbon streams are effective on January 
1, 1987. 

4. Tax on Imported Chemical Derivatives 

Prior Latv 

Crude oil, certain petroleum products, 
or taxable feedstock chemicals imported 
into the United States were subject to the 
petroleum or feedstocks tax (see A. 2. and 
A. 3. , above). No tax was imposed on im- 

ports of products that are derived from 
these materials. 

'Taxable organic chemicals include the first 11 listed 
substances in section 4661 of the Code (acetylene, 
benzene, butane, butylene, butadiene, ethy(ene, 
methane, naphthalene, propylene, toluene, and xy- 
lene). 
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House Bill 

Imposition of tax 

A tax is imposed on the sale of any 
listed chemical derivative by the importer 
thereof. The initial list includes 47 chem- 
ical derivatives (see Appendix B). 

The Secretary of the Treasury is to list 
any other imported substances deter- 
mined to have more than 50 percent of 
their value derived from petroleum or 
taxable feedstock chemicals used as ma- 
terials or process fuel. This determination 
is to be based on the predominant method 
of production. The Treasury may delist 
substances (including initially listed sub- 
stances) as necessary to carry out the pur- 
poses of the tax. 

Substances are taxable only if listed at 
the time of sale or use by the importer. 

[329] Amount of tax 

The amount of tax is— 
(1) the amount of tax which would have 

been imposed under the feedstocks tax on 
the taxable chemicals used as materials or 
process fuel, if such taxable chemicals had 
been sold in the United States for an 
equivalent use; or 

(2) if the importer does not furnish suf- 

ficient information to determine the tax 
under (1) above, 5 percent of the ap- 
praised value of the imported substance 
at the time of import. 

Procedure and definitions 

The tax is imposed on the importer of 
a listed substance at the time such sub- 
stance is sold or used. No tax is imposed 
if the petroleum or feedstock chemical 
taxes are imposed on the same sale or use. 

The United States includes Puerto Rico 
and specified U. S. possessions (as defined 
for purposes of the petroleum and feed- 
stock taxes). 

Revenues from the tax are not covered 
over to Puerto Rico or the Virgin Islands 
under section 7652 of the Code. 

Termination date 

The tax terminates on September 30, 
1990. 

Effective date 

The tax on imported chemical deriva- 
tives is effective on January 1, 1987. 

Senate Amendment 

No provision. 

Conference Agreement 

The conference agreement generally 

follows the House bill with an amend- 

ment. 
Under the conference agreement, the 

amount of tax imposed on a listed im- 

ported chemical derivative is the amount 

of tax which would have been imposed by 

the feedstocks tax on the taxable chemi- 

cals used as materials (and not process 
fuel) if such taxable chemicals had been 
sold in the United States for an equivalent 

use. 
If the importer does not furnish suffi- 

cient information (at such time and man- 

ner as the Secretary may require) the 
amount of tax is 5 percent of the customs 
value of the imported chemical deriva- 
tive. 

Under the conference agreement, a 
' 

chemical derivative must be listed by the 
Secretary of the Treasury in order to be 
subject to this tax. 

An initial list of taxable substances is 
specified in the statute. This initial list in- 

cludes the 47 chemical derivatives in the 
House bill, as well as acrylonitrile and 
methanol. The Secretary may delist sub- 

stances (including statutorily listed sub- 

stances) as necessary to carry out the 
purposes of the tax; however, acryloni- 
trile may not be delisted. 

[330] In addition, the Secretary is to 
add chemical derivatives to this list if tax- 
able feedstocks (under sec. 4661) com- 
prise over 50 percent of the molecular 
weight of the raw materials used to pro- 
duce the chemical derivative. The Sec- 
retary is to make this determination on 
the basis of the predominant method of 
production (with respect to imported de- 
rivatives) using stoichiometric material 
consumption assuming a 100-percent yield. 

The Secretary may also add a chemical 
derivative to the list if taxable feedstocks 
comprise over 50 percent of the value of 
the raw materials used to produce the 
chemical derivative. 

The provision is effective for imports 
of chemical derivatives on or after Janu- 
ary 1, 1989. 

The conference agreement also pro- 
vides that the Secretary shall conduct a 
study of issues related to the implemen- 
tation of the tax on imported chemical 
derivatives and the credit allowable for 
taxable feedstocks used in the production 
of exported chemical derivatives. This 
study is to be done after consultation with 
both the Administrator of the Environ- 
mental Protection Agency and the Inter- 
national Trade Commission. The report 

of the study is to be submitted to the House 
Committee on Ways and Means the Sen- 
ate Committee on Finance no later than 
January 1, 1988. 

5. Waste Management Tax 

Present Law 

No provision. (A dry-weight tax on 
hazardous waste was imposed for pur- 

' 

poses of funding the Post-closure Liability 
Trust Fund, discussed in A. 7. , below; the 
authority to collect this tax expired on 
September 30, 1985. ) 

House Bill 

Imposition of tax 

Under the House bill, an excise tax is 

imposed on the disposal, treatment or ex- 
port of hazardous waste. A "back-up" tax, 
discussed below, is also imposed on haz- 

ardous waste that is not otherwise the sub- 

ject of a taxable event within 270 days of 
generation, and that is not exempt from 
the waste management tax. 

The tax is imposed on (1) the receipt 
of hazardous waste at a qualified hazard- 
ous waste management unit, (2) the re- 
ceipt of hazardous waste for transport from 
the United States for the purpose of ocean 
disposal, and (3) the export of hazardous 
waste from the United States. A "quali- 
fied hazardous waste management unit" 
means the specified area of land or struc- 
ture which isolates hazardous wastes within 

a qualified hazardous waste management 
facility, and which is subject to interim 
status or final permit requirements under 
subtitle C of the Solid Waste Disposal Act. 
A "qualified hazardous waste manage- 
ment facility" means any facility (as de- 
fined under subtitle C of the Solid Waste 
Disposal Act) which has received a permit 
or interim status under section 3005(c) of 
the Solid Waste Disposal Act or an au- 

thorized State program. 
Hazardous waste is defined as any waste 

which is listed or identified under section 
3001 of the Solid Waste Disposal Act as 
of the date on enactment, and which is 
not subsequently delisted. Thus, [331] 
wastes the regulation of which has been 
suspended under present law (e. g. , cer- 
tain mining wastes) are not subject to the 
tax. 

Tax rates 

Under the House bill, the amount of 
tax imposed per ton of hazardous waste 

(on a wet-weight basis) is determined in 

accordance with the following table: 
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If the taxable event is: 

Land 
disposal 

(tax 
per ton) 

Any 
other 

taxable 
event 

For calendar year: 
1986 . . . . . . . . . . . . . . . . . . . . . 
1987 . . . . . . . . . . . . . . . . . . . . . 
1988 . . . . . . . . . . . . . . . . . . . . . 
1989 . . . . . . . . . . . . . . . . . . . . . 
1990 . . . . . . . , . . . . . . . . . . . . . 

$37 $4. 15 
39 4. 15 
42 4. 15 
44 4. 15 
47 4. 15 

The land disposal rate applies to haz- 
ardous waste received at a landfill, surface 
impoundment, waste pile, or land treat- 
ment unit, each as defined by EPA pur- 
suant to sections 3004 and 3005 of the 
Solid Waste Disposal Act. The land dis- 

posal rate does not apply to surface im- 

poundments which are part of waste water 
treatment systems or of deep well injec- 
tion units. 

The lower (i. e. , $4. 15 per ton) tax rate 
applies to all other taxable events, in- 

cluding (1) ocean disposal of hazardous 
waste, (2) export of hazardous waste, and 

(3) receipt of hazardous waste at other 
qualified hazardous management units 
(i. e. , other than for land disposal) includ- 

ing deep well injection facilities. For this 
purpose, deep well injection facilities in- 

clude any containers, tanks or surface im- 

poundments principally used to treat or 
store hazardous waste before under- 
ground injection. 

Exemptions and credits 

Waste water treatment. — Hazardous 
waste received at a waste water treatment 
unit is exempt from tax unless a corrective 
action order remains uncompleted with 

respect to the facility. A waste water 
treatment unit is any qualified hazardous 
waste management unit which is an in- 

tegral and necessary part of a waste water 
treatment system, other than a unit which 

receives concentrated treatment residues 
for storage or final disposition. 

The exemption for waste water treat- 
ment units is not allowed with respect to 
any activity conducted at a facility (or part 
thereof) while a required corrective ac- 

tion remains uncompleted with respect to 
such facility (or part of such facility). If a 
corrective action is uncompleted, tax is 

imposed at a rate of 15 cents per ton on 

waste received at the waste water treat- 
ment unit. 

Incineration. — A credit or refund of tax 
(without interest) is provided for waste 

that is incinerated on land (or the equiv- 

alent of inceration on land) within 90 days 

after the date on which such waste is first 

received at a qualified hazardous waste 

management unit. 

Qualified chemical fuels or solvenls. — 
A credit or refund is provided (without 

interest) for tax imposed on waste used 

in the production [332] of any qualified 

chemical fuel or solvent for use in any 

commercial or industrial application. A 
qualified chemical fuel or solvent is any 

chemical fuel or solvent determined by 

the Administration not to be hazardous. 

Recycling of batteries. — A credit or re- 

fund (without interest) is provided for tax 

paid on the receipt of a battery at a qual- 

ified hazardous waste management unit if 
recycling of such battery commences within 

90 days of receipt. 
Corrective and remedial actions. — Ex- 

emptions are provided in the following 

cases: 
(1) receipt or export of hazardous 

waste pursuant to corrective actions re- 

quired by an order or permit issued by 
the EPA Administrator under the Solid 
Waste Disposal Act (or by a State un- 

der an authorized program); 
(2) receipt or export of hazardous 

waste pursuant to a proposed or final 

closure plan approved by the Admin- 

istrator or an authorized State; 
(3) receipt or export of hazardous 

waste pursuant to a removal or reme- 
dial action under CERCLA, if the re- 
sponse action has been selected or 
approved by the EPA Adminstrator; or 

(4) receipt or export of hazardous 
waste pursuant to an action to correct 
an emergency situation arising from a 
product spill which is certified by the 
Administrator to the Secretary as car- 
rying out the purposes of CERCLA. 
Federally-owned facilities. — Hazard- 

ous waste received at a federally owned 
facility is not subject to the tax. 

Payment of tax. — The waste manage- 
ment tax is payable by (1) the owner or 
operator of a qualified hazardous waste 
management unit; (2) in the case of ocean 
disposal, the owner or operator of the ves- 

sel or aircraft engaged in ocean disposal; 
or (3) in the case of export, the exporter 
of hazardous waste. 

Termination dale 

The waste management tax generally 
expires on September 30, 1990. 

Effective date. — The tax is effective with 

respect to hazardous waste received or 

exported after December 31, 1985. 

"Backup" tax on generation and 
hazardous waste 

A "backup" tax is imposed on hazard- 

ous waste which 270 days after generation 
has not been (1) received at a qualified 

hazardous waste management unit, (2) re- 

ceived for transport from the United States 
for the purpose of ocean disposal, or (3) 
exported from the United States. The 
generator of the waste is liable for the tax. 

The backup tax is imposed at the rate 

applicable for land disposal. However, the 

Treasury Department may prescribe reg- 
ulations which provide exemptions from 

the backup tax (or a reduced rate) as may 

be consistent with the purposes of the 

backup tax. 
The backup tax does not apply to waste 

generated after September 30, 1990. 
Effective date. — The backup tax is ef- 

fective with respect to hazardous waste 

generated after December 31, 1985. 

[333] Senate Amendment 

No provision. 

Conference Agreement 

The conference agreement follows the 
Senate amendment. 

6. Environmental Tax 

Present Law 

Alternative minimum taxable income 

Under the conference agreement on the 
Tax Reform Act of 1986 (H. R. 3838), as 

passed by the House on September 25, 
1986, and the Senate on September 27, 
1986, an alternative minimum tax is im- 

posed on corporations. The tax rate is 20 
percent, and there is a $40, 000 exemption 
amount (phased out at the rate of 25 cents 
on the dollar for alternative minimum tax- 
able income in excess of $150, 000). 

The items of tax preference include ac- 
celerated depreciation in excess of the al- 

ternative depreciation system for property 
(other than transitional property) placed 
in service after 1986; intangible drilling 
costs (with an offset for 65 percent of net 
oil and gas income); percentage depletion 
(in excess of the adjusted basis of the 

property); bad debt reserve deductions for 
financial institutions; use of the com- 
pleted contract method of accounting and 
of the installment method; capital con- 
struction funds for shipping companies; 

See H. Rep. 99 — 841, September 18, 1986. 
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60-month amortization of certified pol- 
lution control facilities; and mining ex- 
ploration and development costs. Tax- 
exempt interest on newly issued private 
activity bonds (but not qualified 501(c)(3) 
bonds), and untaxed appreciation on 
charitable contributions of appreciated 
property, also are preference items. 

For 1987 through 1989, one-half of the 
excess of pre-tax book income of the tax- 
payer (including members of a group fil- 

ing a consolidated tax return for the year), 
over other alternative minimum taxable 
income, is a preference. After 1989, pre- 
tax book income is replaced for this pur- 
pose by adjusted current earnings. 

These provisions apply generally to 
taxable years beginning after December 
31, 1986. The treatment of interest on pri- 
vate activity bonds as a preference item 
applies to bonds issued after August 7, 
1986, except that in the case of certain 
bonds treated as governmental under prior 
law, such treatment applies to bonds is- 

sued on or after September 1, 1986. 

Manufacturer's excise tax 

Present law imposes selective excise 
taxes on the sale by the manufacturer of 
tires, petroleum products, coal, and cer- 
tain recreational equipment. 

House Bill 

No provision. 

[334] Senate Amendment 

Imposition of tax 

The Senate amendment imposes an ex- 
cise tax on the sale, lease, or transfer of 
tangible personal property by the manu- 
facturer of the property, in connection with 
a trade or business (Superfund Excise Tax). 
Revenues equivalent to the tax are to be 
deposited in the Superfund. 

The tax is equal to 0. 08 percent of the 
sales price of, or gross lease payments for, 
the property (i. e. $8 of tax per $10, 000 of 
taxable amount). Tax is also imposed (at 
the same 0. 08-percent rate) on importers 
of tangible personal property based on the 
customs value plus duties (or, if no cus- 
toms value is available, the fair market 
value) of the imported property. 

For purposes of the tax, "manufactur- 
ing" includes mining, raw material pro- 
duction, and the production of tangible 
personal property. Manufacturing does not 

include services incidental to storage or 
transportation of property; preparation of 
food in a restaurant or other retail estab- 

lishment; or incidental preparation of 
property by a wholesaler or retailer. 
"Tangible personal property" includes 
natural gas and other gaseous products 
and materials. Tangible personal prop- 

erty does not include electricity, unpro- 

cessed agricultural products, or 
unprocessed food products. 

The tax is deductible from Federal in- 

come taxes. 

Credit against tax 

A credit equal to 0. 08 percent of the 
taxpayer's qualified inventory costs is al- 

lowed against the tax. 
"Qualified inventory costs" are amounts 

paid or incurred for purchases of tangible 
personal property and which are allocable 
to the inventory of a manufacturer using 
the full absorption accounting method 
(unless otherwise provided in regula- 
tions). Property manufactured for lease is 
treated in the same manner as property 
manufactured for sale. 

In lieu of any allowance for deprecia- 
tion or amortization, qualified inventory 
costs include amounts paid or incurred for 
depreciable or amortizable property (i. e. , 
expensing treatment). 

A taxpayer who includes the cost of 
tangible personal property in qualified in- 

ventory costs is treated as the manufac- 
turer of the property if the property is 
subsequently sold or leased. 

Credits may be carried forward to later 
taxable years, but may not be refunded. 

Exemptions 

Small manufacturers. — A manufac- 
turer with $5 million or less of annual tax- 
able receipts is effectively exempt from 
the tax, by means of a minimum $4, 000 
allowable credit. This minimum credit is 
not available to importers, is not refund- 
able, and may not be carried over. 

Small imports, exports, and tax-exempt 
entities. — Additional exemptions from the 
tax are provided for the following: (1) im- 
port shipments with an aggregate value of 
$10, 000 or less; (2) exports from the United 
States, and (3) items sold or leased (but 
not imported) by governmental units or 
organizations exempt from taxation un- 
der [335] section 501(a) (other than in un- 
related trades or businesses). 

as the petroleum and feedstock chemical 
taxes (see A. 2 and A. 3, above). 

Effective date 

The tax is effective on January 1, 1986. 

Present Law 

Petroleum releases and releases of nat- 

ural or synthetic gases are not covered by 
the Superfund. (Some petroleum releases 
are specifically covered by other environ- 

mental laws, ) 

Termination date 

The tax terminates after December 31, 
1990. The tax would be suspended or ter- 
minated earlier under similar conditions 

Conference Agreement 

The conference agreement provides a 
new environmental tax generally based on 
corporate alternative minimum taxable 
income ("AMTI"). AMTI is defined in 
the same manner as in the Tax Reform 
Act of 1986 (H. R. 3838), which the con- 
ferees expect will be signed into law be- 
fore the effective date of this provision. 

The amount of tax is equal to 0. 12 per- 
cent ($12 of tax per $10, 000 of AMTI) of 
the excess of AMTI, without regard to 
net operating losses and the deduction for 
this tax, over $2 million. The $2 million 
exetnption is aggregated for taxpayers that 
are component members of a controlled 
group of corporations (as defined in sec. 
1563). The env'ironmental tax is imposed 
whether or not the taxpayer is subject to 
the alternative minimum tax. The envi- 
ronmental tax is deductible from gross in- 

come. No credits are allowable against the 
environmental tax. In addition, the rules 
for estimated tax, penalties, and refunds 
that apply to the corporate income tax 
also apply to the environmental tax. 

The environmental tax is effective for 
taxable years beginning after December 
31, 1986. The environmental tax is not 
imposed if any taxable year beginning 
during a calendar year in which the pe- 
troleum and chemical feedstocks taxes are 
not imposed. Thus, the environmental tax 
is not imposed in taxable years beginning 
after December 31, 1991, and will be ter- 
minated (or suspended) sooner if the pe- 
troleum and chemical feedstocks taxes are 
terminated (or suspended) before this date. 
The effective date and termination pro- 
visions are designed to impose the envi- 

ronmental tax for the same number of 
taxable years, regardless of when a cor- 
poration's taxable year begins. Rules for 
the imposition of the environmental tax 
for taxable years of less than 12 months 
shall be prescribed by the Secretary. 

7. Learning Underground Storage Tank 

Trust Fund and Tax 

390 1987 — 1 C. B. 



Excise taxes are imposed on gasoline 
and special motor fuels (9 cents per gal- 
lon), diesel fuel (15 cents per gallon), 
aviation gasoline (12 cents per gallon), 
aviation jet fuel (14 cents per gallon), and 
fuel used on inland waterways (10 cents 
per gallon). Revenues from these fuel taxes 
are dedicated to specific trust funds. 

[336] House Bill 

Establishment of trust fund 

A separate Leaking Underground 
Storage Tank Trust Fund is established, 
to be available for cleanup and related 
costs associated with leaking under- 
ground storage tanks containing petro- 
leum products. 

This Trust Fund generally is intended 
to be used to pay cleanup and related costs 
involving tanks where no solvent owner 
can be found, or when the owner or op- 
erator refuses or is unable to comply with 
an urgent corrective order. This Trust Fund 
would also be available to provide grants 
to States carrying out these purposes. 

Financing of trust fund 

The Leaking Underground Storage 
Tank Trust Fund is to be funded by: 

(1) An additional 0. 2-cent per gallon 
tax on gasoline, diesel fuel, and special 
motor fuels sold by a producer or im- 

porter; liquid fuels (other than gasoline) 
used in motor vehicles, motor boats, and 
trains; liquid aviation fuels; and fuels used 
in commercial transportation on inland 
waterways. These additional taxes gen- 
erally use the tax base and collection pro- 
cedures of the present-law excise taxes on 
these fuels (Code secs. 4041, 4042, and 
4081). 

(2) Interest on balances in this Trust 
Fund. 

(3) Recoveries from responsible par- 
ties under section 9003(h) of the Solid 
Waste Disposal Act. 

Termination of t'ax 

The additional taxes expire on Septem- 
ber 30, 1990. However, no further taxes 
are to be imposed if, before September 
30, 1990, cumulative revenues from these 
taxes exceed $850 million. 

Effective date 

These provisions are effective on No- 
vember 1, 1985. 

Senate Amendment 

No provision. 

Conference Agreement 

The conference agreement follows the 
House bill in establishing a Leaking Un- 

derground Storage Tank Trust Fund. The 
conference agreement also fofiows the 
House bill as to the financing of the Trust 
Fund, except that the tax is imposed at 
the rate of 0. 1 cent per gallon. This tax is 

not imposed on liquified petroleum gas. 
A reduced rate of 0. 05 cent per gallon is 

imposed on methanol. 
This provision is effective on January 

1, 1987. It expires on December 31, 1991. 
If, prior to the date, the net revenues from 
the taxes impose to fund the Leaking Un- 

derground Storage Tank Trust Fund ex- 
ceed $500 million, than those taxes will 

expire on the last day of the month in 
which that occurs. 

[337] B. Post-Closure Liability 
Trust Fund and Tait 

Present Law 

A separate trust fund, the Post-Closure 
Liability Trust Fund, is to assume com- 
pletely the liabihty of owners and oper- 
ators of hazardous waste disposal facilities 
that have been granted permits and have 
been properly closed under Subtitle C of 
the Resource Conservation and Recovery 
Act. (RCRA). The Trust Fund also may 
be used to pay certain monitoring and 
maintenance costs. 

Revenues from an excise tax on haz- 
ardous waste were deposited in the Trust 
Fund. The tax of $2. 13 per dry weight ton 
expired on September 30, 1985. 

House Bill 

The House bill repeals the Post-Clo- 
sure Liability Trust Fund and tax, effec- 
tive October 1, 1983 (the original effective 
date of the tax). To effect this retroactive 
repeal, taxpayers who paid this tax may 
file claims for refunds of the tax, plus in- 
terest. 

Senate Amendment 

The Senate amendment repeals the Post 
Closure Liability Trust Fund and tax ef- 
fective October 1, 1985, and transfers the 
unobligated balance in this Trust Fund to 
the Superfund. Amounts in the Trust Fund 
are to be refunded (proportionately to 
taxes paid, but without interest) effective 
March 1, 1989, unless by that date the 
Congress authorizes a transfer or as- 
sumption of post-closure liability in re- 
sponse to a study required to be made by 
EPA. 

C. Oil Spill Liability Trust Fund and Tax 

1. Oil Spill Liability Trust Fund 

Present Law 

Funds relating to oil spill damages and 
cleanups have been created under various 
Federal statutes, including: 

(1) section 311(k) of the Federal 
Water Pollution Control Act (Clean 
Water Act) ($35 million revolving fund 
for oil spill cleanups, supported by fines, 
penalties, and general revenue appro- 
priations); 

(2) the Trans-Alaska Pipeline Au- 
thorization Act ($100 million fund, fi- 

nanced primarily by a 5-cents-per-barrel 
fee on oil passing through the pipeline); 

(3) the Deepwater Port Act of 1974 
(" Deepwater Port Liability Fund" ) 
($100 million fund, financed by a 2-cents- 
per-barrel fee on oil loaded at a deep- 
water port); and 

(4) the Outer Continental Shelf Act 
Amendments of 1978 (" Offshore Oil 
Pollution Compensation Fund" ) ($200 
million [338] fund with respect to off- 
shore oil spills, financed by a maximum 
3-cents-per-barrel fee on owners of off- 
shore oil). 
There is no general oil spill liability and 

compensation trust fund. 

In general 

House Bill' 

An Oil Spill Liability Trust Fund is es- 
tablished in the Treasury, to be funded in 
part by a 1. 3-cents-per-barrel excise tax 
on domestic crude oil and imported pe- 
troleum products. 

Amounts in the Oil Spill Fund are 
available for removal costs, certain dam- 
ages sustained by U. S. claimants, and cer- 
tain related costs associated with oil spills. 
Claimants generally would have the op- 
tion of proceeding against the responsible 
party or recovering against the Fund, which 
could then proceed against the responsi- 
ble party. The legislation would constitute 

s 
Similar provisions are included in H. R. 5300, the 

Omnibust Budget Reconciliation Act of 1986, as re- 
ported by the House Committee on the Budg9t on 
July 31, 1985 (H Rep. 99-727), and as passed by the 
Honse on September 24, 1986. 

Conference Agreement 

The conference agreement follows the 
House bill. The statute of limitations is 
extended so that taxpayers who paid this 
tax may file claims for refunds. 
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an exclusive remedy for ciaims covered 
by the Fund. 

Liability of responsible parties is to be 
on a strict, joint, and several basis, with 
liability limits consistent with interna- 
tional agreements. 

Excess amounts remaining in the fund 
created by section 311(k) of the Federal 
Water Pollution Control Act are trans- 
ferred to the general fund of the Treasury. 

Uses of fund 

Amounts in the Oil Spill Fund are 
available only for the following purposes: 

(1) Payment of costs incurred in clean- 
ing up or preventing oil pollution from 
vessels or offshore facilities (" removal 
costs"), under the Federal Water Pollu- 
tion Control Act, the Deepwater Port Act, 
and the Intervention on the High Seas 
Act. 

(2) Claims for injury to, or destruction 
of, real or personal property. 

(3) Claims for loss of subsistence use 
of natural resources. 

(4) Payment of otherwise uncompen- 
sated economic loss sustained by any U. S. 
claimant as a result of oil spills from ves- 
sels or offshore facilities. Compensable 
damages would include lost earnings and 
profits if: (a) the loss is 25 percent or more 
of the claimant's earnings; or (b) in the 
case of seasonal activities, 25 percent of 
seasonal earnings are derived from af- 
fected activities. 

(5) Paytnent of contribtions to the In- 
ternational Fund for Compensation for Oil 
Pollution Damage, if the conventions es- 
tablishing this fund come into force with 

respect to the United States. Under reg- 
ulations, contributions to the Interna- 
tional . Fund would be allowed only in 

proportion to the portion of such Fund 
used for purposes that are consistent with 
the uses of the domestic Oil Spill Fund. 

[339] (6) Administrative costs, but only 
to the extent necessary for an incidental 
to the implementation of the Compre- 
hensive Oil Pollution Liability and Com- 
pensation Act. 

Payments to any governmental unit, 
under any item above, are permitted only 
for removal costs and administrative ex- 

pense related to removal costs. 
The liability of the Oil Spill Fund could 

not exceed $200 million for any single in- 

cident. Additionally, no payment could 
be made (except for removal costs) to the 
extent that the payment would reduce the 
Fund balance below $30 million. 

Claims against the Fund could be paid 

out of the Oil Spill Fund only. If the Fund 

is insufficient to pay all claims, claims are 

to be paid in full in the order in which 

finally determined. 

Revenue sources 

Under the House bill, the following 

amounts are to be deposited in the Oil 

Spill Fund: 

(1) Amounts equivalent to a 1. 3-cent- 

per-barrel excise tax on domestic crude 

oil and imported petroleum products, us- 

ing the tax base for the Superfund petro- 
leum tax (see C. 2. , above). 

(2) Amounts recovered, collected, or 
received from responsible parties under 
the Comprehensive Oil Pollution Liabil- 

ity and Compensation Act. (Penalties with 

respect to payment of taxes would not be 
deposited in the Oil Spill Fund. ) 

(3) Amounts remaining in the Deep- 
water Port Liability Fund and the Off- 
shore Oil Pollution Compensation Fund, 
as of the date of enactment. 

(4) Interest earned on Oil Spill Fund 
investments. 

(5) The proceeds of authorized bor- 

rowing by the Oil Spill Fund, not to ex- 
ceed $300 million in outstanding 
indebtedness at any time. 

(6) Penalties and recoveries under the 
Federal Water Pollution Control Act. 

Administrative provisions 

The Oil Spill Liability Trust Fund is 
established as a trust fund in the Internal 
Revenue Code. 

The Trust Fund is authorized to bor- 
row, as repayable advances, up to $300 
million at any one time to carry out the 
purposes of the Fund. 

Effective date 

The Oil Spill Fund trust fund provisions 
are effective on January 1, 1986. 

Senate Amendment 

No provision. 

Conference Ag reement 

The conference agreement does not in- 
clude the provision of the House bill. 

[340] 2. Oil Spill Tax 

Present Law 

No provision. (A tax on petroleum was 
imposed for deposit in the Superfund; see 
A. 2. , above. ) 

House Bill' 

Imposition of tax 

An excise tax of 1. 3 cents per barrel is 
imposed on domestic crude oil and im- 

ported petroleum products, in addition to 
the 11. 9-cents-per-barrel tax imposed on 
this base for the Superfund (see A. 2. , 
above). This tax uses the same tax base, 
and is subject to the same administrative 
provisions, as the Superfund petroleum 
tax. 

A non-transferable credit against the 
oil spill tax is allowed (to the extent of 
prior contributions) for persons who con- 
trolled to the Deepwater Port Liability 
Fund or the Offshore Oil Pollution Com- 
pensation Fund. (The balance in these 
funds is to be transferred to the Oil Spill 
Fund. ) 

Termination of tax 

This tax terminates after September 30, 
1990. 

Effective date 

The tax is effective after December 31, 
1985. 

Senate Amendment 

No provision. (The Senate amendment 
continues the prior-law Superfund petro- 
leum tax. ) 

Conference Agreement 

The conference agreement does not in- 

clude the provision of the House bill. 

D. Tax-Exempt Bonds for Hazardous Waste 

Treatment Facilities 

Present Law 

Tax-exempt industrial development 
bonds ("IDBs") may be issued to finance 
solid waste disposal facilities (sec. 
103(b)(4)(E)). Facilities for the disposal 
of liquid or gaseous waste (including liq- 

uid and gaseous hazardous wastes) do not 

qualify for this financing. 
Under the conference agreement on the 

Tax Reform Act of 1986 (H. R. 3838), " 

Similar provisions are included in H. R. 5300, the 

Omnibus Budget Reconciliation Act of 1986, as re- 

ported by the House Committee on the Budget, July 

31, 1986, and as passed by the House on September 

24, 1986. 

See H. Rep. 99-841, September 18, 1986. 
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as passed by the House on September 25, 
1986, and the Senate on September 27, 
1986, tax-exempt private activity bonds 
may be issued to finance qualified haz- 
ardous waste facilities. These include fa- 
cilities for the land incineration or the 
permanent entombment of hazardous 
waste, which facilities are subject to [341] 
final permit requirements under subtitle 
C of Title II of the Solid Waste Disposal 
Act, as in effect on the date of enactment 
of the conference agreement, Tax-exempt 
financing is available under this provision 
only for facilities (or the portion of a fa- 
cility) to be used by the general public, 
and is subject to certain limitations, in- 
cluding the volume and other limitations 
applicable to private activity bonds gen- 
erally. 

House Bill 

No provision. 

Senate Amendment 

The Senate amendment allows tax-ex- 
empt IDBs to be issued to finance facili- 
ties for the treatment of hazardous waste, 
as these terms are defined under sec. 1004 
of the Solid Waste Disposal Act (i. e. , 
RCRA). This exemption is limited to fa- 
cilities which are subject to final permit 

requirements under RCRA. Bonds issued 
under this provision would be subject to 
the volume and other restrictions appli- 
cable to solid waste IDBs under present 
law. 

This provision is effective for bonds is- 

sued after the date of enactment. 

Conference Agreement 

The conference agreement does not in- 

clude the provision of the Senate amend- 
ment. 

E. Hazardous Waste Removal Costs Treated 

as qualifying Distributions by Private 

Foundations 

Present L. aw 

To avoid penalty excise taxes, a private 
foundation must annually make expend- 
iture or grants for charitable purposes in 
an amount (the "distributable amount") 
equal to 5 percent of the fair market value 
of its investments (Code sec. 4942). 

House Bill 

No provision. 

Senate Amendment 

Subject to certain limitations, the dis- 
tributable amount of a private foundation 

(under sec. 4942) is to be reduced by 
amounts paid or incurred or set aside by 
the foundation for removal or remedial 
action with respect to a hazardous sub- 

stance release at a facility that was owned 
or operated by the foundation. 

This provision is effective for taxable 
years beginning after December 31, 1982. 

Conference Agreement 

The conference agreement does not in- 

clude the provision of the Senate amend- 
ment. 

Public Law 99-595 
99th Congress, H. R. 5679 
Dctober 31, 1986 

An Act to extend the exclusion from 
Federal unemployment tax of wages paid 
to certain alien farmworkers. 

Be it enacted by the Senate and House 
of Representatives of the United States of 
America in Congress assembled. That sec- 
tion 3306(c)(1)(B) of the Internal Reve- 
nue Code of 1954 is amended by striking 
out "before January 1, 1988, " and in- 
serting in lieu thereof "before January 1, 
1993, ". 

Approved October 31, 1986. 
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Part III. Administrative, Procedural, and Miscellaneous 

Returns Relating To Persons Receiving 
Contracts From Federal Executive 

Agencies — Interim Guidelines Under Section 
6050M 

Notice 87-1 

Section 6050M of the Internal Revenue 
Code, added by the Tax Reform Act of 
1986, Pub. L. No. 99 — 514, 100 Stat. 2085, 
requires the head ef every federal exec- 
utive agency to make a return to the In- 
ternal Revenue Service reporting the 
name, address, and taxpayer identifica- 
tion number (TIN) of each person with 
which the agency enters into a contract, 
together with any other information re- 
quired by Treasury regulations. The re- 
turn is to be made at the time and in the 
form prescribed by Treasury regulations. 
A Federal executive agency is any exec- 
utive agency (as defined in 5 U. S. C. sec- 
tion 105, other than the General 
Accounting Office), any military depart- 
ment (as defined in 5 U. S. C. section 102), 
the United States Postal Service, and the 
Postal Rate Commission. Section 6050M 
applies to all contracts under which pay- 
ment will be made after December 31, 
1986, whether entered into before, on, or 
after January 1, 1987. The information 
returns under section 6050M will facilitate 
the collection of delinquent taxes from 
contractors who are or will be receiving 
payments from federal executive agen- 
cies. 

This notice informs federal executive 
agencies that the Service intends to issue 

temporary regulations which will require 
these agencies to file returns in early 1988 
with respect to certain contracts in effect 
during calendar year 1987. It is antici- 
pated that the temporary regulations will 

require federal executive agencies to re- 

port the following information to the Ser- 
vice: 

1. Name and address of the person with 

whom the contract is made ("con- 
tractor"); 

2. Contractor's TIN and, if the con- 
tractor is a member of an affiliated 

group which files its federal income 
tax returns on a consolidated basis, 
the TIN of the common parent of 
the affiliated group; 

3. The name of the federal executive 

agency entering into the contract and, 
if different, the name(s) of any fed- 

eral executive agency responsible for 
making payment under the contract; 

4. The beginning effective date of the 

contract and expected date of the 

completion of the contract; 
5. Total gross amount payable to the 

contractor under the contract 
throughout the duration of the con- 

tract; 
6. Date(s) when payment(s) will be 

made, or can reasonably be ex- 

pected to be made, to the contractor 
under the contract; and 

7. Mailing address and identification (by 
title) of the person to whom requests 
for an offset against any unpaid tax 
liability of the contractor can be sent. 

The temporary regulations will not re- 

quire reports with respect to: (1) contracts 
that do not require the payment of money 

or other property by any federal executive 

agency to the contractor; (2) contracts en- 

tered into with another federal govern- 

mental unit (or agency or instrumentality 

thereof), a state or local governmental unit 

(or agency or instrumentality thereof), a 

person who is not required to have a TIN, 
or an employee of the federal executive 
agency acting in his or her capacity as an 

employee; (3) subcontracts; and (4) li- 

censes granted by federal executive agen- 
cies. 

Further, pursuant to the authority of 
section 6050M(d), which permits the Sec- 
retary to provide by regulations that con- 
tracts below a minimum amount or value 
need not be reported, the temporary reg- 
ulations will not require reports with re- 
spect to contracts that involve aggregate 
payments of $25, 000 or less. For purposes 
of this rule, all contracts in effect during 
calendar year 1987 between a reporting 
agency and a contractor shall be aggre- 
gated. In addition, no report will be re- 
quired with respect to any contract under 
which no payments are made after April 
30, 1988. For this purpose, the actual date 
of payment, not the terms of the contract, 
shall be controlling. 

Federal executive agencies may rely on 
this notice for purposes of collecting in- 
formation with respect to contracts in ef- 
fect during calendar year 1987. Additional 
requirements, if any, contained in the 
temporary regulations will not apply to 
contracts other than those entered into 
after the date of publication of the tem- 
porary regulations in the Federal Register 
and those entered into prior to that date 
with respect to which payments are made 
after April 30, 1988. For example, more 

frequent reporting may be required with 

respect to contracts that are entered into 
after the date of publication of the tem- 

porary regulations. 

General Description of Tax Refotm Act of 

1986 — tlualificatioa Requirements for 

Employee Plans 

Notice 87-2 

Purpose 

This notice provides model amend- 

ments that plan sponsors may adopt to 
conform with those provisions of the Tax 
Reform Act of 1986 that relate to plan 

qualification under section 401(a) of the 
Code and that are effective for plan years 

beginning before January 1, 1989. These 
model amendments are issued by the Ser- 
vice in accordance with section 1140(b) of 
the Tax Reform Act of 1986 (TRA), Pub. 
L. 99-514. 

Background 

Many provisions of TRA affecting the 
tax-qualified status of pension, profit- 
sharing, and stock bonus plans are effec- 
tive for plan years beginning before Jan- 
uary 1, 1989. For example, employee 
contributions and matching employer 
contributions are subject to new discrim- 
ination tests, maximum contributions and 
benefits under qualified plans are re- 
stricted, and the maximum interest rate 
that may be used to determine the present 
value and amount of plan benefits under 
a defined benefit plan is altered. 

Section 1140(a) of TRA provides that 
a pension plan shall not be treated as fail- 
ing to provide definitely determinable 
benefits or contributions, or to be oper- 
ated in accordance with the provisions of 
the plan, merely because any amend- 
ments required to be made to the plan by 
subtitles A or C of title XI of the Act are 
not made prior to the first plan year be- 
ginning on or after January I, 1989, if: 1) 
during the period after such amendment 
takes effect and before such first plan year, 
the plan is operated in accordance with 
the requirements of such an amendment, 
including an amendment prescribed by the 
Secretary of the Treasury and adopted by 
the plan, and 2) such plan amendment 

applies retroactively to the period after 
such amendment takes effect and before 
such plan year. 
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Section 404(a)(1)(D) of the Employee 
Retirement Income Secutiry Act of 1974 
(ERISA), Pub. L. 93-406 requires that a 
fiduciary operate a plan in accordance with 
the documents and instruments governing 
the plan insofar as such documents and 
instruments are consistent with the pro- 
visions of Title I of that Act. 

The Department of Labor has indi- 
cated that a plan which complies with the 
requirements of section 1140 of TRA need 
not be amended before the applicable date 
specified in that section in order to satisfy 
the requirement of Title I or ERISA that 
a plan be established and maintained pur- 
suant to a written instrument in order to 
comply with the requirement that plan fi- 
duciaries discharge their duties to the plan 
in accordance with the documents and in- 
struments governing the plan. 

' 

The De- 
partment of Labor also notes, however, 
that operation of a plan in accordance with 
the requirements of ERISA and the In- 
ternal Revenue Code as amended by the 
TRA would in many cases affect the rights 
of participants and beneficiaries to ben- 
efits under the plan. Accordingly, regard- 
less of whether formal amendments to the 
plan have been delayed pursuant to sec- 
tion 1140 of TRA, operation of a plan in 

accordance with the new requirements may 
require the distribution of a summary of 
changes in the information required to be 
included in a summary plan description 
in order to ensure compliance with the 
statutory requirement that summary plan 
descriptions be sufficiently accurate and 
comprehensive to reasonably apprise par- 
ticipants and beneficiaries of their rights 
and obligations under the plan. In these 
circumstances, summaries of changes in 

the summary plan description informa- 
tion must be provided to plan participants 
as required by ERISA and the applicable 
regulations. 

Types of Model Amendment 

This notice provides four model 
amendments that plan sponsors may adopt. 
A plan sponsor wishing to use a model 
amendment should select the amendment 

or amendments appropriate to the plans 

maintained by the plan sponsor. 
Two model amendments are provided 

for defined benefit plans. Model Amend- 

ment I is for use only by defined benefit 

plans that do not permit employee con- 
tributions that are accounted for sepa- 

rately in plan years beginning after 
December 31, 1986. A plan sponsor that 
adopts Model Amendment I before the 

first day of the first plan year beginning 

after December 31, 1986, will eliminate 

future employee contributions that are ac- 

counted for separately from the plan by 

so doing. Model Amendment II is for use 

only by defined benefit plans that permit 

employee contributions that are ac- 
counted for separately in plan years be- 

ginning after December 31, 1986. 
Two model amendments are also pro- 

vided for defined contribution plans. Model 

Amendment III is for use only by defined 

contribution plans, including target ben- 

efit plans, that do not allocate employee 
contributions, matching employer contri- 

butions, or elective deferrals under a cash 

or deferred arrangement to participants' 

accounts in plan years beginning after De- 
cember 31, 1986. A plan sponsor that 

adopts Model Amendment III before the 
first day of the first plan year beginning 
after December 31, 1986, will eliminate 
future employee contributions, matching 

employer contributions, and elective de- 
ferrals by so doing. Model Amendment 
IV is for use only by defined contribution 
plans, including target benefit plans, that 
allocate employee contributions, match- 

ing employer contributions, or elective 
deferrals under a cash or deferred ar- 
rangement to participants' accounts in plan 

years beginning after December 31, 1986. 
A plan that is a stock bonus plan, a Tax 

Credit Employee Stock Ownership Plan 
described in section 409(a) of the Code, 
or an employee stock ownership plan de- 
scribed in section 4975(e)(7) of the Code 
should use Model Amendment III or 
Model Amendment IV, depending on 
whether the plan allocates employee con- 
tributions, matching employer contribu- 
tions or elective deferrals under a cash or 
deferred arrangement to participants' ac- 
counts in plan years beginning after De- 
cember 31, 1986. 

The model amendments may be used 

by a wide variety of plans, including plans 
maintained pursuant to one or more col- 
lective bargaining agreements. (See spe- 
cial rules applicable to such plans below. ) 
However, the niodel plans may not be 
used by governmental plans or by plans 
that are maintained by a partnership with 

a taxable year other than the calendar year 
and that permit elective deferrals under a 
cash or deferred arrangement. In addi- 

tion, a plan sponsor that maintains a tar- 
get benefit plan described in Revenue 
Ruling 76 — 464, 1976 — 2 C. B. 114, may not 
adopt the optional provision permitting 
allocation of forfeitures under a money 
purchase pension plan among partici- 
pants. 

In addition, the model amendments are 
not appropriate for use by master and 

prototype plan sponsors. The Service an- 

ticipates issuing versions of the model plans 

appropriate for use by master and pro- 
totypes plans in the near future. No action 

by master and prototype plan sponsors to 
amend plan documents will be required 
until further notice. 

Scope of Model Amendments 

Each model amendment contains those 
provisions necessary for the plan adopting 
it to comply with all tax qualification re- 

quirements of the Tax Reform Act of 1986 
that are effective for plan years beginning 
before January 1, 1989, with the excep- 
tion of those requirements specifically 
noted in this notice. 

In addition, each model amendment 
contains one or more optional provisions. 
Thus, for example, the model amend- 

ments for defined contribution plans con- 
tain optional provisions permitting a profit- 

sharing plan to accept employer contri- 
butions without regard to the existence of 
current or accumulated earnings and prof- 
its. A plan sponsor that adopts a model 
amendment may also adopt any of the 
optional amendments. Optional amend- 
ments other than those contained in sec- 
tion IX of Model Amendment I and 
Section X of Model Amendment II may 
be adopted subsequent to adoption of the 
model amendment and may have an ef- 
fective date that is later than that of the 
model amendment. Such later effective 
date must be specified at the time such 
optional amendment is adopted. How- 
ever, the optional amendments contained 
in Section IX of Model Amendment I and 
Section X of Model Amendment II may 
be used only if adopted at the same time 
as those model amendments and may not 
have a delayed effective date. 

The model amendments do not contain 
provisions reflecting all optional methods 
of compliance with those provisions of 
TRA that are effective for plan years be- 
ginning before January 1, 1989. For ex- 
ample, Model Amendment IV provides 
that, if excess contributions are made by 
highly compensated individuals, elective 
deferrals will be distributed to such in- 
dividuals prior to distribution of qualified 
nonelective contributions even though& 
other priority rules would be equally con- 
sistent with section 401(k)(8) of the Code. 
In addition, Model Amendment IV pro- 
vides that if excess aggregate contribu- 
tions are made by highly compensated 
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individuals, employee contributions are 
distributed and matching contributions 
forfeited, if forfeitable under the terms of 
the plan, or distributed if not so forfeit- 
able, on a pro rata basis, even though 
other rules may be consistent with section 
401(m)(6) of the Code. Similarly, Model 
Amendment IV does not permit forfei- 
tures arising as a result of excess aggre- 
gate contributions to be allocated to the 
accounts of highly compensated em- 
ployees even though such allocation can 
be structured in a manner consistent with 
section 401(m)(6) of the Code. 

As a final example, section 401(a)(28) 
of the Code permits an employee stock 
ownership plan described in section 
4975(e)(7) of the Code or a tax credit em- 
ployee stock ownership plan that meets 
the requirements of section 409(a) of the 
Code to meet prescribed diversification 
requirements by offering a participant three 
investment options with such plan. Of- 
fering such an alternative within a plan 
that did not previously permit directed 
investments by participants requires a plan 
sponsor to make a number of decisions 
about how such directed investment will 
be administered and what types of di- 
rected investment will be offered. Ac- 
cordingly, it was determined that such an 
alternative was inappropriate for inclu- 
sion in a model amendment. 

Futur'e guidance will be provided by the 
Service with respect to many items in- 

cluded in the model amendments. For ex- 
ample, further guidance will be provided 
at a future date concerning the definition 
of a year of participation for purposes of 
section 415 of the Code; the afiocation of 
income to excess deferrals under a cash 
or deferred arrangement for purposes of 
section 401(g)(2) of the Code; and the 
multiple use of the alternative method of 
testing for discrimination under section 

401(k)(3)(ii)(II)) and 401(m)(2)(A)(ii) of 
the Code. 

The model amendments do not address 
and have no effect on provisions of TRA 
that do not affect a plan's tax qualified 
status. Thus, for example, Model Amend- 

ment IV permits a plan to distribute ex- 
cess employee contributions, matching 

employer contributions, and elective de- 

ferrals under a cash or deferred arrange- 
ment on or before the last day of the plan 

year after the plan year in which such ex- 

cess amounts arise. Distributions of such 

amounts, or other corrective action, is re- 

quired under section 401(k)(8) and 

401(m)(6) of the Code if the plan is to 
maintain its tax-qualified status. How- 

ever, if such excess amounts are distrib- 

uted more than 2' months after the last 

day of the plan year in which such excess 
amounts arose, section 4979 of the Code 
imposes a 10 percent excise tax on the 

employer maintaining the plan with re- 

spect to such amounts. 

Determination Letters 

Determination letters will not be issued 

by the Service with respect to plans that 
incorporate only the model amendments, 
including optional provisions. Plan spon- 
sors that adopt model amendments, in- 

cluding optional provisions, may be 
required to adopt additional plan amend- 
ments when final regulations are issued 
concerning items affected by the model 
amendments. 

Reliance 

A plan sponsor that adopts the appro- 
priate model amendment may continue to 
rely on determination letters previously 
issued with respect to the plan, provided 
that the model amendment is properly 
adopted as described under "Adoption 
Procedures" below and provided that the 
plan sponsor does not receive notice from 
the Service within 120 days after the date 
of adoption of the amendments that the 
amendments will not be entitled to reli- 
ance. Of course, a plan sponsor may not 
rely upon a model amendment to cure 
previous disqualifying defects such as fail- 
ure to timely amend the plan to conform 
to the requirements of the Tax Equity and 
Fiscal Responsibility Act of 1982 
(TEFRA), Pub. L. 97 — 248, the Tax Re- 
form Act of 1984 (DEFRA), Pub. L. 98— 
369, or the Retirement Equity Act of 1984 
(REA), Pub. L. 98-397. 

In addition, the model amendments for 
defined benefit plans do not protect ben- 
efits in excess of the new limits imposed 
by TRA that were accrued prior to the 
first plan year beginning after December 
31, 1986 under plans established after May 
5, 1986, or as a result of changes in the 
terms and conditions of a plan after May 
5, 1986. Further guidance for plans that 
have accrued such nonprotected benefits 
will be provided in another notice. 

Adoption Procedures 

In order to rely on determination let- 
ters previously issued to the plan, as de- 
scribed above, four requirements must be 
met. 

1. All sections of the model amend- 
ment required for the type of plan being 

Special Rules for Collectively Bargained 
Plans 

The model amendments may be used 

by plans maintained pursuant to one or 
more collective bargaining agreements 

amended must be adopted no later than 
the last day of the first plan year beginning 
after December 31, 1988. 

Adoption of the model amendments 

may be made in any manner that is valid 
under state law and that clearly specifies 
the optional portions, if any, of the model 
amendment that are adopted. 

2. The amendment adopted must be 
identical, on a word-for-word basis, to the 
model amendment, including optional 
provisions. Other model language pro- 
vided by the Service relating to limitations 

on contributions and benefits or other 
topics in subsequent notices may not be 
substituted for language in the model 
amendments unless such substitution is 
specificially permitted in such subsequent 
notice. However, plans maintained pur- 
suant to a collective bargaining agreement 
may substitute appropriate effective dates 
as specified in the special rules for collec- 
tively bargained plans below. 

3. The plan sponsor must provide no- 
tice of the amendment to interested par- 
ties in accordance with sections 7 and 8 
of Rev. Proc. 80 — 30, 1980 — 1 C. B. 685, in 
the same manner as if the amendment had 
been an amendment to a master or pro- 
totype plan that does not require a de- 
termination letter in order for the plan 
sponsor to rely on the Service's approval. 

4. The plan must operate in accord- 
ance with the terms of the model amend- 
ment that it incorporates for the entire 
period for which the amendment is effec- 
tive. Thus, a defined benefit plan must 
operate in accordance with the model 
amendment's method for determining the 
present value and amount of benefits for 
any distributions made in the first plan 
year beginning after December 31, 1986, 
even though the model amendment need 
not be adopted by that date. Any sub- 
sequent change in such method, including 
a change resulting from adoption of an 
optional portion of the model amend- 
ment, may result in a prohibited reduction 
in participants' accrued benefits under 
section 411(d)(6) of the Code. 

A plan sponsor's decision to adopt a 
model amendment, including optional 
provisions, and to select tire model 
amendment suitable for its particular cir- 
cumstances should be made only in con- 
junction with professional advice. 
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between employee representatives and 
employers. Such a plan may substitute for 
the effective dates contained in the model 
amendment the effective dates appropri- 
ate to members of collective bargaining 
units. However, these special effective 
dates may be applied only to members of 
the collective bargaining unit who partic- 
ipate in the plan and may not be applied 
to any plan participants who are not mem- 
bers of the collective bargaining unit. 
Therefore, if such a plan covers partici- 
pants who are not members of the col- 
lective bargaining unit, the plan must 
contain both the regular effective date for 
participants who are not members of the 
collective bargaining unit and the special 
effective date for participants who are 
members of the collective bargaining unit. 

MODEL AMENDMENT I FOR 

DEFINED BENEFIT PLANS 

SECTION I: PURPOSE AND EFFECTIVE DATE 

(Required) 

1. 1. Purpose. It is the intention of the 
Employer to amend the plan to comply 
with those provisions of the Tax Reform 
Act of 1986 that are effective prior to the 
first Plan Year beginning after December 
31, 1988. 

1. 2. Effective Date. Except as other- 
wise provided, this amendment shall be 
effective as of the first day of the first Plan 
Year beginning after December 31, 1986. 

SECTION II: DEFINITIONS (Required) 

For purposes of this amendment only, 
the following definitions shall apply. 

2. 1. "Adjustment Factor" shall mean 
the cost of living adjustment factor pre- 
scribed by the Secretary of the Treasury 
under Section 415(d) of the Code for years 
beginning after December 31, 1987, ap- 
plied to such items and in such manner as 

the Secretary shall prescribe. 
2. 2. "Affiliated Employer" shall mean 

the Employer and any corporation which 

is a member of a controlled group of cor- 
porations (as defined in Section 414(b) of 
the Code) which includes the Employer; 
any trade or business (whether or not in- 

corporated) which is under common con- 

trol (as defined in Section 414(c) of the 

Code) with the Employer; any organiza- 

tion (whether or not incorporated) which 

is a member of an affiliated service group 

(as defined in Section 414(m) of the Code) 
which includes the Employer; and any 
other entity required to be aggregated with 

the Employer pursuant to regulations un- 

der Section 414(o) of the Code. 
2. 3. "Code" shall mean the Internal 

Revenue Code of 1986 and amendments 
thereto. 

2. 4. "Current Accrued Benefit" shall 

mean a Participant's accrued benefit un- 

der the plan, determined as if the Partic- 
ipant had separated from service as of the 
close of the last Limitation Year begin- 

ning before January 1, 1987, when ex- 
pressed as an annual benefit within the 

meaning of Section 415(b)(2) of the Code. 
In determining the amount of a Partici- 
pant's Current Accrued Benefit, the fol- 

lowing shall be disregarded: 

(i) any change in the terms and con- 
ditions of the plan after May 5, 1986; 
and 

(ii) any cost of living adjustment oc- 
curring after May 5, 1986. 
2. 5. "Defined Benefit Dollar Limita- 

tion" shall mean the limitation set forth 
in Section 415(b)(1) of the Code. 

2. 6. "Defined Contribution Dollar 
Limitation" shall mean $30, 000 or, if 
greater, one-fourth of the Defined Benefit 
Dollar Limitation in effect for the Limi- 
tation Year. 

2. 7. "Employee" shall mean em- 
ployees of the Employer and shall include 
leased employees within the meaning of 
Section 414(n)(2) of the Code. Notwith- 
standing the foregoing, if such leased em- 

ployees constitute less than twenty percent 
of the Employer's nonhighly compen- 
sated work force within the meaning of 
Section 414(n)(5)(C)(ii) of the Code, the 
term "Employee" shall not include those 
leased employees covered by a plan de- 
scribed in Section 414(n)(5)(B) of the Code 
unless otherwise provided by the terms of 
the plan other than this amendment. 

2. 8. "Employee Contributions" shall 
mean contributions to the plan made by 
a Participant during the Plan Year. 

2. 9. "Employer" shall mean the entity 
that establishes or maintains the plan; any 
other organization which has adopted the 
plan with the consent of such establishing 
employer; and any successor of such em- 

ployer. 
2. 10. "Limitation Year" shall mean the 

limitation year specified in the plan or, if 
none is specified, the calendar year. 

2. 11. "Participant" shall mean any 
Employee of the Employer who has met 
the eligibility and participation require- 
ments of the plan. 

2. 12. "Social Security Retirement Age" 
shall mean the age used as the retirement 
age for the Participant under Section 216(l) 
of the Social Security Act, except that such 
section shall be applied without regard to 
the age increase factor, and as if the early 

retirement age under Section 216(I)(2) of 
such Act were 62. 

2. 13. "Plan Year" shall mean the plan 

year otherwise specified in the plan. 

SECTION Ilh PROVISIONS RELATING TO 

LEASED EMPLOYEES (Required) 

3. 1. Safe-Harbor. Notwithstanding any 
other provisions of the plan, for purposes 
of the pension requirements of Section 

414(n)(3) of the Code, the employees of 
the Employer shall include individuals de- 
fined as Employees in Section 2. 7 of this 
amendment. 

3. 2. Participation and Accrual. A leased 
employee within the meaning of Section 
414(n)(2) of the Code shall become a Par- 

ticipant in, or accrue benefits under, the 

plan based on service as a leased em- 

ployee only as provided in provisions of 
the plan other than this Section III. 

3. 3. Effective Date. This Section III shall 

be effective for services performed after 
December 31, 1986. 

SECTION IV: LIMITATIONS ON 

CONTRIBUTIONS AND BENEFITS (Required) 

4. 1. Adjustment to Dejined Benefit 
Dollar Limitation for Early or Deferred 
Retirement. 

4. 1(a). Adjustment for Early Retire- 
ment. If the retirement benefit of a Par- 
ticipant commences before the 
Participant's Social Security Retirement 
Age, the Defined Benefit Dollar Limita- 
tion shall be adjusted so that it is the ac- 
tuarial equivalent of an annual benefit of 
$90, 000, multiplied by the Adjustment 
Factor as provided by the Secretary of the 
Treasury, beginning at the Social Security 
Retirement Age. The adjustment pro- 
vided for in the preceding sentence shall 
be made in such manner as the Secretary 
of the Treasury may prescribe which is 

consistent with the reduction for old-age 
insurance benefits commencing before the 
Social Security Retirement Age under the 
Social Security Act. 

4. 1(b). Adjustment for Deferred Re- 
tirement. If the retirement benefit of a 
Participant commences after the Partici- 
pant's Social Security Retirement Age, the 
Defined Benefit Dollar Limitation shall 
be adjusted so that it is the actuarial 
equivalent of a benefit of $90, 000 begin- 
ning at the Social Security Retirement Age, 
multiplied by the Adjustment Factor as 
provided by the Secretary of the Treas- 
ury, based on the lesser of the interest 
rate assumption under the Plan or on an 
assumption of five percent (5%) per year. 
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4. 2. Adjustment of Limitation for Years 

of Service or Participation 

4. 2(a). Defined Benefit Dollar Limi- 

, tation. If a Participant has completed less 
than ten years of participation, the Par- 
ticipant's accrued benefit shall not exceed 
the Defined Benefit Dollar Limitation as 
adjusted by multiplying such amount by 
a fraction, the numerator of which is the 
Participant's number of years (or part 
thereof) of participation in the Plan, and 
the denominator of which is ten. 

4. 2(b). Other Defined Benefit Limita- 
tions. If a Participant has completed less 
than ten years of service with the Affili- 

ated Employers, the limitations described 
in Sections 415(b)(1)(B) and 415(b)(4) of 
the Code shall be adjusted by multiplying 
such amounts by a fraction, the numer- 
ator of which is the Participant's number 
of years of service (or part thereof), and 
the denominator of which is ten. 

4. 2(c). Limitations on Reductions. In 
no event shall Sections 4. 2(a) and (b) re- 
duce the limitations prodded under Sec- 
tions 415(b)(1)(B) and 415(b)(4) of the 
Code to an amount less than one-tenth of 
the applicable limitation (as determined 
without regard to this Section 4. 2). 

4. 2(d). Application to Changes in Ben- 

efit Structure. To the extent provided by 
the Secretary of the Treasury, this Section 
4. 2 shall be applied separately with re- 
spect to each change in the benefit struc- 
ture of the plan. 

4. 3. Preservation of Current Accrued 
Benefit Under Defined Benefit Plan. 

4. 3(a). In General. This section 4. 3 shall 

apply to defined benefit plans that were 
in existence on May 6, 1986, and that met 
the applicable requirements of Section 415 
of the Code as in effect for all Limitation 
Years. 

4. 3(b). Protection of Current Accrued 
Benefit. If the Current Accrued Benefit 
of an individual who is a Participant as of 
the first day of the Limitation Year be- 

ginning on or after January 1, 1987, ex- 
ceeds the benefit limitations under Section 
415(b) of the Code (as modified by Sec- 
tions 4. 1 and 4. 2 of this amendment), then, 
for purposes of Code Sections 415(b) and 

(e), the Defined Benefit Dollar Limita- 
tion with respect to such individual shall 

be equal to such Current Accrued Ben- 
efit. 

4. 4. Special Rules for Plans Subject to 
Overall Iimitations Under Code Section 
415(e). 

4. 4(a). Dejined Contribution Plan 
Fraction. For purposes of computing the 
defined contribution plan fraction of Sec- 
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tion 415(e)(1) of the Code, "Annual Ad- 

dition" shall mean the amount allocated 
to a Participant's account during the Lim- 

itation Year as a result of: 
(i) Employer contributions, 

(ii) Employee Contributions, 

(iii) Forfeitures, and 

(iv) Amounts described in Sections 

415(l)(1) and 419A(d)(2) of the Code. 
4. 4(b). Recomputation Not Required. 

The Annual Addition for any Limitation 
Year beginning before January 1, 1987 
shall not be recomputed to treat all Em- 

ployee Contributions as an Annual Ad- 

dition. 
4. 4(c). Adjustment of Defined Contri- 

bution Plan Fraction. If the Plan satisfied 

the applicable requirements of Section 415 
of the Code as in effect for all Limitation 
Years beginning before January 1, 1987, 
an amount shall be subtracted from the 
numerator of the defined contribution plan 
fraction (not exceeding such numerator) 
as prescribed by the Secretary of the 
Treasury so that the sum of the defined 
benefit plan fraction and defined contri- 
bution plan fraction computed under Sec- 
tion 415(e)(1) of the Code (as revised by 
this Section IV) does not exceed 1. 0 for 
such Limitation Year. 

4. 5. Special Rules. The provisions of 
this Section IV shall be modified as pro- 
vided in: 

(i) Section 415(b)(2)(F) of the Code 
for plans maintained by organizations 
(other than governmental units) ex- 
empt from tax under Subtitle A of the 
Code, and qualified merchant marine 
plans; and 

(ii) Section 415(b)(9) of the Code for 
plan participants who are commercial 
airline pilots. 
4. 6. Effective Date of Section IV Pro- 

visions. The provisions of this Section IV 
shall be effective for Limitation Years be- 
ginning after December 31, 1986. 

SECTION V: CALCULATION OF PRESENT 

VALUE FOR CASH-OUT OF BENEFITS AND 

FOR DETERMINING AMOUNTS OF BENEFITS 

REQUIRED 

5. 1. In General. This Section V shall 

apply to afi distributions from the plan 
and from annuity contracts purchased to 
provide plan benefits other than distri- 
butions described in Section 1. 417— 
1T(e)(3) of the Income Tax Regulations 
issued under the Retirement Equity Act. 

5. 2. Determination of Present Value. 
5. 2(a). For purposes of determining 

whether the present value of (i) a Partic- 
ipant's vested accrued benefit; (ii) a qual- 

ified joint and survivor annuity, within the . 

meaning of Section 417(b) of the Code; 
or (iii) a qualified preretirement survivor 
annuity within the meaning of Section 
417(c)(1) of the Code exceeds $3, 500, the 
present value of such benefits or annuities 
shall be calculated by using an interest 
rate no greater than the Applicable In- 
terest Rate. 

5. 2(b). In no event shall the present 
value of any such benefit or annuity de- 
termined under this Section 5. 2 be less 
than the greater of: 

(i) the present value of such benefits 
or annuities determined under the plan's 
provisions for determining the present 
value of accrued benefits or annuities 
other than Sections V and IX of this 
amendment; or 

(ii) the present value of such benefits 
or annuities determined using the Ap- 
plicable Interest Rate. 

5. 3. Determination of Amount of Ben- 
efits. 

5. 3(a). For purposes of determining the 
amount of a Participant's vested accrued 
benefit, the interest rate used shall not 
exceed: 

(i) the Applicable Interest Rate if 
the present value of the benefit (using 
such rate or rates) is not in excess of 
$25, 000; or 

(ii) 120 percent of the Applicable In- 

terest Rate if the present value of the 
benefit exceeds $25, 000 (as determined 
under clause (i)). In no event shall the 
present value determined under this 

clause (ii) be less than $25, 000. 
5. 3(b). In no event shall the amount 

of the benefit or annuity determined un- 

der this Section 5. 3 be less than the greater 
of: 

(i) the amount of such benefit de- 

termined under the plan's provisions 
for determining the amount of benefits 

other than Sections V and IX of this 

amendment; or 
(ii) the amount of such benefit de- 

termined using the Applicable Interest 
Rate if the value determined in Section 
5. 3(a) is less than $25, 000 or 120 per- 

cent of the Applicable Interest Rate if 
the value determined in Section 5. 3(a) 
is not less than $25, 000. 
5. 4. Coordination with Limitations on 

Contribunons and Benefits. ' In no event 

shall the amount of any benefit or annuity 

determined under this Section V exceed 
the maximum benefit permitted under 

Section 415 of the Code. 
5. 5. Applicable Interest Rate. 



5. 5(a). For purposes of this Section V, 
"Applicable Interest Rate" shall mean the 
interest rate or rates which would be used 
as of the date distribution commences by 
the Pension Benefit Guaranty Corpora- 
tion for purposes of determining the pres- 
ent value of that Participant's benefits 
under the plan if the plan had terminated 
on the date distribution commences with 
insufficient assets to provide benefits 
guaranteed by the Pension Benefit Guar- 
anty Corporation on that date. 

5. 5(b). Notwithstanding the forego- 
ing, if the provisions of the plan other 
than Section 5. 5 so provide, the Appli- 
cable Interest Rate shall be determined 
as of the first day of the Plan Year in 
which a distribution occurs rather than as 
of the date distribution commences. 

5. 6. Effective Dates. 
5. 6(a). In General. This Section V shaB 

apply to distributions in Plan Years be- 
ginning after December 31, 1984, other 
than distributions under annuity contracts 
distributed to or owned by a Participant 
prior to September 17, 1985, unless ad- 
ditional contributions are made under the 
plan by the Employer with respect to such 
contracts. 

5. 6(b). Special Rule for Distribution 
Prior to 1987. Notwithstanding the fore- 
going, this Section V shall not apply to 
any distributions in Plan Years beginning 
after December 31, 1984, and before Jan- 
uary 1, 1987, if such distributions were 
made in accordance with the require- 
ments of the Income Tax Regulations is- 

sued under the Retirement Equity Act of 
1984. 

Section Vh DETERMINATION OF TOP-HEAVY 

STATUS (Required) 

Solely for the purpose of determining 
if the plan, or any other plan included in 

a required aggregation group of which this 

plan is a part, is top-heavy (within the 

meaning of Section 416(g) of the Code) 
the accrued benefit of an Employee other 
than a key employee (within the meaning 

of Section 416(i)(1) of the Code) shall be 
determined under (a) the method, if any, 
that uniformly applies for accrual pur- 

poses under aB plans maintained by the 

Affiliated Employers, or (b) if there is no 

such method, as if such benefit accrued 
not more rapidly than the slowest accrual 

rate permitted under the fractional ac- 
crual rule of Section 411(b)(1)(C) of the 
Code. 

SECTION VH: QUALIFIED VOLUNTARY 

EMPLOYEE CONTRIBUTIONS NOT 

PERMITTED (Required for Plans with 

Qualified Voluntary Employee Contributions) 

The plan shall accept no Employee 
Contributions designated by the Partici- 
pant as deductible employee contribu- 
tions (within the meaning of Section 
72(o)(5)(A) of the Code) for a taxable 

year of the Participant beginning after 
December 31, 1986. 

SECTION Vill: EMPLOYEE CONTRIBUTIONS 

NOT PERMITTED (Required) 

The Plan shall accept no Employee 
Contributions which are accounted for 
separately (as though they were actually 
allocated to a separate account) after the 
last day of the last Plan Year beginning 
before December 31, 1986. 

SECTION IX: REPLACEMENT OF IMMEDIATE 

ANNUITY RATE WITH APPLICABLE INTEREST 

RATE (Optional - For Plans that Use PBGC 

Immediate Annuity Rate to Determine 

Amount and Present Value of Benefits) 

9. 1. Replacement of Immediate Annuity 
Rate. If the provisions of the plan as 
adopted prior to October 22, 1986, other 
than this Section IX, provide that the 
present value and amount of benefits un- 

der Sections 5. 2 and 5. 3 of this amend- 
ment are determined with reference to the 
immediate annuity rates used by the Pen- 
sion Benefit Guaranty Corporation, the 
rate used for such purposes shall instead 
be the Applicable Interest Rate as defined 
in Section 5. 5 of this amendment or 120 
percent of that rate if the present value 
of the benefit exceeds $25, 000 (deter- 
mined using the Applicable Interest Rate) 
and provided that the use of 120 percent 
of such rate shall not reduce the present 
value or amount of benefits below $25, 000. 

9. 2. Effective Date. This Section IX shall 

apply to distributions in Plan Years be- 
ginning after December 31, 1986, and shall 
also apply to any distributions in Plan Years 
beginning after December 31, 1984, and 
before January 1, 1987, other than: 

(a) Distributions under annuity con- 
tracts distributed to or owned by a Par- 
ticipant prior to September 17, 1985, 
unless additional contributions are made 
under the plan by the Employer with 

respect to such contracts; or 
(b) Distributions made in accord- 

ance with the requirements of the In- 
come Tax Regulations issued under the 
Retirement Equity Act of 1984. 

MODEL AMENDMENT II FOR 

DEFINED BENEFIT PLANS 

WITH CURRENT EMPLOYEE CONTRIBUTIONS 

SECTION I: PURPOSE AND EFFECTIVE DATE 

(Required) 

1. 1. Purpose. It is the intention of the 
Employer to amend the plan to comply 
with those provisions of the Tax Reform 
Act of 1986 that are effective prior to the 
first Plan Year beginning after December 
31, 1988. 

1. 2. Effective Date. Except as other- 
wise provided, this amendment shall be 
effective as of the first day of the first Plan 
Year beginning after December 31, 1986. 

SECTION H: DEFINITIONS (Required) 

For purposes of this amendment only, 
the following definitions shall apply. 

2. 1. "Adjustment Factor" shall mean 
the cost of living adjustment factor pre- 
scribed by the Secretary of the Treasury 
under Section 415(d) of the Code for years 
beginning after December 31, 1987, ap- 
plied to such items and in such manner as 
the Secretary shall prescribe. 

2. 2. "Affiliated Employer" shall mean 
the Employer and any corporation which 
is a member of a controlled group of cor- 
porations (as defined in Section 414(b) of 
the Code) which includes the Employer; 
any trade or business (whether or not in- 
corporated) which is under common con- 
trol (as defined in Section 414(c) of the 
Code) with the Employer; any organiza- 
tion (whether or not incorporated) which 
is a member of an affiliated service group 
(as defined in Section 414(m) of the Code) 
which includes the Employer; and any 
other entity required to be aggregated with 
the Employer pursuant to regulations un- 
der Section 414(o) of the Code. 

2. 3. "Code" shall mean the Internal 
Revenue Code of 1986 and amendments 
thereto. 

2. 4. "Compensation" shall mean com- 
pensation paid by the Employer to the 
Participant during the taxable year ending 
with or within the Plan Year which is re- 
quired to be reported as wages on the 
Participant's Form W — 2, and, if the pro- 
visions of the plan other than this amend- 
ment so provide, shall also include 
compensation which is not currently in- 
cludible in the Participant's gross income 
by reason of the application of Sections 
125, 402(a)(8), 402(h)(1)(B) or 403(b) of 
the Code. 
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2. 5. "Current Accrued Benefit" shall 
mean a Participant's accrued benefit un- 
der the plan, determined as if the Partic- 
ipant had separated from service as of the 

r 
close of the last Limitation Year begin- 
ning before January 1, 1987, when ex- 
pressed as an annual benefit within the 
meaning of Section 415(b)(2) of the Code. 
In determining the amount of a Partici- 
pant's Current Accrued Benefit, the fol- 
lowing shall be disregarded: 

(i) any change in the terms and con- 
ditions of the plan after May 5, 1986; 
and 

(ii) any cost of living adjustment oc- 
curring after May 5, 1986. 

2. 6. "Defined Benefit Dollar Limita- 
tion" shall mean the limitation set forth 
in Section 415(b)(1) of the Code. 

2. 7. "Defined Contribution Dollar 
Limitation" shall mean $30, 000 or, if 
greater, one-fourth of the Defined Benefit 
Dollar Limitation in effect for the Limi- 
tation Year. 

2. 8. "Employee" shall mean em- 
ployees of the Employer and shall include 
leased employees within the meaning of 
Section 414(n)(2) of the Code. Notwith- 
standing the foregoing, if such leased em- 

ployees constitute less than twenty percent 
of the Employer's nonhighly compen- 
sated work force within the meaning of 
Section 414(n)(5)(C)(ii) of the Code, the 
term "Employee" shall not include those 
leased employees covered by a plan de- 
scribed in Section 414(n)(5)(B) of the Code 
unless otherwise provided by the terms of 
the plan other than this amendment. 

2. 9. "Employee Contributions" shall 

mean contributions to the plan made by 
a Participant during the Plan Year. 

2. 10. "Employer" shall mean the ent- 

ity that establishes or maintains the plan; 
any other organization which has adopted 
the plan with the consent of such estab- 
lishing employer; and any successor of such 

employer. 
2. 11. "Family Member" shall mean an 

individual described in Section 
414(q)(6)(B) of the Code. 

2. 12. "Limitation Year" shall mean the 
limitation year specified in the plan or, if 
none is specified, the calendar year. 

2. 13. "Highly Compensated Em- 
ployee" shall mean an individual de- 
scribed in Section 414(q) of the Code. 

2. 14. "Non-Highly Compensated Em- 
ployee" shall mean an Employee of the 

Employer who is neither a Highly Com- 
pensated Employee nor a Family Mem- 

ber. 
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2. 15. "Participant" shall mean any 

Employee of the Employer who has met 

the eligibility and participation require- 

ments of the plan. 

2. 16. "Social Security Retirement Age" 
shall mean the age used as the retirement 

age for the Participant under Section 216(1) 
of the Social Security Act, except that such 

section shall be applied without regard to 
the age increase factor, and as if the early 

retirement age under Section 216(l)(2) of 
such Act were 62. 

2. 17. "Plan Year" shall mean the plan 

year otherwise specified in the plan. 

SECTION III: PROVISIONS RELATING TO 

LEASED EMPLOYEES (Required) 

3. 1. Safe-Harbor. Notwithstanding any 

other provisions of the plan, for purposes 
of determining the number or identity of 
Highly Compensated Employees or for 
purposes of the pension requirements of 
Section 414(n)(3) of the Code, the em- 

ployees of the Employer shall include in- 

dividuals defined as Employees in Section 
2. 8 of this amendment. 

3. 2. Participation and Accrual. A leased 
employee within the meaning of Section 
414(n)(2) of the Code shall become a Par- 
ticipant in, and accrue benefits under, the 
plan based on service as a leased em- 

ployee only as provided in provisions of 
the plan other than this Section III. 

3. 3. Effective Date. This Section III shall 

be effective for services performed after 
December 31, 1986. 

SECTION IV: LIMITATIONS ON 

CONTRIBUTIONS AND BENEFITS (Required) 

4. 1. Adjustment to Defined Benefit 
Dollar Limitation for Early or Deferred 
Retirement. 

4. 1(a). Adjustment for Early Retire- 
ment. If the retirement benefit of a Par- 
ticipant commences before the 
Participant's Social Security Retirement 
Age, the Defined Benefit Dollar Limita- 
tion shall be adjusted so that it is the ac- 
tuarial equivalent of an annual benefit of 
$90, 000, multiplied by the Adjustment 
Factor as provided by the Secretary of the 
Treasury, beginning at the Social Security 
Retirement Age. The adjustment pro- 
vided for in the preceding sentence shall 

be made in such manner as the Secretary 
of the Treasury may prescribe which is 
consistent with the reduction for old-age 
insurance benefits commencing before the 
Social Security Retirement Age under the 
Social Security Act. 

4. 1(b). Adjustment for Deferred Re- 

tirement. If the retirement benefit of a 
Participant commences after the Partici- 
pant's Social Security Retirement Age, the 
Defined Benefit Dollar Limitation shall 
be adjusted so that it is the actuarial 
equivalent of a benefit of $90, 000 begin- 
ning at the Social Security Retirement Age, 
multiplied by the Adjustment Factor as 
provided by the Secretary of the Treas- 
ury, based on the lesser of the interest 
rate assumption under the Plan or on an 

assumption of five percent (5%) per year. 

4. 2. Adjustment of Limitation for Years 

of Service or Participation 

4. 2(a). Defined Benefit Dollar Limi- 
tation. If a Participant has completed less 
than ten years of participation, the Par- 
ticipant's accrued benefit shall not exceed 
the Defined Benefit Dollar Limitation as 
adjusted by multiplying such amount by 
a fraction, the numerator of which is the 
Participant's number of years (or part 
thereof) of participation in the Plan, and 
the denominator of which is ten. 

4. 2(b). Other Defined Benefit Limita- 

tions. If a Participant has completed less 
than ten years of service with the Affili- 
ated Employers, the limitations described 
in Sections 415(b)(1)(B) and 415(b)(4) of 
the Code shall be adjusted by multiplying 

such amounts by a fraction, the numer- 

ator of which is the Participant's number 
of years of service (or part thereof), and 
the denominator of which is ten. 

4. 2(c). Limitations on Reductions. In 
no event shall Section 4. 2(a) and (b) re- 
duce the limitations provided under Sec- 
tions 415(b)(1)(B) and 415(b)(4) of the 
Code to an amount less than one-tenth of 
the applicable limitation (as determined 
without regard to this Section 4. 2). 

4. 2(d). Application to Changes in Ben- 

efit Structure. To the extent provided by 
the Secretary of the Treasury, this Section 
4. 2 shall be applied separately with re- 

spect to each change in the benefit struc- 

ture of the plan. 

4. 3. Preservation of Current Accrued 

Benefit Under Defined Benefit Plan. 

4. 3(a). In General. This Section 4. 3 shall 

apply to defined benefit plans that were 

in existence on May 6, 1986, and that met 

the applicable requirements of Section 415 
of the Code as in effect for all Limitation 

Years. 

4. 3(b). Protection of Current Accrued 

Benefit. If the Current Accrued Benefit 

of an individual who is a Participant as of 
the first day of the Limitation Year be- 

ginning on or after January 1, 1987, ex- 

ceeds the benefit limitations under Section 



415(b) of the Code (as modified by Sec- 
tions 4. 1 and 4. 2 of this amendment), then, 
for purposes of Code Sections 415(b) and 
(e), the Defined Benefit Dollar Limita- 
tion with respect to such individual shall 
be equal to such Current Accrued Ben- 
efit. 

4. 4. Revised Contribution Limitations 
Under Defined Contribution Plan. 

4. 4(a). Definition of Annual Addi- 
tions. For purposes of the plan, "Annual 
Addition" shall mean the amount allo- 
cated to a Participant's account during the 
Limitation Year that constitutes: 

(i) Employer contributions, 
(ii) Employee Contributions, 
(iii) Forfeitures, and 
(iv) Amounts described in Sections 

415(l)(1) and 419A(d)(2) of the Code. 
4. 4(b). Maximum Annual Addition. 

The maximum Annual Addition that may 
be contributed or allocated to a Partici- 
pant's account under the Plan for any 
Limitation Year shall not exceed the lesser 
of: 

(i) the Defined Contribution Dollar 
Limitation, or 

(ii) 25 percent of the Participant's 
compensation, within the meaning of 
Section 415(c)(3) of the Code for the 
Limitation Year. 
4. 4(c). Special Rules. The compensa- 

tion limitation referred to in Section 
4. 4(b)(ii) shall not apply to: 

(i) Any contribution for medical 
benefits (within the meaning of Section 
419A)(f)(2) of the Code) after sepa- 
ration from service which is otherwise 
treated as an Annual Addition, of 

(ii) Any amount otherwise treated as 
an Annual Addition under Section 
415(l)(1) of the Code. 
4. 4(d). "Defined Contribution Dollar 

Limitation" shall mean $30, 000 or, if 
greater, one-fourth of the defined benefit 
dollar limitation set forth in Section 
415(b)(1) of the Code as in effect for the 
limitation year. 

4. 5. Special Rules for Plans Subject to 
Overall Limitations Under Code Section 
415(e). 

4. 5(a). Recomputation Not Required. 
The Annual Addition for any Limitation 
Year beginning before January 1, 1987 
shall not be recomputed to treat all Em- 

ployee Contributions as an Annual Ad- 
dition. 

4. 5(b). Adjustment of Dejined Contri- 
bution Plan Fraction. If the plan satisfied 
the applicable requirments of Section 415 
of the Code as in effect for all Limitation 

Years beginning before January 1, 1987, 
an amount shall be subtracted from the 

numerator of the defined contribution plan 

fraction (not exceeding such numerator) 

as prescribed by the Secretary of the 

Treasury so that the sum of the defined 

benefit plan fraction and defined contri- 

bution plan fraction computed under Sec- 
tin 415(e)(1) of the Code (as revised by 
this Section IV) does not exceed 1. 0 for 
such Limitation Year. 

4. 6. Special Rules. The provisions of 
this Section IV shall be modified as pro- 
vided in: 

(i) Section 415(b)(2)(F) of the Code 
for plans maintained by organizations 

(other than governmental units) ex- 

empt from tax under Subtitle A of the 
Code, and qualified merchant marine 

plans; and 

(ii) Section 415(b)(9) of the Code for 
plan participants who are commercial 
airline pilots. 
4. 7. Effective Date of Section IV Pro- 

visions. The provisions of this Section IV 
shall be effective for Limitation Years be- 

ginning after December 31, 1986. 

SECTION V: CALCULATION OF PRESENT 

VALUE FOR CASH-OUT OF BENEFITS AND 

FOR DETERMINING AMOUNT OF BENEFITS 

REQUIRED 

5. 1. In General. This Section V shall 

apply to all distributions from the plan 
and from annuity contracts purchased to 
provide plan benefits other than distri- 
butions described in Section 1. 417— 
1T(e)(3) of the Income Tax Regulations 
issued under the Retirement Equity Act. 

5. 2. Determination of Present Value. 
5. 2(a). For purposes of determining 

whether the present value of (i) a Partic- 
ipant's vested accrued benefit; (ii) a qual- 
ified joint and survivor annuity, within the 
meaning of Section 417(b) of the Code; 
or (iii) a qualified preretirement survivor 
annuity within the meaning of Section 
417(c)(1) of the Code exceeds $3, 500, the 
present value of such benefits or annuities 
shall be calculated by using an interest 
rate no greater than the Applicable In- 
terest Rate. 

5. 2(b). In no event shall the present 
value of any such benefit or annuity de- 
termined under this Section 5. 2 be less 
than the greater of: 

(i) the present value of such benefits 
or annuities determined under the plan's 
provisions for determining the present 
value of accrued benefits or annuities 
other than Sections V and X of this 
amendment; or 

(ii) the present value of such benefits 
or annuities determined using the Ap- 
plicable Interest Rate. 
5. 3. Determination of Amount of Ben- 

efits. 
5. 3(a) For purposes of determining the 

amount of a Participants's vested accrued 
benefit, the interest rate used shall not 
exceed: 

(i) the Applicable Interest Rate if 
the present value of the benefit (using 
such rate or rates) is not in excess of 
$25, 000; or 

(ii) 120 percent of the Applicable In- 

terest Rate if the present value of the 
benefit exceeds $25, 000 (as determined 
under clause (i)). In no event shall the 
present value determined under this 
clause (ii) be less than $25, 000. 
5. 3(b), In no event shall the amount of 

the benefit or annuity determined under 
this Section 5. 3 be less than the greater 
of: 

(i) the amount of such benefit de-, 
termined under the plan's provision for 
determining the amount of benefits 
other than Sections V and X of this 
amendment; or 

(ii) the amount of such benefit de- 
termined using the Applicable Interest 
Rate if the value determined in Section 
5. 3(a) is less than $25, 000 or 120 per- 
cent of the Applicable Interest Rate if 
the value determined in Section 5. 3(a) 
is not less than $25, 000. 
5. 4. Coordination with Limitations on 

Contributions and Benefits. In no event 
shall the amount of any benefit or annuity 
determined under this Section V exceed 
the maximum benefit permitted under 
Section 415 of the Code. 

5. 5. Applicable Interest Rate. 

5. 5(a). For purposes of this Section V 
"Applicable Interest Rate" shall mean the 
interest rate or rates which would be used 
as of the date distribution commences by 
the Pension Benefit Guaranty Corpora- 
tion for purposes of determining the pres- 
ent value of that Participant's benefits 
under the plan if the plan had terminated 
on the date distribution commences with 
insufficient assets to provide benefits 
guaranteed by the Pension Benefit Guar- 
anty Corporation on that date. 

5. 5(b). Notwithstanding the foregoing, 
if the provisions of the plan other than 
Section 5. 5 so provide, the Applicable In- 
terest Rate shall be determined as of the 
first day of the Plan Year in which a dis- 
tribution occurs rather than as of the date 
distribution commences. 
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5. 6. Effective Dates. 

5. 6(a). In General. This Section V shall 

apply to distributions in Plan Years be- 

~ ginning after December 31, 1984, other 
than distributions under annuity contracts 
distributed to or owned by a Participant 
prior to September 17, 1985 unless ad- 

ditional contributions are made under the 
plan by the Employer with respect to such 
contract. 

5. 6(b). Special Rule for Distributions 
Prior to 1987. Notwithstanding the fore- 
going, this Section V shall not apply to 
any distributions in Plan Years beginning 
after December 31, 1984, and before Jan- 
uary 1, 1987, if such distributions were 
made in accordance with the require- 
ments of the Income Tax Regulations is- 

sued under the Retirement Equity Act of 
1984. 

Section Vh DETERMINATION OF TOP-HEAVY 

STATUS {Required) 

Solely for the purpose of determining 
if the plan, or any other plan included in 

a required aggregation group of which this 

plan is a part, is top-heavy (within the 
meaning of Section 416(g) of the Code) 
the accrued benefit of an Employee other 
than a key employee (within the meaning 
of Section 416(i)(1) of the Code) shall be 
determined under (a) the method, if any, 
that uniformly applies for accrual pur- 

poses under all plans maintained by the 
Affiliated Employers, or (b) if there is no 
such method, as if such benefit accrued 
not more rapidly than the slowest accrual 
rate permitted under the fractional ac- 

crual rule of section 411(b)(1)(C) of the 
Code. 

SECTION Vll. LIMITATIONS ON EMPLOYEE 

CONTRIBUTIONS tRequired for Plans with 

Employee Contributions Accounted for 

Separately) 

7. 1. Contribution Percentage. 
7. 1(a). The Average Contribution Per- 

centage for Eligible Participants who are 

Highly Compensated Employees for the 

Plan Year shall not exceed the Average 

Contribution Percentage for Eligible Par- 

ticipants who are Nonhighly Compen- 

sated Employees for the Plan Year 
multiplied by 1. 25; or 

7. 1(b). The Average Contribution Per- 

centage for Eligible Participants who are 

Highly Compensated Employees for the 

Plan Year shall not exceed the Average 

Contribution Percentage for Eligible Par- 

ticipants who are Nonhighly Compen- 

sated Employees for the Plan Year 
multiplied by 2, provided that the Aver- 

age Contribution Percentage for Eligible 

Participants who are Highly Compen- 

sated Employees does not exceed the Av- 

erage Contribution Percentage for Eligible 

Participants who are Nonhighly Compen- 

sated Employees by more than two (2) 
percentage points or such lesser amount 

as the Secretary of the Treasury shall pre- 

scribe to prevent the multiple use of this 

alternative limitation with respect to any 

Highly Compensated Employee. 
7. 2. Definitions. For purposes of Sec- 

tions VII and IX of this amendment, the 

following definitions shall apply. 
7. 2(a). "Average Contribution Per- 

centage" shall mean the average (ex- 
pressed as percentage) of the Contribution 

Percentages of the Eligible Participants in 

a group. 
7. 2(b). "Contribution Percentage" shall 

mean the ratio (expressed as a percent- 

age), of the Employee Contributions un- 

der the plan on behalf of the Eligible 
Participant for the Plan Year to the Eli- 
gible Participant's Compensation for the 
Plan Year. 

7. 2(c). "Eligible Participant" shall mean 

any employee of the Employer who is oth- 

erwise authorized under the terms of the 

plan to have Employee Contributions al- 

located to his account for the Plan Year. 

7. 3. Special Rules. 
7. 3(a). For purposes of this section, the 

Contribution Percentage for any Eligible 
Participant who is a Highly Compensated 
Employee for the Plan year and who is 

eligible to make Employee Contribu- 
tions, or to have matching contribu- 
tions within the meaning of Section 
401(m)(4)(A) of the Code, qualified non- 

elective contributions within the meaning 
of Section 401(m)(4)(C) of the Code or 
elective deferrals within the meaning of 
Section 402(g)(3)(A) of the Code allo- 

cated to his account under two or more 
plans described in Section 401(a) or ar- 

rangements described in Section 401(k) of 
the Code that are maintained by the Em- 

ployer or an Affiliated Employer shall be 
determined as if all such Employee Con- 
tributions, matching contributions, qual- 
ified nonelective contributions or elective 
deferrals were made under a single plan. 

7. 3(b). In the event that this plan sat- 
isfies the requirements of Section 410(b) 
of the Code only if aggregated with one 
or more other plans, or if one or more 
other plans satisfy the requirements of 
Section 410(b) of the Code only if aggre- 
gated with this plan, then this Section VII 
shall be applied by determining the Con- 
tribution Percentages of Eligible Partici- 

pants as if all such plans were a single. 

plan. 
7. 3(c). For purposes of determining the 

Contribution Percentage of a Eligible 
Participant who is a Highly Compensated 

Employee, the Employee Contributions 
of such Participant shall include the Em- 

ployee Contributions of Family Members 

and such Family Members shall be dis- 

regarded in determining the Contribution 

Percentage for Eligible Participants who 

are Nonhighly Compensated Employees. 
7. 3(d). The determination and treat- 

ment of the Contribution Percentage of 
any Eligible Participant shall satisfy such 

other requirements as may be prescribed 

by the Secretary of the Treasury. 

SECTION VHI: gUAUFIED VOLUNTARY 

EMPLOYEE CONTRIBUTIONS NOT 

PERMITTED (Required for Plans with 

f)uafified Voluntary Employee Contributions) 

The plan shall accept no Employee 
Contributions designated by the Partici- 

pant as deductible employee contribu- 

tions (within the meaning of Section 
72(o)(5)(A) of the Code) for a taxable 

year of the Participant beginning after 
December 31, 1986. 

SECTION IX: DISTRIBUTION OF EXCESS 

AGGREGATE CONTRIBUTIONS (For Plans 

with Employee Contributions — Optional) 

9. 1. In General. Excess Aggregate 
Contributions and income allocable thereto 
shall be distributed no later than the last 

day of each Plan Year beginning after De- 
cember 31, 1987, to Participants to whose 

accounts Employee Contributions were 
allocated for the preceding Plan Year. 

9. 2. Excess Aggregate Contributions. For 
purposes of this amendment, "Excess Ag- 

gregate Contributions" shall mean the 
amount described in Section 401(m)(6)(B) 
of the Code. 

9. 3. Determination of Income. The 
income allocable to Excess Aggregate 
Contributions shall be determined by 
multiplying the income allocable to the 
Participant's Employee Contributions for 
the Plan Year by a fraction, the numer- 

ator of which is the Excess Aggregate 
Contributions on behalf of the Participant 
for the preceding Plan Year and the de- 

nominator of which is the sum of the Par- 
ticipant's account balance attributable to 
Employee Contributions on the last day 

of the preceding Plan Year. 
9. 4. Maximum Distribution Amount. 

The Excess Aggregate Contributions to 

be distributed to the Participant shall be 

adjusted for income and, if there is a loss 
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attributable to the Excess Contributions 
shall in no event be less than the lesser of 
the Participant's account under the Plan 
or the Participant's Employee Contribu- 
tions for the Plan Year. 

SECTION X: REPLACEMENT OF IMMEDIATE 

ANNUITY RATE WITH APPLICABLE INTEREST 

RATE (Optional — For Plans that Use PBGC 

Immediate Annuity Rate te Determine 
Amount and Present Value of Benefits) 

10. 1. Replacement of Immediate An- 

nuity Rate. If the provisions of the plan, 
as adopted prior to October 22, 1986, pro- 
vide that the present value and amount 
of benefits under Sections 5. 2 and 5. 3 of 
this amendment were determined with 
reference to the immediate annuity rates 
used by the Pension Benefit Guaranty 
Corporation, the rate used for such pur- 
poses shall instead be the Applicable In- 
terest Rate as defined in Section 5. 5 of 
this amendment or 120 percent of such 
rate if the present value of the benefit 
exceeds $25, 000 (determined using such 
immediate interest rate) and provided that 
the use of 120 perent of such rate shall 
not reduce the present value or amount 
of benefits below $25, 000. 

10. 2. Effective Dale. This Section X shall 

apply to distributions in Plan Years be- 

ginning after December 31, 1986, and shall 

also apply to any distributions in Plan Years 
beginning after December 31, 1984, and 
before January 1, 1987, other than: 

(a) Distributions under annuity con- 
tracts distributed to or owned by a Par- 

ticipant prior to September 17, 1985 
unless additional contributions are made 
under the plan by the Employer with 

respect to such contracts; or 
(b) Distributions made in accord- 

ance with the requirements of the In- 

come Tax Regulations issued under the 
Retirement Equity Act of 1984. 

MODEL AMENDMENT HI 

FOR 

DEFINED CONTRIBUTION PLANS WITHOUT 

CURRENT 

EMPLOYEE CONTRIBUTIONS, MATCHING 

EMPLOYER 

CONTRIBUTIONS, OR CASH OR DEFERRED 

ARRANGEMENT. 

SECTION I: PURPOSE AND EFFECTIVE DATE 

(Required) 

1. 1. Purpose. It is the intention of the 
Employer to amend the plan to comply 
with those provisions of the Tax Reform 
Act of 1986 that are effective prior to the 

first Plan Year beginning after December 
31, 1988. 

1. 2. Effective Date. Except as other- 

wise provided, this amendment shall be 

effective as of the first day of the first Plan 

Year beginning after December 31, 1986. 

SECTION H: DEFINITIONS (Reqmred) 

For purposes of this amendment only, 
the following definitions shall apply. 

2. 1. "Adjustment Factor" shall mean 

the cost of living adjustment factor pre- 

scribed by the Secretary of the Treasury 
under Section 415(d) of the Code for years 

beginning after December 31, 1987, as ap- 

plied to such items and in such manner as 
the Secretary shall provide. 

2. 2. "Affiliated Employer" shall mean 

the Employer and any corporation which 

is a member of a controlled group of cor- 
porations (as defined in Section 414(b) of 
the Code) which includes the Employer; 
any trade or business (whether or not in- 

corporated) which is under common con- 
trol (as defined in Section 414(c) of the 
Code) with the Employer; any organiza- 
tion (whether or not incorporated) which 

is a member of an affiliated service group 
(as defined in Section 414(m) of the Code) 
which includes the Employer; and any 
other entity required to be aggregated with 

the Employer pursuant to regulations un- 

der Section 414(o) of the Code. 
2. 3. "Code" shall mean the Internal 

Revenue Code of 1986 and amendments 
thereto. 

2. 4. "Employee" shall mean of the 
employees of the Employer and shall in- 

clude leased employees within the mean- 

ing of Section 414(n)(2) of the Code. 
Notwithstanding the foregoing, if such 
leased employees constitute less than 
twenty percent of the Employer's non- 

highly compensated work force within the 
meaning of Section 414(n)(5)(C)(ii) of the 
Code, the term "Employee" shall not in- 

clude those leased employees covered by 
a plan described in Section 414(n)(5)(B) 
of the Code unless otherwise provided by 
the terms of the plan other than this 
amendment. 

2. 5. "Employee Contributions" shall 

mean contributions to the plan made by 
a Participant during the Plan Year. 

2. 6. "Employer" shall mean the entity 
that establishes or maintains the plan; any 
other organization which has adopted the 

plan with the consent of such establishing 

employer; and any successor of such em- 

ployer. 
2. 7. "Inactive Participant" shall mean 

any Employee or former Employee who 

has ceased to be a Participant and on whose 

behalf an account is maintained under the 

plan. 

2. 8. "Participant' shall mean any Em- 

ployee of the Employer who has met the 

eligibility and participation requirements 
of the plan. 

2. 9. "Plan Year" shall mean the plan 

year otherwise specified in the plan. 

SECTION III: PROVISIONS RELATING TO 

LEASED EMPLOYEES (Required) 

3. 1. Safe-Harbor. Notwithstanding any 
other provisions of the plan, for purposes 
of the pension requirements of Section 
414(n)(3) of the Code, the employees of 
the Employer shall include individuals de- 
fined as Employees in Section 2. 4 of this 
amendment. 

3. 2. Pariiciparion and Accrual. A leased 
employee within the meaning of Section 
414(n)(2) of the Code shall become a Par- 
ticipant in, or accrue benefits under, the 
plan based on service as a leased em- 

ployee only as provided in provisions of 
the plan other than this Section III. 

3. 3. Effective Date. This Section III shall 

be effective for services performed after 
December 31, 1986. 

SECTION IV: LIMITATIONS ON 

CONTRIBUTIONS AND BENEFITS (Required) 

4. 1. Revised Contribution limitations 
Under Defined Contribution Plan. 

4. 1(a). Definition of Annual Addi- 
tions. For purposes of the plan, "Annual 
Addition" shall mean the amount allo- 
cated to a Participant's account during the 
Limitation Year that constitutes: 

(i) Employer contributions, 
(ii) Employee Contributions, 
(iii) Forfeitures, and 

(iv) Amounts described in Sections 
415(l)(1) and 419A(d)(2) of the Code, 
4. 1(b). Maximum Annual Addition. 

The maximum Annual Addition that may 
be contributed or allocated to a Partici- 
pant's account under the Plan for any 
Limitation Year shall not exceed the lesser 
of: 

(i) the Defined Contribution Dollar 
Limitation, or 

(ii) 25 percent of the Participant's 
compensation, within the meaning of 
Section 415(c)(3) of the Code for the 
Limitation Year. 
4. 1(c). Special Rules. The compensa- 
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tion limitation referred to in Section 
4. 1(b)(ii) shall not apply to: 

(i) Any contribution for medical 
benefits (within the meaning of Section 
419A(f)(2) of the Code) after separa- 
tion from service which is otherwise 
treated as an Annual Addition, or 

(ii) Any amount otherwise treated as 
an Annual Addition under Section 
415(l)(1) of the Code. 
4. 1(d). Definitions. For purposes of 

Section 4. 1, "Defined Contribution Dol- 
lar Limitation" shall mean $30, 000 or, if 
greater, one-fourth of the defined benefit 
dollar limitation set forth in Section 
415(b)(1) of the Code as in effect for the 
Limitation Year. 

4. 2. Special Rules for Plans Subject to 
Overall Limitations Under Code Section 
415(e). 

4. 2(a). Recomputation Nol Required. 
The Annual Addition for any Limitation 
Year beginning before January 1, 1987, 
shall not be recomputed to treat all Em- 
ployee Contributions as an Annual Ad- 
dition. 

4. 2(b). Adjustment of Defined Contri- 
bution Plan Fraction. If the plan satisfied 
the applicable requirements of Section 415 
of the Code as in effect for all Limitation 
Years beginning before January 1, 1987, 
an amount shall be subtracted from the 
numerator of the defined contribution plan 
fraction (not exceeding such numerator) 
as prescribed by the Secretary of the 
Treasury so that the sum of the defined 
benefit plan fraction and defined contri- 
bution plan fraction computed under Sec- 
tion 415(e)(1) of the Code (as revised by 
this Section IV) does not exceed 1. 0 for 
such Limitation Year. 

4. 3. Limitation Year. For purposes of 
this Section IV, "Limitation Year" shall 

mean the limitation year specified in the 
plan, or if none is specified, the calendar 
year. 

4. 4. Effective Date of Section IV Pro- 
visions. The provisions of this Section IV 
shall be effective for Limitation Years be- 

ginning after December 31, 1986. 

SECTION V: l)UALIFIED VOLUNTARY 

EMPLOYEE CONTRIBUTIONS NOT 

PERMITTED (Required for Plans with 

l)ualified Voluntary Employee Contributions) 

The plan shall accept no Employee 
Contributions designated by the Partici- 

pant as deductible employee contribu- 

tions (within the meaning of Section 
72(o)(5)(A) of the Code) for a taxable 

year of the Participant beginning after 
December 31, 1986. 
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SECTION Vl: EMPLOYEE CONTRIBUTIONS, 

MATCHING CONTRIBUTIONS AND ELECTIVE 

DEFERRALS (Required) 

The plan shall accept no Employee 
Contributions after the last day of the last 

Plan Year beginning before December 31, 
1986, and shall allocate no matching con- 

tributions within the meaning of Section 

401(m)(4)(A) of the Code or elective de- 

ferrals within the meaning of Section 

402(g)(3) of the Code to Participants' ac- 

counts in Plan Years beginning after De- 
cember 31, 1986. 

SECTION Vlh SPECIAL PROVISIONS FOR 

EMPLOYEE STOCK OWNERSHIP PLANS AND 

STOCK BONUS PLANS (Required for 

TCESOPs, ESOPs and Stock Bonus Plans) 

7. 1. Definitions. For purposes of this 

amendment only, the following defini- 

tions shall apply. 
7. 1(a). "ESOP" shall mean an "Em- 

ployee Stock Ownership Plan" as defined 
in Section 4975(e)(7) of the Code. 

7. 1(b). "TCESOP" shall mean a "Tax 
Credit Employee Stock Ownership Plan" 
as defined in Section 409(a) of the Code. 

7. 1(c). "Total Distribution" shall mean 
a distribution to a Participant or a Partic- 
ipant's beneficiary, within one taxable year 
of such recipient, of the entire balance to 
the credit of the Participant. 

7. 1(d). "Employer securities" shall 
mean: 

i) In the case of a TCESOP, common 
stock issued by the Employer (or by a 
corporation which is a member of the 
same controlled group of corporations 
as the Employer as that term is defined 
in Section 409(l)(4) of the Code) which 
is readily tradeable on an established 
securities market, or stock which satis- 
ifes the requirements of Section 409(l)(2) 
or (3) of the Code; 

ii) In the case of an ESOP which is 
not a TCESOP, stock described in Sec- 
tion 4975(e)(8) of the Code or in Treas. 
Reg. f54. 4975 — 12; 

iii) In the case of a stock bonus plan 
which is not a TCESOP or an ESOP, 
any securities of the Employer held by 
the plan. 
7. 1(e). "Qualified Participant" shall 

mean a Participant who has attained age 
55 and who has completed at least 10 years 
of participation. 

7. 1(f). "Qualified Election Period" shall 
mean the five Plan Year period beginning 
with the later of (i) the Plan Year after 
the Plan Year in which the Participant 
attains age 55; or, (ii) the Plan Year after 

the Plan Year in which the Participant 
first becomes a Qualified Participant. 

7. 2. Special Distribution and Payment 
Requirements 

7. 2(a). In General. This Section 7. 2 shall 

apply to TCESOPs, ESOPs, and stock 
bonus plans and shall not eliminate any 
form or time of distribution available un- 
der the plan prior to adoption of this 
amendment. 

7. 2(b). Time of Distribution. Notwith- 

standing any other provision of the plan, 
other than such provisions as require the 
consent of the Participant and the Partic- 
ipant's spouse to a distribution with a 
present value in excess of $3, 500, a Par- 
ticipant may elect to have the portion of 
the Participant's account attributable to 
Employer Securities acquired by the plan 
after December 31, 1986, distributed as 
follows: 

i) If the Participant separates from 
service by reason of the attainment of 
normal retirement age under the plan, 
death, or disability, the distribution of 
such portion of the Participant's ac- 
count balance will begin not later than 
one year after the close of the Plan Year 
in which such event occurs unless the 
Participant otherwise elects under the 
provisions of the plan other than this 
Section 7. 2. 

ii) If the Participant separates from 
service for any reason other than those 
enumerated in paragraph (i) above, and 
is not reemployed by the Employer at 
the end of the fifth Plan Year following 
the Plan Year of such separation from 
service, distribution of such portion of 
the Participant's account balance will 

begin not later than one year after the 
close of, the fifth Plan Year following 
the Plan Year in which the Participant 
separated from service unless the Par- 
ticipant otherwise elects under the pro- 
visions of this plan other than this 
Section 7. 2. 

iii) If the Participant separates from 
service for a reason other than those 
described in paragraph (i) above, and 
is employed by the Employer as of the 
last day of the fifth Plan Year following 
the Plan Year of such separation from 
service, distribution to the Participant, 
prior to any subsequent separation from 
service, shall be in accordance with terms 

of the plan other than this Section 7. 2. 
For purposes of this Section 7. 2, Em- 

ployer Securities shall not include any 

Employer Securities acquired with the 

proceeds of a loan described in Section 
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the Plan Year in which such loan is repaid 
in full. 

7. 2(c). Period for Payment. Distribu- 
tions required under Section 7. 2 shall be 
made in substantially equal annual pay- 
ments over a period of five years unless 
the Participant otherwise elects under 
provisions of this plan other than this Sec- 
tion 7. 2. In no event shall such distribu- 
tion period exceed the period permitted 
Section 401(a)(9) of the Code. 

7. 2(e). Determination of Amount Sub- 
ject to Special Distribution and Payment 
Requirements. The portion of a Partici- 
pant's account balance attributable to 
Employer Securities which were acquired 
by the plan after December 31, 1986, shall 
be determined by multiplying the number 
of shares of such securities held in the 
account by a fraction, the numerator of 
which is the number of shares acquired 
by the plan after December 31, 1986, and 
allocated to Participants' accounts (not to 
exceed the number of shares held by the 
plan on the date of distribution) and the 
denominator of which is the total number 
of shares held by the plan at the date of 
the distribution. 

7. 3. Put Option Requirements 

7. 3(a). In General. This Section7. 3 shall 

apply to distributions of Employer Se- 
curities which are acquired after Decem- 
ber 31, 1986, by TCESOPs, ESOPs, and 
stock bonus plans and shall not eliminate 
any time or form of distribution available 
under the plan prior to adoption of this 
amendment. 

7. 3(b). Put Option Payment. Notwith- 
standing any other provisions of the plan 
regarding a Participant's right to exercise 
a put option, in the case of a distribution 
of Employer Securities which are not 
readily tradeable on an established se- 
curities market, the plan shall provide the 
Participant with a put option that com- 

plies with the requirements of Section 
409(h) of the Code. Such put option shall 

provide that if an employee exercises the 
put option, the Employer, or the plan if 
the plan so elects, shall repurchase the 

Employer Securities as follows: 

1) If the distribution constitutes a 
Total Distribution, payment of the fair 
market value of a Participant's account 
balance shall be made in five substan- 

tially equal annual payments. The first 
installment shall be paid not later than 
30 days after the Participant exercises 
the put option. The plan will pay a rea- 
sonable rate of interest and provide ad- 

equate security on amounts not paid 
after 30 days. 

2) If the distribution does not con- 

stitute a Total Distribution, the plan 

shall pay the Participant an amount 

equal to the fair market value of the 

Employer Securities repurchased no 

later than 30 days after the Participant 
exercises the put option. 

7. 4. Diversijication of Investments 

7. 4(a). In General. This Section 7. 4 shall 

apply to TCESOPs and ESOPs, 
7. 4(b). Election By Qualifie Partici- 

pant. Each Qualified Participant shall be 
permitted to direct the plan as to the in- 

vestment of 25 percent of the value of the 
Participant's account balance attributable 
to Employer Securities which were ac- 

quired by the plan after December 31, 
1986, within 90 days after the last day of 
each Plan Year during the Participant's 
Qualified Election Period. Within 90 days 
after the close of the last Plan Year in the 
Participant's Qualified Election Period, a 
Qualified Participant may direct the plan 
as to the investment of 50 percent of the 
value of such account balance. 

7. 4(c). Method of Directing Invest- 
ment. The Participant's direction shall be 
provided to the Plan Administrator in 

writing; shall be effective no later than 
180 days after the close of the Plan Year 
to which the direction applies; and shall 

specify which, if any, of the options set 
forth in Section 7. 4(d) the Participant se- 
lects. 

7. 4(d). Investment Options. 
7. 4(d)(i). At the election of the Qual- 

ified Participant, the plan shall distribute 
(notwithstanding section 409(d) of the 
Code) the portion of the Participant's ac- 
count that is covered by the election within 

90 days after the last day of the period 
during which the election can be made. 
Such distribution shall be subject to such 
requirements of the plan concerning put 
options as would otherwise apply to a dis- 
tribution of Employer Securities from the 
plan. This Section 7. 4(d)(i) shall apply 
notwithstanding any other provision of the 
plan other than such provisions as require 
the consent of the Participant and the Par- 
ticipant's spouse to a distribution with a 
present value in excess of $3500. If the 
Participant and the Participant's spouse 
do not consent, such amount shall be re- 
tained in this plan. 

7. 4(d)(ii). In lieu of distribution under 
Section 7. 4(d)(i), the Qualified Partici- 
pant who has the right to receive a cash 
distribution under Section 7. 4(d)(i) may 
direct the plan to transfer the portion of 
the Participant's account that is covered 
by the election to another qualified plan 

of the Employer which accepts such trans- 
fers, provided that such plan permits em- 

ployee-directed investment and does not 
invest in Employer Securities to a sub- 
stantial degree. Such transfer shall be made 
no later than ninety days after the last day 
of the period during which the election 
can be made. 

7. 4(d)(iii). If the plan is a TCESOP, 
any distribution or transfer under this 
Section 7. 4(d) shall be made first from 
Employer Securities allocated to the Par- 
ticipant's account at least 84 months be- 
fore the month in which the distribution 
or transfer occurs. 

7. 4(e). Determination of Amount Sub- 
ject to Diversijication Requirements. The 
portion of a Participant's account balance 
attributable to Employer Securities which 
were acquired by the plan after December 
31, 1986, shall be determined by multi- 

plying the number of shares of such se- 
curities held in the account by a fraction, 
the numerator of which is the number of 
shares acquired by the plan after Decem- 
ber 31, 1986, and allocated to Partici- 
pants' accounts (not to exceed the number 
of shares held by the plan on the date the 
individual becomes a Qualified Partici- 
pant) and the denominator of which is the 
total number of shares held by the plan 
at the date the individual becomes a Qual- 
ified Participant. 

7. 5. Voting Rights of Participants 
7. 5(a). In General. This Section 7. 5 shall 

apply to TCESOPs, ESOPs, and stock 
bonus plans which are required to comply 
with Section 409(e) of the Code through 
the operation of Section 401(a)(22) of the 
Code. 

7. 5(b). Issues Where Pass-Through 
Required. Notwithstanding any other pro- 
vision of the plan, if the plan has any class 
of securities which is not a registration- 
type class of securities (as defined in sec- 
tion 409(e)(4) of the Code), a Participant 
shall be entitled to direct the trustee as to 
the manner in which voting rights will be 
exercised with respect to any corporate 
matter which involves the voting of such 
shares allocated to the Participant's ac- 
count with respect to the approval or dis- 
approval of any corporate merger or 
consolidation, recapitalization, reclassiii- 
cation, liquidation, dissolution, sale of 
substantially all assets of a trade or busi- 
ness, or such similar transaction as may 
be prescribed in Treasury regulations. 

7. 6. Independent Appraiser 
7. 6(a). In General. This Section7. 6shall 

apply to TCESOPs and ESOPs. 
7. 6(b). Independent Appraisals. All 
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valuations of Employer Securities which 
are not readily tradable on an established 
securities market with respect to activities 
carried on by the plan shall be made by 

r an independent appraiser meeting re- 
quirements similar to those contained in 
Treasury regulations under Section 
170(a)(1) of the Code. 

SECTION VIH: DETERMINATION OF TOP- 
HEAVY STATUS (Required if the plan is a 
target benefit plan or if the Employer or 
Affiliated Employers maintain, in addition to 
the defined contribution plan, a defined 
benefit plan or target benefit plan in which 
one or more key employees participate, or 
any other plan on which such a defined or 
target benefit plan depends to meet 
coverage and nondiscrimination 

requirements. ) 

Solely for the purpose of determining 
if the plan, or any other plan included in 
a required aggregation group of which this 
plan is a part, is top-heavy (within the 
meaning of Section 416(g) of the Code) 
the accrued benefit of an Employee other 
than a key employee (within the meaning 
of Section 416(i)(1) of the Code) shall be 
determined under (a) the method, if any, 
that uniformly applies for accrual pur- 
poses under all plans mairitained by the 
Affiliated Employers, or (b) if there is no 
such method, as if such benefit accured 
not more rapidly than the slowest accrual 
rate permitted under the fractional ac- 
crual rule of Section 411(b)(1)(C) of the 
Code. 

SECTION IX: DISTRIBUTIONS ON 

TERMINATION OF TAX CREDIT EMPLOYEE 

STOCK OWNERSHIP PLAN (Optional-For 
Tax Credit ESOPs as Defined in Section 

409(a) of the Code) 

Notwithstanding any other provisions 
of the plan, Employer Securities allocated 
to a Participant's account under the por- 
tion of the plan intended to meet the re- 
quirements of Section 409(a) of the Code 
may not be distributed to any Participant 
before the 84th month after the month in 
which such Employer Securities were al- 
located to such accounts, except that such 
securities may be distributed before the 
84th month after such allocation in the 
case of: 

a) death, disability or separation from 
service; 

b) a transfer of a Participant to the 
employment of an acquiring employer 
from the employment of the selling cor- 
poration in the case of a sale to the 
acquiring corporation of substantially 

all of the assets used by the selling cor- 
poration in a trade or business con- 
ducted by the selling corporation; 

c) with respect to the stock of the 
selling corporation, a disposition of such 

selling corporation's interest in a sub- 

sidiary when the participant continues 

employment with such subsidiary; or 
d) termination of the plan occurring 

after December 31, 1984, or such later 
date as the Employer shall specify upon 
adoption of this Section IX. 

SECTION X: BENEFIT FORFEITURES (For 
Money Purchase Pension Plans other than 

Target Benefit Plans Only-Optional) 

10. 1. In General. Notwithstanding any 
other provision of the plan, forfeitures oc- 
curring in Plan Years beginning after De- 
cember 31, 1985, or such later date as the 
Employer specifies upon adoption of this 
Section X, shall be allocated to those Par- 
ticipants entitled to an allocation of 
Matching Contributions or other em- 
ployer contributions for the Plan Year in 
which the forfeiture occurs. Forfeitures 
shall be allocated to such Participants in 

proportion to their compensation for the 
Plan Year. 

10. 2. Forfeitures. For purposes of this 
Section X, "forfeitures" shall mean those 
nonvested amounts afiocated to Partici- 
pants' account that, under the terms of 
this plan immediately prior to adoption 
of this amendment, would have been ap- 
plied, if forfeited, to reduce Matching 
Contributions or other employer contri- 
butions under the plan. 

10. 3. Limitations on Allocation of For- 
fei sures. 

10. 3(a). Forfeitures allocated to the 
account of a Participant during the plan's 
Limitation Year under this Section X shall 
be treated as an Annual Addition for such 
Limitation Year for purposes of Section 
IV of this amendment. 

10. 3(b). If, as a result of such alloca- 
tion of forfeitures, the Annual Addition 
under the plan for a Participant would 
exceed the limits specified in Section 
415(c)(1) of the Code, such excess shall 
be allocated and reallocated to the ac- 
counts of other Participants in the manner 
described in Section 10. 1 to the extent 
such allocations and reallocations, when 
added to other Annual Additions for such 
Participants, do not exceed the limits 
specified in Section 415(c)(1) of the Code. 
If, after such allocation and reallocation, 
there remains an amount that cannot be 
allocated to the accounts of Participants, 

such excess shall be held unallocated in a 
suspense account, and shall be allocated 
and reallocated among the accounts of 
Participants (subject to the limitations of 
Section 415(c)(1) of the Code) before any 
employer contributions, including Match- 
ing Contributions, or Employee Contri- 
butions may be made to the plan for the 
succeeding Limitation Year. 

10. 3(c). If at any time during the Lim- 
itation Year, a suspense account is in ex- 
istence pursuant to this Section 10. 3, 
investment gains and losses and other in- 

come shall be allocated to the suspense 
account, and the entire amount allocated 
to Participants from such suspense ac- 
count shall be considered as an Annual 
Addition for purposes of Section 415(c)(2) 
of the Code. Upon termination of the plan, 
unallocated amounts in the suspense ac- 
count shall, notwithstanding any other 
provision of this plan, revert to the Em; 
ployer. 

10. 4. Nature of Plan. Notwithstanding 
the adoption of this Section X, the plan 
shall continue to be designed to qualify 
as a money purchase pension plan for pur- 
poses of Sections 401(a), 402, 412 and 417 
of the Code. 

SECTION Xh PROFITS NOT REQUIRED 

(Profit-Sharing Plans Only — Optional) 

Effective for Plan Years beginning after 
December 31, 1985, or such later date as 
the Employer specifies when adopting this 
Section XI, the Employer shall, notwith- 
standing any other provision of the plan, 
make all contributions to the plan without 
regard to current or accumulated earnings 
and profits for the taxable year or years 
ending with or within such Plan Year. 
Notwithstanding the foregoing, the plan 
shall continue to be designed to qualify 
as a profit-sharing plan for purposes of 
Sections 401(a), 402, 412, and 417 of the 
Code. 

SECTION Xlh PERIOD OF PAYMENT FOR 

DISTRIBUTIONS UNDER SECTION 7. 2 OF 
MODEL AMENDMENT (Optional — For 
TCESOPs, ESOPs, and Stock Bonus Plans) 

12. 1(a) Period For Payment. Notwith- 
standing Section 7. 2(c) of this amend- 
ment, if the fair market value of a 
Participant's account attributable to Em- 
ployer Securities is an excess of $500, 000 
(multiplied by the Adjustment Factor as 
prescribed by the Secretary of the Treas- 
ury) as of the date distribution is required 
to begin under Section 7. 2(b), distribu- 
tions required under Section 7. 2 shall be 
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made in substantially equal annual pay- 
ments over a period not longer than five 
years plus an additional one year (up to 
an additional five years) for each $100, 000 
increment, or fraction of such increment, 
by which the value of the Participant's 
account exceeds $500, 000, unless the Par- 
ticipant otherwise elects under the pro- 
visions of the plan other than this Section 
12. 1. In no event shall such distribution 
period exceed the period permitted under 
Section 401(a)(9) of the Code. 

12. 2(b). Effective Date. This Section XII 
shall apply to distributions of the value of 
a Participant's account attributable to 
Employer Securities acquired by the plan 
after December 31, 1986, or such later 
date as the Employer shall specify upon 
adoption of this Section XII. 

SECTION XIII: DETERMINATION OF AMOUNT 

SUBJECT TO SPECIAL DISTRIBUTION AND 

PAYMENT REQUIREMENTS (Optional — For 
TCESOPs, ESOPs, and Stock Bonus Plans) 

Effective as of January 1, 1987, or such 
later date as the Employer shall specify 
upon adoption of this Section XIII, the 
provisions of Section VII and XII (if 
adopted'by the Employer) shall apply to 
the entire portion of a Participant's ac- 
count attributable to Employer Securi- 
ties. 

MODEL AMENDMENT IV 

FOR 

DEFINED CONTRIBUTION PLANS WITH 

CURRENT 

EMPLOYEE CONTRIBUTIONS, MATCHING 

EMPLOYER 

CONTRIBLITIONS, OR CASH OR DEFERRED 

ARRANGEMENT 

SECTION I: PURPOSE AND EFFECTIVE DATE 

(Required) 

1. 1. Purpose. It is the intention of the 
Employer to amend the plan to comply 
with those provisions of the Tax Reform 
Act of 1986 that are effective prior to the 
first Plan Year beginning after December 
31, 1988. Nothing contained in this 
amendment shall permit or require Elec- 
tive Deferrals, Matching Employer Con- 
tributions, or Employee Contributions 
under the plan unless such Elective De- 
ferrals, Matching Employer Contribu- 
tions, or Employee Contributions have 
been authorized by the Employer under 
other provisions of the plan or under other 
amendments thereto. 

1. 2 Effective Dare. Except as other- 

wise provided, this amendment shall be 

effective as of the first day of the first Plan 

Year beginning after December 31, 1986. 

SECTION H: DEFINITIONS (Required) 

For purposes of this amendment only, 
the following definitions shall apply. 

2. 1 "Adjustment Factor" shall mean 

the cost of living adjustment factor pre- 

scribed by the Secretary of'the Treasury 
under Section 415(d) of the Code for years 

beginning after December 31, 1987, as ap- 

plied to such items and in such manner as 

the Secretary shall provide. 
2. 2 "Affiliated Employer" shall mean 

the Employer and any corporation which 

is a member of a controlled group of cor- 
porations (as defined in Section 414(b) of 
the Code) which includes the Employer; 
any trade or business (whether or not in- 

corporated) which is under common con- 
trol (as defined in Section 414(c) of the 
Code) with the Employer; any organiza- 
tion (whether or not incorporated) which 

is a member of an affiliated service group 
(as defined in section 414(m) of the Code) 
which includes the Employer; and any 
other entity required to be aggregated with 

the Employer pursuant to regulations un- 

der Section 414(o) of the Code. 
2. 3. "Code" shall mean the Internal 

Revenue Code of 1986 and amendments 
thereto. 

2. 4. "Compensation" shall mean com- 
pensation paid by the Employer to the 
Participant during the taxable year ending 
with or within the Plan Year which is re- 
quired to be reported as wages on the 
Participant's Form W — 2 and, if the pro- 
visions of the plan other than this amend- 
ment so provide, shall also include 
compensation which is not currently in- 

cludible in the Participant's gross income 
by reason of the application of sections 
125, 402(a)(8), 402(h)(1)(B) or 403(b) of 
the Code. 

2. 5. "Elective Deferrals" shall mean 
contributions made to the plan during the 
Plan Year by the Employer, at the elec- 
tion of the Participant, in lieu of cash com- 
pensation and shall include contributions 
made pursuant to a salary reduction 
agreement. 

2. 6. "Employee" shall mean em- 
ployees of the Employer and shall include 
leased employees within the meaning of 
Section 414(n)(2) of the Code. Notwith- 
standing the foregoing, if such leased em- 

ployees constitute less than twenty percent 
of the Employer's nonhighly compen- 

sated work force within the meaning of 
Section 414(n)(5)(C)(ii) of the Code, the 
term "Employee" shall not include those 
leased employees covered by a plan de- 
scribed in Section 414(n)(5)(B) of the Code 
unless otherwise provided by the terms of 
this plan other than this amendment. 

2. 7. "Employee Contributions" shall 

mean contributions to the plan made by 
a Participant during the Plan Year. 

2. 8. "Employer" shall mean the entity 
that establishes or maintains the plan; any 
other organization which has adopted the 
plan with the consent of such establishing 
employer; and any successor of such em- 

ployer. 
2. 9. "Family Member" shall mean an 

individual described in Section 
414(q)(6)(B) of the Code. 

2. 10. "Highly Compensated Em- 
ployee" shall mean an individual de- 
scribed in Section 414(q) of the Code. 

2. 11. "Inactive Participant" shall mean 

any Employee or former Employee who 
has ceased to be a Participant and on whose 
behalf an account is maintained under the 
plan. 

2. 12. "Matching Contribution" shall 
mean any contribution to the Plan made 

by the Employer for the Plan Year and 
allocated to a Participant's account by 
reason of the Participant's Employee 
Contributions or Elective Deferrals. 

2. 13. "Non-Highly Compensated Em- 
ployee" shall mean an Employee of the 
Employer who is neither a Highly Com- 
pensated Employee nor a Family Mem- 
ber. 

2. 14. "Participant" shall mean any 
Employee of the Employer who has met 
the eligibility and participation require- 
ments of the plan. 

2. 15. "Qualified Nonelective Contri- 
butions" shall mean contributions (other 
than Matching Contributions) made by the 
Employer and allocated to Participants' 
accounts that the Participant may not elect 
to receive in cash until distributed from 
the plan; that are 100 percent vested and 
nonforfeitable when made; and that are 
not distributable under the terms of the 
plan to Participants or their beneficiaries 
earlier than the earlier of: 

i) separation from service, death, or 
disability of the Participant; 

ii) attainment of the age 59Vz by the 
Participant;. 

iii) termination of the plan without 
establishment of a successor plan; 

iv) the events specified in those of 
Sections XIII, XIV or XV of'this 
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amendment adopted by the Employer; 
. or 

v) for Plan Years beginning before 
January 1, 1989, upon hardship of the 
Participant. 
2. 16. "Plan Year" shall mean the plan 

year otherwise specified in the plan. 

SECTION III: PROVISIONS RElATING TO 

LEASED ENPLOYEES (Required) 

3. 1. Safe-Harbor, Notwithstanding any 
other provisions of the plan, for purposes 
of determining the number or identity of 
Highly Compensated Employees or for 
purposes of the pension requirements of 
Section 414(n)(3) of the Code, the em- 

ployees of the Employer shall include in- 

dividuals defined as Employees in Section 
2. 6 of this amendment. 

3. 2. Participation and Accrual. A leased 

employee within the meaning of Section 
414(n)(2) of the Code shall become a Par- 
ticipant in, and accrue benefits under, the 
plan based on service as a leased em- 

ployee only as provided in provisions of 
the plan other than this Section III. 

3. 3. Effective Date. This Section III shall 

be effective for services performed after 
December 31, 1986. 

SECTION IV: LINITATIONS ON 

CONTRIBIITIONS AND BENEFITS (Required) 

4. 1. Revised Contribution Limitations 
Under Defined Contribution Plan. 

4. 1(a). Definition of Annual Addi- 
tions. For purposes of the plan, "Annual 
Addition" shall mean the amount-allo- 

cated to a Participant's account during the 
Limitation Year that constitutes: 

(i) Employer contributions, 
(ii) Employee Contributions, 

(iii) Forfeitures, and 

(iv) Amounts described in Sections 

415(1)(1) and 419A(d)(2) of the Code. 
4. 1(b). Maximum Annual Addition. 

The maximum Annual Addition that may 

be contributed or allocated to a Partici- 
pant's account under the Plan for any 
Limitation Year shall not exceed the lesser 

of: 
(i) the Defined Contribution Dollar 

Limitation, or 
(ii) 25 percent of the Participant's 

compensation, within the meaning of 
Section 415(c)(3) of the Code for the 
Limitation Year. 
4. 1(c). Special Rules. The compensa- 

tion limitation referred to in Section 
4. 1(b)(ii) shall not apply to: 

(i) Any contribution for medical 
benefits (within the meaning of Section 

419A(f)(2) of the Code) after separa- 

tion from service which is otherwise 

treated as an Annual Addition, or 

(ii) Any amount otherwise treated 

as an Annual Addition under Section 

415(l)(1) of the Code. 
4. 1(d). Definitions. For purposes of 

Section 4. 1, "Defined Contribution Dol- 

lar Limitation" shall mean $30, 000 or, if 

greater, one-fourth of the defined benefit 

dollar limitation set forth in Section 
415(b)(1) of the Code as in effect for the 

Limitation Year. 
4. 2. Special Rules for Plans Subject to 

Overall Limitations Under Code Section 

415(e). 
4. 2(a). Recomputation Ãot Required. 

The Annual Addition for any Limitation 

Year beginning before January 1, 1987 
shall not be recomputed to treat all Em- 

ployee Contributions as an Annual Ad- 

dition. 
4. 2(b). Adjustment of Defined Contri- 

bution Plan Fraction. If the plan satisfied 

the applicable requirements of Section 415 
of the Code as in effect for all Limitation 
Years beginning before January 1, 1987, 
an amount shall be subtracted from the 
numerator of the defined contribution plan 

fraction (not exceeding such numerator) 
as prescribed by the Secretary of the 
Treasury so that the sum of the defined 

benefit plan fraction and defined contri- 

bution plan fraction computed under Sec- 
tion 415(e)(1) of the Code (as revised by 
this Section IV) does not exceed 1. 0 for 
such Limitation Year. 

4. 3. Limitation Year. For purposes of 
this Section IV, "Limitation Year" shall 

mean the limitation year specified in the 
plan, or if none is specified, the calendar 
year. 

4. 4. Effective Date of Section IV Pro- 
visions. The provisions of this Section IV 
shall be effective for Limitation Years be- 

ginning after December 31, 1986. 

SECTION V: ELECTIVE DEFERRALS (Required 

for Plans with Cash or Deferred 

Arrangement) 

5. 1. Maximum Amount of Elective De- 

ferrals. Effective as of January 1, 1987, 
no Employee shall be permitted to have 
Elective Deferrals made under this plan 
during any calendar year in excess of $7000 
multiplied by the Adjustment Factor as 
provided by the Secretary of the Treas- 
ury. The foregoing, limit shall not apply 
to Elective Deferrals of amounts attrib- 
utable to service performed in 1986 and 
described in Section 1105(c)(5) of the Tax 
Reform Act of 1986. 

5. 2. Average Actual Deferral Percent; 
age. 

(a) The Average Actual Deferral 
Percentage for Eligible Participants who 
are Highly Compensated Employees for 
the Plan Year shall not exceed the Av- 

erage Actual Deferral Percentage for 
Eligible Participants who are Non- 

highly Compensated Employees for the 

Plan Year multiplied by 1. 25; or 

(b) the Average Actual Deferral 
Percentage for Eligible Participants who 

are Highly Compensated Employees for 

the Plan Year shall not exceed the Av- 

erage Actual Deferral Percentage for 

Eligible Participants who are Non- 

highly Compensated Employees for the 

Plan Year multiplied by 2, provided that 

the Average Actual Deferral Percent- 

age for Eligible Participants who are 

Highly Compensated Employees does 
not exceed the Average Actual Defer- 

ral Percentage for Eligible Participants 

who are Nonhighly Compensated Em- 

ployees by more than two (2) percent- 

age points or such lesser amount as the 

Secretary of the Treasury shall pre- 
scribe to prevent the multiple use of 
this alternative limitation with respect 
to any Highly Compensated Em- 
ployee. 

5. 3. Definitions. For purposes of this 

section V and for purposes of Sections X 
and XI of this Amendment, the following 

definitions shall be used: 

5. 3(a). "Actual Deferral Percentage" 
shall mean the ratio (expressed as a per- 

centage), of Elective Deferrals and Qual- 

ified Employer Deferral Contributions on 
behalf of the Eligible Participant for the 
Plan Year to the Eligible Participant's 
Compensation for the Plan Year. 

5. 3(b). "Average Actual Deferral Per- 
centage" shall mean the average (ex- 
pressed as a percentage) of the Actual 
Deferral Percentages of the Eligible Par- 

ticipants in a group. 

5. 3(c). "Qualified Employer Deferral 
Contributions" shall mean Qualified 
Nonelective Contributions taken into ac- 

count under the terms of the plan without 

regard to this amendment in determining 

the Actual Deferral Percentage. 

5. 3(d). "Eligible Participant" shall 

mean any Employee of the Employer who 

is otherwise authorized under the terms 

of the Plan to have Elective Deferrals or 

Qualified Employer Deferral Contribu- 

tions allocated to his account for the Plan 

Year. 

410 1987 — 1 C. B. 



5. 4 Special Rules 
5. 4(a). For purposes of this Section V. 

the Actual Deferral Percentage for any 
Eligible Participant who is a Highly Com- 
pensated Employee for the Plan Year and 
who is eligible to have Elective Deferrals 
or Qualified Employer Deferral Contri- 
butions allocated to his account under two 
or more plans or arrangements described 
in Section 401(k) of the code that are 
maintained by the Employer or an Affil- 
iated Employer shaH be determined as if 
aH such Elective Deferrals and Qualified 
Employer Deferral Contribution were 
made under a single arrangement. 

5. 4(b). For purposes of determining the 
Actual Deferral Percentage of a Partici- 
pant who is a Highly Compensated Em- 

ployee, the Elective Deferrals, Qualified 
Employer Deferral Contributions and 
Compensation of such Participant shall 
include the Elective Deferrals, Qualified 
Employer Deferral Contributions and 
Compensation of Family Members, and 
such Family Members shall be disre- 
garded in determining the Actual Defer- 
ral Percentage for Participants who are 
Nonhighly Compensated Employees. 

5. 4(c). The determination and treat- 
ment of the Elective Deferrals, Qualified 
Nonelective Contributions and Actual 
Deferral Percentage of any Participant shall 

satisfy such other requirements as may be 
prescribed by the Secretary of the Treas- 
ury, 

SECTION VI. LIMITATIONS ON EMPLOYEE 

CONTRIBUTIONS AND MATCHING 

EMPLOYER CONTRIBUTIONS (Required for 
Plans with Employee Contributions or 
Matching Employer Contributions) 

6. 1. Contribution Percentage. 
6. 1(a). The Average Contribution 

Percentage for Eligible Participants who 

are Highly Compensated Employees for 
the Plan Year shall not exceed the Av- 

erage Contribution Percentage for Eligi- 
ble Participants who are Nonhighly 
Compensated Employees for the Plan Year 
multiplied by 1. 25; or 

6. 1(b). The Average Contribution 
Percentage for Eligible Participants who 

are Highly Compensated Employees for 
the Plan Year shall not exceed the Av- 

erage Contribution Percentage for Eligi- 
ble Participants who are Nonhighly 
Compensated Employees for the Plan Year 
multiplied by 2, provided that the Aver- 

age Contribution Percentage for Eligible 
Participants who are Highly Compen- 
sated Employees does not exceed the Av- 

erage Contribution Percentage for Eligible 

Participants who are Nonhighly Compen- 

sated Employees by more than two (2) 
percentage points or such lesser amount 

as the Secretary of the Treasury shall pre- 

scribe to prevent the multiple use of this 

alternative limitation with respect to any 

Highly Compensated Employee. 

6. 2, Definitions. For purposes of this 

Section VI, and for purposes of Section 

XII of this amendment, the following def- 

initions shall apply. 
6. 2(a). "Average Contribution Per- 

centage" shall mean the average (ex- 
pressed as a percentage) of the 
Contribution Percentages of the Eligible 
Participants in a group. 

6. 2(b). "Contribution Percentage" shall 

mean the ratio (expressed as a percent- 

age), of the sum of the Employee Con- 
tributions and Matching Contributions 
under the plan on behalf of the Eligible 
Participant for the Plan Year to the Eli- 
gible Participant's Compensation for the 
Plan Year. 

6. 2(c). "Eligible Participant" shall mean 

any employee of the Employer who is oth- 

erwise authorized under the terms of the 

plan to have Employee Contributions or 
Matching Contributions allocated to his 

account for the Plan Year. 
6. 3. Special Rules. 
6. 3(a). For purposes of this section VI, 

the Contribution Percentage for any El- 
igible Participant who is a Highly Com- 
pensated Employee for the Plan Year 
and who is eligible to make Employee 
Contributions, or to have Matching 
Contributions, Qualified Nonelective 
Contributions or Elective Deferrals allo- 
cated to his account under two or more 
plans described in Section 401(a) of the 
Code or arrangements described in Sec- 
tion 401(k) of the Code that are main- 

tained by the Employer or an Affiliated 
Employer shall be determined as if aH such 
contributions and Elective Deferrals were 
made under a single plan. 

6. 3(b). In the event that this plan sat- 
isfies the requirements of Section 410(b) 
of the Code only if aggregated with one 
or more other plans, or if one or more 
other plans satisfy the requirements of 
Section 410(b) of the Code only if aggre- 
gated with this plan, then this Section VI 
shall be applied by determining the Con- 
tribution Percentages of Eligible Partici- 
pants as if aH such plans were a single 
plan. 

6. 3(c). For purposes of determining the 
Contribution Percentage of an Eligible 

Participant who is a Highly Compensated 

Employee, the Employee Contributions, 
Matching Employer Contributions and 

Compensation of such Eligible Partici- 

pant shaH include the Employee Contri- 
butions, Matching Employer Contributions 
and Compensation of Family Members, 
and such Family Members shall be dis- 

regarded in determining the Contribution 
Percentage for Eligible Participants who 

are Nonhighly Compensated Employees. 
6. 3(d). The determination and treat- 

ment of the Contribution Percentage of 
any Eligible Participant shall satisfy such 

other requirements as may be prescribed 

by the Secretary of the Treasury. 

SECTION Vll: QUALIFIED VOLUNTARY 

EMPLOYEE CONTRIBUTIONS NOT 

PERMITTED (Required for Plans with 

Qualified Voluntary Employee Contributions) 

The plan shaH accept no Employee 
Contributions designated by the Partici- 

pant as deductible employee contribu- 
tions (within the meaning of Section 
72(o)(5)(A) of the Code) for a taxable 
year of the Participant beginning after 
December 31, 1986. 

SECTION VUh SPECIAL PROVISIONS FOR 

EMPLOYEE STOCK OWNERSHIP PLANS AND 

STOCK BONUS PLANS (Required fur 

TCESOPs, ESOPs and stock bonus plans) 

8. 1. Definitions. For purposes of this 
amendment only, the following defini- 
tions shall apply. 

8. 1(a). "ESOP" shall mean an "Em- 
ployee Stock Ownership Plan" as defined 
in Section 4975(e)(7) of the Code. 

8. 1(b). "TCESOP" shaH mean a "Tax 
Credit Employee Stock Ownership Plan" 
as defined in Section 409(a) of the Code. 

8. 1(c). "Total Distribution" shall mean 
a distribution to a Participant or a Partic- 
ipant's beneficiary, within one taxable year 
of such recipient, of the entire balance to 
the credit of the Participant. 

8. 1(d). "Employer securities" shall 
mean: 

i) In the case of a TCESOP, com- 
mon stock issued by the Employer (or 
by a corporation which is a member of 
the same controfied group of corpo- 
rations as the Employer as that term is 
defined in Section 409(l)(4) of the Code) 
which is readily tradeable on an estab- 
lished securities market, or stock which 
satisfies the requirements of Section 
409(1)(2) or (3) of the Code; 

ii) In the case of an ESOP which is 
not a TCESOP, stock described in Sec- 
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tion 4975(e)(8) of the Code or in Treas. 
Reg. ll54. 4975 — 12; 

iii) In the case of a stock bonus plan 
which is not a TCESOP or an ESOP, 
any securities of the Employer held by 
the plan. 
8. 1(e). "Qualified Participant" shall 

mean a Participant who has attained age 
55 and who has completed at least 10 years 
of participation. 

8. 1(f). "Qualified Election Period" shall 
mean the five Plan Year period beginning 
with the later of (i) the Plan Year after 
the Plan Year in which the Participant 
attains age 55; or, (ii) the Plan Year after 
the Plan Year in which the Participant 
first becomes a Qualified Participant. 

8. 2. Special Distribution and Payment 

Requirements. 
8. 2(a) . In General. This Section 8. 2 shall 

apply to TCESOPs, ESOPs, and stock 
bonus plans and shall not eliminate any 
form or time of distribution available un- 

der the plan prior to adoption of this 
amendment. 

8. 2(b). Time of Distribution. Notwith- 
standing any other provision of the plan, 
other than such provisions as require the 
consent of the Participant and the Partic- 
ipant's spouse to a distribution with a 
present value in excess of $3, 500, a Par- 
ticipant may elect to have the portion of 
the Participant's account attributable to 
Employer Securities acquired by the plan 
after December 31, 1986, distributed as 
follows: 

i) If the Participant separates from 
service by reason of the attainment of 
normal retirement age under the plan, 
death, or disability, the distribution of 
such portion of the Participant's ac- 
count balance will begin not later than 
one year after the close of the Plan Year 
in which such event occurs unless the 
Participant otherwise elects under the 
provisions of the plan other than this 
Section 8. 2. 

ii) If the Participant separates from 
service for any reason other than those 
enumerated in paragraph (i) above, and 
is not reemployed by the Employer at 
the end of the fifth Plan Year following 
the Plan Year of such separation from 
service, distribution of such portion of 
the Participant's account balance will 

begin not later than one year after the 
close of the fifth Plan Year following 

the Plan Year in which the Participant 
separated from service unless the Par- 
ticipant otherwise elects under the pro- 
visions of this plan other than this 

Section 8, 2. 
iii) If the Participant separates from 

service for a reason other than those 

described in paragraph (i) above, and 

is employed by the Employer as of the 

last day of the fifth Plan Year following 

the Plan Year of such separation from 

service, distribution to the Participant, 
prior to any subsequent separation from 

service, shall be in accordance with the 
terms of the plan other than this Sec- 
tion 8. 2. 

For purposes of this Section 8. 2, Em- 

ployer Securities shall not include any 

Employer Securities acquired with the 
proceeds of a loan described in Section 
404(a)(9) of the Code until the close of 
the Plan Year in which such loan is repaid 
in full. 

8. 2(c) Period for Payment. Distribu- 
tions required under Section 8. 2 shall be 
made in substantially equal annual pay- 
ments over a period of five years unless 
the Participant otherwise elects under 
provisions of this plan other than this Sec- 
tion 8. 2. In no event shall such distribu- 
tion period exceed the period permitted 
under Section 401(a)(9) of the Code. 

8. 2(d). Determination of Amount Sub- 
ject to Special Distribution and Payment 
Requirements. The portion of a Partici- 
pant's account balance attributable to 
Employer Securities which were acquired 
by the plan after December 31, 1986, shall 
be determined by multiplying the number 
of shares of such securities held in the 
account by a fraction, the numerator of 
which is the number of shares acquired 
by the plan after December 31, 1986, and 
allocated to Participant's accounts (not to 
exceed the number of shares held by the 
plan on the date of distribution) and the 
denominator of which is the total number 
of shares held by the plan at the date of 
the distribution. 

8. 3. Put Option Requirements 

8. 3(a). In General. This Section 8. 3 shall 

apply to distributions of Employer Se- 
curities which are acquired after Decem- 
ber 31, 1986, by TCESOPs, ESOPs, and 
stock bonus plans and shall not eliminate 
any time or form of distribution available 
under the plan prior to adoption of this 
amendment, 

8. 3(b). Put Option Payment. Notwith- 
standing any other provisions of the plan 
regarding a Participant's right to exercise 
a put option, in the case of a distribution 
of Employer Securities which are not 
readily tradeable on an established se- 
curities market, the plan shall provide the 
Participant with a put option that com- 

plies with the requirements of Section 
409(h) of the Code. Such put option shall 
provide that if an employee exercises the 
put option, the Employer, or the plan if 
the plan so elects, shall repurchase the 
Employer Securities as follows: 

(i) If the distribution constitutes a 
Total Distribution, payment of the fair 
market value of a Participant's account 
balance shall be made in five substan- 
tially equal annual payments. The first 
installment shall be paid not later than 
30 days after the Participant exercises 
the put option. The plan will pay a rea- 
sonable rate of interest and provide ad- 

equate security on amounts not paid 
after 30 days. 

(ii) If the distribution does not con- 
stitute a Total Distribution, the plan 
shall pay the Participant an amount 
equal to the fair market value of the 
Employer Securities repurchased no 
later than 30 days after the Participant 
exercises the put option. 
8. 4. Diversification of Investments 

8. 4(a). In General. This section 8. 4 shall 

apply to TCESOPs and ESOPs. 
8. 4(b). Election By Qualified Partici- 

pant. Each Qualified Participant shall be 
permitted to direct the plan as to the in- 
vestment of 25 percent of the value of the 
Participant's account balance attributable 
to Employer Securities which were ac- 
quired by the plan after December 31, 
1986, within 90 days after the last day of 
each Plan Year during the Participant's 
Qualified Election Period. Within 90 days 
after the close of the last Plan Year in the 
Participant's Qualified Election Period, a 
Qualified Participant may direct the plan 
as to the investment of 50 percent of the 
value of such account balance. 

8. 4(c). Method of Directing Investment. 
The Participant's direction shall be pro- 
vided to the Plan Administrator in writ- 

ing; shall be effective no later than 180 
days after the close of the Plan Year to 
which the direction applies; and shall 
specify which, if any, of the options set 
forth in Section 8. 4(d) the Participant se- 
lects. 

8. 4(d). Investment Options. 
8. 4(d)(i). At the election of the Qual- 

ified Participant, the plan shall distribute 

(notwithstanding section 409(d) of the 
Code) the portion of the Participant's ac- 
count that is covered by the election within 

90 days after the last day of the period 
during which the election can'be made. 
Such distribution shall be subject to such 

requirements of the plan concerning put 
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options as would otherwise apply to a dis- 
tribution of Employer Securities from the 
plan. This Section 8. 4(d)(i) shall apply 
notwithstanding any other provision of the 
plan other than such provisions as require 
the consent of the Participant and the Par- 
ticipant's spouse to a distribution with a 
present value in excess of $3500. If the 
Participant and the Participant's spouse 
do not consent, such amount shall be re- 
tained in this plan. 

8. 4(d)(ii). In lieu of distribution under 
Section 8. 4(d)(i), the Qualified Partici- 
pant who has the right to receive a cash 
distribution under Section 8. 4(d)(i) may 
direct the plan to transfer the portion of 
the Participant's account that is covered 
by the election to another qualified plan 
of the Employer which accepts such trans- 
fers, provided that such plan permits em- 
ployee-directed investment and does not 
invest in Employer Securities to a sub- 
stantial degree. Such transfer shall be made 
no later than ninety days after the last day 
of the period during which the election 
can be made. 

8. 4(d)(iii). If the plan is a TCESOP, 
any distribution or transfer under this 
Section 8. 4(d) shall be made first from 
Employer Securities allocated to the Par- 
ticipant's account at least 84 months be- 
fore the month in which the distribution 
of transfer occurs. 

8. 4(e). Determination of Amount Sub- 

ject to Diversification Requirements. The 
portion of a Participant's account balance 
attributable to Employer Securities which 
were acquired by the plan after December 
31, 1986, shall be determined by multi- 

plying the number of shares of such se- 
curities held in the account by a fraction, 
the numerator of which is the number of 
shares acquired by the plan after Decem- 
ber 31, 1986, and allocated to Partici- 
pant's accounts (not to exceed the number 
of shares held by the plan on the date the 
individual becomes a Qualified Partici- 

pant) and the denominator of which is the 
total number of shares beld by the plan 
at the date the individual becomes a Qual- 
ified Participant. 

8. 5. Voting Rights of Participants 
8. 5(a). In General. This Section 8. 5 shall 

apply to rCESOPs, ESOPs, and stock 
bonus piar which are required to comply 
with Section 409(e) of the Code through 
the operation of Section 401(a)(22) of the 
Code. 

8. 5(b). Issues Where Pass-Through Re- 
quired. Notwithstanding any other pro- 
vision of the plan, if the plan has any class 
of securities which is not a registration- 

type class of securities (as defined in sec- 

tion 409(e)(4) of the Code), a Participant 

shall be entitled to direct the trustee as to 
the manner in which voting rights will be 

exercised with respect to any corporate 
matter which involves the voting of such 

shares allocated to the Participant's ac- 

count with respect to the approval or dis- 

approval of any corporate merger or 
consolidation, recapitalization, reclassifi- 

cation, liquidation, dissolution, sale of 
substantially afi assets of a trade or busi- 

ness, or such similar transaction as may 

be prescribed in Treasury regulations. 

8. 6. Independent Appraiser 
8. 6(a). In General. This Section 8. 6 shall 

apply to TCESOPs and ESOPs. 
8. 6(b). Independent Appraisals. AH 

valuations of Employer Securities which 

are not readily tradable on an established 
securities market with respect to activities 
carried on by the plan shall be made by 
an independent appraiser meeting re- 
quirements similar to those contained in 

Treasury regulations under Section 
170(a)(1) of the Code. 

SECTION IX: DETERMINATION OF TOP- 

HEAVY STATUS (Required if the plan is a 
target benefit plan or if the Employer or 
Affifiated Employers maintain, in addition to 
the defined contribution plan, a defined 

benefit plan or target benefit plan in which 

one or more key employees participate, or 
any other plan on which such a defined or 
target benefit plan depends to meet 

coverage and nondiscrimination 

requirements. ) 

Solely for the purpose of determining 
if the plan, or any other plan included in 

a required aggregation group of which this 
plan is a part, is top-heavy (within the. 
meaning of Section 416(g) of the Code) 
the accrued benefit of an Employee other 
than a key employee (within the meaning 
of Section 416(i)(1) of the Code) shaH be 
determined under (a) the method, if any, 
that uniformly applies for accrual pur- 
poses under afi plans maintained by the 
Affiliated Employers, or (b) if there is no 
such method, as if such benefit accrued 
not more rapidly than the slowest accrual 
rate permitted under the fractional ac- 
crual rule of Section 411(b)(1)(C) of the 
Code. 

SECTION X: DISTRIBUTION OF EXCESS 

DEFERRALS (For Plans with Cash or 
Deferred Arrangement — Optional) 

10. 1. In General. Notwithstanding any 
other provision of the plan, Excess De- 

ferral Amounts and income allocable 
thereto shall be distributed no later than 

April 15, 1988, and each April 15 there- 
after to Participants who claim such Ex- 
cess Deferral Amounts for the preceding 
calendar year. 

10. 2. Dejinirions. For purposes of this 
amendment, "Excess Deferral Amount" 
shall mean the amount of Elective De- 
ferrals for a calendar year that the Par- 
ticipant allocates to this plan pursuant to 
the claim procedure set forth in Section 
10. 3. 

10. 3. Claims. The Participant's claim 
shall be in writing, shall be submitted to 
the plan administrator no later than March 

I; shall specify the Participant's Excess 
Deferral Amount for the preceding cal- 
endar year; and shall be accompanied by 
the Participant's written statement that if 
such amounts are not distributed, such 
Excess Deferral Amount, when added to 
amounts deferred under other plans or 
arrangements described in Sections 401(k), 
408(k), or 403(b) of the Code, will exceed 
the limit imposed on the Participant by 
Section 402(g) of the Code for the year 
in which the deferral occurred. 

10. 4. Maximum Distribution Amount. 
The Excess Deferral Amount distributed 
to a Participant with respect to a calendar 
year shall be adjusted for income and, if 
there is a loss allocable to the Excess De- 
ferral, shaH in no event be less than the 
lesser of the Participant's account under 
the plan or the Participant's Elective De- 
ferral for the Plan Year. 

SECTION XI: DISTRIBUTION OF EXCESS 

CONTRIBUTIONS (For Plans with Cash or 
Deferred Arrangement — Optional) 

11. 1. In General. Notwithstanding any 
other provision of the plan, Excess Con- 
tributions and income allocable thereto 
shall be distributed no later than the last 
day of each Plan Year beginning after De- 
cember 31, 1987, to Participants on whose 
behalf such Excess Contributions were 
made for the preceding Plan Year. 

11. 2. Excess Contributions. For pur- 
poses of this amendment, "Excess Con- 
tributions" shall mean the amount 
described in Section 401(k)(8)(B) of the 
Code. 

11. 3. Determination of income. The 
income allocable to Excess Contributions 
shall be determined by multiplying in- 
come allocable to the Participant's Elec- 
tive Deferrals and Qualified Employer 
Deferral Contributions for the Plan Year 
by a fraction, the numerator of which is 
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the Excess Contribution on behalf of the 
Participant for the preceding Plan Year 
and the denominator of which is the sum 
of the Participant's account balances at- 

~tributable to Elective Deferrals and Qual- 
ified Employer Deferral Contributions on 
the last day of the preceding Plan Year. 

11. 4. Maximum Distribution Amount. 
The Excess Contributions which would 
otherwise be distributed to the Participant 
shall be adjusted for income; shall be re- 
duced, in accordance with regulations, by 
the amount of Excess Deferrals distrib- 
uted to the Participant; shall, if there is a 
loss allocable to the Excess Contribu- 
tions, in no event be less than the lesser 
of the Participant's account under the plan 
or the Participant's Elective Deferrals and 
Qualified Employer Deferral Contribu- 
tions for the Plan Year. 

11. 5. Accounting for Excess Contri- 
buuons. Amounts distributed under this 
Section XI shall first be treated as distri- 
butions from the Participant's Elective 
Deferral account and shall be treated as 
distributed from the Participant's Quali- 
fied Employer Deferral Contribution ac- 
count only to the extent such Excess 
Contributions exceed the balance in the 
Participant's Elective Deferral account. 

SECTION Xlh DISTRIBUTION OF EXCESS 
AGGREGATE CONTRIBUTIONS (For Plans 
with Employee Contributions or Matching 

Employer Contributions-Optional) 

12. 1. In General. Excess Aggregate 
Contributions and income allocable thereto 
shall be forfeited, if otherwise forfeitable 
under the terms of this Plan, or if not 
forfeitable, distributed no later than the 
last day of each Plan Year beginning after 
December 31, 1987, to Participants to 
whose accounts Employee Contributions 
or Matching Contributions were allocated 
for the preceding Plan Year. 

12. 2. Excess Aggregate Contributions. 
For purposes of this amendment, "Excess 
Aggregate Contributions" shall mean the 
amount described in Section 401(m)(6)(B) 
of the Code. 

12. 3. Determination of Income. The 
income allocable to Excess Aggregate 
Contributions shall be determined by 
multiplying the income allocable to the 
Participant's Employee Contributions and 

Matching Employer Contributions for the 
Plan Year by a fraction, the numerator of 
which is the Excess Aggregate Contri- 
butions on behalf of the Participant for 
the preceding Plan Year and the denom- 
inator of which is the sum of the Partic- 

ipant's account balances attributable to 
Employee Contributions and Matching 
Employer Contributions on the last day 
of the preceding Plan Year. 

12. 4. Maximum Distribution Amount. 
The Excess Aggregate Contributions to 
be distributed to a Participant shall be 
adjusted for income, and, if there is a loss 
allocable to the Excess Aggregate Con- 
tribution, shall in no event be less than 
the lesser of the Participant's account 
under the plan or the Participant's Em- 
ployee Contributions and Matching Con- 
tributions for the Plan Year. 

12. 5. Accounting for Excess Aggregate 
Contributions. Excess Aggregate Contri- 
butions shall be distributed from the Par- 
ticipant's Employee Contribution account, 
and forfeited if otherwise forfeitable un- 

der the terms of the plan (or, if not for- 
feitable, distributed) from the Participant's 
Matching Contribution account in pro- 
portion to the Participant's Employee 
Contributions and Matching Contribu- 
tions for the Plan Year. 

12. 6. Allocation of Forfeirures. 
12. 6(a). Amounts forfeited by Highly 

Compensated Employees under this Sec- 
tion XII shall be: 

i) Treated as Annual Additions un- 
der Section 4. 1(a) of this amendment 
and either; 

ii) Applied to reduce employer con- 
tributions if forfeitures of Matching 
Contributions under the Plan are ap- 
plied to reduce employer contribu- 
tions; or 

iii) Allocated, after all other forfei- 
tures under the plan, and subject to 
Section 12. 6(b) of this amendment, to 
the same Participants and in the same 
manner as such other forfeitures of 
Matching Contributions are allocated 
to other Participants under the Plan. 
12. 6(b). Notwithstanding the forego- 

ing, no forfeitures arising under this Sec- 
tion XII shall be allocated to the account 
of any Highly Compensated Employee. 

SECTION XIII: DISTRIBUTIONS UPON PLAN 

TERMINATION (For Plans with Cash or 
Deferred Arrangement — Optional). 

Effective as of January 1, 1985 or such 
later date as the employer shall specify 
upon adoption of this Section XIII, 
Elective Deferrals, Qualified Employer 
Deferral Contributions, and income at- 
tributable thereto, shall be distributed to 
Participants or their beneficiaries as soon 
as administratively feasible after the ter- 
mination of the plan, provided that nei- 

ther the Employer nor an Affiliated 
Employer maintains a successor plan. 

SECTION XIV: DISTRIBUTIONS UPON SALE 

OF ASSETS (For Plans with Cash or Deferred 

Arrangement-Optional) 

Effective as of January 1, 1985, or such 
later date as the Employer shall specify 
upon adoption of this Section XIV, all 
Elective Deferrals, Qualified Employer 
Deferral Contributions, and income at- 
tributable thereto, shall be distributed to 
Participants as soon as administratively 
feasible after the sale, to an entity that is 

not an Affiliated Employer, of substan- 
tially afi of the asssets used by the Em- 
ployer in the trade or business in which 
the Participant is employed. 

SECTION XV. DISTRIBIJTIONS UPON SALE OF 

SUBSIDIARY (For Plans with Cash or 
Deferred Arrangement — Optional) 

Effective as of January 1, 1985, or such 
later date as the Employer specifies upon 
adoption of this Section XV, all Elective 
Deferrals, Qualified Employer Deferral 
Contributions, and income attributable 
thereto, shall be distributed, as soon as 
administratively feasible after the sale, 
to an entity that is not an Affiliated Em- 
ployer, of an incorporated Affiliated Em- 
ployer's interest in a subsidiary to 
Participants employed by such subsidiary. 

SECTION XVh DISTRIBUTIONS TERMINATION 

OF TAX CREDIT EMPLOYEE STOCK 

OWNERSHIP PULN (Optional-For Tax Credit 
ESOPs as defined in Sechon 409(a) of the 
Code) 

Notwithstanding any other provisions 
of the plan, Employer Securities allocated 
to a Participant's account under the por- 
tion of the plan intended to meet the re- 
quirements of Section 409(a) of the Code 
may not be distributed to any Participant 
before the 84th month after the month in 
which such Employer Securities were al- 
located to such accounts, except that such 
securities may be distributed before the 
84th month after such allocation in the 
case of: 

(a) death, disability or separation 
from service; 

(b) a transfer of a Participant to the 
employment of an acquiring employer 
from the employment of the selling cor- 
poration in the case of a sale to the 
acquiring corporation of substantially 
all of the assets used by the selling cor- 
poration in a trade or business con- 
ducted by the selling corporation; 
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(c) with respect to the stock of the 
selling corporation, a disposition of such 
selling corporation's interest in a sub- 
sidiary when the participant continues 
employment with such subsidiary; or, 

(d) termination of the plan occurring 
after December 31, 1984, or such later 
date as the Employer shall specify upon 
adoption of this Section XVI. 

SECTION XVB: BENEFIT FORFEITURES (For 
Money Purchase Pension Plans other than 
Target Benefit Plans Only-Optional) 

17. 1. In General. Notwithstanding any 
other provision of the plan, forfeitures oc- 
curring in Plan Years beginning after De- 
cember 31, 1985, or such later date as the 
Employer specifies upon adoption of this 
Section XVII, shall be allocated to those 
Participants entitled to an allocation of 
Matching Contributions or other em- 
ployer contributions for the Plan Year in 
which the forfeiture occurs. Forfeitures 
shall be allocated to such Participants in 

proportion to their compensation for the 
Plan Year. 

17. 2. Forfeirures. For purposes of this 
Section XVII, "forfeitures" shall mean 
those nonvested amounts allocated to 
Participants' accounts that, under the terms 
of this plan immediately prior to adoption 
of this amendment, would have been ap- 
plied, if forfeited, to reduce Matching 
Contributions or other employer contri- 
butions under the plan. 

17. 3. Limitations on Allocation of For- 
fei lures. 

17. 3(a). Forfeitures allocated to the 
account of a Participant during the plan's 
Limitation Year under this Section XVII 
shall be treated as an Annual Addition 
for such Limitation Year for purposes of 
Section IV of this amendment. 

17. 3(b). If, as a result of such afioca- 
tion of forfeitures, the Annual Addition 
under the plan for a Participant would 
exceed the limits specified in Section 
415(c)(1) of the Code, such excess shall 

be allocated and reallocated to the ac- 
counts of other Participants in the manner 
described in Section 17. 1 to the extent 
such allocations and reafiocations, when 
added to other Annual Additions for such 
Participants, do not exceed the limits 

specified in Section 415(c)(1) of the Code. 
If, after such allocation and reallocation, 
there remains an amount that cannot be 
allocated to the accounts of Participants, 
such excess shall be held unallocated in a 
suspense account, and shall be allocated 
and reallocated among the accounts of 

Participants (subject to the limitations of 
Section 415(c)(1) of the Code) before any 

employer contributions, including Match- 

ing Contributions, or Employee Contri- 

butions may be made to the plan for the 

succeeding Limitation Year. 
17. 3(c). If at any time during the Lim- 

itation Year, a suspense account is in ex- 

istence pursuant to this Section 17. 3, 
investment gains and losses and other in- 

come shaB be allocated to the suspense 
account, and the entire amount allocated 
to Participants from such suspense ac- 

count shall be considered as an Annual 

Addition for purposes of Section 415(c)(2) 
of the Code. Upon termination of the plan, 
unallocated amounts in the suspense ac- 

count shall, notwithstanding any other 
provision of this plan, revert to the Em- 

ployer. 
17. 4. Nature of Plan. Notwithstanding 

the adoption of this Section XVII, the 
plan shall continue to be designed to qual- 

ify as a money purchase pension plan for 
purposes of Sections 401(a), 402, 412 and 
417 of the Code. 

SECTION XVUI: PROFITS NOT REQUIRED 

(Profit-Sharing Plans Only — Optional) 

Effective for Plan Years beginning after 
December 31, 1985, or such later date as 
the Employer specifies when adopting this 
Section XVIII, the Employer shall, not- 
withstanding any other provision of the 
plan, make aB contributions to the plan 
without regard to current or accumulated 
earnings and profits for the taxable year 
or years ending with or within such Plan 
Year. Notwithstanding the foregoing, the 
plan shall continue to be designed to qual- 
ify as a profit-sharing plan for purposes 
of Sections 401(a), 402, 412, and 417 of 
the Code. 

SECTION XIX: PERIOD OF PAYMENT FOR 

DISTRIBUTIONS UNDER SECTION 8. 2 OF 

MODEL AMENDMENT (Optional-For 
TCESOPs, ESOPs, and Stock Bonus Plans) 

19. 1(a). Period For Payment. Not- 
withstanding Sertion 8. 2(c) of this amend- 
ment, if the fair market value of a 
Participant's account attributable to Em- 
ployer Securities is in excess of $500, 000 
(multiplied by the Adjustment Factor as 
prescribed by the Secretary of the Treas- 
ury) as of the date distribution is required 
to begin under Section 8. 2(b), distribu- 
tions required under Section 8. 2 shall be 
made in substantially equal annual pay- 
ments over a period not longer than five 

years plus an additional one year (up to 

an additional five years) for each $100, 000 
increment, or fraction of such increment, 

by which the value of the Participant's 
account exceeds $500, 000, unless the Par- 
ticipant otherwise elects under the pro- 
visions of the plan other than this Section 
19. 1. In no event shall such distribution 
period exceed the period permitted under 
Section 401(a)(9) of the Code. 

19. 2{b). Effective Date. This Section 
XIX shall apply to distributions of the value 

of a Participant's account attributable to 
Employer Securities acquired by the plan 
after December 31, 1986, or such later 
date as the Employer shall specify upon 
adoption of this Section XIX. 

SECTION XX: DETERMINATION OF AMOUNT 

SUBJECT TO SPECIAL DISTRIBUTION AND 

PAYMENT REQUIREMENTS (Optiona~or 
TCESOPs, ESOPs, and Stock Bonus Plans) 

Effective as of January 1, 1987, or such 
later date as the Employer shall specify 
upon adoption of this Section XX, the 
provisions of Section VIII and XIX (if 
adopted by the Employer) shall apply to 
the entire portion of a Participant's ac- 
count attributable to Employer Securi- 
ties. 

Changes in Withholding Tax Rate Applicable 

to U. S. Partnershlps with Foreign Partners 

Notice 87-3 

The Internal Revenue Service today 
announced the release of final regulations 
concerning the withholding tax that must 
be collected when foreign persons dispose 
of U. S. real property interests (T. D. 8113). 
The regulations, issued under Internal 
Revenue Code section 1445, replace tem- 
porary regulations that were issued in 1984. 
They will be published in the Federal 
Register of December 24, 1986, 51 F. R. 
46620. and generally apply to transactions 
occurring after January 23, 1987. 

The Service emphasized that the with- 
holding tax rate applicable under section 
1445 has been changed by the Tax Reform 
Act of 1986 in the case of dispositions by 
partnerships, trusts, and estates. Previ- 
ously, such entities were required to with- 
hold 10 percent of each foreign partner's 
or beneficiary's share of the total amount 
realized on the disposition of U. S. real 
property by the entity. However, for dis-, 
positions occurring after November 21, 
1986, the Act requires withholding of 28 
percent of the gain realized on the 'dis- 

position. In addition, for taxable years of 
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a partnership, trust or estate that begin 
after December 31, 1986, the Act further 
raises the withholding rate to 34 percent 
of the gain realized on the disposition. See 
sections 311(b)(4) and 1810(f) of the Tax 
Reform Act of 1986. 

Partnerships, trusts, and estates that may 
be subject to the withholding require- 
ments of section 1445 are advised to ex- 
amine with care the provisions of ts1. 1445— 

5(c)(1) to determine the correct with- 

holding rate applicable to their disposi- 
tions of U. S. real property interests. Any 
entity that is in doubt as to the applicable 
withholding rate is encouraged to contact 
the Office of the Associate Chief Counsel 
(International) at the address or tele- 
phone number provided in the preamble 
to the regulations. 

Forms 8288 and 8288 — A are being re- 
vised, to reflect the changes described 
above. However the December, 1984, 
versions of the forms may continue to be 
used (taking into account the applicable 
revised withholding rate) until the revised 
forms are available. 

The Internal Revenue Service also an- 

nounced the simultaneous publication of 
certain other regulations under section 1445 
in proposed and temporary form. These 
regulations amend the withholding pro- 
cedures appliable to publicly traded part- 
nerships, trusts, and REITs. Effective as 
of January 23, 1987 (or an earlier date 
chosen by a withholding agent), they im- 

pose withholding obligations on brokers 
or other nominees with respect to distri- 
butions by such entities received by for- 

eign persons. 

Rules Relating to Income Received and 

Payments Made Pursuant to Cross-Border 

United States Dollar Interest Rate Swaps 

Notice 87-4 

This notice contains source rules for 
federal income tax purposes of income 

. (swap income) and expense (swap ex- 

pense) attributable to United States dol- 

lar denominated interest rate swaps where 

one party has its residence (as defined in 

section 988(a)(3)(B)(i)) in the United 
States and has the United States dollar as 

its functional currency (as defined in sec- 

tion 985(b)). This notice does not cover 

issues regarding income or expenses from 

the disposition of swap agreements. 

EFFECTIVE DATE 

The rules are effective for swap income 

includible in income on and after Decem- 
ber 24, 1986. A taxpayer which has its 

residence (as defined in section 
988(a)(3)(B)(i)) in the United States and 

has the United States dollar as its func- 

tional currency (as defined in section 
985(b)) may make an irrevocable election 
to apply these rules to all, but not part, 
of the taxpayer*s swap income for all open 
taxable years (or portion thereof) begin- 

ning before December 24, 1986. If this 

election is made, then no tax shall be de- 

ducted or withheld under sections 1441 
and 1442 with respect to swap payments 
of the taxpayer. 

TRANSACTIONS COVERED 

These rules apply only to United States 
dollar denominated interest rate swaps. 
Generally, a United States dollar interest 
rate swap consists of an exchange pur- 

suant to a single contractual arrangement 
between two parties of fixed rate amounts 
for floating rate amounts, or floating rate 
amounts measured by different indices, 
denominated in United States dollars. 
These amounts are calculated by refer- 
ence to a mutually agreed notional prin- 
cipal amount. 

SOURCE OF SWAP INCOME ON 
AND AFTER THE EFFECTIVE 
DATE AND FOR ELECTING 
TAXPAYERS 

1. Except as modified in paragraph 
2, swap income shall be sourced by ref- 
erence to the residence of the recipient 
of the swap income. Residence shall 
mean residence as defined in section 
988(a)(3)(B) (i). 

2. Notwithstanding paragraph 1, all 

swap income attributable to a United 
States trade or business shall be sourced 
in the United States and effectively 
connected to the United States trade 
or business. 
The Internal Revenue Service is study- 

ing whether and to what extent the qual- 
ified business unit exception contained in 
section 988(a)(3)(B)(ii) should apply. In- 
terested parties are invited to submit their 
comments before March 1, 1987, to In- 
ternal Revenue Service, CC:INTL:Br5, 
Room 4133, 1111 Constitution Ave. , 
N. W. , Washington, D. C. 20224. 

The source rules will be reflected in 

regulations effective December 24, 1986. 

SOURCE OF SWAP INCOME PRIOR 
TO THE EFFECTIVE DATE IN THE 
ABSENCE OF AN ELECTION 

If an election under this notice is not 
made, the source of swap income includ- 

ible in income before the December 24, 
1986, shall be determined under princi- 

ples of law in effect before December 24, 
1986. 

SWAP EXPENSE 

Without regard to when paid or in- 

curred (whether after, on or before De- 
cember 24, 1986), a taxpayer's swap 
expense attributable to a swap agreement 
is directly related to the class of gross in- 

come from the swap agreement. Thus, for 
example, in the case of a swap agreement 
that would generate United States source 

swap income, swap expense attributable 
to that transaction shall be allocated to 
the class of gross swap income from that 
agreement and apportioned to United 
States source income for purposes of com- 

puting the foreign tax credit limitation un- 

der section 904. 

WITHHOLDING 

The Internal Revenue Service has taken 

no position with respect to whether swap 
income is other fixed or determinable an- 

nual or periodical (FDAP) income. Thus, 
nothing in this notice should be read as 
foreclosing the Internal Revenue Service 
from asserting in any case that swap in- 

come is properly characterized as FDAP 
income. 

Regulations to be Published Under Section 

367(e) 

Notice 87-5 

The Internal Revenue Service today 
announced that regulations under section 
367 of the Internal Revenue Code will be 
promulgated to address foreign-to-for- 
eign liquidations in the context of the re- 

peal of the General Utilities rule. 
The General Utilities rule, as codified 

by sections 336 and 337 of the Code, pro- 
vided that a corporation recognizes no gain 
or loss on a distribution of its assets to 
shareholders in liquidation. Section 631(a) 
of the Tax Reform Act of 1986 repeals 
the General Utilities rule by amending sec- 
tions 336 and 337 of the Code. 

Section 336, as amended, generally 
provides that gain or loss shall be recog- 
nized to a liquidating corporation on the 
distribution of property in complete liq- 
uidation. Section 337, as amended, pro- 
vides an exception to new section 336 by 
providing that no gain or loss shall be rec- 

ognized to the liquidating corporation on 
the distribution of property to an 80-per- 
cent shareholder in complete liquidation 
as defined in section 332. 

Section 367(e)(2), as adopted by sec- 

tion 631(d)(1) of the Tax Reform Act of 
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1986, overrides new section 337 if the 80- 
percent shareholder distributee is a for- 
eign corporation, unless regulations are 
adopted that provide otherwise. There- 
fore, except as provided by regulations, 
gain or loss shall be recognized to a liq- 
uidating corporation on the distribution 
of property to an 80-percent foreign cor- 
porate shareholder in a section 332 liq- 
uidation. 

Regulations to be promulgated under 
section 367(e) of the Code will provide 
that section 367(e)(2) is inapplicable to 
liquidating distributions by a foreign sub- 
sidiary to a foreign parent corporation of 
assets other than (i) United States real 
property interests within the meaning of 
section 897(c) or (ii) assets used or held 
for use by the foreign subsidiary in the 
conduct of a trade or business'within the 
United States. Foreign-to-foreign liqui- 
dations to which section 367(e)(2) will be 
inapplicable under these regulations would 
continue to be governed by section 367(b) 

' of the Code and the existing temporary 
regulations under that section. The U. S. 
tax treatment of distributions of U. S. real 
property interests by foreign corporations 
are determined under section 897(d) and 

(e). 
The regulations to be published will also 

provide that section 367(e)(2) will be in- 

applicable to liquidations nf rt~~ostic sub- 

sidiaries where application of that section 
would violate a treaty non-discrimination 
provision based on capital ownership sim- 

ilar to Article 24, paragraph 5 of the 1981 
draft United States model income tax 
convention. The Treasury Department 
nevertheless continues to be concerned 
that certain United States tax treaties fail 
to contain an adequate limitation of ben- 
efits provision. If the Treasury Depart- 
ment is not successful in renegotiating such 
treaties within a reasonable period of time, 
it will reconsider the U. S. tax on liqui- 
dations of domestic subsidiaries of foreign 
corporations in treaty shopping situa- 
tions. The regulations to be promulgated 
under section 367(e) will be effective for 
taxable years beginning after 1986. 

Transitional Rules Relating to Amendments 

to the Foreign Tax Credit Prwisions under 

the Tax Reform Act of 1986 

Notice 87-6 

The Internal Revenue Service today 
announced guidance relating to several 
aspects of the amendments made to the 

foreign tax credit rules by the Tax Reform 
Act of 1986 (the Act). The rules con- 
tained in this announcement will be in- 

corporated in regulations to be issued 

under the 1986 Act. Taxpayers may rely 
on the rules provided herein for the pur- 

poses specified until regulations are is- 

sued. 
Specifically, this announcement pro- 

vides guidance with respect to: (1) the 
effective date of the amendments to sec- 
tion 904(d) generally; (2) the characteri- 
zation of distributions and section 
951(a)(1)(B) inclusions out of earnings and 

profits of a foreign corporation accumu- 

lated in a taxable year beginning before 
January 1, 1987, during taxable years of 
both the payor and the recipient begin- 

ning after December 31, 1986, and the 
application of the rules for characterizing 
associated taxes paid or accrued by a for- 

eign corporation; (3) the application of 
the effective date provisions and the look- 
through rules under section 904(d)(3) to 
distributions (including deemed distribu- 
tions) and payments by a foreign corpo- 
ration to a recipient during a taxable year 
of either the payor or the recipient that 
begins after December 31, 1986, and a 
taxable year of the other that begins be- 
fore January 1, 1987; (4) transitional is- 

sues affecting the computation of the 
indirect foreign tax credit; (5) the group- 
ing of items of income for purposes of 
determining whether income is high-taxed 
income under section 904(d)(2)(A) 
(iii)(III); and (6) clarification of the U. S. 
tax rate to be used in order to determine 
whether income is high-taxed income. 

1. Application of the Effective Date 
Provision of Section 904(d) 

Section 1201(e) of the Act provides that 
the amendments to section 904(d) are 
generally applicable to taxable years be- 
ginning after December 31, 1986. For 
purposes of applying the look-through rules 
under section 904(d)(3), the amendments 
to section 904(d) shall apply to distribu- 
tions and section 951 inclusions of earn- 
ings and profits of a controlled foreign 
corporation derived during the first tax- 
able year of the controlled foreign cor- 
poration beginning after December 31, 
1986, and thereafter, and to payments 
made by a controlled foreign corporation 
during such taxable years, without regard 
to whether the corresponding taxable year 
of the recipient of the distribution or pay- 
ment or of one or more of the U. S. share- 
holders of the controlled foreign 

corporation begins after December 31, 
1986. 

2. Characterization of Distributions and 
Section 951(a)(1)(B) Inclusions of 
Earnings of a Foreign Corporation 
Accumulated In Taxable Years 
Beginning Before January I, 1987, 
During Taxable Years of Both the 
Payor Foreign Corporation and the 

Recipient Which Begin After 
December 31, 1986 

Section 904(d)(2)(I) provides transi- 
tion rules relating to the treatment of for- 
eign tax credit carryovers from taxable 
years beginning before January 1, 1987. 
In general, those rules provide that pre- 
effective date unused foreign taxes on in- 

come subject to the general limitation shall 

be carried over to post-effective date years 
to reduce U. S. tax only on income subject 
to the general limitation. A special rule 

provides, however, that pre-effective date 
foreign taxes unused in pre-effective date 
years by reason of the general limitation 
may be used to reduce U. S. tax on post- 
effective date financial services income or 
shipping income, as the case may be, if 
the taxpayer establishes that these taxes 
were in fact paid or accrued with respect 
to that type of income. Taxes paid or ac- 
crued with respect to pre-effective date 
separate limitation interest income shall 
be carried over to offset U. S. tax on post- 
effective date income in the passive cat- 
egory. Taxes paid or accrued on any other 
type of pre-effective date separate limi- 
tation income (e. g. , DISC or FSC distri- 
butions) shall be carried over to offset 
U. S. tax on that type of income. 

The effective date provisions of section 
1201(e) of the Act do not provide rules 
relating to the characterization of distri- 
butions or section 951(a)(1)(B) inclusions 
out of earnings and profits accumulated 
in taxable years of a foreign corporation 
beginning before January 1, 1987, that oc- 
cur after the effective date of the Act as 
applied to both the foreign corporation 
and the distributee or U. S. shareholder. 
Rules comparable to the rules contained 
in section 904(d)(2)(I) shall be applied for 
purposes of charact'erizing such distribu- 
tions and section 951(a)(1)(B) inclusions 
and for purposes of characterizing foreign 
taxes deemed paid with respect to such 
distributions or section 951(a)(1)(B) in-, 
clusions. 

As an initial matter, income derived by 
a foreign corporation in taxable years be- 
ginning before January 1, 1987, is char- 
acterized in the foreign corporation's hands 
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under subparagraphs (A) or (E) of section 
904(d)(1) (as in effect prior to the effec- 
tive date of the Act) after application of 
the de minimis rule of section 904(d)(3)(C) 
(as in effect prior to the effective date of 
the Act). When, in a taxable year after 
the effective date of the Act, earnings and 
profits attributable to such income are dis- 
tributed, or included in the gross income 
of a U. S. shareholder under section 
951(a)(1)(B), the ordering rules of section 

904(d)(3)(D), as in effect after the effec- 
tive date, ' shall be applied to determine 
initially the character of the income of the 
distributee or U. S. shareholder. Thus, a 
proportionate amount of a distribution 
described in this section will be initially 
characterized as separate limitation inter- 
est income in the hands of the distributee 
based on the ratio of the separate interest 
limitation earnings and profits out of which 

the dividend was paid to the total earnings 
and profits out of which the dividend 
was paid. The distribution or section 
951(a)(1)(B) inclusion must then be re- 
characterized in the hands of the distri- 

butee or U, S, shareholder on the basis of 
the following principles: 

(a) Distributions and section 951(a) 
(1)(B) inclusions that are initially char- 
acterized as income described in section 

904(d) (1)(A) (as in effect prior to the date 

of enactment of the Act) shall be treated 
as income described in section 
904(d)(1)(A) (as in effect on and after the 
date of enactment of the Act). 

(b) Distributions and section 951(a) 
(1)(B) inclusions that are initially char- 
acterized as income described in section 

904(d)(1)(E) (as in effect prior to the ef- 
fective date of the Act) shall be treated 
as income described in section 904(d)(1)(I) 
(as in effect on and after the effective date 
of the Act), unless the taxpayer estab- 
lishes to the satisfaction of the Commis- 

sioner that the distribution or section 

951(a)(1)(B) inclusion is attributable to: 
(i) earnings and profits accumulated with 

respect to shipping income, as defined in 

section 904(d)(2)(D) (as in effect on and 

after the effective date of the Act); or (ii) 
in the case of an entity meeting the re- 

quirements of section 904(d)(2)(C)(ii) (an 
entity that is predominantly engaged in 

the active conduct of a banking, insur- 

ance, financing, or similar business), 
earnings and profits accumulated with re- 

spect to financial services income, as de- 

fined in section 904(d)(2)(C)(ii) (as in effect 

on and after the effective date of the Act). 
(c) In order for a taxpayer to establish 

that distributions or section 951(a)(1)(B) 

inclusions that are attributable to earnings 
and profits that would otherwise be con- 

sidered accumulated with respect to the 
general limitation in a particular taxable 
year beginning before January 1, 1987, 
are attributable to earnings and profits ac- 

cumulated with respect to shipping or fi- 

nancial services income, the taxpayer must 

establish the amounts of foreign taxes paid 
or accrued with respect to those earnings 
and profits that are to be treated as taxes 
subject to the separate limitation for ship- 

ping or financial services income, as the 
case may be, under section 904(d)(2)(I) 
(as in effect on and after the effective date 
of the Act). Conversely, in order for a 
taxpayer to establish the amounts of gen- 
eral limitation taxes paid or accrued in a 
taxable year beginning before January 1, 

. 1987, that are to be treated as taxes paid 
or accrued with respect to shipping or fi- 

nancial services earnings and profits, as 
the case may be, the taxpayer must es- 
tablish the amount of any distributions or 
section 951(a)(1)(B) inclusions that are 
attributable to the earnings and profits that 
are accumulated with respect to shipping 
or financial services income. 

3. Application of Look-through Rules to 
Distributions (Includi ng Deemed 
Distributions) and Payments by a 
Foreign Corporation to a Recipient 
When One's Taxable Year Begins 
Before January I, 1987, and the 
Other's Taxable Year Begins After 
December 31, 1986 

The effective date provisions of section 
1201(e) of the Act do not include rules 
relating to the application of the look- 
through rules under section 904(d)(3) to 
payments made by a controlled foreign 
corporation during its taxable year begin- 
ning after December 31, 1986, but re- 
ceived in a taxable year of the recipient 
beginning before January 1, 1987. The 
provisions also do not address distribu- 
tions (including deemed distributions) or 
payments made by a foreign corporation 
during its taxable year beginning before 
January 1, 1987, and received in a taxable 
year of the recipient beginning after De- 
cember 31, 1986. This section provides 
rules to be applied in characterizing such 
distributions or payments. 

(a) If interest, rents, or royalties are 
paid or accrued on or after the effective 
date of the look-through rules under new 
section 904(d)(3) as applied to the payor, 
but prior to the start of the recipient's first 
taxable year beginning after January 1, 
1987, such interest, rents, or royalties shall 

initially be characterized in accordance with 

the new look-through rules. To the extent 
that interest payments in the hands of the 
recipient are initially characterized as pas- 
sive income under these rules, they will 

be treated as separate limitation interest 
in the hands of the recipient. To the ex- 
tent that rents or royalties in the hands of 
the recipient are initially characterized as 
passive income under these rules, they will 

be recharacterized as general limitation 

income in the hands of the recipient. 

(b) If interest, rents, or royalties are 
paid or accrued before the effective date 
of the new look-through rules of section 

904(d)(3) as applied to the payor, but on 
or after the start of the recipient's first 
taxable year beginning after January 1, 
1987, the income in the recipient's hands 
shall be initially characterized in accord- 
ance with section 904(d)(3) as in effect 
prior to the effective date of the Act. To 
the extent interest income is characterized 
as separate limitation interest income un- 

der these rules, that income shall be re- 
characterized as passive income in the 
hands of the recipient. Rents or royalties 
will be characterized as general limitation 
income. 

(c) If dividends are paid or accrued or 
section 951(a)(1) inclusions occur before 

the effective date of the new look-through 
rules of section 904(d)(3) as applied to the 
payor, but on or after the start of the first 
taxable year of the distributee or U. S. 
shareholder beginning after January 1, 
1987, the dividends or section 951(a)(1) 
inclusions in the hands of the distributee 
or U. S. shareholder shall be inifially char- 
acterized in accordance with section 
904(d)(3) as in effect prior to the effective 
date of the Act, including the ordering 
rules of section 904(d)(3)(A) and (G). 
Therefore, under section 904(d)(3)(A) of 
prior law, dividends and section 951(a)(1) 
inclusions are considered to be paid or 
derived first from earnings attributable to 
separate limitation interest income. To the 
extent the dividend or section 951(a)(1) 
inclusion is initially characterized under 
these rules as separate limitation interest 
in the hands of the distributee or U. S. 
shareholder, the dividend or section 
951(a)(1) inclusion shall be recharacter- 
ized as passive income in the hands of the 
distributee or U. S. shareholder. The por- 
tion, if any, of the dividend or section 

951(a)(1) inclusion that is not character- 
ized as passive income shall be charac- 
terized according to the rules in section 

(2). Therefore, a taxpayer may establish 

that income that would otherwise be char- 
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acterized as general limitation income is 
shipping or financial services income. Rules 
comparable to the rules contained in sec- 
tion 904(d)(2)(I) shall be applied for pur- 
poses of characterizing foreign taxes 
deemed paid with respect to distributions 
and section 951(a)(1) inclusions covered 
by this section. 

The following examples illustrate the 
application of these principles: 

Example (J). X is a domestic corporation that is a 
fiscal year taxpayer (July 1-June 30). FS, a controlled 
foreign corporation, is a wholly-owned subsidiary of 
X and has a calendar taxable year. On June 1, 1987, 
FS makes a $100 interest payment to X. 

Because the payment is made after January 1, 1987 
(the first day of FS's first taxable year beginning after 
December 31, 1986), the look-through rules of new 

section 904(d)(3) apply to characterize the payment 
made by FS. To the extent, however, that the interest 

payment to X is allocable to passive income earned 

by FS, the payment wiH be included in X's separate 
limitation for interest as provided in section 
904(d)(1)(A) before the 1986 Act. 

Exampte (2). X is a domestic corporation that is a 
calendar year taxpayer. FS, a controlled foreign cor- 

poration, is a wholly-owned subsidiary of X and has 

a July 1-June 30 taxable year. On June 1, 1987, FS 
makes a $100 interest payment to X. 

Because the payment is made prior to July 1, 1987 

(the first day of FS's first taxable year beginning after 

December 31, 1986), the look-through rules of new 

section 904(d)(3) do not apply. Assume that, under 

old section 904(d)(3), the interest payment would be 

characterized as separate limitation interest income. 

For purposes of determining X's foreign tax credit 

limitation, the interest payment will be included in 
X's separate limitation for passive income as provided 

in section 904(d)(1)(A) as amended by the 1986 Act. 
. Example (3). The facts are the same as in example 

(2) except that on June 1, 1987, FS makes a $100 
dividend distribution to X. 

Because the dividend is paid prior to July 1, 1987 

(the first day of FS's first taxable year beginning after 

December 31, 1986), the look-through rules of new 

section 904(d)(3) do not apply. Assume that, under 

old section 904(d)(3), FS's earnings and profits for 
the taxable year ending June 30, 1987, consist of $200 

of earnings attributable to general limitation income 

and $75 of earnings attributable to separate limitation 

interest income. The portion of the dividend that is 

attributable to FS's separate limitation interest and is 

treated as separate limitation interest income under 

old section 904(d)(3) is $75. The remaining $25 of the 

dividend is treated as general limitation income under 

old section 904(d)(3). For purposes of determining 
X's foreign tax credit limitation, $75 of the dividend 

will be recharacterized as passive income. The re- 

maining $25 of the dividend will be characterized as 

general limitation income, unless X can establish that 

the general limitation portion is attributable to ship- 

ping or linancial services income. 

Although, in certain instances, income 

may be treated as passive or separate lim- 

itation interest income under this section, 
the rules provided in section 1205(b) of 
the Act operate independently of the rules 
discussed in this section. Section 1205(b) 
of the Act provides rules relating to for- 

eign tax credit carrybacks with regard to 

taxes paid in taxable years beginning after 

1986. Foreign taxes paid or accrued in a 

taxable year beginning after 1986 with re- 

spect to income other than high with- 

holding tax interest that are carried back 

to a taxable year beginning before 1987 
are treated as imposed on general limi- 

tation income without regard to whether 

the underlying income is, in fact, general 
limitation income. 

4. Transitional Issues Affecting the 

Computation of the Indirect Foreign 
Tax Credit 

Section 1202(a) and (b) of the Act 
amends sections 902 and 960 of the Code 

by replacing the annual ordering rules of 
prior law with ordering rules for post-1986 
earnings and taxes based on perpetual 
pools. Subject to qualifications similar to 
those of prior law, post-1986 foreign in- 

come taxes paid by a foreign corporation 
may be treated as paid by a 10 percent 
domestic corporate shareholder in the same 
proportion as dividends that are paid out 
of post-1986 earnings bear to the foreign 
corporation's post-1986 undistributed 
earnings. As under prior law, post-1986 
foreign income taxes paid by 2nd-tier or 
3rd-tier foreign corporations are also 
deemed paid by a domestic corporate 
shareholder if certain qualifications con- 
tained in section 902(b) are met. 

Section 902(c)(1) defines the term "post- 
1986 undistributed earnings" as the amount 
of earnings and profits of the foreign cor- 
poration (computed in accordance with 
sections 964 and 986) accumulated in tax- 
able years beginning after December 31, 
1986, determined as of the close of the 
taxable year of the foreign corporation in 

which the dividend is distributed without 
diminution by reason of dividends dis- 

tributed during the taxable year. Section 
902(c)(2) defines the term "post-1986 for- 
eign income taxes" as the sum of (1) for- 
eign income taxes with respect to the 
taxable year of the foreign corporation in 

which the dividend is distributed, and (2) 
the foreign income taxes with respect to 
prior taxable years beginning after De- 
cember 31, 1986, to the extent such for- 

eign taxes were not deemed paid with 

respect to dividends distributed by the 
foreign corporation in prior taxable years. 

Section 1202(e) of the Act provides that 
the amendments made by section 1202 of 
the Act shall apply to distributions by for- 

eign corporations out of, and to inclusions 
under section 951(a) of the Code attrib- 
utable to, earnings and profits for taxable 
years beginning after December 31, 1986. 

The following rules will apply with re- 

spect to the computation of the deemed- 

paid foreign tax credit under sections 902 
and 960 as amended by the Act. 

(a) Sixty-day rule. The sixty-day rule 

set forth in section 902(c) of the Internal 

Revenue Code, as in effect prior to the 
date of enactment of the Act, is not ap- 

plicable to dividends paid during the first 

sixty days of a foreign corporation's first 

taxable year beginning after December 31, 
1986. 

(b) Effective date rules for translating 

into V. S. dollars certain inclusions andin- 
direct foreign tax credits. For purposes of 
establishing the amount or character of 
income under sections 902, 951(a)(1)(B), 
and 1248, and the amount of indirect for- 

eign tax credits under sections 902 and 

960, earnings and profits of a foreign cor- 
poration accumulated in taxable years of 
the foreign corporation beginning before 
January 1, 1987, and foreign taxes deemed 

paid or accrued with respect to such earn- 

ings and profits under section 902 or 960, 
shall be determined and translated into 
dollars under the law in effect before the 
enactment of the Act. This rule applies 
regardless of the taxable year such amount 
is included in gross income by any share- 
holder of the foreign corporation. 

(c) Transition rules for certain distri- 
butions through tiers of foreign corpora- 
tions. For purposes of sections 902 and 
960— 

(i) Distributions by a 2nd-tier corpo- 
ration with a functional currency (as de- 
fined in section 985(b)) other than the U. S. 
dollar that are out of earnings and profits 
accumulated in taxable years beginning 
after December 31, 1986, and included in 
the gross income of a 1st-tier corporation 
for any taxable year of the 1st-tier cor- 
poration beginning before January 1, 1987, 
shall be translated as necessary into the 
appropriate currency under the law in ef- 
fect before the enactment of the Act. The 
foreign taxes paid or accrued by the 2nd- 
tier corporation with respect to such earn- 
ings and profits which are deemed paid 
by the 1st-tier corporation shall also be 
translated under the law in effect before 
the enactment of the Act. 

(ii) Distributions by a 2nd-tier corpo- 
ration that are out of earnings and profits 
accumulated in its taxable years beginning 
before January 1, 1987, and included in 
gross income of a 1st-tier corporation for 
any taxable year of the 1st-tier corpfrra- 
tion beginning after December 31, 1986, 
shall be treated as post-1986 undistributed 
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earnings (as defined in section 902(c)(1)) 
of the 1st-tier corporation. If the books 
and records of the 2nd-tier corporation 
are not kept in U. S. dollars, the foreign 
taxes paid or accrued by the 2nd-tier cor- 
poration with respect to such earnings and 
profits which are deemed paid by the 1st- 
tier corporation shall be translated into 
U. S. dollars at the spot rate for the date 
of distribution by the 2nd-tier corporation 
and treated as post-1986 foreign income 
taxes (as defined in section 902(c)(2)) of 
the 1st-tier corporation. 

(iii) The rules in (i) and (ii) apply to a 
distribution from a 3rd-tier corporation to 
a 2nd-tier corporation by substituting "3rd- 
tier" for "2nd-tier" and "2nd-tier" for "1st- 
tier" in the preceding sentences. 

5. Grouping of Items of Income for 
Purposes of the High-Tax "Kick 
Out" 

Section 1201(a) of the Act amends sec- 
tion 904(d) of the Code by replacing the 
separate limitation for interest income with 

a separate limitation for passive income 
generally. Under section 
904(d)(2)(A)(iii)(III), high-taxed income 
is excluded from the category of passive 
income. Section 904(d)(2)(F) defines high- 

taxed income as any income which would 
otherwise be passive income but is not so 
treated because the sum of the foreign 
income taxes paid and deemed paid by 
the taxpayer with respect to that income 
exceeds the highest rate of tax specified 
in section 1 or 11 of the Code multiplied 

by the amount of such income. Income is 
to be tested after allocation of expenses 
at the taxpayer level. 

The following rules apply for purposes 
of grouping items of income in order to 
determine whether the items of income 
as grouped are high-taxed income: 

(a) All interest, rents, and royalty pay- 
ments received or accrued by the taxpayer 
from a particular controlled foreign cor- 
poration during the taxable year that are 
characterized (after application of the look- 

through rules of section 904(d)(3)) as pas- 
sive income shall be treated as one item 
of income; 

(b) All passive income (determined 
after application of the look-through rules 

of section 904(d)(3)) included in the gross 
income of a U. S. shareholder under sec- 
tion 951(a)(1)(A) for a particular taxable 
year from each separate controlled for- 

eign corporation shall be treated as a sep- 
arate item of income; 

(c) All passive rents and royalties not 
described in (a) or (b) that are received 
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amount from the distribution for payment 
of the payee's income taxes. The section 
also provides that the payee may elect to 
have nothing withheld from the distri- 
bution. However, the Tax Reform Act of 
1986 added new Section 3405(d)(13) which 

prohibits such election for distributions 
delivered outside of the United States. 
The new section applies to distributions 
made after December 31, 1986. 

In the following paragraphs, rules are 
set forth to enable payors to determine 
whether they must withhold when mak- 

ing distributions within the meaning of 
Section 3405. As used herein, the term 
"payee" is defined as the individual who 
is the beneficiary of the employer de- 
ferred compensation plan, individual re- 
tirement plan or commercial annuity. 

For purposes of Section 3405(d)(13), 
payors must be concerned with three cat- 
egories of payees: (1) payees who have 
provided the payors with a residence ad- 
dress outside of the United States; (2) 
payees who have provided the payors with 

a residence address within the United 
States; and (3) payees who have not pro- 
vided the payors with a residence address. 
The treatment of each category of payee 
is set forth below. 

or accrued by a taxpayer during the tax- 

able year shall be treated as one item of 
income; and 

(d) All other passive income not de- 
scribed in (a), (b), or(c) that is received 
or accrued by a taxpayer during the tax- 
able year shall be treated as one item of 
income. 

The grouping rules described in (c) 
and(d) shall apply separately with respect 
to income attributable to each qualified 
business unit (as defined in section 989(a)) 
of a taxpayer if a taxpayer has more than 
one qualified business unit. 

6. Applicable United States Tax Rate for 
1987 with Respect to Determination 

of High- Taxed Income 

Section 904(d)(2)(F) defines high-taxed 
income with reference to the highest rate 
of tax specified in section 1 or section 11 
of the Code. Similarly, section 954(b)(4) 
defines high-taxed income with reference 
to the section 1 or section 11 rates. For 
1987, the tax rates in section 1 and section 
11 are "blended" by snrtue of the oper- 
ation of section 15. Therefore, for pur- 
poses of sections 904(d)(2)(F) and 
954(b)(4), the applicable tax rate for 1987 
is the highest blended rate that applies to 
the taxpayer. 

For further information contact Carol 
DuPuy (202-566-3289) or Marnie Carro 
(202-566-3499) regarding sections (1), (2), 
(3), (5) and (6), Kenneth Wood (202-566- 
6276) regarding section (4)(a) and Scott 
Farmer (202-566-3407) regarding sections 
(4)(b) and (c). 

Withholding on Payments Made Pursuant to 
Deferred Compensation Plans, IRAs or 
Commercial Annuities 

Notice 87-7 

The Internal Revenue Service pro- 
vided guidance today for persons that make 
distributions from deferred compensation 
plans, individual retirement accounts or 
commercial annuities with respect to their 
duty to withhold from such distributions 
for the payee's income tax liability. The 
duty to withhold has been expanded by 
the Tax Reform Act of 1986. 

Section 3405 of the Internal Revenue 
Code of 1986 requires the payor of peri- 
odic or nonperiodic distributions made 
pursuant to an employer deferred com- 
pensation plan, individual retirement plan 
or commercial annuity to withhold an 

1. Payees with addresses outside of the 
United States. If a payee has provided the 
payor with a residence address outside of 
the United States, the payor is required 
to withhold from distributions made to 
the payee after December 31, 1986. Rules 
on determining amounts to be withheld 
are set forth in Section 3405(a) and (b). 

2. Payees with addresses within the 
United States. If a payee has provided the 
payor with a residence address within the 
United States, the payor is required to 
withhold from distributions made to the 
payee unless the payee has elected no 
withholding in accordance with the ap- 
plicable provisions of Section 3405. 

3. Payees who have not provided an 
address. If a payee has not provided the 
payor with a residence address, the payor 
is required to withhold from distributions 
made to the payee after December 31, 
1986. Included within this category is a 
payee who has provided the payor with 

an address for the payee's nominee, trustee 
or agent without also providing the pay- 
ee's residence address. 

If a payee is subject to withholding un- 

der the rules set forth above, then the 

payor must withhold under the rules of 
Section 3405. However, the payor need 
not withhold in such a case if the payee 
certifies under penalties of perjury that 



he or she is not a U. S. citizen who is a 
bona fide resident of a foreign country nor 
a person to whom Section 877 of the Code 
applies (relating to persons who expa- 
triate for a principal purpose of avoiding 
U. S. tax). 

Regulations will be promulgated re- 
flecting the rules set forth above, and will 

be effective as of January 1, 1987. If the 
regulations modify any of these rules, such 
modifications will be applied solely on a 
prospective basis (unless the taxpayer elects 
otherwise). Such prospective modifica- 
tions may include a limitation on payors' 
ability to rely on a domestic residence ad- 

dress alone as a basis for not withholding. 

Passive Activity Losses 

Notice 87-8 

The Internal Revenue Service has re- 
ceived numerous inquiries concerning the 
characterization under section 469 of the 
Internal Revenue Code of 1986 of gain 
from sales or exchanges. The Service will 

issue temporary regulations to clarify the 
circumstances in which gain from a sale 
or exchange will constitute income from 
a passive activity for purposes of section 
469. 

Section 501 of the Tax Reform Act of 
1986 (the "Act"), Pub. L. No. 99 — 514, 
100 Stat. 2085, added section 469 to the 
Code. Under section 469, the passive ac- 
tivity loss of certain taxpayers is not al- 

lowed as a deduction for the taxable year. 
Section 469(d)(1) defines the term "pas- 
sive activity loss" to mean the amount (if 
any) by which the aggregate losses from 
all passive activities for the taxable year 
exceed the aggregate income from all pas- 
sive activities for such year. Section 469(c) 
generally defines the term "passive activ- 
ity" to mean any activity which involves 
the conduct of any trade or business and 
in which the taxpayer does not materially 

participate. 
Under section 501(c)(1) of the Act, the 

provisions of section 469 apply to taxable 
years beginning after December 31, 1986. 
Moreover, section 501(cl(2) of the Act 
provides that section 469 shall not apply 
to limit any loss, deduction, or credit car- 
ried to a taxable year beginning after De- 
cember 31, 1986, from a taxable year 
beginning before January 1, 1987. 

The temporary regulations under sec- 
tion 469 will provide that if a taxpayer 
sells an interest in an activity in a taxable 
year beginning after December 31, 1986, 
and the income, if any, from the activity 

is income from a passive activity under 

section 469, then any gain on the sale is 

also income from a passive activity for 
purposes of section 469. This gain is in- 

come from a passive activity regardless of 
the method under which gain from the 
sale is reported. Thus, if a taxpayer makes 
an installment sale of an interest in an 

activity in a taxable year beginning after 
December 31, 1986, and the income, if 

any, from the activity is income from a 

passive activity, gains from the sale are 
income from a passive activity as they are 
recognized under the installment method 
of reporting. 

The temporary regulations will also 

clarify that, pursuant to the effective date 
and other provisions of section 469, gains 
from sales in taxable years beginning be- 
fore January 1, 1987, are not income from 
a passive activity. Thus, gain from a sale 
in a taxable year beginning before Janu- 

ary 1, 1987, is not income from a passive 
activity for purposes of section 469 even 
if the gain is reported on the installment 
method and is recognized in a taxable year 
beginning after December 31, 1986. As a 
consequence, with respect to installment 
sales in taxable years beginning before 
January 1, 1987, it is unnecessary to de- 
termine for purposes of section 469 whether 
the activity in which an interest is sold 
would have constituted a passive activity 
under section 469. 

Amendments to the Tax Treatment of 
Alimony and Separate Maintenance 

Payments 

Notice 87-9 

In general, the Federal income tax 
treatment of alimony and separate main- 
tenance payments remains unchanged by 
the Tax Reform Act of 1986 (Pub. L. 99— 
514) (the Tax Reform Act). Accordingly, 
payments that are made under a divorce 
or separation instrument and meet certain 
other requirements continue to be de- 
ductible by the payor and taxable to the 
recipient. However, section 1843 of the 
Tax Reform Act removes certain limita- 
tions on the types of payments that may 
qualify as alimony and separate mainte- 
nance payments for Federal income tax 
purposes. As a result of these changes, 
certain payments that would not have 
qualified as alimony or separate mainte- 
nance payments under pre-Tax Reform 
Act law, will qualify as alimony or sepa- 
rate maintenance payments under the Tax 
Reform Act. These changes are described 
in greater detail below. 

Required Duration of Payments 

Prior Law 
Under pre-Tax Reform Act law, a pay- 

ment would qualify as an alimony or sep- 
arate maintenance payment only if, in 
addition to satisfying other requirements, 
the payment satisfied a "minimum term" 
rule and was not subject to a "recapture" 
rule. Both rules were designed to limit the 
extent to which large payments made over 
a relatively short period (so-called "front- 
loaded" payments) could qualify as ali- 
mony or separate maintenance payments. 
Both rules applied to the extent that the 
alimony or separate maintenance pay- 
ments in a year exceeded $10, 000. 

The minimum term rule required that 
alimony or separate maintenance pay- 
ments be called for, at a minimum, during 
six "post-separation years. " In general, 
"post-separation years" are consecutive 
calendar years beginning with the first cal- 
endar year in which the payor makes an 
alimony or separate maintenance pay- 
ment. The recapture rule recharacterized 
payments retrospectively by requiring a 
recalculation and inclusion in income by 
the payor and deduction by the payee of 
previously paid alimony or separate main- 
tenance payments to the extent that the 
amount of such payments during any of 
the six post-separation years fell short of 
the amount of payments during a prior 
year by more than $10, 000. 

Tax Reform Act 
Under the Tax Reform Act, the limi- 

tations on "front-loaded" alimony or sep- 
arate maintenance payments have been 
eased by repealing the minimum term rule 
and significantly revising the recapture rule. 
As a result of the changes, alimony or 
separate maintenance payments need be 
made only during three "post-separation 
years, " rather than six. In addition, the 
amount of annual payments that are ex- 
empt from any front-loading limitation is 
increased to $15, 000 from $10, 000. 

Under the new recapture rule, alimony 
or separate maintenance payments made 
in the second post-separation year will be 
"recaptured" (i. e. , included in the taxable 
income of the payor and deducted from 
the taxable income of the payee) if such 
payments exceed the payments made in 
the third post-separation year by more than 
$15, 000. Alimony or separate mainte- 
nance payments made in the first post- 
separation year will be recaptured if sttch 
payments exceed the average alimony or 
separate maintenance payments made in 
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the. second post-separation year (not in- 

cluding the payments recaptured as de- 
scribed above) and the third post- 
separation year by more than $15, 000. The 
excess amounts with respect to both the 
first and second post-separation years wifi 

be recaptured only in the third post-sep- 
aration year. 

The new recapture rule is illustrated by 
the following example. Assume that a 

payor makes alimony payments of $50, 000 
during the first post-separation year, 
$20, 000 during the second post-separa- 
tion year, and zero during the third post- 
separation year. All of the payments made 

during the first and second years are de- 
ductible by the payor and includible in the 
income of the payee; no recapture cal- 

culation is made until the third post-sep- 
aration year. In the third year, the 
recapture amount with respect to the pay- 
ments made in the second year is $5, 000. 
This is the amount by which the payments 

in the second year ($20, 000) exceed the 
payments in the third year (zero) by tnore 
than $15, 000. The recapture amount with 
respect to the payments made in the first 

year is $27, 500. This is the amount by 
which the payments in the first year 
($50, 000) exceed the average of the pay- 
ments in the second year (and not recap- 
tured) and the third year ($7, 500, the 
average of $15, 000 and zero) by more than 
$15, 000. Note that in calculating the re- 
capture amount with respect to the first 
year, only $15, 000, rather than $20, 000, 
is treated as paid in the second year. This 
is. because the average of payments made 
in the second and third years does not 
include the $5, 000 payment made in the 
second year that is recaptured in the third 
year. 

In addition to providing a new recap- 
ture rule, the Tax Reform Act retroac- 
tively amends the old recapture rule in 

the case of divorce or separation instru- 
ments that continue to be governed by 
pre-Tax Reform Act law. Under this 
amendment, the recapture rule of pre-Tax 
Reform Act law will apply only during the 
first three post-separation years, rather 
than the first six. Accordingly, even if the 
amount of alimony or separate mainte- 
nance payments during the fourth, fifth, 
or sixth post-separation years falls short 
of the amount of payments during a prior 
year by more than $10, 000, the excess 
amount will not be subject to recapture. 

Effective Date 
The new r'ecapture rule will apply (and 

the pre-Tax Reform Act law limitations 
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of the payee spouse, Moreover, it was 
required that the divorce or separate 
maintenance instrument expressly state 
that the liability to make payments would 
so terminate, even if, independent of the 
terms of the agreement, the liability to 
continue to make the payments would ter- 
minate upon the death of the payee spouse 
as a result of State law. 

on front-loading will not apply) with re- 

spect to divorce or separation instruments 

executed after December 31, 1986. In ad- 

dition, the new recapture rule will apply 
(and the pre-Tax Reform Act law limi- 

tations on front-loading will not apply) 
with respect to any divorce or separation 
instrument executed before January 1, 
1987, but modified on or after such date 
if the modification expressly provides that 
the amendments made by the Tax Reform 
Act shall apply to the modified instru- 
ment. Amendment of a divorce or sepa- 
ration instrument to provide expressly that 
the amendments made by the Tax Reform 
Act shall apply to the instrument will be 
treated as a "modification" for purposes 
of this effective date rule. In other words, 
it is not necessary to change the substan- 
tive terms of the divorce or separation 
instrument to make the Tax Reform Act 
amendments applicable. 

In general, if a divorce or separation 
instrument executed before January 1, 
1987, is modified on or after such date to 
make the Tax Reform Act amendments 

applicable, such amendments shall apply 
for the taxable year in which the modifi- 

cation is made and all subsequent taxable 
years. For example, assume that a divorce 
instrument entered into between calendar 
year taxpayers on November 15, 1986 
provides for three annual payments of 
$20, 000 in 1986, 1987, and 1988, and that 
the instrument is modified during 1987 to 
make applicable the provisions of the Tax 
Reform Act. Because of the failure to sat- 
isfy the minimum term rule of prior law, 
only $10, 000 of the $20, 000 payment in 
1986 will qualify as alimony. Because the 
minimum term rule will not apply to the 
instrument once it is modified in 1987, the 
entire amount of the $20, 000 payments in 
1987 and 1988 will qualify as alimony pay- 
ments. 

The amendment of the recapture rule 
of pre-Tax Reform Act law has the same 
effective date as the amendments to the 
alimony rules contained in the Deficit Re- 
duction Act of 1984. Accordingly, the 
amendment. generally applies to divorce 
or separation instruments executed after 
December 31, 1984. Thus, the amend- 
ment will affect taxable years prior to 1986. 

Tax Reform Act 

Under the Tax Reform Act, as under 
pre-Tax Reform Act law, payments may 
qualify as alimony or separate mainte- 
nance payments only if the payor spouse's 
liability terminates upon the death of the 
payee spouse. The termination of liability 
need not, however, be expressly stated in 

the instrument it, for example, the ter- 
mination would occur by operation of State 
law. 

Effective Date 

The elimination of the requirement that 
the divorce or separation instrument ex- 
pressly state that payments will terminate 
upon the death of the payee spouse has 
the same effective date as the amend- 
ments to the alimony rules contained in 
the Deficit Reduction Act of 1984. Ac- 
cordingly, the amendment generally ap- 
plies to divorce or separation instruments 
executed after December 31, 1984. Thus, 
the amendment will affect taxable years 
prior to 1986. 

Nominee Reporting of Partnership 
Information 

Notice 87-10 

Liability to Make Payments After Death 

Prior Law 

Under pre-Tax Reform Act law, pay- 
ments could qualify as alimony or sepa- 
rate maintenance payments only if the 
payor spouse's liability to continue to make 
such payments terminated upon the death 

This notice concerns the reporting of 
information required under section 
6301(c)(1) of the Internal Revenue Code 
for any person who holds an interest in a 
partnership as a nominee for another per- 
son. Section 1811(b)(1)(A)(ii) of the Tax 
Reform Act of 1986 added section 
6301(c)(1) to the Code to provide that any 
person who holds an interest in a part- 
nership as a nominee for another person 
shall furnish to the partnership the name 
and address of such other person, and any 
other information for the taxable year that 
the Secretary may prescribe by form and 

regulation. This reporting requirement is 
effective for partnership taxable years be- 

ginning after October 22, 1986. The In- 

ternal Revenue Service expects to issue 

temporary regulations along with a cross- 

referenced notice of proposed rulemaking 

under section 6031(c) of the Code. Pend- 

ing such guidance, the reporting require- 



ment under section 6031(c)(1) will apply 
as described below. 

Nominee required to provide partnership 
with certain information 

Until further guidance is issued, the 
following interim reporting requirements 
shall apply: 

(1) Any person who holds any interest 
in a partnership as a nominee for another 
person (the "beneficial owner") at any 
time during the partnership taxable year 
shall, for each such beneficial owner, fur- 
nish to the partnership a written state- 
ment or statements that include the 
following information: 

(A) The name, address, and taxpayer 
identification number of the nominee; 

(B) The name, address, and taxpayer 
identification number of the. beneficial 
owner; 

(C) The amount (e. g. , number of units 
in a publicly traded limited partnership) 

and a description (including the Commit- 

tee on Uniform Security Identification 
Procedures number of the partnership in- 

terest) of any interest in the partnership 
held by the nominee for the beneficial 
owner on the first day of the partnership 
taxable year (not including interests re- 

quired to be reported under paragraph 

(D)); 
(D) The amount and a description of 

any interest in the partnership that is ac- 

quired during the partnership taxable year 

by the nominee from the beneficial owner 

or from another person and which is held 

for the beneficial owner of such interest 
at any time during the partnership taxable 

year, and the date of acquisition by such 

nominee; and 

(E) The amount and a description of 
any interest in the partnership held by the 
nominee for the beneficial owner of such 

interest that is transferred by the nominee 

to the beneficial owner or to another per- 

son at any time during the partnership 
taxable year, and the date of such trans- 

fer. 
(2) Generally, a nominee will be re- 

quired to furnish to the partnership a sep- 

arate written statement or statements 
containing the information required un- 

der this notice for each beneficial owner 

for whom the nominee holds an interest 

in the partnership. However, if the nom- 

inee holds interests in a partnership for 

more than one beneficial owner, the nom- 

inee may, at its option, furnish to the part- 

nership a composite written statement or 
statements which includes, for each bene- 

ficial owner, the information required in 

this notice. 

(3) In lieu of a written statement or 
statements, the nominee may furnish to 

the partnership the informa. ion required 

under this notice on magnetic tape or by 

other media, if the partnership and the 

nominee so agree. Thus, for example, if 

a broker holds units of interest in a pub- 

licly traded limited partnership in street 
name for one or more partners, the 
broker and the partnership may agree that 

the broker furnish to the partnership the 

information required for each such part- 

ner under this notice on magnetic tape. 

(4) The nominee shall retain a record 
of the information that is furnished to the 

partnership under this notice. 

(5) A nominee may furnish to the part- 
nership the information required under 

this notice annually, quarterly, monthly, 

or on any other basis, provided that all 

statements required to be furnished under 

this notice for a partnership taxable year 
shall be furnished to the partnership on 

or before the last day of the first month 

following the close of the partnership tax- 

able year. 

(6) Any act required to be performed 

by a nominee may be performed by an 
independent contractor acting as agent of 
the nominee, and any information re- 
quired to be furnished to a partnership 
may be furnished to an independent con- 
tractor acting as agent of the partnership. 

This notice made applicable ro first 
partnership year following enactment of 
the Tax Reform Acr of 1986. 

The provisions of this notice apply only 
with respect to statements by nominees 
furnished to a partnership for the first 

partnership taxable year beginning after 
October 22, 1986, 

Paperwork Reduction Acr of 1980 

The collection of information require- 
ments in the notice have been submitted 
to the Office of Management and Budget 
(OMB) in accordance with the require- 
ments of the Paperwork Reduction Act 
of 1980 and have been approved by OMB 
(Control Number 1545-0099). 

Guidance Is Provided Under Section 9N(d) 
of the Internal Revenue Code With Respect 

To Certain Fully Hedged Foreign Currency 

Transactions 

Notice 87-11 

SECTION 1. INTRODUCTION 

The Internal Revenue Service an- 
nounces that it will issue regulations under 

section 988(d) of the Internal Revenue 
Code regarding certain fully hedged for- 

eign currency transactions. Section 988(d) 
provides that to the extent provided in 

regulations, if any section 988 transaction 

is part of a 988 hedging transaction, all 

transactions which are part of such 988 
hedging transaction shall be integrated and 

treated as a single transaction or other- 

wise treated consistently. The regulations 

to be issued will set forth the conse- 

quences of integrating and treating as a 

single transaction all transactions that 
comprise a fully hedged section 988 hedg- 

ing transaction that is an integrated eco- 
nomic package. The regulations generally 
will follow the provisions of sections 2 
through 6 of this notice and will integrate 
a section 988 hedging transaction only with 

respect to the taxpayer that enters into 
the transaction. Until such regulations are 
issued, taxpayers may rely on this notice 
with respect to transactions entered into 
after December 31, 1986, that occur in 

taxable years beginning after December 
31, 1986. 

SECTION 2. TRANSACTIONS TO WHICH THIS 

NOTICE APPLIES 

(a) Qualified Hedging Transaction — (1) 
In General. This notice applies only to 
qualified hedging transactions as defined 
in this section 2. A qualified hedging 
transaction is an integrated economic pack- 

age, as provided in paragraph (d) of this 
section, consisting of a qualifying trans- 
action, as defined in paragraph (b) of this 
section, and a section 988 hedge, as de- 
fined in paragraph (c) of this section, pro- 
vided that- 

(i) the interest rate (fixed or floating) 
on the qualifying transaction is set and all 

exchange rates on the section 988 hedge 
are fixed on the same calendar day (the 
trade date, as defined in paragraph (e)(7) 
of this section) such that the cost or return 
with respect to such qualified hedging 
transaction is not affected by movements 
in exchange rates after the trade date, and 

(ii) all transactions that comprise the 
qualified hedging transaction are entered 
into on or before the settlement date (as 
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defined in paragraph (e)(8) of this sec- 
tion). 

(2) Exceptions. This notice shall not ap- 
ply with respect to- 

(i) A qualified hedging transaction that 
creates a synthetic asset or liability de- 
nominated in a currency other than the 
dollar if the rate that approximates the 
Federal short-term rate in such currency 
is at least 20 percentage points higher that 
the Federal short-term rate (determined 
under section 1274(d)) on the trade date, 
or 

(ii) A transaction that would be a qual- 
ified hedging transaction but for the fact 
that a component transaction is termi- 
nated prior to maturity. 

(3) Service solicits comments. The Ser- 
vice solicits comments on the application 
of section 988(d) under the rules pre- 
scribed in this notice. The Service also 
solicits comments as to the possible ap- 
plication of section 988(d) to transactions 
not described in this notice, including: 

(i) Transactions in which the interest 
rate with respect to the qualifying trans- 
action is set and the exchange rates with 
respect to the hedge are fixed on different 
calendar days, 

(ii) Transactions in which either the 
hedge or the qualifying transaction is ter- 
minated prior to maturity, 

(iii) Transactions that are partially 
hedged. (b) Qualifying transaction — (1) 
Definition. A qualifying transaction is a 
borrowing under a debt instrument or the 
purchase of a debt instrument if the entire 
amount which the taxpayer (or qualified 
business unit of the taxpayer) is required 
to pay or is 'entitled to receive as a result 
of the transaction- 

(i) Is denominated in terms of a fun- 
cational currency, or 

(ii) Is denominated in terms of a non- 
functional currency. 

(2) Exceptions. A qualifying transac- 
tion does not include a borrowing under 
a debt instrument or the purchase of a 

. debt instrument if the payment or receipt 
of interest and principal is denominated 
in more than one currency. 

(c) Definition of a section 988 hedge. A 
section 988 hedge (hereinafter referred to 
as a "hedge") is a spot contract, a swap 

agreement or agreements, forward con- 

tract, series of forward contracts or com- 

bination thereof that fixes the cost or return 

with respect to a qualifying transaction (or 
transactions) in terms of a currency other 

than the currency in which such qualifying 

transaction is denominated such that the 

cost or return is not affected by move- 

ments in exchange rates after the trade 
date (as defined in section 2(e)(7) of this 

notice). 
(d) Definition of integrated economic 

package. (1) In general. For purposes of 
this notice, a qualfying transaction and a 
hedge are an integrated economic pack- 

age if — (i) The qualifying transaction and 
the hedge are a package as defined in par- 
agraph (d)(2) of this section, and 

(ii) The qualifying transaction and the 
hedge make up one of the economically 
integrated transactions enumerated in 

paragraph (d)(3) of this section. 
(2) Definition of a package. A quali- 

fying transaction and a hedge are a pack- 
age if all the requirements of this section 
2(d)(2) are satisfied as follows- 

(i) The interest rate (fixed or floating) 
on a qualifying transaction that is a bor- 
rowing under a debt instrument or the 
rate of return (fixed or floating) on a qual- 
ifying transaction that is the purchase of 
a debt instrument is set, and the exchange 
rates on the hedge are fixed, on the trade 
date. 

(ii) None of the parties to the qualifying 
transaction or hedge are related as de- 
fined in section 2(e)(4) of this notice. 

(iii) The indentification requirements 
of section 3 of this notice are satisfied. 

(iv) Except with respect to a transac- 
tion described in section 2(d)(3)(vi), the 
total initial amount borrowed under a debt 
instrument or the total initial amount paid 
to acquire a debt instrument that is the 
qualifying transaction is hedged at an ex- 
change rate determined on the trade date. 

(v) All subsequent interest and prin- 
cipal amounts paid with respect to a qual- 
ifying transaction that is a borrowing or 
all subsequent interest and principal 
amounts received with respect to a qual- 
ifying transaction that is the purchase of 
a debt instrument are hedged throughout 
the term of the qualifying transaction at 
an exchange rate determined on the trade 
date. 

(vi) The qualifying transaction matures 
on the same day the hedge expires. (A 
hedge expires on the last day a payment 
is made or received under the terms of 
the hedge. ) 

(vii) In the case of a qualified business 
unit with a residence, as defined in section 
988(a)(3)(B) of the Code, outside of the 
United States, or a qualified business unit 
resident in the United States with a func- 
tional currency other than the dollar, both 
the qualifying transaction and the hedge 
are entered into by the same qualified 
business unit and the interest income or 

expense from the qualified hedging trans- 
action is properly reflected on the books 
of such qualified business unit throughout 
the term of the qualified hedging trans- 
action. 

(viii) Subject to the limitations of sec- 
tion 2(d)(2)(vii) of this notice, both the 
qualifying transaction and the hedge are 
entered into by the same individual, part- 
nership, trust, estate, or corporation. With 
respect to a corporation, the same cor- 
poration must enter into both the quali- 

fying transaction and the hedge whether 
or not such corporation is a member of 
an affiliated group of corporations that 
files a consolidated return. 

(ix) With respect to a foreign person 
engaged in a U. S. trade or business that 
enters into a qualifying transaction or hedge 
through such trade or business, all items 
of income and expense associated with the 
qualifying transaction and the hedge, would 
have been effectively connected with such 
U. S. trade or business throughout the term 
of the qualified hedging transaction had 
the provisions of this notice not applied. 

(3) Economically integrated transac- 
tions. A qualifying transaction and a hedge 
are economically integrated if- 

(i) The hedge effectively converts a 
qualifying transaction that is a non- 
functional currency borrowing into- a 
functional currency borrowing. A non- 
functional currency borrowing is effec- 
tively converted into a functional currency 
borrowing if— 

(A) The entire principal amount of 
nonfunctional currency received from the 
borrowing is sold or exchanged for func- 
tional currency on the settlement date at 
a rate fixed on the trade date, and 

(B) The terms of the hedge provide for 
the acquisition of the borrowed nonfunc- 
tional currency, in exchange for func- 
tional currency, on the calendar day when 
interest and principal payments are due 
on the borrowing and in an amount which 
equals such interest and principal pay- 
ments. 

(ii) The hedge effectively converts a 
qualifying transaction that is a borrowing 
in one nonfunctional currency (first non- 
functional currency) into a borrowing in 
a second nonfunctional currency. A bor- 
rowing in one nonfunctional currency is 
effectively converted into a borrowing in 
a second nonfunctional currency if— 

(A) The entire principal amount of the 
first nonfunctional currency received from 
the borrowing is sold or exchanged for a 
second nonfunctional currency on the set- 
tlement date at a rate fixed on the trade 
date, and 
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(B) The terms of the hedge provide for 
the acquisition of the borrowed nonfunc- 
tional currency (i. e. , the first nonfunc- 
tional currency), in exchange for the second 
nonfunctional currency, on the calendar 
day when interest and principal payments 
are due on the borrowing and in an amount 
which equals such interest and principal 
payments. 

(iii) The hedge effectively converts a 
qualifying transaction that is a functional 
currency borrowing into a nonfunctional 
currency borrowing. A functional cur- 
rency borrowing is effectively converted 
into a nonfunctional currency borrowing 
if— 

(A) The entire principal amount of 
functional currency received from the 
borrowing is sold or exchanged for non- 
functional currency on the settlement date 
at a rate fixed on the trade date, and 

(B) The terms of the hedge provide for 
the acquisition of the borrowed functional 
currency, in exchange for that nonfunc- 
tional currency on the calendar day when 
interest and principal payments are due 
on the borrowing and in an amount which 
equals such interest and principal pay- 
ments. 

(iv) The hedge effectively converts a 
qualifying transaction that is the purchase 
of a nonfunctional currency denominated 
debt instrument into a functional currency 
denominated debt instrument. The pur- 
chase of a nonfunctional currency denom- 
inated debt instrument is effectively 
converted into the purchase of a func- 
tional currency denominated debt instru- 
ment if— 

(A) In exchange for functional cur- 

rency, the purchaser acquires on the trade 
date (at a rate set on such date), for de- 

livery on the settlement date, an amount 
of nonfunctional currency equal to the 
purchase price of the debt instrument and 

exchanges such nonfuncfional currency for 
the debt instrument on the settlement date, 
and 

(B) The terms of the hedge provide for 
the sale or exchange of the nonfunctional 

currency denominated interest and prin- 

cipal payments received under the debt 

instrument for functional currency, at a 

rate fixed on the trade date, on the cal- 

endar day when such payments are re- 

ceived. 
(v) The hedge effectively converts a 

qualifying transaction that is the purchase 
of a debt instrument denominated in one 
nonfunctional currency into the purchase 
of a debt instrument denominated in a 
second nonfunctional currency. The pur- 

chase of a debt instrument denominated 
in one functional currency (first nonfunc- 

tional currency) is effectively converted 
into a debt instrument denominated in a 
second nonfunctional currency if— 

(A) In exchange for functional cur- 

rency, the purchaser acquires on the trade 
date (at a rate set on such date), for de- 

livery on the settlement date, an amount 
of the first nonfunctional currency equal 
to the purchase price of the debt instru- 

ment and exchanges that nonfunctional 
currency for the debt instrument on the 
settlement date, and 

(B) The terms of the hedge provide for 
the exchange of the first nonfunctional 
currency denominated interest and prin- 
cipal payments received under the debt 
instrument for a second nonfunctional 
currency, at a rate fixed on the trade date, 
on the calendar day such payments are 
received. 

(vi) The hedge effectively converts a 
qualifying transaction that is the purchase 
of a functional currency denominated debt 
instrument into a nonfunctional currency 
denominated debt instrument. The pur- 
chase of a functional currency denomi- 
nated debt instrument is effectively 
converted into the purchase of a non- 
functional currency denominated debt in- 

strument if— 
(A) The purchaser acquires the func- 

tional currency denominated debt instru- 
ment for functional currency, and 

(B) The terms of the hedge provide for 
the sale or exchange of the functional cur- 
rency denominated interest and principal 
payments received under the debt instru- 
ment for nonfunctional currency, at a rate 
fixed on the trade date, on the calendar 
day when such payments are received. 

(e) Other definitions. 
(1) Functional currency. for the defi- 

nition of functional currency, see section 
985 of the Code. 

(2) Nonfunctional currency. A non- 
functional currency is any currency other 
than a functional currency. 

(3) Qualijied business unit. For the def- 
inition of qualified business unit, see sec- 
tion 989 (a) of the Code. 

(4) Related. The term "related" means 
the relationships defined in section 267(b) 
and section 707(b)(1) of the Code. 

(5) Swap Agreement. A contract in which 

two parties agree to exchange simulta- 

neously one currency for another at a pre- 
determined rate, in which each party' s 
obligation to perform is contingent upon 
the other party's performance. 

(6) Spot contract. A contract for the 
purchase or sale of currency which re- 
quires delivery in two business days or 
less. 

(7) Trade date. The one calendar day 
on which both- 

(i) The interest rate (fixed or floating) 
on a qualifying transaction that is a bor- 
rowing under a debt instrument or the 
rate of return (fixed or floating) on a qual- 

ifying transaction that is the purchase of 
a debt instrument is set, and 

(ii) All exchange rates on the hedge are 
fixed. 

(8) Settlement date. The first calendar 
day on which- 

(i) With respect to a qualifying trans- 
action that is a borrowing, proceeds of the 
borrowing are credited to the taxpayer's 
account, othewise made available so that 
the taxpayer may draw upon such pro- 
ceeds at any time, or actually received by 
the taxpayer, or 

' 

(ii) With respect to a qualifying trans- 
action that is the purchase of a debt in- 

strument, the debt instrument is available 
for delivery to the taxpayer or is credited 
to the taxpayer's account. 

(9) Debt instrument. The term debt in- 

strument means a bond, debenture, note, 
certificate or similar financial instrument 
but does not include— 

(1) Accounts payable, accounts receiv- 
able or similar items of expense or in- 
come, or 

(2) A debt instrument issued as part of 
a transaction subject to sections 483 or 
1274 of the Code. For purposes of apply- 
ing sections 483 and 1274, currency (func- 
tional or nonfunctional) shall not be 
considered property. 

(10) Purchase. The term purchase in- 
cludes an extension of credit. 

SECTION 3. IDENTIFICATION 

REQUIREMENTS 

(a) In general. In order to satisfy the 
identification requirements of this sec- 
tion, a taxpayer must: 

(1) Identify a qualified hedging 
transaction on its books and records in 

accordance with3iaragraph (b) of this 
section before the close of the trade 
date, and (2) Verify in accordance with 

paragraph (c) of this section that the 
interest rate on the qualifying trans- 
action was set and the exchange ratesi 
on the hedge were fixed on the trade 
date. 

In the case of an individual, the close of 
the trade date is midnight (local time) in 
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the. location of the individual's principal 
residence. In the case of any qualified 
business unit of a taxpayer, the close of 
the trade date is midnight (local time) in 
the location of such unit's principal place 
of business. 

(b) Identification on books and records 

of the taxpayer or qualijied business unit. 
A taxpayer, or qualified business unit of 
a taxpayer, must establish a separate ac- 
count on its books and records designated 
"Qualified Hedging Account. " Before the 
close of the trade date, such person must 
enter into the account— 

(1) A description of the qualifying 
transaction including the interest rate and 
the date such rate was set, 

(2) A description of all elements of the 
hedge including the exchange rates and 
the date such exchange rates were fixed, 
and 

(3) A summary of the cash flows re- 
sulting from the qualified hedging trans- 
action. 

(c) Verification that the interest rate was 

set and the exchange rates were fixed on 
the same day— 

(1) Presumption. A taxpayer is pre- 
sumed to have verified that the interest 
rate on the qualifying transaction was set 
and the exchange rates on the hedge were 
fixed on the trade date if the taxpayer 
receives independent verification as de- 

fined in paragraph (c)(3) of this section 
from one or more persons with respect to 
'all of the information identified on its books 
and records pursuant to paragraph (b) of 
this section. 

(2) Corroborating evidence. If the pre- 
sumption of paragraph (c)(1) of this sec- 

tion does not apply, the burden shall be 
. on the taxpayer to establish that the in- 

terest rate on the qualifying transaction 
was set and the exchange rates on the 
hedge was fixed on the trade date. If the 
taxpayer fails to provide evidence other 
than the information entered on its books 
and records in accordance with paragraph 

(b) of this section and its own testimony, 

the identification requirements of this sec- 

tion shall not be satisfied unless the tax- 

payer shows good cause for such failure. 

(3) Independent verification. Indepen- 

dent verification means: 

(i) A written confirmation received from 

the person or persons (including an un- 

derwriter in a firm commitment under- 

writing) with respect to whom the 
qualifying transaction or the hedge is en- 

tered into, or 
(ii) A written contract (e. g. a swap con- 

isfies the requirements of section 
2(d)(2)(ix) of this notice shall be allocated 
and apportioned under section 1. 882-5 of 
the regulations. 

(3) Special rule for foreign persons that 
enter into qualified hedging transactions 

giving rise to U. S. source income not ef- 
fectively connected with a U. S. trade or 
business. If a foreign person enters into a 
qualified hedging transaction that gives rise 
to U. S. source interest income (deter- 
mined under the source rules for synthetic 
asset transactions as provided in this sec- 

tion) not effectively connected with a U. S. 
trade or business of such foreign persons, 
for purposes of sections 871(a), 881, 1441, 
1442 and 6049, the provisions of this no- 

tice shall not apply and such sections of 
the Code shall be applied separately to 
the qualifying transaction and the hedge. 
To the extent relevant to any foreign per- 
son, if the requirements of this notice are 
otherwise met, the provisions of this no- 

tice shall apply' for all other purposes of 
the Code (e. g. , for purposes of calculating 
the earnings and profits of a controlled 
foreign corporation that enters into a 
qualified hedging transaction through a 
qualified business unit resident outside the 
United States, income or expense with 

respect to such qualified hedging trans- 
action shall be calculated under the pro- 
visions of this notice). 

(b) Income tax effects ofintegration. The 
income tax effects of integrating and 
treating a transaction as a single trans- 

action are determined under paragraphs 
1 through 6 of this section 4(b), 

(1) Qualified hedging transaction that 

effectively converts a nonfunctional cur- 

rency borrowing into a functional currency 
borrowing. The income tax effects of in- 

tegrating a qualified hedging transaction 
described in section 2(d)(3)(i) of this no- 

tice are as follows— 

tract) signed and dated by the parties to 

the transaction. 

(d) Identification by the Commissioner. 
If— 

(1) A person enters into a qualifying 

transaction and a hedge but fails to 
comply with one or more of the re- 

quirements of section 2 and 3 of this 

announcement, and 

(2) On the basis of all the facts and 

circumstances, the Commissioner con- 

cludes that the qualifying transaction 

and the hedge are, in substance, a qual- 

ified hedging transaction, 
then the Commissioner may treat the 

qualifying transaction and the hedge as a 
qualified hedging transaction for all pur- 

poses of this notice. The Commissioner 

may identify a qualifying transaction and 

a hedge as a qualified hedging transaction 
even though the qualifying transaction and 

the hedge are entered into by different 
related corporations (as defined in section 

2(e)(4) of this notice), or by a domestic 
corporation and a qualified business unit 
with a residence outside the United States, 
With respect to a qualifying transaction 
and a hedge that are treated by the Com- 
missioner as a qualified hedging transac- 
tion under this section 3(d), the qualifying 
transaction and the hedge each remain, 
at the discretion of the Commissioner, 
subject to the rules of sections 1092 and 
263(g). 

SECTION 4. TAXATION OF glIALIFIEO 

HEOGING TRANSACTIONS 

(a) In general — (1) General rule. If a 
transaction constitutes a qualified hedging 
transaction as defined in section 2 of this 
announcement, the qualifying transaction 
and the hedge are integrated and treated 
as a single transaction with respect to the 
taxpayer that has entered into the quali- 
fied hedging transaction. Except as pro- 
vided in section 3(d) of this notice, neither 
the qualifying transaction nor the hedge 
that make up the qualified hedging trans- 
action shall be subject to section 263(g), 
1092 or 1256. 

(2) Special rule for income or expense 

of foreign persons effectively connected with 

a U. S. trade or business. Interest income 
of a foreign person resulting from a qual- 
ified hedging transaction entered into by 
such foreign person that satisfies the re- 
quirements of section 2(d)(2)(ix) of this 
notice shall be treated as effectively con- 
nected with a U. S. trade or business. In- 
terest expense of a foreign person resulting 
from a qualified hedging transaction en- 
tered into by such foreign person that sat- 

(i) Deemed functional currency bor- 

rowing. The integration of the nonfunc- 

tional currency denominated borrowing 
and the hedge results in a deemed func- 

tional currency borrowing with respect to 
the borrower. The amount deemed to be 
borrowed equals the total amount of func- 

tional currency received under the terms 

of the hedge in exchange for the total 
amount of the nonfunctional currency 

borrowed. The total amount of interest 

and principal deemed to be paid equals 

the total amount of functional currency 

paid under the terms of the hedge to ac- 

quire the nonfunctional currency neces- 

sary to make interest and principal 
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payments on the nonfunctional currency 
borrowing. 

(ii) Determination of interest expense of 
the borrower. The interest expense de- 
ductible by the borrower shall be deter- 
mined as follows— 

(A) The issue price and stated re- 
demption price at maturity of the deemed 
functional currency borrowing shall be 
determined under the provisions of sec- 
tion 1273 and the regulations thereunder 
in units of the functional currency. 

(B) If the deemed functional currency 
borrowing has original issue discount 
(OID) within the meaning of section 
1273(a)(1), then the rules of section 163(e) 
and the regulations thereunder shall gov- 
ern the manner in which such discount is 
deductible by the borrower. 

(C) Any interest expense other than 
OID with respect to the deemed func- 
tional currency borrowing shall be de- 
ductible from gross income under section 
163(a) (subject to any limitations on de- 
ductibility contained in other sections of 
the Code) in accordance with the borrow- 
er's regular method of accounting. 

(iii) Allocation and apportionment of 
interest expense. The interest expense de- 
termined pursuant section 4(b)(1)(ii) of 
this notice shall be allocated and appor- 
tioned under sections 1. 861 — 8 and 1. 882— 
5 of the regulations as the case may be 
(subject to section 864(e) of the Code). 

(2) Qualijied hedging transaction that 

effectively converts a borrowing in one 
nonfunctional currency into a borrowing 

in a second nonfunctional currency. The 
income tax effects of integrating a quali- 

fied hedging transaction described in sec- 

tion 2(d)(3)(ii) of this notice are as 
follows- 

(i) Deemed borrowing in the second 
nonfunctional currency. The integration 

of the nonfunctional currency borrowing 

(i. e. , first nonfunctional currency) and the 

hedge results in a deemed borrowing in 

the second nonfunctional currency. The 
amount deemed to be borrowed equals 

the total amount of the second nonfunc- 

tional currency received under the terms 

of the hedge in exchange for the total 

amount of the first nonfunctional cur- 

rency borrowed. The total amount of in- 

terest and principal deemed to be paid 

under the terms of the hedge to acquire 

the first nonfunctional currency necessary 

to make interest and principal payments 

on the first nonfunctional currency bor- 

rowing. 

(ii) Determination of interest expense of 
the borrower. The interest expense de- 

ductible by the borrower shall be deter- 

mined as follows— 
(A) The issue price and stated re- 

demption price at maturity of the deemed 

borrowing in the second nonfunctional 

currency shall be determined by applying 

the provisions of section 1273 and the reg- 

ulations thereunder directly to the units 

of the second nonfunctional currency used 

to make the interest and principal pay- 

ments under the deemed borrowing. 

(B) If the deemed borrowing in the sec- 

ond nonfunctional currency has original 

issue discount (OID) within the meaning 

of section 1273(a)(1), then the rules of 
section 163(e) and the regulations there- 

under shall govern the manner in which 

the amount of such discount denominated 

in units of the second nonfunctional cur- 

rency is determined. The amount of dis- 

count deductible by the borrower in his 

functional currency shall be the amount 

determined in the manner described in 

the preceding sentence, translated into the 
borrower's functional currency using the 
weighted average exchange rate for the 
accrual period. Any amounts of qualified 

periodic interest (as defined in F11. 1273— 

1(b)(1)(ii) of the proposed regulations) 
shall be translated into the borrower's 
functional currency at the spot rate on the 
date of payment and deducted from gross 
income in accordance with the borrower's 
regular method of accounting. 

(C) Any interest expense other than 

OID with respect to the deemed second 
nonfunctional currency borrowing shall 

be determined under section 163(a) in units 

of the second nonfunctional currency 
(subject to any limitations on deductibil- 

ity contained in other sections of the Code). 
The interest expense deductible by the 
borrower in his functional currency shall 
be the amount determined in the manner 
described in the preceding sentence, 
translated into the borrower's functional 

currency at the spot rate on the date of 
payment and deducted in accordance with 

the taxpayer's regular method of account- 

ing. 
(iii) Allocation and apportionment. The 

interest expense determined pursuant to 
section 4(b)(2)(ii) of this notice shall be 
allocated and apportioned under sections 
1. 861 — 8 and 1. 882 — 5 of the regulations as 
the case may be (subject to the section 

864(e)). 
(iv) Deemed borrowing in the second 

nonfunctional currencyis a position under 
section 1092. The deemed borrowing in 

the second nonfunctional currency re- 
ferred to in this section (4)(b)(2) is a po- 

sition as defined in section 1092 (d)(2). 
(3) Qualified hedging transaction that 

effectively converts a functional currency 
borrowing into a nonfunctional currency 
borrowing. The income tax effects of in- 

tegrating a qualified hedging transaction 
described in section 2(d)(3)(iii) of this no- 

tice are as follows- 
(i) Deemed nonfunctional currency 

borrowing. The integration of the func- 

tional currency borrowing and the hedge 
results in a deemed nonfunctional cur- 

rency borrowing. The amount deemed to 
be borrowed equals the total amount of 
nonfunctional currency received under the 
terms of the hedge in exchange for the 
total amount of functional currency bor- 
rowed. The total amount of interest and 
principal deemed to be paid equals the 
total amount of nonfunctional currency 
paid under the terms of the hedges to ac- 

quire the functional currency necessary to 
make interest and principal payments on 
the functional currency borrowing. 

(ii) Determination ofinterest expense of 
the borrower. Interest expense deductible 

by the borrower shall be determined in 

the manner described in section 4(b)(2)(ii) 
of this notice by substituting the phrase 
"nonfunctional currency" for the phrase 
"second nonfunctional currency. " 

(iii) Allocation and apportionment. The 
interest expense determined pursuant to 
section 4(b)(3)(ii) of this notice shall be 
allocated and apportioned under sections 
1. 861 — 8 or 1. 882 — 5 of the regulations as 
the case may be (subject to section 864(e)). 

(iv) Deemed nonfunctional currency 
borrowing is a position under section 1092. 
The deemed nonfunctional currency bor- 
rowing referred to in this section 4(b)(3) 
is a position as defined in section 1092 
(d)(2). 

(4) Qualified hedging transaction that 
effectively converts the purchase of a non- 
functional currency denominated debt in- 
strument into a functional currency 
denominated debt instrument. The income 
tax effects of integrating a qualified hedg- 
ing transaction described in section 
2(d)(3)(iv) of this notice are as follows- 

(i) Deemed functional currency denorn- 
inated debt instrument. The integration of 
the nonfunctional currency denominated 
debt instrument and the hedge results in 
a deemed functional currency denomi- 
nated debt instrument with respect to the 
holder. The purchase price of the deemed 
functional currency denominated debt in- 
strument is the amount of the functional 
currency paid to acquire the nonfunc- 
tional currency used for the purchase of 
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the nonfunctional currency denominated 
debt instrument. The total amount of in- 
terest and principal deemed received by 
the holder equals the total amount of 
functional currency received under the 
terms of the hedge in exchange for the 
nonfunctional currency interest and prin- 
cipal payments received pursuant to the 
terms of the nonfunctional currency de- 
nominated debt instrument. 

(ii) Determination of interest income. 
The interest income of the holder shall be 
determined as follows— 

(A) The issue price and stated re- 
demption price at maturity of the deemed 
functional currency denominated debt in- 
strument shall be determined under sec- 
tion 1273 and the regulations thereunder 
in units of the functional currency. 

(B) If the deemed functional currency 
denominated debt instrument has OID, 
then the interest includible by the holder 
shall be determined pursuant to the pro- 
visions of section 1272 and the regulations 
thereunder. 

(C) If the deemed functional currency 
denominated debt instrument does not 
have OID, then the interest shall be in- 
cludible in gross income under section 61 
in accordance with the holder's regular 
method of accounting. 

(iii) Source. The source of the deemed 
interest income shall be determined by 
reference to the source, as determined 
under s'ections 861(a)(1) and 862(a)(1), of 
the interest income that would have been 
received under the terms of the qualifying 
transaction had such transaction not been 
iiitegrated pursuant to sections 2 and 4 of 
this notice. ~ 

(5) Qualified hedging transaction that 
effectively converts the purchase of a debt 
instrument denominated in one nonfunc- 
tional currency into the purchase of a debt 
instrument denominated in a second non- 
functional currency. The income tax ef- 
fects of integrating a qualified hedging 
transaction described in section 2(d)(3)(v) 
. of this notice are as follows— 

(i) Deemed purchase of a debt instru- 

ment denominated in the second nonfunc. 
tional currency. The integration of the debt 

instrument denominated in the first non- 

functional currency and the hedge results 

in a deemed debt instrument denomi- 

nated in the second nonfunctional cur- 

rency (referred to as deemed second 
nonfunctional currency debt instrument) 

with respect to the holder. The purchase 

price of the deemed second nonfunctional 

currency denominated debt instrument is 

the amount of the first nonfunctional cur- 
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(iii) Source. The source of the deemed 
interest income shall be determined by 
reference to the source, as determined 
under section 861(a)(1) and 862(a)(1), of 
the interest income that would have been 
received under the terms of the qualifying 
transaction had such transaction not been 
integrated pursuant to sections 2 and 4 of 
this notice. 

(iv) Deemed debt instrument is a posi- 
tion under section 1092. The deemed debt 
instrument referred to in this section 
4(b)(5) is a position as defined in section 
1092 (d)(2). 

(6) Qualified hedging transaction that 
effectively converts the purchase of a func- 
tional currency denominated debt instru- 
ment into a nonfunctional currency 
denominated debtinstrument. The income 
tax effects of integrating a qualified hedg- 
ing transaction described in section 
2(d)(3)(vi) of this notice are as follows- 

(i) Deemed purchase of a nonfunctional 
currency denominated debt instrument. The 
integration of the functional currency de- 
nominated debt instrument and the hedge 
results in a deemed nonfunctional cur- 
rency denominated debt instrument. The 
purchase price of the deemed nonfunc- 
tional currency denominated debt instru- 
ment is the amount of functional currency 
used to purchase the functional currency 
denominated debt instrument on the set- 
tlement date translated into nonfunc- 
tional currency at the forward exchange 
rate between the two currencies (as de- 
termined on the trade date) with respect 
to the period between the trade date and 
the settlement date. The total amount of 
interest and principal received by the 
holder equals the total amount of non- 
functional currency received under the 
terms of the hedge in exchange for the 
functional currency interest and principal 
payments. 

(ii) Determination of interest income. 
Interest income shall be determined in the 
manner described in section 4(b)(5)(ii) of 
this notice by substituting the phrase 
"nonfunctional currency" for the phrase 
"second nonfunctional currency. " 

(iii) Source. The source of the deemed 
interest income shall be determined by 
reference to the source, as determined 
under sections 861(a)(1) and 862(a)(1), of 
the interest income that would have been 
received under the terms of the qualifying 
transaction had such transaction not been 
integrated pursuant to sections 2 and 4 of 
this notice. 

(iv) Deemed nonfunctional currency debt 

instrument is a position under section 1092. 
The deemed nonfunctional currency debt 

rency used to purchase the first nonfunc- 

tional currency denominated debt 
instrument on the settlement date trans- 

lated into the second nonfunctional cur- 

rency at the forward exchange rate between 

the two currencies (as determined on the 
trade date) with respect to the period be- 

tween the trade date and the settlement 

date. The total amount of interest and 

principal received by the holder of the 

deemed second nonfunctional currency 
denominated debt instrument equals the 

total amount of the second nonfunctional 

currency received under the hedge in ex- 

change for the first nonfunctional cur- 

rency interest and principal payments. 

(ii) Determination of interest income. 
The interest income of the holder shall be 
determined as follows— 

(A) The issue price and stated re- 
demption price at maturity of the deemed 
second nonfunctional currency denomi- 

nated debt instrument shall be deter- 
mined by applying the provisions of section 
1273 and the regulations thereunder di- 

rectly to the units of the second nonfuc- 
tional currency to be received in exchange 
for the interest and principal payments to 
be received under the debt instrument. 

(B) If the deemed second nonfunc- 
tional currency denominated debt instru- 

ment has OID, then the rules of section 
1272 and the regulations thereunder shall 

govern the manner in which the amount 
of such discount denominated in units of 
the second nonfunctional currency is de- 
termined. The amount of discount inclu- 
dible by the holder in his functional 
currency under section 1272 shall be the 
amount determined in the manner de- 
scribed in the preceding sentence, trans- 
lated into the holder's functional currency 
at the weighted average exchange rate for 
the accrual period. Any amounts of qual- 
ified periodic interest (as defined in 

51. 1273-1(b)(1)(ii) of the proposed reg- 
ulations) shall be translated into the hold- 
er's functional currency at the spot rate 
on the date of payment and included in 
gross income in accordance with the hold- 
er's regular method of accounting. 

(C) Any interest income other than OID 
with respect to the deemed second non- 
functional currency denominated debt in- 
strument shall be determined in units of 
the second nonfunctional currency. The 
interest income includible by the holder 
in his functional currency shall be the 
amount determined in the manner de- 
scribed in the preceding sentence, trans- 
lated into the holder's functional currency 
at the spot rate on the date of payment. 



instrument referred to in this section 
4(b)(6) is a position as defined in section 
1092 (d). 

c) Examples. 

in 1990. (5) X must allocate and apportion 
its interest expense under section 1. 861— 
8 of the regulations (subject to section 
864(e) of the Code). 

Example (2). Synthetic functional cur- 
rency liability (nonfunctional currency 
borrowing hedged with forward con- 
tracts) — higher interest rate currency. X, a 
U. S. corporation, has currency A as its 
functional curreiicy. (The term "currency 
A" is used to designate a functional cur- 
rency which, subject to the limitations of 
section 985, can be the United States dol- 
lar or any other currency. ) On December 
24, 1987 (the trade date), when the spot 
rate is one unit of currency A equals one 
unit of currency B, X agrees to close the 
following transaction on December 31, 
1987 (settlement date). X will borrow 100 
units of currency B from an unrelated party 
on December 31, 1987 for three years at 
10 percent interest, payable annually, with 
no principal payment due until the final 
installment. X also enters into a series of 
contracts with a bank to: (1) sell forward 

the 100 units of currency B for 99. 96 units 
of currency A on December 31, 1987, and 

(2) buy forward for currency A, the amount 
of currency B required to make the in- 

terest and principal payments due under 
the currency B borrowing according to the 
following schedule: 

1987 (settlement date). X will borrow from 

an unrelated party on December 31, 1987, 
100 units of currency B for 3 years at the 
10 percent rate of interest, payable an- 

nually, with no principal payment due un- 

til the final installment. X will also enter 
into a swap agreement with an unrelated 
counterparty under the terms of which— 
(1) X will swap, on December 31, 1987, 
the 100 units of currency B obtained from 
the borrowing for 100 units of currency 
A, and (2) X will exchange currency A 
for currency B pursuant to the following 
table in order to obtain the units of cur- 

rency B necessary to make payments on 
the currency B borrowing: 

Example (1). Synthetic functional cur- 
rency liability (nonfunctional currency 
borrowing hedged with a swap). X, a U. S. 
corporation, has currency A as its func- 
tional currency. (The term "currency A" 
is used to designate a functional currency 
which, subject to the limitations of section 
985, can be the United States dollar or 
any other currency. ) On December 24, 
1987 (the trade date), X agrees to close 
the following transaction on December 31, 

DATE 
December 31, 1988 
December 31, 1989 
December 31, 1990 

CURRENCY A 

8 
8 

108 

CURRENCY B 
10 
10 

110 

is no OID on the deemed currency A bor- 
rowing. (4) X may deduct the annual in- 
terest payments of 8 currency A units under 
section 163(a) (subject to any limitations 
on deductibility imposed by other provi- 
sions of the Code) according to its regular 
method of accounting. X has also paid 100 
currency A units as a return of principal 

DA TE 
December 31, 1988 
December 31, 1989 
December 31, 1990 

CURRENCY A 
9. 81 
9. 64 

104. 07 

CURRENCY B 
10 
10 

110 

received on December 31, 1987 for the 
100 units of borrowed currency B. Ac- 
cordingly, the issue price under section 
1273 (b)(2) is 99. 96 currency A units. (2) 
The total amount of interest and principal 
paid by X with respect to the deemed cur- 
rency A borrowing is equal to the cur- 
rency A payments made by X under the 
forward purchase contracts (i. e. , 9. 81 cur- 
rency A units in 1988, 9. 64 currency A 
units in 1989 and 104. 07 currency A units 
in 1990). (3) The deemed currency A bor- 
rowing is an installment obligation within 
the meaning of section 1. 1273 — 1(b)(2)(i) 
of the proposed regulations and its stated 
redemption price at maturity (defined in 
section 1273(a)(2) and 51. 1273-1(b)(2)(ii) 

The interest rate on the borrowing is set 
and the exchange rates on the forward 
contracts are fixed on December 24, 1987. 

On December 31, 1987, X borrows 100 
currency B units and exchanges such units 
for 99. 96 currency A units. Assume X sat- 
isifies the identification and verification 
requirements of section 3 of this notice. 

The currency B borrowing (which con- 
stitutes a qualifying transaction under sec- 

'tion 2(b) of this announcement) and the 
series of forward contracts (which consti- 
tute a hedge under section 2(c)) are a 
qualified hedging transaction under sec- 
tion 2(a). Accordingly, the currency B 
borrowing and the forward contracts are 
integrated and treated as one transaction 
with the following consequences: (1) The 
integration of the currency B borrowing 
and the forward contracts results in a 
deemed currency A borrowing in an 
amount equal to the 99. 96 currency A units 

of the proposed regulations as the sum of 
all payments to be made under the bor- 
rowing other than qualified periodic in- 
terest) is 99. 96 currency A units (i. e. , under 
t)1. 1273 — 1(b)(1)(ii), 8. 00 units of the cur- 
rency A payment in 1988, 7. 86 units of 
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The interest rate on the borrowing is set 
and the exchange rates on the swap are 
fixed on December 24, 1987. 

On December 31, 1987, X borrows the 
100 currency B units and swaps such units 
for 100 currency A units. Assume X has 
satisfied the identification and verification 
requirements of section 3 of this notice. 

The currency B borrowing (which con- 
stitutes a qualifying transaction under sec- 
tion 2(b) of this announcement) and the 
swap agreement (which constitutes a hedge 
under section 2(c)) are a qualified hedging 
transaction as defined in section 2(a). Ac- 
cordingly, the currency B borrowing and 
the swap are integrated and treated as one 
'transaction with the following conse- 
quences: (1) The integration of the cur- 
rency B borrowing and the swap results 
in a deemed currency A borrowing in an 
amount equal to the 100 currency A units 
received on December 31, 1987 in ex- 
change for the 100 units of currency B. 
Accordingly, the issue price under section 
1273(b)(2) is 100 currency A units. (2) 
The total amount of interest and principal 
paid by X with respect to the deemed cur- 

rency A borrowing is equal to the cur- 

rency A payments made hy X under the 

swap agreement (i. e. , 8 currency A units 

in 1988, 8 currency A units in 1989 and 

108 currency A units in 1990). (3) The 
stated redemption price at maturity (de- 
fined in section 1273(a)(2) and $1. 1273- 
1(b)(1) of the proposed regulations as the 
amount payable at maturity other than a 
payment of qualified periodic interest) is 
'100 currency A units. Since the stated re- 
demption price equals the. issue price, there 



in 1989, (of which 2. 03 currency A units 
constitutes OID), and 8. 32 currency A 
units in 1990, (of which 2. 20 currency A 
units constitutes OID), The amount of the 
final payment in excess of the total inter- 
est expense is a return of principal and 
a payment of previously accrued OID. 
(5) X must allocate and apportion its in- 
terest expense under section 1. 861 — 8 of 
the regulations (subject to section 864(e) 
of the Code). 

Example (4). Synthetic functional cur- 
rency asset (nonfunctional currency de- 

nominated debt instrument hedged with 

forward contracts) — higher interest rate 
currency. X, a U. S. corporation, has cur- 

rency A as its functional currency. (The 
term "currency A" is used to designate a 
functional currency which, subject to the 

limitations of section 985, can be the United 
States dollar or any other currency. ) On 
December 24, 1987, (the trade date) when 
the spot rate is one unit of currency A 
equals one unit of currency B, X enters 
into a forward contract to purchase 100 
units of currency B forward from a bank 
in exchange for 99. 96 units of currency A 
for delivery on December 31, 1987. The 
100 units of currency B is to be used for 
the purchase of a currency B denominated 

debt instrument on December 31, 1987. 
The instrument will have a term of 3 years, 
an issue price of 100 currency B units, and 
will bear interest at 10 percent, payable 
annually, with no repayment of principal 
until the final installment. X also enters 
(on December 24, 1987) into a series of 
forward contracts to sell the currency B 
interest and principal payments for cur- 
rency A according to the following sched- 
ule: 

the currency A payment in 1989, and 7. 71 
units of the currency A payment 1990 are 
treated as qualified periodic interest pay- 
ments). Since the stated redemption price 
at maturity is equal to the issue price, 
under section 1273(a)(1) there is no OID 
on the deemed currency A borrowing. (3) 
The yield to maturity (as defined in 
51. 1272 — (1(f) of the proposed regula- 
tions) of the deemed currency A borrow- 
ing is 8. 00 percent, compounded annually. 
(4) Therefore, assuming X is a calendar 
year taxpayer, it may deduct as interest 
expense under section 163(a) (subject to 
any limitations on deductibility imposed 
by other provisions of the Code) 8. 00 cur- 
rency A units in 1988, 7. 86 currency A 
units in 1989, and 7. 71 currency A units 

of 1990. The remainder of each payment 

is a return of principal. (5) X must allocate 

and apportion its interest expense under 

section 1. 861 — 8 of the regulations (subject 
to section 864(e) of the Code). 

Example (3). Synthetic functional cur- 

rency liability (nonfunctional currency 
borrowing hedged with forward con- 
tracts) — lower interest rate currency. The 
facts are the same as example 2, except 
the interest rate on the currency B bor- 

rowing is 6 percent, payable annually, and 

the amount of currency A units received 
in exchange for the proceeds of the cur- 

rency B borrowing pursuant to the terms 

of the forward contract is 100. 04. X pur- 

chases currency B forward, in exchange 
for currency A, pursuant to the following 

schedule: 

DA TE 
December 31, 1988 
December 31, 1989 
December 31, 1990 

CURRENCY B 
6 
6 

106 

CURRENCY A 
6. 12 
6. 23 

112. 16 

ri1. 1273 — 1(b)(1)(ii), 6. 12 units of the cur- 
rency A payments in 1988, 1989 and 1990 
are qualified periodic interest payments). 
Since the stated redemption price at ma- 
turity exceeds the issue price, under sec- 
tion 1273(a)(1) the deemed currency A 
borrowing has OID equal to 6. 11 currency 
A units. (4) The yield to maturity of the 
deemed currency A borrowing is 8. 00 per- 
cent, compounded annually. Assuming X 
is a calendar year taxpayer, it may deduct 
as interest expense 8. 00 currency A units 
in 1988, (of which 1. 88 currency A units 
constitutes OID), 8. 15 currency A units 

CURRENCY A 
9. 81 
9. 64 

104. 07 

DA TE 
December 31, 1988 
December 31, 1989 
December 31, 1990 

CURRENCY B 
10 
10 

110 

section 2(b) of this announcement) and 
the series of forward contracts (which 
constitute a hedge under section 2(c)) are 
a qualified hedging transaction under sec- 
tion 2(a). Accordingly, the currency B de- 
nominated debt instrument and the 
forward contracts are integrated and 
treated as one transaction with the fol- 
lowing consequenced: (1) The integration 
of the currency B denominated debt in- 

strument and the forward contracts re- 
sults in a deemed currency A denominated 
debt instrument in an amount equal to the 

The rate of return on the currency B de- 
nominated debt instrument and the ex- 
change rates on the forward contracts are 
fixed on December 24, 1987. On Decem- 
ber 31, 1987, (the settlement date) X takes 
delivery of the 100 units of currency B 
and purchases the currency B denomi- 
nated debt instrument. Assume X satisfies 
the identification and verification require- 
ments of section 3 of this notice. 

The purchase of the currency B de- 
nominated debt instrument (which con- 
stitutes a qualifying transaction under 

The currency B borrowing (which con- 
stitutes a qualifying transaction under sec- 
tion 2(b)) and the series of forward 
contracts (which constitute a hedge under 
section 2(c)) are a qualified hedging trans- 
action under section 2(a). Accordingly, 
the currency B borrowing and the forward 
contracts are integrated and treated as one 
transaction with the following conse- 
quences: (1) The integration of the cur- 
rency B borrowing and the forward 
contracts results in a deemed currency A 
borrowing in an amount equal to the cur- 

rency A units received on December 31, 
1987 for the 100 units of borrowed cur- 
rency B. Accordingly, the issue price un- 

der section 1273(b)(2) is 100. 04 currency 
A units. (2) The total amount of interest 
and principal paid by X with respect to 
the deemed currency A borrowing is equal 
to the currency A payments made by X 

. under the forward purchase contracts (i. e. , 
6. 12 currency A units in 1988, 6. 23 cur- 

rency A units in 1989, and 112. 16 cur- 

rency A units in 1990). (3) The deemed 
currency A borrowing is treated as an in- 

stallment obligation within the meaning 
of $1. 1273 — 1(b)(2)(i) of the proposed reg- 
ulations, and its stated redemption price 
at maturity (defined in section 1273(a)(2) 
of the Code and $1. 1273 — 1(b)(2)(ii) of the 
proposed regulations as the sum of all 

payments to be made under the borrow- 

ing other than qualified periodic interest) 
is 106. 15 currency A units (i. e. , under 
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(as defined in tt1. 1272 — 1(f) of the pro- 

posed regulations) of the deemed cur- 

rency A denominated debt instrument is 

8. 00 percent, compounded annually. As- 

suming X is a calendar year taxpayer, it 

must include interest income of 8. 00 cur- 

rency A units in 1988, 7. 86 currency A 
units in 1989 and 7. 71 currency A units 

in 1990. The remainder of each payment 
received is a payment of principal. (5) The 
Source of the interest income (stated in 

(4) above) shall be determined by apply- 
ing sections 861(a)(1) and 862(a)(1) with 

reference to the currency B denominated 
interest income that would have been re- 
ceived had the transaction not been in- 

tegrated. 
Example (5). Synthetic functional cur- 

rency asset (nonfunctional currency de- 

nominated debt instrument hedged with 

forward contracts) — lower interest rate 
currency. The facts are the same as in 

example 4, except the interest rate on the 
currency B denominated debt instrument 
is 6 percent, compounded annually, and 
on December 24, 1987 (the trade date), 
X enters into a forward contract to pur- 
chase 100 units or currency B in exchange 
for 100. 04 units of currency A for delivery 
on December 31, 1987. X sells forward 
the amount of currency B that will be re- 
ceived under the terms of the currency B 
denominated debt instrument according 
to the following schedule: 

Date 
December 31, 1988. 
December 31, 1989 
December 31, 1990 

Currency A 
6. 12 
6. 23 

112. 16 

Currency B 
6 
6 

106 

The currency B denominated debt in- 

strument (which constitutes a qualifying 
transaction under section 2(b) of this an- 

nouncement) and the series of forward 

contracts (which constitute a hedge under 
section 2(c)) are a qualified hedging trans- 

action under section 2(a). Accordingly, 
the currency B denominated debt instru- 

ment and the forward contracts are treated 

as one transaction with the following con- 

sequences: (1) The integration of the cur- 

rency B denominated debt instrument and 

the forward cntracts result in a deemed 
currency A denominated debt instrument 

in an amount equal to the currency A 
exchanged under the forward contract to 
purchase the units of currency B necesary 
to acquire the currency B denominated 
debt instrument. Accordingly, the issue 

price of the deemed currency A denom- 
inated debt instrument is 100. 04 currency 
A units (section 1273(b)(2) of the Code). 
(2) The total amount of interest and prin- 
cipal received by X with respect to the 
deemed currency A denominated debt in- 
strument is equal to the currency A units 
received under the forward sales contracts 
(i. e. , 6. 12 currency A units in 1988, 6. 23 
currency A units in 1989, and 112. 16 cur- 
rency A units in 1990). (3) The deemed 
currency A denominated debt instrument 
is an installment obligation within the 
meaning of li1. 1273 — 1(b)(2)(i) of the pro- 
posed regulations, and its stated redemp- 
tion price at maturity (defined in section 
1273(a)(2) of the Code and Iil. 1273- 
1(b)(2)(ii) of the proposed regulations as 
the sum of all payments to be made under 

currency A units exchanged under the 
forward contract to purchase the units of 
currency B necessary to acquire the cur- 
rency B denominated debt instrument. 
Accordingly, the issue price is 99. 96 cur- 
rency A units (section 1273(b)(2) of the 
Code). (2) The total amount of interest 
and principal received by X with respect 
to the deemed currency A denominated 
debt instrument is equal to the currency 
A units received under the forward sales 
contracts (i. e. , 9. 81 currency A units in 
1988, 9. 64 currency A units in 1989, and 
104. 07 currency A units in 1990). (3) The 
deemed currency A denominated debt in- 
strument is an installment obligation within 
the meaning of section 1. 1273 — 1 (b)(2)(i) 
of the proposed regulations, and its stated 
redemption price at maturity (defined in 
section 1273(a)(2) of the Code and 
(i1. 12731(b) (2)(ii) of the proposed reg- 
ulations as the sum of all payments to be 
made under the debt instrument other than 
qualified periodic interest) is 99. 96 cur- 
rency A units, (i. e. , under li1. 1273— 
1(b)(1)(ii) 8. 00 units of the currency A 
payment in 1988, 7. 86 units of the cur- 
rency A payment in 1989, and 7. 71 units 
of the currency A payment in 1990 are 
treated as qualified periodic interest pay- 
ments). Since the stated redemption price 
at maturity is equal to the issue price, 
under section 1273(a)(1) there is no OID 
on the deemed currency A denominated 
debt instrument. (4) The yield to maturity 

the debt instrument other than qualified 

periodic interest) is 106. 15 currency A units 

(i. e. , under $1273 — 1(b)(1)(ii) of the pro- 
posed regulations, 6. 12 units of the cur- 

rency A payments in 1988, 1989, and 1990 
are qualified periodic interest payments). 
Since the stated redemption price at ma- 

turity exceeds the issue price, under sec- 
tion 1273(a)(1) the deemed currency A 
denominated debt instrument has OID of 
6. 11 currency A units. (4) The yield to 
maturity of the deemed currency A debt 
instrument is 8. 00 percent, compounded 
annually. Assuming X is a calendar year 
taxpayer, it must include interest income 
of 8. 00 currency A units in 1988 (of which 

1. 88 currency A units constitutes OID), 
8. 15 currency A units in 1989 (of which 

2. 03 currency A units constitutes OID), 
and 8. 32 currency A units in 1990 (of which 

2. 20 currency A units consititutes OID). 
The amount of the final payment received 

by X in excess of the interest income in- 

cludible is a return of principal and a pay- 
ment of previously accrued OID. (5) The 
sources of the interest income (stated in 

(4) above) shall be determined by apply- 
ing section 861(a)(1) and 862(a)(1) with 
reference to the currency B denominated 
interest income that would have been re- 
ceived had the transaction not been in- 

tegrated. 

SECTION 5. TREATMENT OF A QUALIFYING 

TRANSACTION AND A HEDGE THAT FAIL TO 

QUALIFY AS A QUALIFIED HEDGING 

TRANSACTION 

Applicanon of sections 263(g), 1092 and 
1256. Sections 263(g), 1092 and 1256 of 
the Code and the regulations thereunder 
apply to a qualifying transaction and a 
hedge that fail to qualify under section 2 
of this announcement as a qualified hedg- 
ing transaction. 

SECTION 6. APPLICATION OF SECTIONS 
1441 AND 1442 

The provisions of this notice do not af- 
fect the obligation of any person to with- 
hold under sections 1441 and 1442 with 
respect to actual interest payments on a 
qualifying transaction. 

SECTION 7. CONTACT PERSONS 

For further information, contact Jef- 
frey Dorfman or Alice Armitage Neff at 
the Office of the Associate Chief Counsel 
(International), Internal Revenu Ser- 
vice, 1111 Constitution Avenue, N. W. , 
Washington, D. C. 20224 (Attn: 
CC: INTL: Br5); Telephone 202-566-3407 
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(not a toll free call). For information re- 
garding the application of the original is- 

sue discount rules to transactions described 
in this announcement, contact Theresa ' Bearman at the same address and phone 
number. 

SECTION 8. PAPERWORK REDUCTION ACT 

The collection of. information in this 
notice has been submitted to the Office 
of Management and Budget in accord- 
ance with the Paperwork Reduction Act 
of 1980 and has been approved by O. M. 
B. (Control No. 1545 — 0983). 

Treatment of Computer Software for 
Purposes of the Research Credit and the 
Deduction for Research and Experimental 

Expenditures 

Notice 87-12 

The Internal Revenue Service will pub- 
lish regulations addressing (i) the manner 
in which section 174 of the Internal Rev- 
enue Code treats software development 
costs, and (ii) the manner in which section 
41 of the Code treats internal use software 
development costs incurred in taxable years 
beginning after December 31, 1985. 

Section 221 of the Economic Recovery 
Tax Act of 1981, 1981-2 C. B. 256, 293, 
enacted a predecessor of section 41 of the 
Code to proinde a nonrefundable income 
tax credit for certain increases in qualified 
research expenses paid or incurred in car- 
rying on an existing trade or business. For 
taxable years beginning before January, 1, 
1986, the definition of research expenses 
eligible for the credit is determined by 
reference to section 174. Final regulations 
under section 174 will clarify that software 
development costs qualify as research ex- 
penses eligible for the credit under the 
same standards as apply to the costs of 
developing other products and processes. 

For taxable years beginning after De- 
cember 31, 1985, section 231 of the Tax 
Reform Act of 1986, 1986-3 (Vol. 1) C. B. 
1, 87, establishes a new definition of qual- 

ified research expenses for purposes of the 

credit for increasing research activities. 
Under section 41(d)(4)(E) of the Code, 
except to the extent provided in regula- 

tions, qualified research generally does not 
include research with respect to computer 
software developed by or for the benefit 

of the taxpayer primarily for the taxpay- 
er's own internal use, other than for use 

in (1) qualified research (other than the 
development of the internal use software 

itself) undertaken by the taxpayer, or (2) 

a production process that meets the re- 

quirements in section 41(d)(1) for quali- 

fied research. 
Regulations to be issued under section 

41(d)(4)(E) will provide an exception to 
the provisions of that section for certain 

internal use software. The regulations will 

be effective for taxable years beginning 
after December 31, 1985, and will reflect 
the legislative history of that provision. 
See 2 H. R. Rep, No. 99 — 841 (Conf. Rep. ); 
99th Cong. , 2d Sess. II — 73 to — 74 (1986). 

Employee Plans — Miscellaneous Tax Reform 

Changes 

Notice 87-13 

This notice provides guidance, in the 
form of questions and answers, with re- 
spect to certain provisions of the Tax Re- 
form Act of 1986 (TRA'86) dealing with 
the annual limit on elective deferrals un- 

der section 402(g) of the Internal Reve- 
nue Code, the rules governing the taxation 
of qualified plan distributions under sec- 
tion 72, the rollover rule for partial dis- 
tributions under section 402(a)(5), the 50 
percent estate tax deduction for sales of 
employer securities to employee stock 
ownership plans under section 2057, the 
transition rule under which certain lump 
sum distributions received before March 
16, 1987 may be treated as received in 
1986, and the extension of section 457 to 
deferred compensation plans of tax-ex- 
empt organizations. 

Until further guidance is published, the 
guidance provided by these questions and 
answers may be relied on by taxpayers to 
design and administer plans and to de- 
termine the tax treatment of plan contri- 
butions and distributions. The Service will 

apply the questions and answers in issuing 
determination letters, opinion letters, and 
other rulings and in auditing returns with 
respect to taxpayers and plans. If future 
guidance is more restrictive than this no- 
tice, such guidance will be applied without 
retroactive effect. No inference should be 
drawn, however, regarding issues not ad- 
dressed in this notice which may be sug- 
gested by a particular question and answer 
or as to why certain questions, and not 
others, are included. Retroactive protec- 
tion will not necessarily be afforded with 
respect to any such inferred guidance. 
Many issues relating to the rules discussed 
in this notice are not addressed in this 
notice. Further guidance will be provided 
regarding many of these issues. 

A. Code Section 402(g) (TRA'86 Sec. 
1105) 

0 — 1: What does section 402(g) of the 
Code provide? 

A — 1: Section 1105 of TRA'86 adds sec- 
tion 402(g) to the Code to limit the extent 
to which an individual's elective deferrals 
under a qualified cash or deferred ar- 
rangement (section 401(k)), a tax-shel- 
tered annuity program (section 403(b)), 
or a simplified employee pension (section 
408(k))~fo taxable year of the individual 

may be excluded from the individual's gross 
income for such year under sections 
402(a)(8), 403(b), and 402(h), respec- 
tively. 

The annual limit on the exclusion of 
elective deferrals under sections 402(a)(8), 
403(b), and 402(h) for any taxable year 
of an individual is $7, 000 (indexed begin- 

ning in 1988 as provided under section 
415(d)). This $7, 000 amount is increased 
(but not above $9, 500) for any taxable 
year of an individual to the extent that 
the individual has elective deferrals ex- 
cluded under section 403(b) for such year. 
Thus, for example, an individual may have 

$7, 000 in elective deferrals under a cash 
or deferred arrangement and an addi- 
tional $2, 500 in elective deferrals under a 
tax-sheltered annuity for the same year. 
The $7, 000/$9, 500 limit (as it applies to 
elective deferrals under section 403(b)) is 
increased for certain long-service individ- 
uals employed by certain tax-exempt or- 
ganizations under section 402(g)(8). Special 
rules under sections 457(c)(2) and 
501(c)(18)(D) coordinate amounts de- 
ferred under section 457 and elective de- 
ferrals under section 501(c)(18) with the 
section 402(g) limits. 

Section 402(g) also provides special rules 
permitting the distribution of excess elec- 
tive deferrals for a year by April 15 of the 
following calendar year. Only elective de- 
ferrals that are included in the gross in- 
come of an individual on account of the 
section 402(g) limit may be distributed 
under these rules. In addition, even though 
excess elective deferrals are distributed 
under these special rules, such excess 
elective deferrals are taken into account 
under section 415, section 401(k)(3), and 
any other nondiscrimination test appli- 
cable to elective deferrals. Future guid- 
ance will limit the extent to. which excess 
elective deferrals by employees who are 
not highly compensated employees (as 
defined in section 414(q)) may be taken 
into account under section 401(k)(3) and 
other nondiscrimination rules. 
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Q — 2: Which elective deferrals are sub- 
ject to section 402(g)? 

A — 2: Section 402(g) limits the other- 
wise permitted exclusion from gross in- 
come of elective deferrals of individ- 
uals under section 402(a)(8), section 
402(h)(1)(B), and section 403(b). These 
sections permit individuals to avoid con- 
structivt: receipt on amounts deferred at 
their elections under qualified cash or de- 
ferred arrangements, simplified employee 
pensions, and tax-sheltered annuities, re- 
spectively. Thus, for purposes of applying 
section 402(g) to an individual's elective 
deferrals for a taxable year of the indi- 
vidual, any deferrals that, but for sections 
402(a)(8), 402(h)(1)(B), and 403(b), would 
have been received or treated as received 
by the individual (and thus included in the 
individual's gross income) for the taxable 
year are to be treated as elective deferrals 
for such year. 

Example. Assume that a participant in 
a qualified cash or deferred arrangement 
is permitted to elect, on or before De- 
cember 31, 1987, to defer a specified per- 
centage of regular salary for 1988. The 
employee elects to defer 10 percent of his 
otherwise payable salary for 1988. But for 
section 402(a)(8), such elective deferrals 
would have been treated as received by 
the employee during 1988, i. e. , when they 
would have been actually received but for 
the deferral. Accordingly, such elective 
deferrals are subject to the section 402(g) 
limit for the employee's 1988 taxable year. 

Q — 3: When is section 402(g) effective? 
A — 3: Section 402(g) applies to elective 

deferrals for taxable years of individuals 

beginning after December 31, 1986. How- 

ever, a special rule defers the effective 
date for an individual's elective deferrals 
made pursuant to a collective bargaining 
agreement between employee represen- 
tatives and one or more employers that 
was ratified before March 1, 1986. The 
special rule provides that section 402(g) 
does not apply to such elective deferrals 
for an individual's taxable years beginning 

before the earlier of (i) the termination 

date of the collective bargaining agree- 

ment with respect to which the elective 
deferral is made, or (ii) January I, 1989. 
The termination date of a collective bar- 

gaining agreement is to be determined 

without regard to any extension thereof 
after February 28, 1986. See Q&A-4 for 
application of these effective dates to an 

individual who makes both elective de- 
ferrals pursuant to a collective bargaining 
agreement and elective deferrals not pur- 
suant to a collective bargaining agree- 

ment. See Q&A — 6 & Q&A — 7 for a 

transition rule relating to partners of fiscal 

year partnerships, and Q&A — 8 & Q&A— 

9 for a transition rule relating to elective 

deferrals of 1987 payments attributable to 
1986 services. 

Example l. An employee is repre- 
sented by Union A and, under the terms 

of the collective bargaining agreement ne- 

gotiated by Union A with the employer, 
such employee is eligible to make elective 
deferrals under a qualified cash or de- 

ferred arrangement maintained by the 

employer. The collective bargaining 
agreement was ratified on November I, 
1985 and will terminate on October 31, 
1988. The employee's taxable year is the 
calendar year. Because October 31, 1988 
is the termination date of the cofiective 
bargaining agreement under which the 
employee's elective deferrals are made, 
the elective deferrals made by the em- 

ployee out of amounts that would have 

been received by the employee in calen- 
dar year 1987 and 1988 (but for section 

402(a)(8)) are not subject to section 402(g). 
However, the employee's elective defer- 
rals out of amounts that would have been 
received by the employee in calendar year 
1989 (but for section 402(a)(8)) will be 
subject to section 402(g). 

Example 2. Assume the same facts as 

example I, except that the employer per- 
mits employees who are not represented 
by Union A or by any other union also 
to make elective deferrals under the same 
qualified cash or deferred arrangement. 
Even though such employees participate 
in the same qualified cash or deferred ar- 
rangement as the employees who are rep- 
resented by Union A (and without regard 
to the percentage of the total eligible em- 

ployees under the arrangement that is 
represented by Union A or any other 
union), the elective deferrals made by such 

employees do not qualify for the special 
rule deferring the effective date. Thus, 
such employees' elective deferrals for tax- 
able years beginning after December 31, 
1986 are subject to section 402(g). 

Example 3. Assume the facts as ex- 
ample I, except that employees who are 
represented by Union B also participate 
in the same qualified cash or deferred 
arrangement. The participation of these 
employees in the arrangement was ne- 

gotiated under a collective bargaining ag 
reement ratified on January 1, 1984 and 
scheduled to terminate on December 31, 
1987. Even though Union A's collective 
bargaining agreement will not terminate 
until October 31, 1988, the elective de- 
ferrals of the employees represemed by 

Union B out of amounts that would have 

been received during calendar year 1988 
(but for section 402(a)(8)) will be subject 
to section 402(g). 

Q — 4: How does section 402(g) apply to 
an individual who has two classes of elec- 
tive deferrals under qualified cash or de- 

ferred arrangements if one class of elective 

deferrals is pursuant to a collective bar- 

gaining agreement and the other class is 

not pursuant to a collective bargaining 
agreement? 

A — 4: Section 402(g) applies to elective 
deferrals that are not pursuant to a col- 
lective bargaining agreement for taxable 
years of the individual taxpayer beginning 
after December 31, 1986. This is the case 
even if such elective deferrals are under 

a cash or deferred arrangement to which 

all other elective deferrals for all other 
participants are pursuant to a coHective 

bargaining agreement. Also, this is the 
case even if the individual taxpayer also 
has elective deferrals pursuant to a col- 
lective bargaining agreement under the 
same or a different cash or deferred ar- 
rangement and section 402(g) does not 

apply to such other deferrals until a sub- 

sequent taxable year. In addition, in 
determining the extent to which an indi- 

vidual's elective deferrals that are not 
pursuant to a collective bargaining agree- 
ment are in excess of the section 402(g) 
limit, elective deferrals that are pursuant 
to such an agreement are taken into ac- 
count and thus are applied against the limit 

before the elective deferrals not pursuant 
to such an agreement. 

Example. For calendar year 1987, an 

employee has $3, 000 in elective deferrals 
pursuant to a collective bargaining agree- 
ment that is scheduled to terminate on 
June 30, 1988 and $6, 000 in elective de- 
ferrals that are not pursuant to a collective 
bargaining agreement. In applying the 
$7, 000 limit under section 402(g) for 1987 
to this employee, the employee is treated 
as having $2, 000 in excess deferrals. If the 
employee had $8, 000 (rather than $3, 000) 
in elective deferrals pursuant to the col- 
lective bargaining agreement, the em- 

ployee would be treated as having $6, 000 
in excess deferrals for calendar year 1987. 

Q — 5: How does section 402(g) apply to 
a qualified cash or deferred arrangement 
that is part of a qualified plan with a plan 
year other than the calendar year? 

A — 5: Section 402(g) limits the other- 
wise permitted exclusion from gross in- 
come of elective deferrals by individual 
taxpayers under sections 402(a)(8), 
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402(h)(1)(B), and 403(b). Section 402(g) 
thus applies on the basis of the individual 
taxpayer's taxable year to amounts that 
would have been received or treated as 
received (and thus included in the indi- 
vidual's income) for such year but for the 
application of one of these exclusions. 
Section 402(g) applies without regard to 
the plan year of the. . cash or deferred ar- 
rangement or other plan or arrangement 
under which the elective deferral is made, 
without regard to when the employee elects 
to make the deferral, and without regard 
to when the elective deferral is contrib- 
uted to the arrangement or plan. As a 
result, elective deferrals that are subject 
to the section 402(g) limit for a single tax- 
able year of an individual taxpayer may 
relate to two different years for other pur- 
poses (e. g. , nondiscrimination or section 
415 purposes), and elective deferrals that 
relate to one plan year for certaiii pur- 
poses may be subject to the section 402(g) 
limit for two different taxable years of the 
individual taxpayer. 

Example. An employee with a calendar 
year taxable year is eligible to make elec- 
tive deferrals under a qualified cash or 
deferred arrangement that is part of a 
qualified plan established on July 1, 1987 
with a plan year ending June 30. Elective 
deferrals under the cash or deferred ar- 
rangement are made out of the em- 
ployee's regular weekly salary. Elective 
deferrals made out of weekly salaries that 
would have been received by the em- 
ployee in the last half of calendar year 
1987 (i. e. , after June 30, 1987) are subject 
to section 402(g) for calendar year 1987, 
and elective deferrals made out of weekly 
salaries that would have been received by 
the employee in the first half of calendar 
year 1988 (i. e. , before June 30, 1988) are 
subject to section 402(g) for calendar year 
1988. This is the case even if all of these 
elective deferrals are taken into account 
for the same plan year for purposes of 
applying section 401(k) and the other ap- 
plicable qualification rules to the cash or 
deferred arrangement and the plan of 
which the arrangement is a part. 

Q — 6: How does section 402(g) apply to 
partners of a fiscal year partnership for 
the first taxable year of the partnership 
ending after December 31, 1986? 

A — 6: Section 1105(c)(4) of TRA'86 
contains a special rule applicable to an 
individual taxpayer who is a partner in a 
fiscal year partnership if the first taxable 
year of the partnership ending after De- 

cember 31, 1986 includes some portion of 
calendar year 1986. Under the special rule, 

solely for purposes of applying section 

402(g) to such partner for such first tax- 
able year of the partnership, the partner's 
elective deferrals are to be spread ratably 
over such entire first taxable year. But for 
this special rule, such elective deferrals 
would be treated as having occured, for 
purposes of section 402(g); on the last day 
of the partnership year (i. e. , the day on 
which such deferrals would have been 
treated as received for tax purposes by 
the partner but for the application of sec- 
tion 402(a)(8)). 

This special rule applies without regard 
to (i) whether the qualified cash or de- 
ferred arrangement is part of a plan with 
a plan year that is the same as or different 
from the partnership's taxable year, (ii) 
whether the partnership uses a limitation 
year for purposes of section 415 that is 
the same as or different from the part- 
nership's taxable year or the plan's plan 
year, (iii) whether the partner make the 
deferral election in calendar year 1986, or 
(iv) when the elective deferral is contrib- 
uted to the plan. 

If an individual taxpayer with a cal- 
endar year taxable year (i) is a partner in 
a partnership with a fiscal taxable year 
that includes December 31, 1986, and (ii) 
does not have elective deferrals in excess 
of the "applicable amount" (as set forth 
in the following table) for the first taxable 
year of the partnership ending after De- 
cember 31, 1986 with respect to qualified 
cash or deferred arrangements (and SEPs) 
maintained by the partnership, then no 
more than $7, 000 of the elective deferrals 
for such first taxable year of the partner- 
ship under such qualified cash or deferred 
arrangements (and SEPs) will be alloca- 
ble to the partner's 1987 taxable year for 
purposes of applying section 402(g). In 
such case, the partner will not be treated 
as having deferrals in excess of $7, 000 for 
such first taxable year of the partnership 
with respect to cash or deferred arrange- 
ments (and SEPs) maintained by the part- 
nership. The following "applicable 
amounts" apply only if such first'taxable 
year of the partnership is twelve calendar 
months. Also, a partner may be precluded 
from having elective deferrals as large as 
an "applicable amount" on account of 
other limits (e. g. , section 415). 

Close of the Partnership's 
Fiscal Year 
January 31, 1987 
February 28, 1987 
March 31, 1987 
April 30, 1987 
May 31, 1987 
June 30, 1987 
July 31, 1987 
August 31, 1987 
September 30, 1987 
October 31, 1987 
November 30, 1987 

Applicable Amount 
$84, 000. 00 
$42, 000. 00 
$28, 000. 00 
$21, 000. 00 
$16, 800. 00 
$14, 000. 00 
$12, 000. 00 
$10, 500. 00 
$9, 333. 33 
$8, 400. 00 
$7, 636. 36 

If the first taxable year of a fiscal year 
partnership ending after December 31, 
1986 is shorter than 12 calendar months, 
the "applicable amount" for such taxable 
year is equal to the quotient determined 
by dividing (i) the product of $7, 000 times 
the number of calendar months in such 
partnership taxable year, by (ii) the num- 
ber of the 1987 calendar months that end 
with or within such first taxable year of 
the partnership. Thus, for example, the 
applicable amount for a ten-month part- 
nership taxable year ending May 31, 1987 
is $14, 000 (i. e. , ($7, 000 x 10)/5)). 

Example l. An individual taxpayer with 
a calendar year taxable year is a partner 
in a partnership with a 12-month taxable 
year ending May 31, 1987. The partner 
participates in a qualified cash or deferred 
arrangement that is part of a plan with a 
plan year ending on May 31. For the part- 
nership year ending May 31, 1987, the 
partner has $20, 000 in elective deferrals. 
Under the special rule, 7/12ths of the 
$20, 000 (i. e. , $11, 666. 67) is allocable to 
the 1986 portion of the partnership's tax- 
able year and thus is not subject to the 
section 402(g) limit for the partner's 1987 
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taxable year, and 5/12ths of the $20, 000 
(i. e. , $8, 333. 33) is allocable to the 1987 
portion of the partnership's taxable year 
and thus is subject to the section 402(g) 
limit for the partner's 1987 taxable year. 
Thus, $1, 333. 33 of the $20, 000 in elective 
deferrals for the partnership year ending 
May 31, 1987 is treated as an excess de- 
ferral for, the partner's 1987 taxable year. 
Nevertheless, the entire $20, 000 elective 
deferral is to be taken into acount for non- 
discrimination and section 415 purposes 
under the generally applicable rules as 
though this special rule for purposes of 
applying section 402(g) did not apply. 

Example 2. Assume the same facts as 
example 1, except that the individual tax- 
payer also is a common law employee for 
an employer that is unrelated to the part- 
nership and, as an employee of such un- 

related employer, participates in a qualified 
cash or deferred arrangement maintained 
by such employer. For the calendar year 
1987, the individual-employee has $2, 000 
in elective deferrals to the qualified cash 
or deferred arrangement of the employer. 
Thus, the individual taxpayer has a total 
of $10, 333. 33 in elective deferrals for his 
1987 taxable year (i. e. , $8, 333. 33 as a 
partner and $2, 000 as an employee), which 

creates an excess deferral of $3, 333. 33 for 
calendar year 1987. 

Example 3. Assume the same facts as 
example 1, except that the partnership 
elects a short taxable year ending Decem- 
ber 31, 1987 following its taxable year 
ending May 31, 1987. For the short tax- 
able year, the partner has $4, 000 in elec- 
tive deferrals under the cash or deferred 
arrangement. Thus, the partner is treated 
as having a total of $12, 333. 33 ($8, 333. 33 
plus $4, 000) in elective deferrals for cal- 
endar year 1987, thereby generating an 
excess deferral of $5, 333. 33 for such part- 
ner's 1987 taxable year. 

Q-7: Does section 1105(c)(4) of TRA'86 
alter the otherwise applicable limits under 
section 402(g) or section 415? 

A — 7: No. Section 1105(c)(4) of TRA'86 
does not alter any of the limits that apply 
to elective deferrals (including, for ex- 

ample, sections 402(g) and 415). Instead, 
merely for purposes of applying the gen- 

erally applicable section 402(g) limit, sec- 
tion 1105(c)(4) reduces the extent to which 

elective deferrals for the first fiscal year 
of a partnership ending after 1986 are sub- 

ject to the section 402(g) limit for 1987 
by allocating a portion of such elective 
deferrals to the 1986 portion of such fiscal 

year. Relief is provided in this fashion 
because, unlike other limits, the section 

402(g) limit applies on the basis of the 

individual partner's own taxable year to 
elective deferrals of the partner under all 

cash or deferred arrangements, SEPs, and 

tax-sheltered annuities in which the part- 

ner participates, including those main- 

tained by unrelated employers or 
partnerships. 

Q — 8: How does section 402(g) apply to 
an elective deferral under a qualified cash 

or deferred arrangement of compensation 
attributable to service performed by the 

employee during 1986 but not payable to 
the employee until calendar year 1987? 

A — 8: Section 1105(c)(5) of TRA'86 
provides a special rule for the treatment 

of certain elective deferrals for calendar 

year 1987 to the extent such deferrals are 
with respect to a qualified cash or de- 

ferred arrangement, are out of compen- 
sation (e. g. , regular salary, commissions, 
and bonuses) attributable to 1986 service 

by the employee, and certain other con- 

ditions are satisfied (see Q&A — 9). This 
special rule is not available for elective 
deferrals of an individual taxpayer as a 
partner in a partnership. 

Elective deferrals within section 1105 

(c)(5) of TRA'86 are not subject to the 
section 402(g) limit for the first taxable 
year of the employee beginning after De- 
cember 31, 1986, and will not be taken 
into account in applying section 402(g) to 
any other elective deferrals. 

Example. A calendar year employee 
participates in a qualified cash or deferred 
arrangement under which the employee 
is eligible to defer a portion of a bonus to 
be paid after December 31, 1986 and be- 
fore January 31, 1987 and attributable to 
services performed by the employee in 

calendar year 1986. Before the end of 1986, 
the employee elects to defer the lesser of 
50 percent or $10, 000 of the bonus pay- 
ment. Assuming that the bonus payment 
for this employee is at least $20, 000, the 
employee has a $10, 000 elective deferral 
with respect to the bonus payment. Under 
the general rule of section 402(g), this 
$10, 000 elective deferral would be treated 
as an elective deferral for calendar year 
1987 because it would have been received 
by the employee during calendar year 1987 
(but for section 402(a)(8)). However, un- 

der the special rule of section 1105(c)(5) 
of TRA'86, the $10, 000 is not subject to 
the section 402(g) limit for the 1987 cal- 
endar year. 

Q — 9: Which elective deferrals are within 

the special rule of section 1105(c)(5) of 
TRA'86? 

A — 9: The special rule of section 

1105(c)(5) of TRA'86 is available for cer- 
tain elective deferrals with respect to a 
qualified cash or deferred arrangement out 
of compensation that would have been 
received (but for section 402(a)(8)) dur- 

ing calendar year 1987 to the extent that 

such compensation is attributable to ser- 

vices performed by the employee during 

calendar year 1986. An employee's elec- 
tive deferrals are not within the special 
rule of section 1105(c)(5) of TRA'86 un- 

less each of the following conditions is 

satisfied: 

(i) On August 16, 1986, the qualified 

cash or deferred arrangement permitted 
the employee to elect to defer all or a 
portion of compensation that is attribut- 

able to 1986 services and to be paid in 

1987; 
(ii) The elective deferral is out of com-. 

pensation with respect to which, on Au- 

gust 16, 1986, the qualified cash or deferred 
arrangement permitted the employee to 
make a deferral election; 

(iii) The elective deferral is pursuant to 
an election that, under the terms of the 
qualified cash or deferred arrangement on 
August 16, 1986, applied to the compen- 
sation out of which the elective deferral 
is made; 

(iv) The elective deferral is pursuant to 
a deferral election that the employee ac- 
tually made before January 1, 1987 by 
specifying the percentage or dollar amount 
of the compensation to be deferred; 

(v) The elective deferral is out of com- 
pensation that is attributable to services 
performed by the employee during cal- 
endar year 1986; 

(vi) The elective deferral is out of com- 
pensation that would have been-received 
by the employee (but for section 402(a)(8)) 
during 1987; 

(vii) The elective deferral is out of com- 
pensation that the employer maintaining 
the cash or deferred arrangement accrued 
(as determined for purposes of section 461) 
before January 1, 1987 (or would have 
accrued by such date if the employer ac- 
tually used the accrual meth'od of ac- 
counting); 

(viii) The elective deferral is contrib- 
uted during calendar year 1987 to the plan 
of which the qualified cash or deferred 
arrangement is a part; and 

(ix) The elective deferral is taken into 
account for all other purposes (including 
nondiscrimination purposes under section 
401(k)(3) and limitation purposes under 
section 415) for the plan or limitation year 
in the manner that it would have been 
taken into account under the terms, pro- 
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cedures, or practices of the plan on Au- 
gust 16, 1986, as if the special rule of section 
1105(c)(5) of TRA'86 had not been en- 
acted or did not apply to such deferral. 

Q-10: Must a cash or deferred arrange- 
ment be amended to limit each individ- 
ual's elective deferrals to the section 402(g) 
limit in order to satisfy sections 401(a) and 
401(k)? 

A-10: No. However, if an individual 

taxpayer makes elective deferrals in ex- 
cess of the applicable limit for a taxable 
year under cash or deferred arrangements 
(and SEPs and tax-sheltered annuities) 
maintained by the same employer (deter- 
mined after application of subsections (b), 
(c), (m), (n), and (o) of section 414), the 
employer will have employment tax lia- 

bility with respect to such excess elective 
deferrals. For purposes of applying any 
such employment tax provisions, the first 

elective deferrals for a taxpayer's taxable 
year are treated as the excess deferrals 
for such year. 

B. Section 72 of the Code (Section 1122 
of TRA'86) 

Q — 11: How are the basis recovery rules 
of section 72(e) modified by TRA'86? 

A-11: TRA'86 modifies section 72(e) 
as it applies to distributions before the 
annuity starting date ("nonannuity distri- 
butions") from trusts and contracts that 
are described in section 72(e)(5)(D) (other 
than individual retirement accounts and 
annuities) by providing that such distri- 
butions shall be included in gross income 
except to the extent they are allocable to 
the taxpayer's investment in the trust or 
contract. Section 72(e)(8)(B) provides that 
the portion of any distribution that is al- 

locable to the taxpayer's investment in the 
trust or contract shall be (i) the portion 
of the distribution that bears the same 
ratio to the total distribution as (ii) the 
taxpayer's total investment in the trust or 
contract bears to the value of the vested 
portion of the taxpayer's total account 
balance in the trust or contract. For pur- 

poses of this determination, the value of 
a taxpayer's total account balance gen- 

erally is to be the fair market value of the 
total assets under the account (including, 
e. g. , net unrealized appreciation on em- 

ployer securities that are not included in 

the distribution or distributions for which 

the basis recovery determination is being 

made), determined on a reasonable and 

consistent basis under the method that 

would be used by the plan for purposes 
of determining the amount of a total dis- 

tribution of the employee's benefit under 

the plan. 
In the case of a defined benefit plan, 

the present value of the vested portion of 
the total accrued benefit of a participant 
under the defined benefit plan (calculated 

using the plan's factors if the plan pro- 
vides for a total distribution, and, in other 
cases, using the factors specified under 
520. 2031 — 7 of the regulations) is to be 
treated as the value of the vested portion 
of the account balance. 

If a distribution (or distributions) in- 

cludes employer securities with respect to 
which net unrealized appreciation (NUA) 
is not currently taxable under either sec- 
tion 402(a)(1) or section 402(e)(4)(J), the 
value of the vested portion of the taxpay- 
er's total account balance is to be reduced 
for purposes of determining the extent to 
which the non-NUA portion of the dis- 

tribution (or distributions) is allocable to 
the taxpayer's investment in the trust or 
contract. The amount of the reduction is 
equal to value of the NUA portion of the 
distribution (or distributions) that is not 
currently taxable under section 402(a)(1) 
or section 402(e)(4)(J). 

In the case of a trust or contract that 
was part of a plan that, on May 5, 1986, 
permitted distributions of any employee 
contributions before separation from ser- 
vice, the pro rata basis recovery rules of 
section 72(e) apply to nonannuity distri- 
butions under such trust or contract after 
December 31, 1986. See Q&A — 13 for a 
special grandfather rule for investment in 
the contract on December 31, 1986 under 
such plans. 

In the case of a trust or contract that 
was part of a plan that, on May 5, 1986, 
did not permit any distributions of em- 
ployee contributions before separation 
from service, the pro rata basis recovery 
rules apply to nonannuity distributions 
after July 1, 1986. Also, note that a tax- 
payer's investment in any such trust or 
contract on December 31, 1986 does not 
qualify for the special grandfather under 
section 72(e)(8)(D) and Q&A — 13. If such 
a plan failed to use the pro rata recovery 
rule in applying the applicable reporting 
and withholding rules to nonannuity dis- 
tributions between July 2, 1986 and De- 
cember 31, 1986, such failure may be 
corrected (without penalty) by correctly 
reporting such nonannuity distributions 
on a form 1099R or W — 2P (whichever is 
applicable) issued to the taxpayer (and 
sent to the IRS) for taxable year 1986. 

Q — 12: When are the taxpayer's invest- 

ment in the contract and the value of the 
vested portion of the taxpayer's total ac- 
count balance in the trust or contract. to 
be determined? 

A — 12'. For purposes of applying section 
72(e)(2)(B) to nonannuity distributions 

from trusts and contracts described in sec- 
tion 72(e)(5)(D), the taxpayer's invest- 
ment in the contract and the value of the 
vested portion of the taxpayer's total ac- 
count balance in the contract are to be 
determined as of the date of distribution. 

Alternatively, a taxpayer's investment 
in the contract may be determined as of 
December 31 of the calendar year im- 

mediately preceding the calendar year of 
the distribution and the total value of the 
taxpayer's vested account balance in the 
contract may be determined as of the last 
valuation date in the calendar year pre- 
ceding the calendar year of the distribu- 
tion (adjusted as follows) if such date is 
used on a reasonable and consistent basis 
in determining such investment and value 
for all nonannuity distributions under the 
trust or contract. In lieu of determining 
the total value of the taxpayer's vested 
account balance in the contract by using 
the value of such balance on the last val- 

uation date in the calendar year preceding 
the calendar year of the distribution (ad- 
justed as follows), such determination may 
be made by using the total value of such 
account balance on any valuation date 
(adjusted as follows) that is during the 
calendar year preceding the calendar year 
of distribution but is not more than 100 
days before the end of such preceding cal- 
endar year if such valuation date is used 
on a reasonable and consistent basis. 

For purposes of determining the total 
value of. the taxpayer's vested account 
balance, if a valuation date other than the 
date of distribution is used, the value of 
the taxpayer's account balance as of the 
applicable valuation date in the calendar 
year immediately preceding the year of 
distribution must be adjusted as follows: 

(i) the value must be reduced by the value 
of any distributions from the trust or con- 
tract to or on behalf of the taxpayer be- 
tween the applicable valuation date and 
the end of the calendar year containing 
the valuation date; (ii) the value must be 
increased by the value of any addition (e. g. , 
any employee contributions, employer 
contributions, and forfeitures, but not in- 

come) actually allocated to the contract 
(or an account that is part of. such con- 
tract) on behalf of the taxpayer between 
t' he applicable valuation date and the end 

of the calendar year containing the val- 
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uation date (including additions that are 
actually allocated during such period but 
are allocated as of a date prior to the pe- 
riod); and (iii) the value must be in- 
creased by the value of any portion of the 
taxpayer's account balance that was not 
vested on the valuation date used by the 
plan but became vested on a date between 
such date and the end of the calendar year 
containing the valuation date (using the 
value of such portion of the account bal- 
ance as of the valuation date). 

If the plan uses December 31 of the 
calendar year immediately preceding the 
calendar year of distribution to value the 
taxpayer's investment in the contract and 
a valuation date in the calendar year im- 

mediately preceding the calendar year of 
distribution to value the total account bal- 
ance in the contract, the Service will use 
such values for purposes of determining 
the taxable portion of any distribution and 
of applying any other rules relating to re- 
porting, withholding, and income inclu- 
sion. A plan is not required to contain a 
provision identifying the method and val- 
uation dates used for purposes of calcu- 
lating the portion of a distribution that is 
allocable to the participant's investment 
in the contract. 

Q — 13: How does the special grand- 
father rule for investment in the contract 
as of December 31, 1986 operate? 

A — 13: Section 72(e)(8)(D) provides 
that, in the case of a trust or contract that 
is part of a plan that, on May 5, 1986, 
permitted a participant to receive a dis- 
tribution of any portion of such partici- 
pant's employee contributions under the 
trust or contract before such participant's 
separation from service, the rules of sec- 
tion 72(e)(8)(A) & (B) (as described in 

Q&A — 11 and Q&A — 12) shall apply in de- 
termining the portion of any nonannuity 
distribution after December 31, 1986 that 
is allocable to such participant's invest- 

ment in the trust or contract only to the 
extent that the amount of the nonannuity 
distribution is greater than the remaining 
amount of the participant's total invest- 

ment in the trust or contract on December 
31, 1986 (i. e. , the participant's investment 

in the trust or contract on December 31, 
1986, reduced by nonannuity distribu- 

tions made after December 31, 1986 and 
before the date of the nonannuity distri- 

bution in question that are not included 
in gross income on account of section 

72(e)(8)(D) and this Q&A). In the case 
of a nonannuity distribution that is greater 
than such remaining amount of the par- 
ticipant's investment in the trust or con- 

tract on December 31, 1986, the portion 

of the distribution that is allocable to such 

remaining amount is to be disregarded in 

applying the rules of section 72(e)(8)(A) 
& (B) (and Q&A — 11 and Q&A — 12) to 
the portion of the distribution that is greater 

than such remaining amount. 
If a plan (Plan A) that, on May 5, 1986, 

permitted in-service distributions of em- 

ployee contributions is merged after May 

5, 1986 with a plan (Plan B) that, on May 

5, 1986, did not permit such in-service 

distributions, investment in the contract 
on December 31, 1986 under Plan A (or 
the portion of the merged plan that com- 

prises Plan A) will continue to qualify for 
the special grandfather under section 
72(e)(8)(D). Investment in the contract 
on December 31, 1986 under Plan B (or 
the portion of the merged plan that com- 

prises Plan B) will not qualify for the 
grandfather and thus is to be treated un- 

der the merged plan, for purposes of sec- 
tion 72(e), as though it is not part of the 
investment in the contract on December 
31, 1986. The same rule applies to trans- 

fers of employee contributions between 
plans. 

Example l. Assume that, on December 
31, 1986, a participant in a qualified profit- 
sharing plan that, on May 5, 1986, per- 
mitted in-service distributions of em- 
ployee contributions has a total account 
balance of $5, 000. Assume further that 
such $5, 000 is comprised of $3, 000 in em- 

ployee contributions and $2, 000 in earn- 
ings, and the participant's investment in 
the contract equals the participant's em- 

1983 
1984 
1985 
1986 

$1, 000 $1, 000 
$1, 000 $750 
$1, 000 $ 500 
$1, 000 $ 250 

TOTAL $4, 000 $2, 500 

Assume that the plan is treated as a single 
contract for purposes of section 72. On 
January 1, 1987, the participant receives 
a nonannuity distribution of $3, 000. Even 
though for plan accounting purposes the 
amount of the distribution may be treated 
as a complete distribution of the 1983 class 
year balance, the rules of section 72 do 
not treat each separate class year as a sep- 
arate contract. Thus, the total $3, 000 dis- 
tribution is allocable to the participant's 
investment in the contract as of December 

Employee Contributions 
Contri- 

Class Year butions Earnings 

ployee contributions. During 1987, the 
participant contributes an additional $1, 000 
in employee contributions and receives no 
distributions from the plan. On Decem- 
ber 31, 1987, the participant's total ac- 
count balance is $6, 400. The plan does 
not account for the pre-87 employee con- 
tributions separately from the post-86 em- 
ployee contributions. If the participant 
receives a nonannuity distribution of $4, 000 
on January 1, 1988, $3, 294. 12 of the dis- 
tribution is allocable to investment in the 
trust or contract (and thus is not included 
in gross income) and $705. 88 is allocable 
to income on the trust or contract (and 
thus is included in gross income). (As- 
sume that section 72(e)(7) does not apply 
to this profit-sharing plan. ) The $3, 294. 12 
portion of the distribution that is allocable 
to investment in the trust or contract is 
comprised of (i) $3, 000 that is allocable 
to pre-1987 investment in the trust or con- 
tract and (ii) $294. 12 that is allocable to 
post-86 investment in the trust or contract 
(i. e. , determined by multiplying $1, 000 
times the quotient determined by dividing 
$1, 000 by $3, 400). 

Example 2. Assume that, on December 
31, 1986, a participant in a qualified class 
year plan that, on May 5, 1986, permitted 
in-sersnce distributions of employee con- 
tributions has a total account balance of 
$9, 750. Assume further that such partic- 

ipant's investment in the contract equals 
the participant's employee contributions. 
The participant's total account balance is 
comprised of the following four class year 
balances: 

Employer Contributions 
Contri- 
butions Earnings Total 

$500 $500 $3, 000 
$500 $375 $2, 625 
$500 $250 $2, 250 
$500 $125 $1, 875 

$2, 000 $1, 250 $9, 750 

31, 1986 (and thus is not included in the 
participant's income). 

Q — 14: What is the effect of section 
72(e)(9), added by TRA'86, with respect 
to determining the portion of a nonan- 
nuity distribution that is allocable to in- 
vestment in the trust or contract? 

A — 14: Section 72(e)(9) (added by 
TRA'86) provides that, for purposes of 
applying section 72(e) to nonannuity dis- 
tributions, employee contributions (and 
earnings thereon) under a defined con- 
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tribution plan are to be treated as under 
a contract that is separate from the re- 
maining portion of the plan. 

A plan may have only one separate 
& contract under section 72(e)(9). Thus, for 

example, if a plan is otherwise treated as 
a single contract under section 72, a plan 
may not be treated as comprising more 
than two contracts: a separate 72(e)(9) 
contract for employee contributions (and 
earnings thereon) and a contract for the 
remaining portion of the plan (including, 
for example, employer contributions (and 
earnings thereon), employer matching 
contributions (and earnings thereon), and 

any employee contributions (and earnings 
thereon) that have not been accounted for 
separately and thus are not included in 

the separate 72(e)(9) contract). Further- 
more, a plan may not create a separate 
72(e)(9) contract for the employee con- 
tributions (and earnings thereon) for each 
year of plan participation. See Q&A — 15 
for a discussion of the application of sec- 
tion 72(e)(9) where there are undistri- 
buted employee contributions on 
December 31, 1986. 

For purposes of applying section 
72(e)(9) to a plan, a defined benefit plan 
is to be treated as a defined contribution 
plan to the extent that employee contri- 
butions (and earnings thereon) to the de- 
fined benefit plan are maintained under a 
separate account to which actual earnings 
and losses are allocated. If employee con- 
tributions to a defined benefit plan are 
credited with a stated rate of interest, such 

employee contributions (and earnings) are 
not to be treated as maintained under' a 
separate account for purposes of section 
72(e)(9). 

To the extent that a plan does not ac- 
count for employee contributions (and 
earnings thereon) separately from the other 
contributions (and earnings thereon) on 
an acceptable basis, the employee con- 
tributions (and earnings thereon) may not 
be treated as held under a contract that 
is separate from the contract (or con- 

tracts) that comprises the remaining por- 
tion of the plan. Thus, for example, if a 

plan that is otherwise a single contract 
under section 72 accepts employee con- 
tributions, matching employer contribu- 

tions, and nonelective employer 
contributions and does not account for the 

employee contributions (and earnings 
thereon) separately from the matching 

contributions (and earnings thereon), but 

does account for the nonelective em- 

ployer contributions (and earnings 
thereon) separately from such employee 

ployee contributions (and earnings 
thereon) and thereby create a separate 
72(e)(9) contract for such future ein- 

ployee contributions (and earnings 
thereon). Similarly, even though a plan 

has separately accounted for employee 
contributions (and earnings thereon) as of 
a particular date, the plan may commence 

maintaining a separate 72(e)(9) contract 
as of such date for future employee con- 

tributions (and earnings thereon). In such 

cases, however, credits and charges after 
the commencement of the separate 
72(e)(9) contract are not to be allocated 

only to the separate 72(e)(9) contract 

comprising future employee contributions 

(and earnings thereon), but rather must 

be allocated on an acceptable basis be- 

tween the separate 72(e)(9) contract and 

the contract (or contracts) that comprises 

the remaining portion of the plan (in- 

cluding employee contributions and earn- 

ings thereon) accumulated before the plan 

commenced separate accounting). Thus, 
for example, if a plan maintains a separate 

72(e)(9) contract for post-1986 employee 
contributions (and earnings thereon), post- 

1986 earnings on pre-1987 employee con- 

tributions (and earnings thereon) may not 
be allocated to such separate 72(e)(9) 
contract. 

In order for a contract to be recognized 
as a separate 72(e)(9) contract, a plan (or 
plan procedures) must either specify the 
contract from which distributions are to 
be made or permit participants to desig- 

nate the contract from which a requested 
distribution is to be made. A distribution 

will be treated as having been made under 

the contract to the extent that the plan 

charges the distribution against such con- 

tract (or the accounts that constitute such 

contract) for plan accounting purposes. 
Example 1. Assume that, in 1987, an 

employer establishes a defined contribu- 

tion plan to which participants make em- 

ployee contributions up to 4 percent of 
compensation that are matched by em- 

ployer contributions on a dollar-for-dofiar 

basis. Employee contributions (and earn- 

ings thereon) are accounted for separately 

from the employer contributions (and 

earnings thereon) under the plan and are 

treated as held under a separate 72(e)(9) 
contract. The plan provides that, subject 

to any applicable qualification rules, a 

participant may receive any portion of the 

employee contributions (and earnings 

thereon) or any portion of the employer 

contributions (and earnings thereon) at 

the participant's election. The participant 

makes an employee contribution of $2, 500 

and matching contributions (and earnings 

thereon), such plan will not be treated as 

having a separate 72(e)(9) contract for the 

employee contributions (and earnings 
thereon). 

Separate accounting will not be treated 
as acceptable unless (i) the plan maintains 
a record for the contributions (and earn- 

ings thereon) comprising the separate 
72(e)(9) contract that accounts for such 

contributions (and earnings thereon) sep-. 

arately from the other contributions (and 
earnings thereon) held under the plan, 
and (ii) the gains, losses, distributions, 
forfeitures, and other credits and charges 
are allocated between the separate 72(e)(9) 
contract and the other contract (or con- 
tracts) under the plan on a reasonable and 
consistent basis. (Acceptable separate ac- 
counting does not require actual segre- 
gation or separate investment of amounts. ) 
Thus, for example, separate accounting 
will not be treated as acceptable if credits 
and charges resulting from the investment 
of two classes of contributions (e. g„em- 
ployee contributions and employer con- 
tributions) are not allocated between such 
classes on a reasonable and consistent ba- 
sis. Finally, a method of separate account- 
ing will not be treated as acceptable if it 
is designed to favor the allocation of 
charges (e. g. , losses) to the separate 
72(e)(9) contract and to favor the allo- 
cation of credits (e. g. , earnings) to the 
contract (or contracts) under the remain- 

ing portion of the plan. The Commis- 
sioner may provide such other rules as 
may be necessary to assure that methods 
of accounting reasonably and consistently 
allocate credits and charges between sep- 
arate contracts. 

Even though a separate 72(e)(9) con- 
tract may not include contributions (and 
earnings) other than employee contribu- 
tions (and earnings thereon), a separate 
72(e)(9) contract is not required to in- 

clude all employee contributions (and 
earnings thereon) under the plan. This is 
the case even if the employee contribu- 
tions (and earnings thereon) that are not 
included in the separate 72(e)(9) contract 
are accounted for separately from all other 
contributions (and earnings) under the 
plan, 

For example, if a plan has not main- 
tained a separate account for employee 
contributions (and earnings thereon) as of 
a particular date, the plan may not ret- 
roactively create a separate 72(e)(9) con- 
tract for such amounts. However, the plan 
may at a specified time commence main- 
taining a separate account for future em- 
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in each year from 1987 through 1990. In 
1991, the participant elects to receive a 
distribution of $2, 000 from the contract 
comprised of employee contributions (and 
earnings thereon). Because this contract 
is treated as separate from the portion of 
the plan that is comprised of employer 
contributions (and earnings thereon), the 
rules of section 72(e) are applied to the 
distribution of employee contributions (and 
earnings thereon) by disregarding the par- 
ticipant's employer contributions (and 
earnings thereon). 

Example 2. Assume that, in 1987, an 

Employee Contributions 
Contri- 

Class Year butions Earnings 

1987 
1988 
1989 

$1, 000 
$1, 000 
$1, 000 

$750 
$500 
$250 

TOTAL $3, 000 $1, 500 

Assume that the participant's investment 
in the separate 72(e)(9) contract equals 
the participant's employee contributions, 
and that such participant has no invest- 
ment in the contract comprising the re- 
maining portion of the plan. On January 
1, 1990, the participant receives a distri- 
bution of $2, 625. If the plan treats this 
distribution as a complete distribution of 
the 1987 class year balance, $1, 750 of the 
distribution will be treated as from the 
separate 72(e)(9) contract and $875 will 

be treated as from the contract comprising 
the remaining portion of the plan. Thus, 
$1, 166. 67 of the $1, 750 that is treated as 
distributed under the separate 72(e)(9) 
contract is allocable to the participant's 
investment in such contract (i. e. , $1, 750 
times ($3, 000 divided by $4, 500)), and the 
remaining $583. 33 of the $1, 750 distri- 

bution is included in the participant's in- 

come. Because the participant has no 

investment in the contract comprising the 
remaining portion of the plan, the entire 

$875 that is treated as distributed under 

such contract is included in the partici- 
pant's income. If, however, the plan treats 
the entire $2, 625 distribution as made un- 

der the separate 72(e)(9) contract (even 

though the amount of such distribution is 

determined by reference to the 1987 class 

year balance), $1, 750 of the distribution 

($2, 625 times ($3, 000 divided by $4, 500)) 
is allocable to the participant's investment 

in the separate 72(e)(9) contract (and thus 

is not included in the participant's in- 

come) and the remaining $875 is included 

employer establishes a class year plan that 

is treated as a single contract for purposes 

of section 72. The plan accounts for 

employee contributions (and earnings 
thereon) separately from employer con- 

tributions (and earnings thereon) on a class 

year-by-class year basis. The plan treats 

the employee contributions (and earnings 

thereon) as a separate 72(e)(9) contract. 
Assume that a participant makes em- 

ployee contributions under such plan and 

receives employer matching contributions 
and earnings for the first three class years 

as follows: 

Employre Contributions 
Contri- 
butions Earnings Total 

$500 $375 $2, 625 
$500 $250 $2, 250 
$500 $125 $1, 875 

$1, 500 $750 $6, 750 

in the participant's income. Finally, if the 

plan treats the entire distribution as out 
of the remaining portion of the plan com- 

prising employer contributions (and earn- 

ings thereon), then the full amount of the 
distribution is included in the participant's 
gross income. 

Q — 15: How is section 72(e)(9) (added 
by TRA'86) applied in the case of a par- 
ticipant who has undistributed employee 
contributions credited to his or her ac- 
count balance on December 31, 1986? 

A — 15: To the extent that a plan that, 
on May 5, 1986, permitted in-service dis- 
tributions of employee contributions ac- 
counts for employee contributions (and 
earnings thereon) made after December 
31, 1986 separately from employee con- 
tributions (and earnings thereon) made 

by such participant on or before Decem- 
ber 31, 1986, the plan may treat the sep- 
arate 72(e)(9) contract as comprising all 

employee contributions (and earnings 
thereon) or only post-1986 employee con- 
tributions (and earnings thereon). (A plan 

may commence separate accounting of 
employee contributions (and earnings 
thereon) made after another specified date 
under the rules of Q&A — 14. ) If the 
separate 72(e)(9) contract is treated as 
comprising only post-1986 employee con- 
tributions (and earnings thereon), the pre- 
1987 employee contributions (and earn- 

ings thereon) are to be treated, for pur- 

poses of applying section 72(e), as held 
under the same contract that comprises 
all other amounts held under the plan with 

respect to the participant (e. g. , both pre- 
1987 and post-1986 employer contribu- 

tions and earnings thereon), even if the 

plan accounts for the pre-1987 employee 
contributions (and earnings thereon) sep- 

arately from such other amounts. If at any 

time the plan ceases to separately account 
for a participant's post-1987 employee 
contributions (and earnings thereon), such 

contributions (and earnings) held under 
the plan on behalf of such participant are 
to be treated as held under the same con- 

tract as the other amounts held under the 

plan for such participant. 
Example. Assume that a participant in 

a thrift plan which, on May 5, 1986, per- 
mitted in-service distributions of em- 

ployee contributions has a total account 
balance of $8, 000 and investment in the 
contract attributable to employee contri- 
butions of $3, 000 on December 31, 1986. 
The plan separately accounts for the $3, 000 
of employee contributions (and $1, 500 of 
earnings thereon) and the $2, 500 of em- 

ployer matching contributions (and $1, 000 
of earnings thereon). Beginning in 1987, 
the plan also separately accounts for 
employee contributions (and earnings 
thereon) made after December 31, 1986. 
Because the plan accounts for the post- 
1986 employee contributions (and earn- 

ings thereon) separately from any other 
amounts under the plan, such contribu- 
tions (and earnings thereon) may be 
treated, for purposes of applying section 
72(e), as held under a contract that is sep- 
arate from the contract under which the 
$8, 000 account balance on December 31, 
1986 is held. The plan treats the post-1986 
employee contributions (and earnings 
thereon) as held under a separate 72(e)(9) 
contract. Thus, the pre-1987 employee 
contributions (and earnings thereon) and 
the pre-1987 and post-1986 employer con- 
tributions (and earnings thereon) are 
treated as held under the same contract 
for purposes of section 72(e) even though 
the plan also separately accounts for such 
amounts. 

Q — 16: If a plan maintains a separate 
72(e)(9) contract with respect to a partic- 
ipant, how is such participant's invest- 
ment or basis under the plan allocated 
between the separate 72(e)(9) contract and 
the contract (or contracts) that comprises 
the remaining portion of the plan? 

A — 16: Section 72(e)(9) provides for a 
separate contract for a participant's em- 

ployee contributions (and earnings 
thereon), not a separate contract for a 
participant's investment or basis. As a re 
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suit, a participant's investment or basis 
under a plan is not automatically to be 
allocated to the separate 72(e)(9) con- 
tract, but rather a participant's invest- 
ment or basis under a plan is to be afiocated 
to the contract to which such investment 
or basis relates. Thus, for example, the 
investment or basis under a plan that is 
attributable to P. S. 58 costs or the repay- 
ment of a taxable loan under section 72(p) 
is to be allocated to the contract under 
the plan to which such costs or repayment 
relate. If life insurance is purchased with 
amounts under the separate 72(e)(9) con- 
tract, the investment or basis attributable 
to the P. S. 58 costs is to be allocated to 
the separate 72(e)(9) contract. If life in- 
surance is purchased with amounts other 
than those held under the separate 72(e)(9) 
contract, the resulting investment or basis 
is to be allocated to the contract that in- 

cludes such amounts. Investment or basis 
that relates to amounts held under the 
contract that includes amounts other than 
those held under the separate 72(e)(9) 
contract may not be shifted or allocated 
to the separate 72(e)(9) contract, but rather 
must be allocated to the contract includ- 

ing the remaining portion of the plan. 
If the separate 72(e)(9) contract under 

a plan with respect to a participant in- 

cludes all of such participant's post-1986 
employee contributions (and earnings 
thereon), but does not include any of such 
participant's pre-1987 employee contri- 
butions (and earnings thereon), the par- 
ticipant's investment in the contract on 
December 31, 1986 is to be allocated to 
the contract comprising the portion of the 
plan that is not included in the separate 
72(e)(9) contract. However, notwith- 
standing the preceding paragraph, if the 
separate 72(e)(9) contract includes pre- 
1987 employee contributions (and earn- 
ings thereon), a participant's investment 
in the contract on December 31, 1986 is 
to be allocated to the separate 72(e)(9) 
contract for such taxpayer without regard 
to whether such investment relates to such 
employee contributions (and earnings 
thereon). In no case, though, may the 
amount of a participant's investment in 

the contract on December 31, 1986 that 
is allocated to the separate 72(e)(9) con- 
tract under the preceding sentence exceed 
the amount of pre-1987 employee contri- 
butions (and earnings thereon) for such 

participant that is also allocated to the 
separate 72(e)(9) contract. 

Finally, if a participant's investment in 

the contract on December 31, 1986 is less 

tion of the distribution that is includible 
in the taxpayer's income. This limitation 
was not modified by TRA'86. 

The basis recovery rules of section 72(e), 
as amended by TRA'86, provide for a pro 
rata recovery of a taxpayer's basis with 

each distribution before the taxpayer's 
annuity starting date. Accordingly, a por- 
tion of each nonannuity distribution un- 

der section 72(e) is treated as a nontaxable 
recovery of basis. 

If a portion of a nonannuity distribu- 
tion is treated as a nontaxable recovery 
of the taxpayer's basis under section 72(e) 
(as amended by TRA'86) and the tax- 

payer rolls over a portion of such distri- 
bufion (not in excess of the taxable portion 
of such distribution, as determined under 
the pro rata recovery rules of section 72(e)) 
without current income inclusion, all of 
the taxpayer's basis that is treated as re- 
covered as part of the distribution under 
section 72(e) is to be allocated to the por- 
tion of the distribut!on that is not rolled 
over. Thus, the taxpayer is treated as hav- 

ing rolled over only amounts out of the 
taxable portion of the distribution. 

Example. A participant in a qualified 
profit-sharing plan receives a distribution 
on separation from service of $3, 000 on 
June 30, 1989. Under section 72(e), $2, 000 
of the distribution is treated as a nontax- 
able recovery of the participant's invest- 

ment in the contract. The participant rolls 
over to an IRA $600 of the $3, 000 distri- 
bution. The $600 is less than the maxi- 

mum amount the participant is permitted 
to roll over without current income inclu- 

sion ($1, 000). The $600 that is rolled over 
is attributable to the $1, 000 portion of the 
distribution that is not treated as a non- 
taxable recovery of the participant's basis, 
and thus no basis is treated as rolled over 
to the IRA receiving the rollover contri- 
bution. Of the $2, 400 that is not rolled 
over, $2, 000 is treated as nontaxable re- 
covery of the participant's basis and $400 
is treated as a taxable distribution. 

than the amount of such participant's pre- 
1987 employee contributions on such date, 
in applying the separate contract rule of 
section 72(e)(9), a plan may not treat a 

portion of such pre-1987 employee con- 
tributions (e. g. , the portion equal to the 
excess of the pre-1987 employee contri- 
butions over the investment in the con- 
tract on December 31, 1986) as though it 

consists of employer contributions. Thus, 
to the extent that there has been accept- 
able separate accounting with respect to 
the pre-1987 employee contributions (and 
earnings thereon), such pre-1987 em- 

ployee contributions (and earnings 
thereon) must be treated consistently in 

applying section 72(e)(9), without regard 
to whether a participant's investment in 

the contract on December 31, 1986 is 

greater or lesser than such participant's 
pre-1987 employee contributions or such 
participant's pre-1987 employee contri- 
butions (and earnings thereon). 

The rules set forth in this Q&A apply 
without regard to whether a taxpayer's 
investment in the contract on December 
31, 1986 is eligible for the grandfather un- 

der section 72(e)(8)(D). 
Q — 17: How does new section 72(e)(9) 

(added by TRA'86) affect the application 
of sect!on 72(e)(7)? 

A — 17: New section 72(e)(9) (added by 
TRA'86) is to be disregarded in deter- 
mining whether substantially all of the 
contributions under a trust or contract are 
employee contributions for purposes of 
applying section 72(e)(7). Thus, for ex- 
ample, solely for purposes of making this 
determination, post-1986 employee con- 
tributions are not to be treated as made 
under a contract that is separate from the 
remaining portion of the plan. This is the 
case even if such post-1986 employee con- 
tributions (and earnings thereon) are 
treated as held under a separate contract, 
pursuant to section 72(e)(9), for purposes 
of determining the portion of any distri- 
bution that is allocable to investment in 
the contract. 

Q — 18: How do the basis recovery rules 
of section 72(e) (as amended by TRA'86) 
apply to a distribution that is rolled over 
under section 402(a)(5)? 

A — 18: Section 402(a)(5) permits a tax- 
payer to roll over, without current income 
inclusion, all or a portion of a qualified 
total distribution or a partial distribution 
that satisfies certain additional condi- 
tions. See Q&A — 19. In no case, however, 
may a taxpayer roll over a portion of a 
distribution that is greater than the por- 

C. Section 402(a)(5)(D)(i) of the Code 
(Section ll22(e)(l) of TRA'86) 

Q — 19: What changes were made by sec- 

tion 1122 of TRA'86 to the rules gov- 

erning the tax-free ra)lover of partial 
distributions from qualified plans? 

A — 19: Before TRA'86, a taxpayer was 

permitted to roll over to an individual 

retirement plan, without current income 

inclusion, all or a portion of a partial dis- 

tribution from a plan qualified under sec- 

tion 401(a) to the extent that such 
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distribution satisfied certain conditions. 
Such conditions included, in relevant part, 
the following: (i) the partial distribution 
is at least 50 percent of the employee's 
balance to the credit in the plan of dis- 

tribution and (ii) the partial distribution 
is not one of a series of periodic payments. 

Effective for partial distributions made 
after December 31, 1986, section 1122 of 
TRA'86 modifies section 402(a)(5)(D)(i) 
by requiring that the following conditions 
be satisfied in order for a partial distri- 

bution to be rolled over without current 
income inclusion: (i) the partial distri- 

bution is a distribution or payment from 

a trust that is part of a plan described in 

section 401(a) and is exempt from tax un- 

der section 501 or from a plan described 

in section 403(a); (ii) the partial distri- 

bution is a distribution or payment within 

one taxable year of the recipient of at least 

50 percent of the balance to the credit of 
an employee (determined by application 
of section 402(e)(4)(C)); and (iii) the par- 

tial distribution is a distribution or pay- 

ment which becomes payable to the 
recipient on account of the employee's 

death, on account of the employee's sep- 
aration from the service, or after the em- 

ployee has become disabled (within the 

meaning of section 72(m)(7)). For pur- 

poses of this rule (including clause (iii)), 
the term "employee" includes a self-em- 

ployed individual within the meaning of 
section 401(c) (1). 

Unless special rules provide otherwise, 

in determining whether a partial distri- 

bution satisifies these conditions and thus 

may be rolled over without current in- 

come inclusion, the rules applicable in de- 

termining whether a distribution is a lump 

sum distribution, within the meaning of 
section 402(e)(4)(A), will apply. Thus, for 

example, the single election rule of sec- 

tion 402(e)(4)(B) does not apply in de- 

termining whether a partial distribution 

may be rolled over without current in- 

come inclusion, but the rules of section 

402(e)(4)(C) aggregating certain trusts and 

plans for purposes of determining the bal- 

ance to the credit do apply in determining 

whether a partial distribution may be rolled 

over without current income inclusion. 

D. New Section 72(t) of the Code 

(Section 1123 of TRA'86) 

Q — 20: What additional tax on early dis- 

tributions from qualified retirement plans 

applies under section 72(t) (as added by 

TRA'86)? 
A — 20: Section 72(t) (as added by 

TRA'86) applies an additional tax equal 

to 10 percent of the portion of any "early 

distribution" from a qualified retirement 

plan (as defined in section 4974(c) of the 

Code) that is includible in the taxpayer's 

gross income. A distribution (including 

deemed distributions under section 72(p)) 
is treated as an "early distribution" unless 

it is described in section 72(t)(2)(A) (tak- 

ing into account section 72(t)(3) & (4)). 
A distribution to an employee from a 

qualified plan will be treated as within 

section 72(t)(2)(A)(v) if (i) it is made after 

the employee has separated from service 

for the employer maintaining the plan and 

(ii) such separation from service occurred 

during or after the calendar year in which 

the employee attained age 55. 
A distribution that is an "early distri- 

bution" will not be subject to the addi- 

tional tax to the extent provided under 

section 72(t)(2)(B) (relating to deductible 

medical expenses under section 213), sec- 

tion 72(t)(2)(C) (relating to certain dis- 

tributions from employee stock ownership 

plans), or section 72(t)(2)(D) (relating to 
distributions pursuant to qualified do- 

mestic relations orders). The determina- 

tion of whether the additional tax under 

section 72(t) applies to a distribution is to 
be made without regard to whether the 

distribution is treated as a mandatory dis- 

tribution for purposes of section 411(a)(11) 
or section 417(e). 

The payor (or, if applicable, plan ad- 

ministrator) is not liable under section 3405 

to withhold any amount on account of the 

additional income tax imposed under sec- 

tion 72(t). However, the taxpayer may 

have estimated tax liability with respect 
to such additional income tax. 

Q — 21: What early distributions from 

employee stock ownership plans are ex- 

empt from the additional tax under new 

section 72(t) (added by the TRA'86)? 
A — 21: An early distribution made be- 

fore January 1, 1990 to a participant from 

an employee stock ownership plan (ESOP) 
that, for the 5-plan-year period preceding 
the plan year in which the distribution is 

made (i) satisfies the requirements of sec- 

tion 4975(e)(7), and (ii) on the average, 
is primarily invested in employer securi- 

ties (as defined in section 409(l)) is ex- 

empt from the section 72(t) additional tax 

to the extent that such early distribution 

is a "qualifying ESOP distribution. " In 

the case of an ESOP that has been in 

existence for less than 5 full plan years, 
the full period of existence of the plan is 

treated as the 5-plan-year period. 
For purposes of section 72(t), a tax credit 

ESOP that satisfies section 409 will be 

treated as an ESOP that satisfies section 

4975(e)(7) to the extent that the benefits 

under the tax credit ESOP are invested 

in employer securities subject to the ap- 

plicable requirements of sections 409 and 

4975(e)(7) (other than the requirement 

that the plan be formally designated as an 

ESOP and the requirement of continuing 

exempt loan provisions). 
A distribution to a participant will be 

treated as a "qualifying ESOP distribu- 
tion" for purposes of the ESOP exception 
to the section 72(t) additional tax only to 
the extent that such distribution is attrib- 

utable to benefits that were (i) allocated 

to the participant and (ii) at all times dur- 

ing the 5-plan-year period preceding the 

plan year in which the distribution is made, 

invested in employer securities (as de- 

fined in section 409(l)) that were subject 
to the applicable requirements of section 

4975(e)(7). In the case of a distribution 

of benefits that have been in existence for 
less than 5 full plan years, the full period 
of the existence of such benefits will be 

treated as the 5-plan-year period for pur- 

poses of determining whether the distri- 

bution is a "qualifying ESOP distribution. " 
Thus, for example, if benefits under a 

non-ESOP are transferred or rolled over 
to a newly formed ESOP, such benefits 
will be treated as having been in existence 
prior to the establishment of the ESOP 
and thus must have been invested in em- 

ployer securities that were subject to the 
rules of section 4975(e)(7) for the full 5- 

plan-year period preceding the plan year 
of distribution in order for a distribution 
of such benefits to be treated as a "qual- 
ifying ESOP distribution. " If the benefits 
had been invested in employer securities 
subject to the section 4975(e)(7) rules un- 

der the transferor or distributing plan, the 
period of such investment in the trans- 
feror or distributing plan may be taken 
into account in determining whether a dis- 

tribution of such benefits from the trans- 
feree or recipient ESOP is a "qualifying 
ESOP distribution. " 

For purposes of making the 5-plan-year 
investment determination under the pre- 
ceding paragraphs, benefits will be treated 
as invested in employer securities for the 
period (not greater than 90 days) between 
the date that one employer security is sold 
pursuant to a corporate reorganization or 
acquisition and the date that another em- 

ployer security is purchased to replace the 
prior employer security. In addition, ben- 
efits held in cash and cash equivalents are 
to be treated as invested in employer se- 
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curities to the extent that the value of such 
benefits allocated to a participant does not 
exceed 2 percent of the value of the em- 
ployer securities allocated to such partic- 
ipant under the ESOP. 

For purposes of determining the extent 
to which an early distribution to a partic- 
ipant is attributable to benefits allocated 
to such participant that have been in- 
vested in employer securities that were 
subject to the applicable requirements of 
section 4975(e)(7) for the requisite pe- 
riod, the early distribution is to be treated 
as attributable to benefits that have been 
invested in employer securities (as de- 
fined in section 409(l)) subject to the ap- 
plicable requirements of section 4975(e)(7) 
for the longest periods. Thus, an early 
distribution to a participant is treated, first, 
as attributable to benefits that have been 
invested in employer securities subject to 
the applicable section 4975(e)(7) require- 
ments for the requisite period preceding 
distribution (to the extent that such ben- 
efits are allocated to the participant); sec- 
ond, as attributable to benefits that have 
been invested in employer securities sub- 
ject to the applicable section 4975(e)(7) 
requirements for less than the requisite 
period (beginning with benefits that have 
been invested in employer securities for 
the longest period); and, third, as attrib- 
utable to benefits that have not been in- 

vested in employer securities subject to 
the applicable section 4975(e)(7) require- 
ments for any period of time. 

For example, if a participant's total ac- 
count balance under an ESOP is $5, 000, 
and $3, 000 of such balance has been in- 

vested in employer securities subject to 
the applicable section 4975(e)(7) require- 
ments for the requisite period under sec- 
tion 72(t)(2)(C), an early distribution to 
such participant will be treated as a "qual- 
ifying ESOP distribution" exempt from 
the section 72(t) additional tax to the ex- 
tent that such distribution is not in excess 
of $3, 000. If the early distribution is $2, 500, 
the $2, 500 is treated as attributable to 
benefits that have been invested in em- 

ployer securities subject to the applicable 
requirements for longest periods. If the 
early distribution is $3, 500, the $500 that 
is not treated as a "qualifying ESOP dis- 

tribution" is treated, first, as attributable 

to benefits that have been invested in em- 

ployer securities subject to the applicable 
requirements for the longest periods (but 
not for the requisite period), and, second, 
as attributable to benefits that have not 
been invested in employer securities sub- 

ject to the applicable requirements for any 

period. 
In the case of an ESOP under which 

specific employer securities are not allo- 

cated to participants' accounts, but rather, 
for example, the participants' accounts are 

credited and charged with units or shares 
in a pool of employer securities (and other 
assets), for purposes of determining the 
extent to which an early distribution to a 

participant is a "qualifying ESOP distri- 

bution, " such employer securities must be 
allocated among participants' accounts in 

a manner that reasonably and consistently 
refiects the allocation that would have oc- 
curred if specific employer securities 
(rather than units or shares in a pool) were 
actually allocated among participants' ac- 
counts. Furthermore, an ESOP may not 
allocate employer securities that satisfy 
the applicable section 4975(e)(7) require- 
ments under a method that favors the 
highly compensated employees or em- 

ployees who are less than 59 — 1/2. 
The same ordering rules are to apply 

in determining the extent to which distri- 
butions that are not early distributions are 
attributable to benefits that have been in- 
vested in employer securities that have 
satisfied the applicable section 4975(e)(7) 
requirements. 

Q-22: What is the effective date of the 
section 72(t) additional tax on certain early 
distributions? 

A-22: The section 72(t) additional tax 
applies to early distributions received in 
taxable years of individual taxpayers be- 
y'nning after December 31, 1986. Also, it 
applies to all such distributions from qual- 
ified retirement plans that are described 
under section 4974(c) (as amended by 
TRA'86). Section 1123(e) of TRA'86 
contains two exceptions to this general 
effective date rule. 

First, the section 72(t) additional tax 
does not apply to early distributions after 
December 31, 1986 from an employer- 
maintained plan (with the exception of an 
employer-maintained IRA or a simplified 

employee pension under section 408(c)) 
to an employee who, as of March 1, 1986, 
had separated from service with the em- 

ployer to the extent that such distributions 
are in accordance with a written election 
of the employee providing a specific 
schedule for the distribution of the em- 
ployee's accrued benefit (e. g. , term cer- 
tain or life annuity) and distributions under 
such schedule had commenced on or be- 
fore March 1, 1986. If distributions that 
commenced in accordance with a written 

election fail to be made in accordance with 
the specific schedule contained in the 
written election as of March 1, 1986, such 
subsequent distributions fail to be exempt 
from the section 72(t) additional tax un- 

der this exception. 
Second, the new section 72(t) addi- 

tional tax does not apply to distributions 
of benefits with respect which a designa- 
tion is in effect under section 242(b)(2) of 
the Tax Equity and Fiscal Responsibility 
Act of 1982. If such a designation ceases 
to be in effect with respect to benefits for 
any reason (e. g. , distributions are not made 
in accordance with the designation), sub- 

sequent distributions of such benefits fail 
to be exempt from the section 72(t) ad- 
ditional tax under this exception. 

E. Section 2057 of the Code (Section 
1172 of TRA'86) 

Q — 23: How does section 2057 of the 
Code, added by section 1172 of TRA'86, 
affect the sale of employer securities by 
an estate to an ESOP or eligible worker- 
owned cooperative? 

A — 23: Section 2057 of the Code pro- 
vides that, for purposes of the tax im- 

posed by section 2001, the value of the 
taxable estate shall be determined by de- 
ducting from the value of the gross estate 
an amount equal to 50 pecent of the qual- 
ified proceeds (as defined in section 
2057(c)) of a qualified sale (as defined in 

section 2957(b)) of employer securities. 
Pending the enactment of clarifying leg- 
islation, the Service will treat a sale of 
employer securities by an executor to an 
employee stock ownership plan or an el- 

igible worker-owned cooperative as not 
satisfying the requirements of section 2057, 
and thus the proceeds of such sale will not 
be treated as qualified proceeds of a qual- 
ified sale, unless (i) the decedent directly 
owned the employer securities immedi- 
ately before death and (ii) after the sale, 
the employer securities are allocated to 
participants or are held for future allo- 
cation in connection with an exempt loan 
under the rules of section 4975 or in con- 
nection with a transfer of assets under the 
rules of section 4980(c)(3). Except in the 
case of a bona fide business transaction 
(e. g. , a substitution of employer securities 
in connection with a merger of employ- 
ers), employer securities will not be treated 
as allocated or held for future allocation 
under the preceding sentence to the ex- 
tent that such securities are allocated or 
held for future allocation in substitution 
of other employer securities that had been 
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allocated or held for future allocation. The 
Service will apply these rules to sales of 
employer securities (i) after the date of 
enactment of TRA'86 with respect to which 

an election is made by the executor of an 
estate who is required to file a return of 
tax on a date (including extensions) after 
such date of enactment and (ii) before 
December 31, 1991. 

F. Section 1124 of TRA'86 

Q — 24: To what extent may employees 
treat certain lump sum distributions re- 
ceived in 1987 as though they had been 
received in 1986? 

A — 24: Section 1124 of TRA'86 pro- 
vides a special rule under which certain 

lump sum distributions received after De- 
cember 31, 1986 and before March 16, 
1987 may be treated as having been re- 
ceived during 1986 for certain purposes. 
The special rule provides that if an em- 

ployee separates from service for an em- 

ployer during calendar year 1986 and 
receives a lump sum distribution (as de- 

fined in section 402(e)(4) of the Code) 
after December 31, 1986 and before March 

16, 1987 pursuant to a plan maintained 

by such employer on account of such sep- 
aration from service, the employee may 

elect to treat the lump sum distribution 

as if it were received on the date that the 

employee separated from service. Such a 
1987 lump sum distribution that an em- 

ployee elects to treat as received on the 

date of the employee's 1986 separation 
from service is a "section 1124 lump sum 

distribution. " 
For purposes of determining whether 

the distribution or distributions received 

by the employee constitute a lump sum 

distribution that satisfies the rules of sec- 

tion 402(e)(4) after December 31, 1986 
and before March 16, 1987, such 2-1/2 

month period is to be treated as one tax- 

able year of the employee. Aside from 

this modification, the general rules appli- 

cable for determining whether a distri- 

bution is a lump sum distribution under 

section 402(e)(4) continue to apply. This 

means, for example, that the employee 

must receive the balance to the credit of 
the employee (calculated with application 

of section 402(e)(4)(C)) within this 2-1/2 

month period, and no amount distributed 

during this 2-1/2 month period which is 

not an annuity contract may be treated as 

a lump sum distribution unless the tax- 

payer elects to have all such amounts re- 

ceived during such 2-1/2 month period 

treated as a lump sum distribution. In ad- 

dition, an election of lump sum treatment 

for distributions received in the 2-1/2 month 

period counts as an election made under 

section 402(e)(4)(B) after December 31, 
1986. 

If a distribution or distributions re- 

ceived during the 2-1/2 month period 

qualify as a lump sum distribution under 

section 402(e)(4) as though such period is 

a full taxable year of the employee, for 

the employee's 1986 and 1987 taxable 

years, the employee may elect to treat 

such lump sum distribution as though it 

were received on the date the employee 

separated from service in 1986. Such an 

election must be made on a return (or 
amended return) filed by the employee 

for the employee's 1986 taxable year by 

the due date (with extensions) for the re- 

turn for the 1987 tax year, by attaching a 

statement that such lump sum distribution 

is to be treated as a section 1124 lump 

sum distribution. 

If an employee elects to treat a lump- 

sum distribution that is eligible for sec- 

tion 1124 treatment as a section 1124 
lump sum distribution, for purposes of 
determining the tax treatment of such 
distribution, the distribution is to be treat- 

ed as though it was the only distribution 

received by the employee during 1986 
from the plan (or plans) making the sec- 
tion 1124 lump sum distribution. Thus, 
for example, if the employee had actually 
received a distribution in 1986 and rolled 
over all or part of such distribution to an 

IRA, such distribution and rollover may 
be disregarded in determining the tax 

treatment of the section 1124 lump sum 

distribution. In addition, other amounts 
received in 1986 from the plan (or plans) 
making the section 1124 lump sum distri- 

bution may not be treated as part of the 
section 1124 lump sum distribution for 
purposes of determining the tax treatment 
of such distribution. However, if the em- 

ployee actually received a separate lump 
sum distribution in the 1986 taxable year 
from a different plan (or plans), this sepa- 

rate lump sum distribution and the sec- 
tion 1124 lump sum distribution must be 
combined and treated as a single lump 

sum distribution received in 1986. 

A section 1124 lump sum distribution is 

to be treated as received in 1986 for 

purposes of the applicable income tax 

provisions (including, for example, the 

capital gains and averaging rules of sec- 

tion 402) and for purposes of the section 

72(t) additional tax on early distributions 

and the tax under section 4981 (as added 

by section 1134 of TRA'86) on excess 

annual distributions. In addition, a section 

1124 lump sum distribution is to be treat- 

ed as received in 1986 for purposes of 
determining the tax treatment of other 

distributions received in 1987. 

Nevertheless, for reporting and with- 

holding purposes, a section 1124 lump sum 

distribution is to be treated as paid and 

received when it is actually paid and re- 

ceived in 1987. Thus, the distribution is 

to be reported on the Form 1099R for the 
1987 tax year. In addition, if the employee 
does not elect out of withholding with re- 

spect to a section 1124 lump sum distri- 

bution, the amount to be withheld under 

section 3405 is to be calculated by refer- 

ence to the tables applicable for 1987, and 

any amounts withheld from such lump sum 

distribution will be credited to the em- 

ployee's 1987 taxable year, rather than 

the employee's 1986 taxable year. (An 
employee may, of course, elect out of 
withholding on the section 1124 lump sum 

distribution in order to have funds avail- 

able to pay the 1986 income tax due with 

respect to such distribution. ) No penalty 
shall be imposed for failure to pay esti- 

mated taxes for the employee's 1986 tax- 
able year with respect to such section 1124 
lump sum distribution. However, a tax- 

payer who elects to treat a lump sum dis- 

tribution as a section 1124 lump sum 

distribution will be liable under section 
6601 for interest on underpayment of taxes 
to the extent that the election increases 
the taxpayer's tax liability for the 1986 tax 
year and such increased taxes are not paid 
on or before the last date prescribed for 
payment of tax for such 1986 tax year. 

If a distribution to an employee qual- 
ifies as a lump sum distribution and is oth- 
erwise eligible for section 1124 treatment 
by the employee, the payor (or, if appli- 

cable, plan administrator) is required to 
include as part of the explanation re- 
quired under section 402(f) a statement 
that such distribution is eligible under sec- 
tion 1124 of TRA'86 to be treated by the 
employee as received during 1986 and a 
general explanation of the tax treatment 
available for such distribution. A general 
explanation to the effect that a recipient's 
distribution may be eligible for section 1124 
treatment will not be treated as satisfying 
section 402(f). 
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G. Section 457 of the Code (Section 1107 
of TRA'86) 

Q — 25: What modifications did section 
1107 of TRA'86 make with respect to de- 
ferred compensation plans under section 
457 of the Code? 

A — 25: Section 1107 of TRA'86 makes 
several modifications to section 457 of the 
Code. Among the significant changes are 
(i) rules coordinating (a) amounts ex- 
cluded from an individual's gross income 
under section 402(a)(8) or section 
402(h)(1)(B) and amounts with respect to 
which a deduction is allowable by reason 
of contributions to an organization de- 
scribed in section 501(c)(18) with (b) 
amounts deferred under section 457 (sec- 
tion 457(c)(2)); (ii) modifications to the 
required distribution rules applicable to 
deferred amounts under eligible plans 
(section 457(d)); (iii) a special rule per- 
mitting the availability of certain distri- 
butions of less than $3, 500 under eligible 
plans (section 457(e)(9)); and (iv) a spe- 
cial rule permitting the transfer of de- 
ferred amounts between eligible plans 
(section 457(e)(10)). In addition, section 
1107 of TRA'86 generally extended sec- 
tion 457 (with the exception of the 180- 
day rule contained in the flush language 
of section 457(b)) to the deferred com- 
pensation plans of all tax-exempt orga- 
nizations (section 457(e)(1)). 

Generally, the modifications to section 
457 by section 1107 of TRA'86 (including 
the new coordination rules under section 
457(c)(2) and the modified minimum dis- 
tribution rules under section 457(d)) are 
effective for taxable years of individuals 
beginning after December 31; 1988. How- 
ever, the special rules under sections 
457(e)(9) and 457(e)(10) apply to taxable 
years of individual taxpayers beginning 
after December 31, 1986. See Q&A — 27 
and Q&A — 28 for the effective date and 
grandfather provisions for the extension 
of section 457 to the deferred compen- 
sation plans of tax-exempt organizations. 

Section 1107 of TRA'86 does not (and 
was not intended to) amend any provision 
of Title I of the Employee Retirement 
Income Security Act of 1974, as amended 
(ERISA). Accordingly, a deferred com- 
pensation plan of a tax-exempt organi- 
zation may be subject to certain of the 
requirements of such Title I. In the case 
of a deferred compensation plan that is 

subject to Title I of ERISA, compliance 
with the exclusive purpose, trust, funding 
and certain other rules will cause the plan 
to fail to satisfy section 457(b)(6). 

Q — 26: What deferred amounts are sub- 

ject to section 457? 
A — 26: Section 457 (as amended by 

TRA'86) applies to any amount of com- 
pensation deferred under a deferred com- 

pensation plan (which includes any 
deferred compensation agreement and any 
deferred compensation arrangement, 
whether or not such agreement or ar- 

rangement is individually negotiated), and 

any income attributable to such amount, 
between an "eligible employer" (as de- 
fined in section 457(e)(1)) and an individ- 
ual who performs services for the eligible 
employer. 

Section 457 applies to amounts de- 
ferred under a deferred compensation plan 
regardless of whether the plan is in the 
nature of an individual account or defined 
contribution plan or a defined benefit plan, 
including a deferred compensation plan 
that provides benefits in excess of the ben- 
efits provided under a qualified plan un- 
der section 401(a), a deferred 
compensation plan that provides benefits 
in excess of the benefits permitted to be 
provided under a qualified plan on ac- 
count of section 415, and a deferred com- 
pensaton plan that provides benefits only 
to a select group of executives or other 
highly compensated employees (e. g. , a 
"top hat" plan). Also, section 457 applies 
to amounts deferred even though de- 
ferred amounts are determined by refer- 
ence to factors other than the annual 
compensation of the individual (e. g. , years 
of service, final average salary), uncertain 
in aggregate amount, and are payable over 
an indeterminable period (e. g. , over the 
life of the individual). 

Section 457 applies to amounts de- 

ferred under a deferred compensation plan, 
whether or not such deferral is pursuant 
to the election of the individual taxpayer. 
Thus, section 457 applies to both elective 
and nonelective deferred compensation 
amounts. In the case of deferrals that are 
at the election of the individual, section 
457 applies without regard to whether the 
deferral election is made prior to the year 
during which the employee performs the 
services to which the deferred amounts 
relate. 

Section 457 does not apply to amounts 
deferred under a plan to the extent that 
such plan is described in section 457(f)(2), 
and amounts deferred under a plan de- 
scribed in section 457(f)(2) are not taken 
into account in applying section 457 to 
other deferred amounts (except as pro- 
vided by section 457(c)). 

Q — 27: When is the extension of section 
457 to tax-exempt organizations effec- 
tive? 

A — 27: Section 457 (as amended by sec- 
tion 1107 of TRA'86) applies to any 
amount of compensatation deferred, and 
any income attributable to the amounts 
so deferred, for taxable years of an in- 
dividual beginning after December 31, 1986 
under any plan of a tax-exempt organi- 
zation that covers such individual who 
performs services for the tax-exempt or- 
ganization. The term "plan" includes any 
agreement or arrangement between a tax- 
exempt organization and such an individ- 

ual. See Q&A — 26. Thus, for example, 
section 457 applies to deferrals of com- 
pensation that would have been paid or 
made available (but for the deferred com- 
pensation plan) to an individual by a tax- 
exempt organization in a taxable year of 
the individual beginning after December 
31, 1986. Similarly, in the case of deferred 
compensation plan that is in the nature of 
a defined benefit plan, section 457 applies 
to deferrals of compensation allocable to 
taxable years of the individual beginning 
after December 31, 1986. 

A deferred compensation plan of a ru- 

ral electric cooperative that was treated 
as a State under section 457(d)(9) (as in 
effect before TRA'86) is subject to sec- 
tion 457 for certain taxable years begin- 
ning before December 31, 1986, as 
determined under section 457 before 
amendment by TRA'86. Also, see Q&A— 
28 for a transition rule for existing de- 
ferred compensation plans of tax-exempt 
organizations. 

Q — 28: What deferred amounts are 
within the grandfather rule of section 
1107(c)(3)(B) of TRA'86? 

A — 28: Section 1107(c)(3)(B) of TRA'86 
provides that section 457 of the Code shall 
not apply to amounts deferred under a 
deferred compensation plan of a tax-ex- 
empt organization (other than certain ru- 

ral electric cooperatives) that are 
attributable to compensation that would 

have been paid or made available (but for 
the deferred compensation plan) in tax- 

able years of an individual beginning be- 

fore January 1, 1987. In addition, section 
457 shall not apply to deferrals of compen- 
sation that would have been paid or made 

available (but for the deferred compensa- 
tion plan) in taxable years of an individual 

beginning after December 31, 1986 under a 
deferred compensation plan of a tax-ex- 

empt organization (other than certain ru- 

ral electric cooperatives) to the extent that 
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such deferrals were fixed pursuant to a 
written plan on August 16, 1986. For pur- 
poses of this grandfather rule, in the case 
of a deferred compensation plan that is 
in the nature of a delined benefit plan, 
deferrals of amounts that are allocable to 
taxable years of the individual are to be 
treated as deferrals of compensation that 
would have been paid or made available 
in such taxable years (but for the deferred 
compensation plan). 

A deferral with respect to an individual 
is treated as fixed on August 16, 1986 to 
the extent that a written plan on such date 
provided for such deferral for each tax- 
able year of the plan and such deferral 
was determinable on such date under the 
written terms of the plan as a fixed dollar 
amount, a fixed percentage of a fixed base 
amount (e. g. , amount of regular salary, 
commissions, bonus, or total compensa- 
tion), or an amount to be determined un- 

der a fixed formula. An example of a fixed 
formula is a deferred compensation plan 
that is in the nature of a defined benefit 
plan under which the deferred compen- 
sation to be paid to an employee in the 
future (e. g. , on or after separation from 
service) is in the form of an annual benefit 
equal to 1 percent for each of the em- 
ployee's years of service with the em- 

ployer times the employee's final average 
salary. 

In addition, a deferral with respect to 
an individual is treated as fixed on August 
16, 1986 to the extent that a written plan 
on such date provided for such deferral 
and the deferral is the same as the deferral 
in effect with respect to such individual 

under such plan on August 16, 1986, even 
if on such date the written plan did not 
fix the amount of deferral. Thus, for ex- 
ample, if under a written plan on August 
16, 1986, an employee could elect to have 

up to 5 percent of regular salary deferred 
and if, on August 16, 1986, the employee 
had a 5 percent deferral election in effect, 
subsequent deferrals of the employee's 
regular salary are to be treated as having 

been fixed on August 16, 1986 for pur- 

poses of this grandfather rule for as long 
as such deferrals continue to be 5 percent 
of the employee's regular salary. Simi- 

larly, for example, if, under a specified 
formula in a written plan on August 16, 
1986, an employee earned additional de- 

ferred compensation amounts for each year 
of service with the employer, additional 
deferred amounts attributable to years of 
service after December 31, 1986 are to be 
treated as having been fixed on August 
16, 1986 for purposes of this grandfather 

rule for as long as such deferrals continue 

to be determined under the formula in 

effect on August 16, 1986. 
An amount of deferral that is pursuant 

to a written plan on August 16, 1986 will 

cease to be treated as fixed on such date, 
and thus will be subject to section 457, as 

of the effective date of any modification 

to the written plan that directly or indi- 

rectly alters the fixed dollar amount, the 

fixed percentage or the fixed base amount 

to which the percentage is applied, or the 

fixed formula. Similarly, an amount of de- 

ferral that is pursuant to a written plan 

on August 16, 1986 that is treated as fixed 

on such date because it is same deferral 
amount that was in effect under such plan 
on August 16, 1986 will cease to be treated 
as fixed on August 16, 1986, and thus will 

be subject to section 457, as of the effec- 
tive date of any modification to the amount 

of the deferral (i. e. , any modification to 
the specified dollar amount, specified per- 
centage of a specified base amount, or 
specified formula, whichever is applica- 
ble). 

A deferral will not fail to be treated as 
fixed on August 16, 1986 n. rely because 
the written plan also provides for a de- 
ferral that is not fixed on such date. In 
addition, a deferral will not fail to be 
treated as fixed on August 16, 1986 merely 
because the tax-exempt organization and 
individual have the right, under the plan 
on such date, the renegotiate the plan and 
thus to alter the deferral (whether or not 
such plan is part of an employment con- 
tract between such organization and in- 

dividual) or merely because the individual 
has the right, under the plan on such date, 
to vary the amount of the deferral in the 
future. However, if at any time after Au- 

gust 16, 1986 these rights are exercised to 
modify the dollar amount, percentage of 
a specified base amount, or specified for- 
mula (whichever is applicable), deferrals 
after the effective date of any such mod- 
ification will fail to be treated as fixed on 

August 16, 1986 and thus will be subject 
to section 457. 

Even though section 457 does not apply 
to deferred amounts that are within sec- 

tion 1107(c)(3)(B)(ii) of TRA'86, such 

deferred amounts are taken into account 
in applying section 457 to other deferred 
amounts that are subject to section 457 

and are not within section 1107(c)(3)(B)(ii) 
of TRA'86. Deferred amounts that are 
within section 1107(c)(3)(B)(ii) of TRA'86, 
however, are not taken into account in 

applying sections 403(b), 402(a)(8), 
402(h)(1)(B), and 501(c)(18). 

Q — 29: What is the effect of section 
457(e)(9) (as added by TRA'86) on I)1. 457— 

1(b) of the regulations? 
A — 29: Section 457(e)(9) operates as an 

additional exception to application of the 
constructive receipt rules to allow an el- 

igible plan to permit a participant with 

respect to whom the present value of the 
total amount under the plan does not ex- 

ceed $3, 500 to elect to receive the such 
total amount under the plan in a lump 
sum. Section 457(e)(9) does not limit the 
elections otherwise allowed under li1. 457— 

1(b) of the regulations. 

Investment Adjustment With Respect to an 

Acquired Subsidiary's Built-in Gain 

Notice B7-14 

The Internal Revenue Service intends 
to promulgate regulations affecting cer- 
tain adjustments to the basis of the stock 
of a subsidiary that is a member of an 
affiliated group of corporations filing a 
consolidated return. In general, the ad- 

justments affected are among those made 
pursuant to the investment adjustment 
provisions of the consolidated return reg- 
ulations (section 1. 1502 — 32 of the Income 
Tax Regulations). The investment ad- 

justment regulations provide for certain 
positive or negative adjustments to the 
basis of the stock of a subsidiary based 
generally on the subsidiary's earnings and 
profits. The adjustments to stock basis are 
intended to reflect changes in a group's 
investment in the stock of a subsidiary, so 
that income or loss previously included in 
a group's consolidated taxable income is 
not reflected a second time on the sale of 
a subsidiary's stock. 

The regulations to be promulgated will 
affect the adjustment to stock basis in cer- 
tain cases where one or more members 
have acquired stock of a target with a built- 
in gain asset, that is, an asset that at the 
time of the acquisition of target stock has 
a fair market value in excess of its ad- 
justed basis. In general, the adjustment 
to stock basis will not reflect built-in gains 
that are recognized by target on sales of, 
or by reason of distributions of, its assets. 
Thus, in cases where a target's stock is 
sold, the regulations will prevent recog- 
nition of losses that are attributable to the 
subsidiary's recognition of built-in gains. 
The regulations will be effective with re- 
spect to stock in a target that was acquired 
after January 6, 1987. 
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Changes Made by the Tax Reform Act of 
1986 to Section 48Ig) of the Code Relating 
to the Rehabilitation Tax Credit 

Notice 87-15 

This document highlights several of the 
important changes made by the Tax Re- 
form Act of 1986) (the Act) to the pro- 
visions of the Internal Revenue Code 
relating to the rehabilitation tax credit. In 
addition to changing the amount of the 
credit generally for property placed in ser- 
vice after December 31, 1986, section 251 
of the Act made several changes to the 
external wall retention requirement in 
section 48(g)(1) of the Code. In general, 
the other requirements of section 48(g) 
were not changed by the Act. 

The Act amends the external wall re- 
tention requirement in section 48(g)(1) of 
the Code in two respects. First, the al- 
ternative external wall test under prior 
law becomes generally the exclusive test 
for property placed in service after De- 
cember 31, 1986. For property placed in 
service before January 1, 1987, and other 
property qualifying under the transitional 
rules, for a building to qualify as a qual- 
ified rehabilitated building, either at least 
75 percent of the existing external walls 
of the building must be retained in place 
as external walls in the rehabilitation 
process, or at least: (1) 50 percent of the 
existing external walls of the building must 
be retained in place as extenal walls; (2) 
75 percent of the existing walls must be 
retained in placed as internal or external 
walls; and (3) 75 percent of the building's 
internal structural framework must be re- 
tained in place. For property placed in 
service after December 31, 1986, not 
qualifying under the transitional rules, the 
taxpayer must retain at least: (1) 50 per- 
cent of the external walls of the building 
as external walls; (2) 75 percent of the 
existing external walls must be retained in 

place as external or internal walls; and (3) 
75 percent of the building's internal struc- 
tural framework. The Internal Revenue 
Service expects to publish during 1987 
regulations defining the term "internal 
structural framework" to include all load- 

bearing internal walls and any other inter- 

nal structural supports, including the col- 
umns, girders, beams, trusses, spandrels, 

and all other members that are essential to 
the stability of the building. This definition 
is derived from the legislative history to 
section 251 of the Act. H. R. Rep. No. 
99-426, 99th Cong. , 1st Sess. 188 (i985). 
Thus, in contrast to prior law, the rehabili- 

tation credit is no longer available for a 
building that is completely gutted. 
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The second significant change relating 
to the external wail retention requirement 
made by the Act exempts a certified his- 

toric structure from the requirement. Al- 

though this change gives the Secretary of 
the Interior fiexibility to allow taxpayers 
to eliminate more than 25 percent of ex- 
ternal walls in appropriate cases (e. g. , when 

those walls detract from the historic char- 

acter of a building or the district in which 

such building is located), the legislative 

history in section 251 of the Act is clear 
that Congress intended that the Secretary 
of the Interior would distinguish between 
true rehabilitations and new contruction 
in certifying projects as meeting Depart- 
ment of Interior standards. Accordingly, 
the Secretary of the Interior will generally 
deny certification to rehabilitations that 
do not satisfy the external wall retention 
test in section 48(g)(1) of the Code. See 
H. R. Rep. No. 99-426, 99th Cong. , 1st 
Sess. 188 (1985). 

General Rules for Individual Retirement 

Arrangements under the Tax Reform Act of 
1986 

Notice 87-16 

The Tax Reform Act of 1986 (the Act) 
substantially modified the provisions of 
the Internal Revenue Code relating to In- 
dividual Retirement Arrangements 
(IRAs). Specifically, provisions of the Act 
reduce and, in some cases, eliminate de- 
ductions for IRA contributions, allow 
nondeductible IRA contributions, and 
change some of the current rules con- 
cerning collectibles and spousal IRAs. In 
general, these provisions are effective for 
taxable years beginning after December 
31, 1986. 

This Notice provides guidance con- 
cerning these provisions, and, until ap- 
plicable regulations are published, 
taxpayers may rely on the guidance pro- 
vided in this Notice to resolve the issues 
which are specifically considered. How- 
ever, some issues related to the treatment 
of IRAs are not addressed in this Notice. 
No conclusions should be drawn with re- 
spect to these issues or the reasons for 
their exclusion from this Notice. 
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I. Deductible Contributions to IRAs 

A. Active Participant Status 
An individual who is not an active par- 

ticipant in a retirement arrangement spec- 
ified in section 219(g)(5) of the Code may 
make a deductible IRA contribution for 
the taxable year of up to the lesser of 
$2, 000 ($2, 250 for spousal IRAs) or 100% 
of compensation. An individual who is 
married and files a joint federal income 
tax return will be treated as an active par- 
ticipant if such individual's spouse is an 
active participant. 

Section 219(g) of the Code provides that 
if an individual is an active participant in 
such a retirement arrangement for a tax- 
able year, the $2, 000 ($2, 250 for spousal 
IRAs) dollar limit on the individual's de- 
duction may be reduced or eliminated for 
such year. Accordingly, the first step in 
determining the permissible IRA deduc- 
tion for a year is to determine active par- 
ticipant status for the taxable year. 

For purposes of the IRA deduction 
rules, an individual shall be an "active 
participant" for a taxable year if either 
the individual or the individual's spouse 
(with whom the individual files a joint tax 
return) actively participates in any of the 
following: 

1) a qualified plan described in sec- 
tion 401(a) of the Code, 

2) an annuity plan described in sec- 
tion 403(a) of the Code, 
3) a plan established for its em- 
ployees by the federal, state or local 
government or by an agency or in- 
strumentality thereof (other than a 
plan described in section 457 of the 
Code), 

4) an annuity contract or custodial 
account described in section 403(b) 
of the Code, 

5) a simplified employee pension 
described in section 408(k) of the 
Code, or 

6) a trust described in section 
501(c)(18) of the Code. 

See Questions Al through A14 for ac- 
tive participant rules that apply to all plans. 

In determining when an individual is 
an active participant in a retirement ar- 



rangement for a taxable year, different 
rules are applied, depending upon whether 
the retirement arrangement is a defined 
benefit or a defined contribution plan. 

Defined Benefit Plan Rule 

In the case of a defined benefit plan, 
an individual who is not excluded under 
the eligibility provisions of the plan for 
the plan year ending with or within the 
individual's taxable year shall be an active 
participant in the plan, regardless of 
whether such individual has elected to de- 
cline participation in the plan, has failed 
to make a mandatory contribution spec- 
ified under the plan or has failed to per- 
form the minimum service required to 
accrue a benefit under the plan. For ex- 
ample: 

An individual is a calendar year tax- 
payer who is not excluded from partic- 
ipation under the provisions of a defined 
benefit plan with a July 1 to June 30 
plan year. The individual separates from 
service on December 31, 1987. Because 
the individual is not excluded under the 
plan's eligibility provisions for the plan 
year ending in such individual's 1988 
taable year, such individual shall be an 
active participant for the 1988 taxable 
year. 

See Questions A15 through A18 for de- 
fined benefit plan active participant rules. 

Defined Contribution Plan Rule 

Generally, in the case of a defined con- 
tribution plan, an individual shall be an 
active participant if employer or em- 
ployee contributions or forfeitures are al- 
located to such individual's account with 
respect to a plan year ending with or within 
the individual's taxable year. For exam- 
ple: 

Company B sponsors a money pur- 
chase pension plan with a plan year 
ending on June 30. The plan provides 
that contributions must be allocated as 
of the last day of the plan year. On 
December 31, 1987, an individual em- 

ployed by the Company separates from 
service. The contribution for the plan 
year ending on June 30, 1988 is not 
made until February 15, 1989, when the 
Company files its corporate return. In 
this case, the individual is an active par- 
ticipant for such individual's 1988 tax- 
able year. 
A special rule applies to certain plans 

in which it is impossible to determine 
whether or not an amount (other than 
earnings) will be allocated to an individ- 

ual's account for a given plan year. If, 
with respect to a particular plan year, no 
amount attributable to forfeitures, em- 

ployer contributions or employee contri- 
butions has been allocated to an 
individual's account by the last day of the 
plan year, and contributions to the plan 
are purely discretionary for the plan year, 
such individual shall not be an active par- 
ticipant for the taxable year in which such 

plan year ends. If, however, after the end 
of such plan year, the employer contrib- 
utes an amount for such plan year, an 
individual to whose account an allocation 
is made shall be an active participant for 

the taxable year in which the contribution 
is made. 

Contributions shall be treated as purely 
discretionary for the plan year if, as of the 
end of the plan year, the employer is not 
obligated under the law or terms of the 
plan to make a contribution for the plan 

year, and whether or not contributions 
are made to the plan is ultimately de- 

pendent upon the employer's decision or 
factors within the control of the employer. 
Contributions are not purely discretion- 
ary merely because they are dependent 
on profits. For example: 

An individual covered by a profit- 
sharing plan separated from service on 
December 31, 1987. The plan year runs 
from July 1 to June 30. Under the terms 
of the plan, employer contributions, if 
any, shall be made at the complete dis- 
cretion of the Board of the Directors 
and shall be contributed to the plan 
prior to the due date for filing the em- 
ployer's tax return. Such contributions 
are allocated as of the last day of the 
plan year, and allocations are made to 
the accounts of individuals who have 
any service during the plan year. As of 
June 30, 1988, no employer or em- 

ployee contributions has been made that 
are allocated to the June 30, 1988 plan 
year, and no forfeitures had been al- 
located within the plan year. In addi- 
tion, as of such date, the employer was 
not obligated to make a contribution 
for such plan year and it was impossible 
to determine whether or not a contri- 
bution would be made with respect to 
the plan year. On December 31, 1988, 
the Board of Directors agreed to con- 
tribute a specified amount to the plan, 
with respect to the plan year ending 
June 30, 1988; on February 15, 1989, 
such contribution was made to the plan. 
As a result of the amount allocated to 
such individual's account as of June 30, 
1988, the individual is an active partic- 

ipant in the plan for the 1989 calendar 
year but not for the 1988 year. 

See Questions A19 through A26 for the 
defined contribution plan rules. 

General Active Participant Questions 

Al: How will an employer report active 
participant status for a taxable year? 

A: An individual's employer (or for- 
mer employer) must inform an individual 
of active participant status for the taxable 
year of the individual. This status must 
be reported on a Form W — 2. 

A2: If an individual is not an active 
participant, but such individual's spouse 
is an active participant, will the individual 

be treated as an active participant? 

A: If the couple liles a joint federal 
income tax return for the applicable year, 
active participation by either spouse will 

cause both spouses to be treated as active 
participant. But see Question A3. 

A3: If an individual is married but files 
a separate tax return, will active partici- 
pation by his or her spouse affect the in- 
dividual's active participant status? 

A: No. Section 219(g)(4) of the Code 
provides that a married individual who 
files a separate tax return is considered 
single for purposes of determining active 
participant status. Thus, if the individual 
is not an active participant, the fact that 
his or her spouse is an active participant 
will not limit such individual's IRA de- 
duction. 

A4: If a married individual obtains a 
divorce during his or her taxable year (and 
does not remarry during such year), is the 
individual considered an active partici- 
pant merely because the former spouse is 
an active participant for the year? 

A: No. Marital status is determined as 
of the end of the year. Thus, if the indi- 
vidual is not married at the end of the 
year, the fact that his or her former spouse 
is an active participant will not cause the 
individual to be treated as an active par- 
ticipant. Similarly, if an individual mar- 
ries during the year, and the individual's 
new spouse is an active participant, the 
individual shall be treated as an active 
participant for the entire year if the cou- 
ple files a joint tax return. 

A5: If a married individual dies during 
a taxable year and is an active participant 
for such taxable year, will the survivor be 
treated as an active participant for pur- 
poses of section 219(g) of the Code? 

A: Yes. In the taxable year of death, 
active participation is determined as if the 
deceased spouse was still alive. Thus, if 
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the deceased spouse was an active partic- 
ipant for the taxable year of death and a 
joint return is filed for the taxable year of 
death, the survivor will also be treated as 
an active participant. In such a case, the 
applicable dollar limitation for AGI pur- 
poses is $40, 000. (See I. B. , below. ) For 
taxable years following the taxable year 
of death, the deceased spouse's status as 
an active participant in the year of death 
has no effect on the survivor's status as 
an active participant because the survivor 
is not treated as married to the deceased 
spouse for purposes of the active partic- 
ipation rules. However, for AGI pur- 

poses, in those cases in which the survivor 

meets the filing status requirements under 
section 2(a) of the Code, the survivor will 

use the same $40, 000 applicable dollar 
limitation used by married taxpayers filing 

jointly. 
A6: An individual has an amount de- 

ferred for a taxable year in a plan de- 

scribed in section 457 of the Code. Does 
participation in such a plan cause the in- 

dividual to be an active participant? 
A: No. Section 219(g)(5) of the Code 

specifically exempts unfunded deferred 
compensation plans described in section 
457 of the Code from the definition of 
relevant plans for purposes of determin- 

ing who is an active participant. Partici- 
pation in any retirement plan established 

by a state or local government, other than 
a plan described in section 457 of the Code, 
is active participation for purposes of sec- 
tion 219(g)(5) of the Code. 

A7: Is an individual who is covered un- 

der Social Security or Railroad Retire- 
ment (Tier I or Tier II) an active 
participant? 

A: No. Under Section 219(g)(5), nei- 

ther Social Security nor Railroad Retire- 
ment (Tier I and Tier II) is a retirement 

arrangement for purposes of determining 
active participant status. 

A8: Is a retired individual who is re- 

ceiving pension annuity payments an ac- 

tive participant? 
A: No. An individual will not be treated 

as an active participant merely because 
the individual receives benefits under a 
retirement arrangement described in sec- 

tion 219(g)(5) of the Code. 
A9: If an individual in ineligible for 

benefit accrual in a retirement plan that 

is integrated with Social Security solely 

because the compensation of that individ- 

ual is below the integration level or be- 

cause the full' benefit will be offset by Social 

Security, is the individual an active par- 

ticipant? 

A: No. In the case of a defined benefit 

plan, an individual who is not excluded 

under the eligibility provisions of the plan, 

but who is nonetheless ineligible to accrue 

a benefit under a plan because compen- 

sation is below the integration level or 
whose benefit will be fully offset by social 
security for the plan year ending with or 
within the taxable year, shall not be an 

active participant in such plan. (Note: This 

is an exception to the general rule appli- 

cable to defined benefit plans, and it is 

limited to the facts set forth in the pre- 
ceding sentence. ) Similarly, in a defined 
contribution plan, if an individual is in- 

eligible for an allocation in a plan year 
because of the individual's compensation 
is below the integration level, such indi- 

vidual shall not be an active participant 
for the taxable year with or within which 

such defined contribution plan year ends. 

A10: Is an individual who makes em- 

ployee contributions to a qualified plan 
described in section 219(g)(5) an active 
participant? 

A: Yes. If an individual makes either 
voluntary or mandatory employee con- 
tributions to a plan, such individual shall 

be an active participant for the individu- 
al's taxable year containing the end of the 
plan year in which the contributions are 
allocated. 

All: In the case of a plan year that 
begins in 1986 and ends in 1987, will ac- 
tions attributable to the 1986 part of the 

plan year that would normally make an 

individual an active participant for a year, 
make an individual an active participant 
for the 1987 taxable year? 

A: No. For purposes of determining 
whether an individual is an active partic- 
ipant for 1987, a plan year beginning in 

1986 and ending in 1987 (an "overlap plan 
year") is to be treated as two short plan 

years, the first ending on December 31, 
1986 and the second beginning on January 
1, 1987. In addition, any employee con- 
tributions or employer contributions or 
forfeitures allocated during the 1987 por- 
tion of the overlap plan year shall be treated 
as allocated on December 31, 1986 to the 
extent such contributions are attributable 

(i) to compensation that would have been 
paid (but for a deferral election) or was 

actually paid before January 1, 1987 or 
(ii) to services performed before January 
1, 1987. 

For example, if a participant in a cash 
or deferred arrangement that is part of a 
plan with an overlap plan year elects to 
have no elective deferrals made out of 

compensation that would have been paid 
(but for the deferral election) in the 1987 
portion of the overlap plan year, such par- 

ticipant will not be treated as an active 
participant for the 1987 taxable year merely 

because of the elective deferrals made out 
of compensation that would have been 

paid (but for the deferral election) before 
January 1, 1987. Similarly, if a participant 
in a defined contribution plan with an 

overlap plan year separates from service 
from the employer on December 31, 1986, 
such participant will not be treated as an 

active participant for the 1987 taxable year 
merely because an employer contribution 
that is based on the participant's com- 
pensation and service before January 1, 
1987 is allocated to such participant's ac- 

count as of the last day of the overlap plan 
year. 

A12: Is an individual considered an ac- 

tive participant merely because such in- 

dividual participates in a plan as an Armed 
Forces reservist if the individual has less 

than 90 days of active duty during the 

year, or participates in a plan described 
in section 219(g)(5)(A)(iii) of the Code, 
based on activities as a volunteer fire- 

fighter? 
A: No. Such individual is not an active 

participant pursuant to section 219(g)(6) 
of the Code. 

A13: If only a single dollar is allocated 
to an individual's account for a plan year 
(in a defined contribution plan), or an in- 

dividual accrues a benefit of only one dol- 
lar for a plan year (in a defined benefit 
plan), is such an individual an active par- 
ticipant in such plan? 

A: Yes. 
A14: If an amount is allocated to an 

individual's plan account for a plan year 
in a defined contribution plan, or an in- 

dividual accrues a benefit for a plan year 
in a defined benefit plan, but such indi- 

vidual has no vested interest in such ac- 
count or accrual, is such an individual an 
active participant in such plan? 

A: Yes. Active participant status is de- 
termined without regard to vesting. 

Defined Benefit Plan Active Participation 
Questions 

A15: In many defined benefit plans a 
participant's right to benefit accruals is 

conditioned upon the performance of a 
prescribed number of hours of service. If 
an individual does not complete the req- 

uisite hours of service needed in order to 
accrue a benefit in a plan year, is the in- 

dividual an active participant for such year? 
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A: Yes. If the individual is not ex- 
cluded under the eligibility provisions of 
the plan for the plan year with or within 
the individual's taxable year, the individ- 
ual is an active participant. 

A16: If an individual participates in a 
defined benefit plan in which benefit ac- 
cruals are frozen for the entire plan year 
ending with or within the individual's tax- 
able year, is such individual an active par- 
ticipant in such plan for the taxable year? 

A: No. When a plan is frozen, i. e. , 
when benefit accruals under a plan have 
ceased for all participants, an individual 
in such a plan is not an active participant. 
However, where a benefit may vary with 
future compensation, all accruals will not 
be considered to have ceased. For ex- 
ample, a "High 3" plan, in which future 
accruals have ceased but the actual benefit 
will depend upon future compensation, 
will not be considered as a plan in which 

accruals have ceased for all participants. 
A17: If a calendar year defined benefit 

plan terminates on January 2, 1988, is an 
individual who is covered under the plan 
an active participant for such individual's 

1988 taxable year? 
A: Yes. If an individual is not excluded 

under the eligibility provisions of the plan 
for any portion of the plan year ending 
with or within the taxable year, the in- 

dividual is an active participant. Accord- 
ingly, an individual covered by the plan 
shall be an active participant for the tax- 
able year in which the plan year ends, 
whether or not the plan terminated. 

A18: If a calendar year defined benefit 
plan terminates on November 30, 1987, 
but does not commence distributions until 

January 31, 1988, is an individual covered 
under the plan an active participant in 

either plan year? 
A: As noted in question A17, the in- 

dividual will be an active participant for 
the taxable year within which the plan 
terminates (1987) because such individual 

was not excluded under the eligibility pro- 
visions of the plan in the plan year which 

ended with or within the taxable year. In 
the 1988 plan year, a participant is ex- 

cluded under the eligibility provisions for 
the plan year which ends mth or within 

the participant's taxable year because the 

plan has terminated. 

Defined Contribution Plan Active 
Participation Questions 

A19: Is an individual an active partic- 
ipant merely because earnings are allo- 
cated to such individual's account? 

A: No. An individual is not an active 

participant merely because earnings have 

been allocated to such individual's ac- 

count. 
A20: Certain defined contribution plans 

condition the right to an allocation on the 

performance of a specified number of hours 

(e. g. , 1, 000) or on the employment of the 

participant on a certain day. In such a 

plan, if an individual does not meet the 

condition for a particular plan year, is the 

individual an active participant with re- 

spect to the taxable year within which such 

plan year ends? 
A: No. An individual is not an active 

participant in a defined contributon plan 

if, under the terms of the plan, the indi- 

vidual is not entitled to an allocation of 
contributions or forfeitures to the indi- 

vidual's account with respect to the plan 

year ending with or within the individual's 

taxable year. 
A21: If an employer sponsoring a de- 

fined contribution plan is required to make 
a contribution to an individual's account 
but fails to do so (whether or not in vi- 

olation of section 412(d) of the Code), is 
an individual for whom an allocation is 

required an active participant in the plan 
for the plan year ending in the individual's 

taxable year? 
A: Yes. In the case of such a plan, if 

an allocation must be made to an individ- 
ual's account with respect to a particular 
plan year, such individual shall be an ac- 
tive participant in the taxable year in which 

such plan year ends, regardless of whether 
the contribution is made. 

A22: If a plan is required to make a 
top heavy minimum allocation for the plan 
year, and must make an allocation to the 
account of an individual who would not 
otherwise be entitled to an allocation for 
the plan year, is the individual an active 
participant merely because a top heavy 
minimum allocation is made to such in- 
dividual's account? 

A: Yes. If a top heavy minimum is re- 
quired to be allocated to an individual's 

account, the individual is an active par- 
ticipant for the taxable year in which ends 
the plan year with or within which the 
allocation is required to be made. 

A23: If an individual elects to defer 
compensation under a section 401(k) cash 
or deferred arrangement (CIDA), is such 
individual an active participant? 

A: Yes. An individual who elects to 
defer compensation pursuant to a plan de- 
scribed in section 401(k) shall be an active 
participant. The same rule applies to elec- 

tive deferrals and salary reductions under 
sections 408(k), 501(c)(18), and 403(b). 

A24: If an individual who is eligible to 
make elective deferrals under a CODA 
declines to make elective deferrals for a 

year, and no other contributions or for- 
feitures are allocated to such individual's 

account for the plan year ending with or 
within the individual's taxable year, is such 
individual an active participant for that 
year? 

A: No. An individual shall not be an 

active participant merely due to eligibility 
to participate in a CODA. 

A25: If an individual makes an elective 
deferral during a plan year, but later has 
the deferral distributed from the plan as 
an excess deferral, pursuant to section 
402(g)(2) of the Code, is such individual 
an active participant for the taxable year 
with or within which ends the plan year? 

A: Yes. For purposes of determining 
active participant status, if an individual 
chooses to make an elective deferral to a 
plan, the individual is an active partici- 
pant for the plan year as of which the 
deferral contribution is allocated, regard- 
less of whether the contribution remains 
in the individual's account. 

A26: A profit sharing plan has a July 
1 to June 30 plan year. Under the terms 
of the plan, employer contributions, if any, 
are made at the sole discretion of the Board 
of Directors. As of June 30, 1987, no em- 
ployee or employer contributions have 
been made and no amounts have been 
forfeited for the plan year ending June 
30, 1987. Moreover, it is impossible to 
determine whether a contribution will be 
made for the plan year ending on June 
30, 1987. On January 15, 1988, the em- 
ployer makes a contribution for the plan 
year ending on June 30, 1987. On No- 
vember 30, 1988, the employer makes a 
contribution for the plan year ending June 
30, 1988. 

On June 30, 1989 it is again impossible 
to determine whether a contribution will 
be made for the plan year ending on that 
date, and no contribution is made by De- 
cember 31, 1989. Will a participant in the 
plan described above be an active partic- 
ipant only for the 1988 taxable year? 

A: No. In such a situation, when con- 
tributions to a discretionary defined con- 
tribution plan for two plan years are made 
in one calendar year, solely for the pur- 
poses of determining active participant 
status, the contributions for the later plan 
year are deemed to be made in the next 
taxable year. In the fact pattern described 
above, the contribution made on Novem- 
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ber 30, 1988 is deemed to be made in 
taxable year 1989. Thus, the individual is 
an active participant in both the 1988 and 
1989 taxable years. 

B. Adjusted Gross 1ncome 
An active participant with AGI below 

the "applicable dollar limitation" may 
make a deductible contribution to an IRA 
up to the limits of section 219(b)(1) or 
(c)(2)(A) of the Code, as applicable. The 
"applicable dollar limitation" for an in- 
dividual's taxable year is $25, 000 for sin- 

gle taxapyers, $40, 000 for married taxpay- 
ers filing a joint tax return, and zero for 
married individuals who file separately. 
The AGI used for purposes of section 
219(g)(3)(A) (IRA deductions for active 
participants) is calculated after taking into 
account social security benefits (section 86 
of the Code) and losses or gains on passive 
investments (section 469 of the Code). IRA 
contributions are not deducted when de- 
termining the relevant AGI. 

If an individual is an active participant 
with AGI less than $10, 000 above the ap- 
plicable dollar limitation, the individual 

may make a deductible contribution to an 

IRA equal to the lesser of (i) the adjusted 
dollar deduction limit, or (ii) 100% of 
compensation. Such adjusted dollar de- 
duction limit is based upon the amount 

by which the AGI exceeds the applicable 
dollar limitation. This is calculated using 

the following formula: 

$10, 000 Dollar Deduction Deduction Limit 

Excess AGI is the amount by which the 
individual's AGI exceeds the applicable 
dollar limitation. 

The maximum permissible dollar de- 
duction is the section 219(b)(1)(A) limit 
of $2, 000, or the section 219(c)(2)(A)(i) 
limit of $2, 250, in the case of a spousal 
IRA. 

If the adjusted dollar deduction limit is 
not a multiple of 10, it is rounded up to 
the next highest $10 increment. If the 

amount so calculated is below $200, but 
above zero, the adjustable dollar deduc- 
tion limit equals $200. The 100% of com- 
pensation limit is unaffected by these 
adjustments to the dollar limit. 

An individual is never permitted to take 
a deduction in excess of such individual's 
compensation. Thus, if the individual's 

compensation is less than the adjusted 
dollar deduction limit, the adjusted dollar 
deduction limit is equal to 100% of com- 

pensation. (See example 4). 
Example 1: An individual who is single 
and an active participant in a section 403(b) 
annuity contract arrangement for a tax- 
able year has an AGI for the taxable year 
of $33, 000 (this is determined after the 
403(b) salary reduction). To calculate the 
individual's adjusted dollar deduction limit 
the following steps must be taken: 

Applicable Dollar Limitation = $25, 000 
Excess AGI = ($33, 000 — $25, 000) = $8, 000 
Maximum Permissible Dollar Deduction = $2, 000 

$10, 000 — $8, 000 

$10, 000 
x $2, 000 = $400 adjusted dollar deduction limit. 

Example 2: An individual is not an active able year. They file a joint tax return for $46, 555. The adjusted dollar deduction 
participant in a plan, but the individual's the taxable year and each has compen- limit for each spouse is calculated as fol- 
spouse is an active participant for the tax- sation in excess of $2, 000. Their AGI is lows: 

Applicable Dollar Limitation = $40, 000 
Excess AGI = ($46, 555 — $40, 000) = $6, 555 
Maximum Permissible Dollar Deduction 
for the individual = $2, 000 
Maximum Permissible Dollar Deduction 
for the individual's spouse = $2, 000 

10, 000 — 6, 555 

10, 000 
x $2, 000 = $689, rounded to $690. 

Each spouse may establish an IRA and 

may make a deductible contribution of 
$690 for the taxable year. Neither spouse 
may make a deductible contribution in 
excess of that amount; that is, if one spouse 
makes a deductible contribution of only 
$100, the other spouse's deductible con- 

tribution is still limited to $690. 
Example 3: If either spouse, in example 
2, had no compensation for the year, or 
elected to be treated as having no com- 
pensation, a spousal IRA could be estab- 
lished for that individual. To calculate the 
maximum amount of a spousal IRA con- 

tribution which may be contributed to an 

account, the individual must use a two 

step process. First, the adjusted dollar de- 

duction limit for the couple is calculated 

(assume the combined AGI is the same 

as in Example 2): 

Applicable Dollar Limitation = $40, 000 
Excess AGI = ($46, 555 — $40, 000) = $6, 555 
Maximum Permissible Dollar Deduction = $2, 250 
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The adjusted dollar deduction limit for 
the couple is $780. Second, to determine 
the maximum portion of this amount that 
may be allocated to a single account, the 
method in example 2 is used. Thus, no 

more than $690 of the $780 adjusted dol- 

lar deduction limit may be contributed to 

either of the two IRAs. 
Example 4: A married individual filing a 
separate tax return is an active participant 

for a taxable year. The individual's AGI 
and compensation are $1, 500 for the tax- 

able year. The adjusted dollar deduction 

limit is calculated as follows: 

Applicable Dollar Limitation = $0 
Excess AGI = $1, 500 
Maximum Permissible Dollar Deduction = $2, 000 

$10, 000 — $1, 500 $2 ppp 

$10, 000 
$1, 700 

The adjusted dollar deduction limit is 

$1, 700. However, because the individual 

may not deduct an amount in excess of 
100% of compensation, in this example, 
the individual may make a deductible 

contribution of only $1, 500. 

Deductibiiity Questions 

Bl: In determining the adjusted dollar 
deduction limit, is the calculation de- 
scribed above performed on each spouse's 
separate AGI or on the couple's aggre- 
gate AGI? 

A: When computing the adjusted dol- 
lar deduction limit for each spouse filing 
a joint tax return, the couple's aggregate 
AGI is used. (See example 2 above. ) 

B2: How is the adjusted dollar deduc- 
tion limit calculated when an individual's 

compensation for a taxable year is less 
than $2, 000? 

The adjusted dollar deduction limit is 
first calculated under section 219(b)(1)(A) 
or section 219(c)(2)(A)(1). The individ- 
ual may then make a deductible contri- 
bution to an IRA to the extent of the 
lesser of the adjusted dollar deduction limit 

and the 100% of compensation limit of 
section 219(b)(1)(B) or section 219(c) 
(2)(A)(ii). (See example 4 above). 

11. Nondeductible Contributions to IRAs 

Section 408(o) of the Code provides 
that a taxpayer may make a nondeducti- 
ble IRA contribution provided that such 

amount does not exceed the amount de- 

scribed in section 219(b)(1) or (c)(2)(A) 
of the Code (as applicable) reduced by 
the IRA contribution which are deducted 
for the year. Thus, an individual may make 
nondeductible contributions to the extent 
of the excess of (1) the lesser of $2, 000 
($2, 250 in the case of a spousal IRA) or 
100 percent of compensation, over (2) the 
amount of the IRA contribution which is 

deducted. An individual may make non- 

deductible contributions in lieu of de- 
ductible contributions. Earnings attribu- 

table to deductible or nondeductible IRA 
contributions will not be subject to in- 

come tax until distribution. 
When a taxpayer makes a nondeduct- 

ible IRA contribution, any nondeductible 
portion of the IRA contribution must be 
indicated on the tax return for the year 
in which the contribution is made and in 

each subsequent year until the amount is 
fully recovered (section 408(o)(2)(C) of 
the Code). A taxpayer who overstates the 
nondeductible designation on the tax form 
is subject to a $100 penalty per overstate- 
ment unless the overstatement is due to 
reasonable cause and the taxpayer dem- 
onstrates that steps have been taken to 
correct the overstatement (see section 
6693(b) of the Code). 

Nondeductible IRA Contribution 

Questions 

C1: May nondeductible and deducti- 
ble contributions be made to the same 
IRA? 

A: Yes. Section 408(o) of the Code 
provides that an individual need not des- 
ignate a contribution as deductible or 
nondeductible until the tax return is filed. 
Moreover, the individual is not, under the 
Code, required to report the nondeduct- 
ible status of the contribution to the bank 
or institution holding the IRA. Accord- 
ingly, both deductible and nondeductible 
contributions may be made to a single IRA. 

C2: What is the rule for removing ex- 
cess contributions? 

A: Prior to the Act, section 408(d)(4) 
of the Code permitted individuals who had 
made excess contributions to an IRA to 
withdraw such excess IRA contributions 
with earnings by April 15 of the year fol- 
lowing the year for which the contribution 
was made. By withdrawing the excess in 
such manner, the individual was able to 
avoid the excise tax under section 4973 of 
the Code applicable to excess IRA con- 
tributions, Under the Act, amounts con- 

tributed to an IRA for an individual's 

taxable year (both deductible and non- 

deductible contributions) may be treated 
as excess contributions and withdrawn by 
the individual by April 15 of the following 
year. Generally, if an individual is not yet 
59Y2 at the time of the withdrawal, upon 
withdrawing such amounts the individual 

will be required to pay the early with- 

drawal tax under section 72(t) on the 
earnings (if any) for the year for which 
the contribution was made. 

C3: May a taxpayer change a deduct- 
ible or nondeductible designation of a 
contribution to an IRA on a prior year' s 
return? 

A: Yes. The designation may be 
changed by amending the tax return prior 
to expiration of the statute of limitations 
on assessments, pursuant to section 6501 
of the Code. Of course, since contribu- 
tions must be made by April 15 of the 
year following the year for which the con- 
tribution are made, no additional contri- 
butions may be made after that date. 

C4: May be an individual roll over em- 

ployee contributions from a qualified plan 
to an IRA. 

A: No. Section 402(a)(5)(B) continues 
to prohibit such a rollover. 

III. Distribunons 

In general, the rules of section 72, in- 
cluding section 72(e)(8), will apply to the 
taxability of distributions from IRAs. To 
the extent that the following rules are in- 
consistent with the rules set forth in sec- 
tion 72, the rules in this Notice govern. 
For example, if an individual has a single 
IRA annuity contract the rules herein, 
which generally treat such a distribution 
as being an amount not received as an 
annuity under section 72(e), shall apply 
rather than those set forth in section 72 
for annuities. 
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An individual who has made nonde- 
ductible contributions has, with respect to 
the IRA, investment in the contract (i, e. , 
basis). In such a case a portion of the 

distribution will be treated as a nontax- 
able return of the nondeductible contri- 
butions (return of basis). The portion of 
the distribution attributable to the return 

of nondeductible contributions is deter- 
mined by using the following formula: 

Total Nondeductible Contributions 
Total IRA Account Balance + Distribution Amount x Distribution Amount 

+ Outstanding Rollover 

An "outstanding rollover" is any amount 
distributed by an IRA within 60 days of 
the end of the taxable year, not rolled 
over to another IRA by the end of the 
year, but rolled over in the following year 
to another IRA before the 60 days end. 

When making these computations the 
individual shall treat all IRAs, whether 
accounts or annuity contracts, maintained 

by the individual as a single IRA. This 
includes amounts held in Simplified Em- 
ployee Pension (SEP) IRAs and rollover 
IRAs. In general, the total IRA account 
balance is the fair market value of all IRAs, 
computed as of the last day of the taxable 
year in which a distribution was made. 
The fair market value includes both re- 
alized and unrealized appreciation. The 
distribution amount is the sum of all dis- 

tributions from the IRA during the tax- 

able year. Each distribution is valued as 
of the day of distribution. Neither the nu- 

merator nor the denominator of the above 

$6 000 
$12, 500 + $5, 000 

$1, 714. 30 of the $5, 000 distribution con- 
sists of a return of basis. The remainder 
is includible in the individual's income. 

On June 30, 1993, the individual re- 
ceives a distribution of $3, 000. No addi- 
tional contributions are made in 1993; and 

the total IRA account balance on Decem- 
ber 31, 1993 is $10, 875. There are no out- 

standing rollovers. The total nondeductible 

contributions made to any IRA must be 
reduced by the portion of prior distribu- 

tions attributable to return of nonde- 

ductible contributions, in this case 
$1, 714. 30. Thus, the reduced nondeduc- 
tible contribution balance equals $6, 000 
minus $1, 714. 30, or $4, 285. 70. The por- 
tion of the distribution which is not inclu- 

dible in gross income for 1993 is calculated 

as follows: 

$4 285. 70 
$10, 875 + $3, 000 

equation shall include amounts previously 
withdrawn pursuant to section 408(d)(4) 
of the Code. 

Example: An individual makes the fol- 
lowing contributions: 

1984 
1985 
1986 
1987 
1988 
1989 
1990 

Deductible 
$2, 000 
$2, 000 
$2, 000 
$1, 000 
$1, 000 
$0 
$0 

$8, 000 

Nondeductible 
$0 
$0 
$0 
$1, 000 
$1, 000 
$2, 000 
$2 000 

$6, 000 

On October 31, 1992, the individual 
receives a distribution of $5, 000. At the 
end of the year, the total IRA account 
balance is $12, 500. There are no out- 
standing rollovers. The portion of the dis- 
tribution which is not includible in gross 
income for 1992 is calculated as follows: 

$5, 000 = $1, 714. 30 

Distribution Questions 

Dl: How is the return of basis in a 
distribution calculated if an individual has 
a number of accounts and annuity con- 
tracts but only wishes to take a distribu- 
tion out of one account? 

A: Section 408(d)(2) provides that, for 
purposes of calculating the tax on IRA 
distributions during a calendar year, all 
IRA accounts and contracts (including 
SEPs and rollover IRAs) are treated as a 
single IRA, taken at fair market value at 

$926. 64 of the $3, 000 distribution consists 
of return of basis. The remainder is in- 
cludible in the individual's income. 

The calculation to determine the non- 
taxable portion must be made each year 
in which a distribution is received. 

See D7 below for an example involving 
outstanding rollovers. 

the end of the calendar year in which the 
distributions are made (with the amount 
of the distribution added back in, other 
than distributions rolled over to another 
IRA within the year). For purposes of this 

section it does not matter whether the in- 

dividual receives distributions from one 
account or several accounts. 

D2: May an individual designate a par- 
ticular distribution as being from such in- 
dividual's nondeductible contributions? 

A: No. Generally, under the new rules, 
each withdrawal is treated as a pro rata 
recovery of both the nontaxable portion 
(basis) and the taxable portion. This is 
true regardless of whether the nonde- 
ductible contributions are kept in a sep- 
arate account with withdrawals only made 
from that separate account. 

D3: Upon an IRA withdrawal, may an 
individual who has made nondeductible 
contributions to an IRA segregate the ba- 
sis from the taxable portion of the with- 
drawal (using the formula above) and avoid 
taking any amount into income by rolling 
over the portion which would otherwise 
have been taxable? 

A: No. In such a case the amount with- 
drawn less the amount rolled over is the 
amount actually distributed. This amount 
would be used in the pro rata calculation 
to determine what portion is recovery of 
basis, and what part is included in gross 
income. 

D4: May amounts attributable to non- 
deductible contributions be rolled over 
from one IRA to another? 

A: Yes. Indeed, in rolling over amounts 
from one IRA to another, an individual 
must roll over amounts attributable to 
nondeductible contributions as well as de- 
ductible contributions. 

D5: In what circumstances does an in- 
dividual recognize a loss from an IRA? 

A: A loss from an IRA may be rec- 
ognized only when all amounts have been 
distributed and the amounts distributed 
are less than the individual's unrecovered 
basis. For example: 
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An individual makes contributions total- the 5 years. Distributions commence at removes $6, 000. The nontaxable portion 
ing $10, 000, all nondeductible, to an IRA. the end of the fifth year and the individual (return of basis) equals 
The IRA earns $4, 000 over the course of 

x $6, 0tlO = $4, 28$. 71 
$14, 000 

The remaining balance is $14, 000 — $6, 000 = $8, 000 
The remaining basis is $10, 000 — $4, 285. 71 = $5, 714. 29 

In the next year the IRA sustains a loss 
of $5, 000. The account balance as of the 
end of the year is $3, 000, which is less 
than the remaining basis. If the individual 
withdraws the entire $3, 000, no pro rata 
calculation is necessary and the individual 
may claim a loss of $2, 714. 29. If the tax- 
payer withdraws less than the entire bal- 
ance, the pro rata calculation is necessary. 

D6: How is the taxability of a distri- 
bution determined when an individual has 
rolled over funds from one IRA to an- 
other? 

A: Any amount distributed and rolled 
over during the taxable year (i. e. , com- 
pleted before December 31) will be pres- 
ent in an IRA account as of the close of 
the year and will be reported as part of 
the aggregate IRA account balance. 
However, if an amount is distributed from 
an account within the last 60 days of the 
taxable year and is not rolled into another 

account by December 31, but is later rolled 

over after December 31 and before the 

60th day after the distribution, it is an 
"outstanding rollo ver" and is added to the 
denominator of the equation used to de- 

termine the portion of the distribution at- 

tributable to basis. If it is not rolled over 
in a timely manner, the distribution is not 
treated as an "outstanding rollover. " For 
example: 

An individual has two IRAs and has 

made a total of $6, 000 of nondeductible 
IRA contributions. 

The individual takes a $300 distribution 
from IRA B on October 10, 1989. On 
December 11, 1989, the individual re- 
ceives $7, 000 from IRA A. There has not 
been any earlier distributions from either 
IRA. As of December 31, 1989, the in- 

dividual has not yet rolled any amount 
into another IRA and thus, the year-end 
valuation does not include the distribu- 

tion. On January 30, 1990 the individual 

rolls over $7, 000 to another IRA. The 
year-end valuations of the accounts show 

the following: 

IRA A IRA B 
$3, 000 $20, 000 

The amount removed from IRA A and 
rolled over on January 30, is, of course, 
not included in the valuation as of De- 
cember 31, 1989; nor is the $300 distrib- 
uted from IRA B and not rolled over later. 
To calculate the taxability of the 1989 dis- 

tribution that was not rolled over (the 
$300), the "outstanding rollover" (the 
$7, 000) must be added back to the de- 
nominator of the fraction used to deter- 
mine the portion of the distribution 
attributable to basis. The portion of the 
distribution attributable to basis is thus 
calculated as follows: 

+ x $300 = $59. 41 
$6 000 

($23, 000 
$7, 000) + $300 

(IRA Account Balance 
(Distribution) + Outstanding Rollover) 

D7: In calculating the IRA account 
balance for purposes of determining the 
pro rata distribution, are accounts owned 

by an individual's spouse included? 

A: No. IRAs belonging to another 
person are not aggregated for purposes of 
this calculation. 

D8: Is there any way to make an early 
distribution of IRA funds before age 59Yz 

without incurring the additional tax under 
section 72(t)? 

A: Yes. Under Code section 
72(t)(2)(A)(iv), distributions before age 
59' are not subject to the additional tax 
if they are in the form of substantially 
equal periodic payments over the life or 
life expectancy of the individual, or of the 
individual and his or her beneficiary. In 

addition, under sections 72(t)(2)(A)(ii) and 

(iii), exceptions are provided for distri- 
butions attributable to the taxpayer's be- 

coming disabled within the meaning of 
section 72(m)(7), and distributions made 
to a beneficiary after the death of the in- 

dividual. 

D9: If an individual receives a distri- 
bution, prior to age 59Vz, from an IRA to 
which nondeductible contributions have 
been made is the entire amount distrib- 
uted subject to the additional tax under 
section 72(t) of the Code? 

A: No, the tax is assessed only against 
the portion of the distribution which is 
includible in gross income. 

D10: Are IRA trustees required to cal- 
culate the amount of the distribution at- 
tributable to return of basis for an 
individual? 

A: No. Generally, the trustee will not 
have the information needed to make this 
calculation. The bank of institution hold- 

ing the IRA must provide the actual ac- 

count balance of each IRA, but is not 
required to know whether a particular 
contribution was deductible or nonde- 
ductible and is not required to have a rec- 
ord of the aggregate nondeductible 
contributions. Accordingly, the taxpayer 
is responsible for calculating the taxable 
amount of an IRA distribution. 

IV. Spousal IRAs 

Under section 219(c)(1)(B) of the Code, 
as amended, a married couple filing a joint 
return may elect to treat one spouse as 
having no compensation for purposes of 
establishing a spousal IRA. This provi- 
sion is effective for contributions made 
before, on or after the taxable years be- 
ginning after December 31, 1985. 

El: May a married couple make a con- 
tribution to a spousal IRA with respect 
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to a spouse who made $100 of compen- 
sation during the 1986 taxable year? 

A: If the couple elects on their joint 
tax return to treat that spouse as having 
no compensation for the year, they may 
establish a spousal IRA. 

E2: May a taxpayer amend his or her 
tax returns for the 1985 and prior taxable 
years and contribute to spousal IRAs for 
those years? 

A: No. Section 219(f)(3) and the reg- 
ulations thereunder provide that contri- 
butions to an IRA must have been made 
no la'er than the time prescribed by law 
for filing the return for such taxable year 
(excluding extensions). 

V. Collectibles 

The Act creates an exception to the 
general rule set forth in section 408(m)(1) 
under which aquisition of collectibles (as 
defined in section 408(m)(2)) are treated 
as distributions. To the extent that IRA 
funds are invested after December 31, 
1986, in gold or silver coins issued by the 
United States, as specified in 31 USC 
5112(a)(7), (8), (9), or 910), or 31 USC 
5112(e), such funds will not be treated as 
distributed. IRA funds attributable to 
contributions made before December 31, 
1986, may also be invested in such coins. 

An investment by an IRA in a coin 
which has been made into jewelry is still 

considered an investment in a collectible, 
and will be treated as a distribution. 

VI. Withholding 

Under section 3405(d)(1)(B) of the 
Code, for purposes of withholding taxes, 
the payor must assume that the entire 
amount of an IRA distribution is taxable. 

VII. Deductible Employee Contributions 

For taxable years beginning after Jan- 

uary 1, 1982, a qualified retirement plan 

may allow participants to made deducti- 

ble contributions to separate accounts 

within the plan. The Act prohibits these 
qualified voluntary employee contribu- 

tions (QVECs) for years beginning after 
December 31, 1986. Plan administrators 

may not accept such contributions in any 

calendar year after 1986 (except those 

made before the April 15, 1987 filing date 

specifically for the 1986 year). Plans need 

not be amended for this change until the 

amendment date for other retirement plan 

changes required by the Act (generally, 
the first plan year beginning on or after 

January 1, 1989). 

Plans with QVECs need not immedi- 

ately distribute the amount already ac- 
cumulated in such accounts. In addition, 
amounts now held in such accounts are 
not aggregated with IRA accounts for 
purposes of determining the nontaxable 
portion of an IRA distribution. 

VIII. IRA Arrangements 

Trustees using model IRA, Master IRAs 
or Prototype IRAs are not required to 
amend their IRA documents to comply 
with the new law until notified to do so 
by the Service. The Act generally affects 
individual deductions rather than provi- 
sions required to be in most IRA docu- 
ments. 

Statement-Mailing Requirement 

For Payee Statements Required 

Under Sections 6042, 6044, 6049 and 

6050 N. 

Notice 87-17 

The Internal Revenue Service will issue 
regulations in the near future explaining 
how payors may satisfy the new mailing 
requirement under sections 6042, 6044, 
6049, and 6050N of the Internal Revenue 
Code, as modified by the Tax Reform Act 
of 1986. The Act replaces the separate- 
mailing requirement under prior law with 

a statement-mailing requirement and ex- 
tends the statement-mailing rules to re- 
portable royalty payments under Code 
section 6050N. 

Under prior law, payee statements pre- 
scribed under Code sections 6042, 6044, 
and 6049 were required to be furnished 
to payees either in person or in a separate 
mailing by first-class mail. Generally, these 
statements are furnished on the applica- 
ble Form 1099 or acceptable substitute. 
The only other information that could be 
included in the mailing or provided in per- 
son with such payee statements without 
violating the separate-mailing require- 
ment was the Form W — 8 and Form W — 9 
solicitations, and payee statements re- 
lated to other Forms 1099, Form 1098, 
and Form 5498. 

Under the new law, payors of interest 
(including original issue discount), divi- 

dends, patronage dividends, and royalties 
under Code sections 6049, 6042, 6044, and 
6050N, respectively, must provide the 
payee statements in person or in a state- 
ment mailing. The regulations to be is- 
sued shortly will provide how the 
statement-mailing requirement is met and 
generally will contain the fofiowing pro- 
visions. 

First, the only enclosures that can be 
included with a statement mailing are (1) 
a check, (2) a letter explaining why no 
check is enclosed (such as for example, 
because a dividend has not been declared 
payable), or (3) a statement of the tax- 
payer's specific account with the payor 
(such as a year-end summary of the tax- 
payer's specific account with the payor). 
A letter limited to an explanation of the 
tax consequences of the information set 
forth on a payee statement may be in- 
cluded as well. However, an enclosure with 

a perforated payee statement set forth on 
the same document violates the state- 
ment-mailing requirement. 

Second, as under prior law, payee 
statements related to other Forms 1099, 
Form 1098, and Form 5498 (or the ac- 
count balance on a Form 5498), plus the 
Form W — 9 and Form W — 8 solicitations 
may also be included in a statement mail- 

ing. In addition, the permissible tax doc- 
uments that may be included in the mailing 
are expanded to payee statements related 
to Forms W — 2 and W — 2P. 

Third, with one exception that is dis- 
cussed later, the envelope containing the 
statement mailing must state on the out- 
side "Important Tax Return Document 
Enclosed. " Moreover, each enclosure (that 
is, the check, the letter, or the account 
statement) must state "Important Tax 
Return Document Enclosed. " 

Fourth, this legend must be set forth 
on each enclosure and on the envelope in 
a bold and conspicuous manner. The leg- 
end is not required on the payee state- 
ments, a Form W — 8 and Form W — 9 
solicitation nor on a letter containing only 
tax information that may be included in 
a statement mailing. Further, even if more 
than one payee statement is included in 
the mailing, a payor is not required to 
pluralize the word "document. " 

Fifth, no enclosures other than those 
mentioned above and no promotional ma- 
terial or advertising material are permit- 
ted in a statement mailing. Even a de 
minimis amount of such material, such as 
a sentence or two on the year-end state- ' 

ment describing new services with the 
payor, violates the statement-mailing re- 
quirement. Logos, however, on the en- 
velope and on the permissible enclosures 
do not violate the statement-mailing re- 
quirement. 

Sixth, the payee statements for inter- 
est, dividends, patronage dividends, orig- 
inal issue discount, and royalty payments 
must be provided to the payee either in 

person or by first-class mail. The require- 
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ment to provide the statements in person 
or by first-class mail can be satisfied by 
sending the statements (including any 
permissible enclosures and other payee 
statements) by intra-office mail, provided 
that intra-office mail is used by the payor 
in sending account activity, balance in- 
formation, and other correspondence to 
the payee. 

Seventh, for purposes of the new re- 
quirement, a statement mailing includes 
a separate mailing as prescribed under prior 
law. A payor is not required to include 
the legend "Important Tax Return Doc- 
ument Enclosed" on the outside of the 
envelope if it only contains payee state- 
ments, the Form W — 8 and Form W — 9 so- 
licitations, and a letter limited to an 
explanation of the tax consequences of the 
information on a payee statement included 

in the envelope. 
As stated earlier, the regulations on the 

statement-mailing requirement will be is- 

sued shortly and will be effective retro- 
actively for information returns required 
to be filed under sections 6042, 6044, 6049, 
and 6050N after October 22, 1986, with- 

out regard to extensions. 

Applications Under Section 501(c)(25) of the 

Code 

Notice 87 — 18 

The following application require- 

ments and procedures are provided for 
organizations seeking recognition of ex- 

emption from federal income tax under 
section 501(c)(25) of the Internal Reve- 
nue Code. Section 501(c)(25) was enacted 

by section 1603 of the Tax Reform Act of 
1986 (Pub. Law 99 — 514), effective for tax- 

able years beginning after December 31, 
1986. 

SUBSTANTIVE REQUIREMENTS 

To be recognized as exempt under sec- 
tion 501(c)(25) of the Code, an organi- 

zation must be a corporation or trust and 

must: 

1) be organized for the exclusive pur-. 

pose of acquiring, holding title to, and 

collecting income from real property; and 

remitting the entire amount of such in- 

come (less expenses) to one or more 

organizations described in section 
501(c)(25)(C) which are its shareholders 

or beneficiaries, as follows: 

a) a qualified pension, profit-sharing, 
or stock bonus plan that meets the re- 

quirements of section 401(a); 

b) a governmental plan described in 

section 414(d); 
c) the United States, any state or 

political subdivision thereof, or any 

agency or instrumentality of the fore- 

going; 
d) an organization described in sec- 

tion 501(c)(3); or 
e) another organization described in 

section 501(c)(25); 
2) have no more than 35 shareholders 

or beneficiaries; and 

3) have only one class of stock or bene- 

ficial interest. 
The articles of incorporation or trust 

document must contain provisions that 

clearly demonstrate that the corporation 
or trust meets these requirements. In ad- 

dition, the articles of incorporation or trust 

document must permit the organization's 

shareholders or beneficiaries to dismiss the 
organization's investment advisor, if any, 
upon a vote of the shareholders or ben- 

eficiaries holding a majority interest in the 

corporation or trust, and must permit the 
shareholders or beneficiaries to terminate 
their interests by either or both of the 
following alternatives: 

1) by selling or exchanging their stock 
or beneficial interest to any organiza- 
tion described in section 501(c)(25)(C) 
of the Code, provided the sale does not 
result in an increase in the number of 
shareholders or beneficiaries above 35; 
or 

2) by having their stock or beneficial 
interest redeemed by the corporation 
or trust upon 90 days notice. 

APPLICATION PROCEDURES 

An organization seeking exemption 
under section 501(c)(25) of the Code 
should submit a completed Form 1024, 
Application for Recognition of Exemption 
Under Section 5'(a), to the key district 
director for the district in which the or- 
ganization's principal office is located, to- 

gether with: 

1) a cover letter explaining that the 
organization is applying for recognition 
of exemption under section 501(c)(25); 
and 

2) all information required by 
Schedule A, Form 1024, as if the or- 

ganization were applying for exemp- 
tion under section 501(c)(2). With 
respect to Question 4 of Schedule A, 
the organization should show the basis 

whereby each shareholder or ben- 
eficiary is described in section 
501(c)(25) (C). 

Waiver of Penalty for Failure To Deposit for 

Certain Employees Affected by Section 1706 
of the Tax Reform Act of 1986 

Notice 87-19 

Section 1706(a) of the Tax Reform Act 

of 1986, 1986-3 (Vol. 1) C. B. 698, added 
a new section 530(d) to section 530 of the 
Revenue Act of 1978, 1978 — 3 (Vol. 1) C. B. 
xi, 119. Section 530(d) makes section 530 
inapplicable in the case of certain work- 

ers. 
Section 530 of the 1978 Act provides, 

in general, that a taxpayer is permitted to 
treat a worker as other than an employee, 
under certain circumstances, without in- 

curring employment tax liabilities (in- 

cluding income tax withholding 
obligations), even though under the com- 

mon law standards such a worker would 

be treated as an employee of the tax- 

payer. This relief under section 530 is 

available to a taxpayer with respect to a 
worker only if a number of conditions are 
met. Among them are the following: — In the case of any individual hold- 

ing a position substantially similar to 
that held by the worker, neither the 
taxpayer nor a predecessor of the tax- 

payer may have treated that individual 

as an employee for purposes of the em- 

ployment taxes for any period begin- 

ning after December 31, 1977. Section 
530(a)(3) of the 1978 Act. — For purposes of the employment 
taxes, the taxpayer did not treat the 
worker as an employee for any period, 
and, for all periods after December 31, 
1978, all federal tax returns (including 
information returns such as Form 1099- 
MISC) that are required to be filed by 
the taxpayer with respect to the worker 
are filed on a basis consistent with the 
taxpayer's treatment of the individual 
as not being an employee. See section 
530(a)(1) of the 1978 Act. 

— The taxpayer must have a reason- 
able basis for treating the worker as not 
being an employee. Id. 

Instructions for implementing section 530 
are contained in Rev. Proc. 85 — 18, 1985— 
1 C. B. 518. 

Under section 530(d) of the 1978 Act, 
as added by section 1706 of the 1986 Act, 
the relief from employment tax liabilities 
that is otherwise granted to a taxpayer 
under section 530 does not apply in the 
case of an individual who, pursuant to an 

arrangement between the taxpayer and 
another person, provides services for that 
other person as an engineer, designer, 
drafter, computer programmer, systems 
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analyst, or other similarly skilled worker 
engaged in a similar line of work. Section 
530(d) thus does not automatically cause 
such an individual to be treated as an em- 

ployee of the taxpayer, but rather causes 
the common law standards to control 
whether such an individual is treated for 
employment tax purposes as an employee 
of the taxpayer or as other than such an 

employee (for instance, as an indepen- 
dent contractor). Section 530(d) applies 
to remuneration paid and to services ren- 
dered after December 31, 1986. 

By its literal terms, section 530(d) pro- 
vides that section 530 relief is removed 
only with respect to a taxpayer's treat- 
ment of an individual worker (the spe- 
cialist) who, pursuant to an arrangement 
between that taxpayer and another per- 
son (the client), provides certain specified 
services for the client. Thus, in a "three- 
party" situation of the sort described in 
the preceding sentence, section 530(d) of 
the 1978 Act does not alter the extent, if 
any, to which section 530 makes employ- 
ment tax relief available to the client with 

respect to the specialist. There is no al- 

teration even if the common law stand- 
ards classify the specialist as an employee 
of the client (for whom the services are 
provided). 

By its literal terms, section 530(d) does 
not technically apply to a "two-party" sit- 

uation. Thus, if a taxpayer directly con- 

tracts with a worker (the specialist) to 
provide the specified services not for an- 

other person but for itself, then section 
1706 of the 1986 Act does not alter the 

extent, if any, to which section 530 of the 
1978 Act is available to that taxpayer. Such 

a taxpayer would be required, therefore, 
to meet all of the prerequisites for section 

530 relief, including in particular the re- 

quirement that individuals in substantially 

similar positions be treated consistently 

for employment tax purposes. 

The Internal Revenue Service will au- 

tomatically waive penalties for employers 

who fail to make timely deposits of the 

employer tax under section 3111 of the 

Code (employer's share of FICA tax) that 

is due as a result of the application of 
section 530(d), but this automatic waiver 

of penalties applies only with respect to 
deposits that are due for the first and 

second quarters of 1987 and are actually 

made by July 31, 1987. The Service will 

also automatically waive penalties for em- 

ployers who fail to timely file Form 941, 
Employer's Quarterly Tax Return, that is 
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due solely as a result of the application of 
section 530(d), but this automatic waiver 

of penalties applies only with respect to 

Forms 941 that are due for the first quarter 

of 1987 and are actually filed by July 31, 
1987. On Form 941 employers who request 

relief under this notice should add under 

the signature line the statement "Notice 
87 — 19 applies. " 

In other cases, penalties may be waived if 
the employer shows reasonable cause for 
failure to make timely deposits of tax. See 
section 6656 of the Code. In particular, 
section 6656 remains applicable to 
amounts that an employer withholds but 

fails to deposit in a timely fashion. 

If an employer fails to withhold em- 

ployee tax under section 3102 of the Code 
(employee's share of FICA tax) or fails 

to withhold the employee's income tax 
under section 3402, the penalty for failure 
to deposit does not apply to the amounts 

that were not withheld. See Rev. Rul. 75— 
191, 1975 — 1 C. B. 376. The employer may 
ultimately be liable, however, for the cor- 
rect amount that should have been with- 

held. See sections 31. 3102 — 1(c) and 
31. 3403 — 1 of the Employment Tax Reg- 
ulations. 

The Service will automatically waive 

penalties for employers who fail to make 

timely deposits of the employer tax under 

section 3301 (employer's payment of 
FUTA tax) that is due as a result of the 

application of section 530(d), but this auto- 

matic waiver of penalties applies only with 

respect to deposits that are due for the first 

quarter of 1987 and are actually made by 

July 31, 1987. 

In many cases, by filing a Form W — 4, 
Employee's Withholding Allowance Cer- 
tificate, an employee covered by section 
1706 of the 1986 Act can reduce the amount 
of withholding that is required as a result 
of section 1706. Every employee is re- 
quired to furnish his or her employer with 

a Form W4, and the information pro- 
vided on the form is used to compute the 
amount of income tax withheld from the 
employee's wages. The form is effective, 
however, only for wage payments follow- 

ing the date the form is furnished. If an 

employee has not yet submitted a com- 
pleted Form W-4, the employer must 
withhold at the highest rat~as if the em- 

ployee were single with no withholding 
allowances. Many employees covered by 
section 1706 may not have previously sub- 
mitted a Form W — 4, and thus the highest 

rate of withholding is required for all wage 
payments until they do so. 

Compliance with Code Sections 

411(a)(11)(B) and 417(e)(3) 

Notice B7-20 

This notice provides guidance for spon- 
sors of defined benefit plans in complying 
with sections 411(a)(11)(B) and 417(e)(3) 
of the Internal Revenue Code, as amended 

by the Tax Reform Act of 1986 (Pub. L. 
99 — 514) (Act). These sections limit the 
interest rate(s) that may be used under a 
defined benefit plan for computing the 
present values and amounts of certain plan 
benefits. Until further guidance is pub- 
lished by the Service, sponsors of defined 
benefit plans may rely on the guidance in 

this notice for plan years beginning after 
December 31, 1984. If further guidance 
is more restrictive than the guidance pro- 
vided by this notice, such further guidance 
will not have retroactive effect. 

Background 

Sections 411(a)(11) and 417(e) of the 
Code, as added by the Retirement Equity 
Act of 1984 (Pub. L. 98 — 397) (REA), and 
the temporary Income Tax Regulations 
thereunder, provided with respect to a de- 

fined benefit plan that, for purposes of 
determining (1) the present value of any 
accrued benefit (including a qualified joint 
and survivor annuity) or of any qualified 
preretirement survivor annuity (QPSA), 
as those terms are defined in sections 411 
and 417, and (2) the amount (subject to 
section 415) of a "section 411(a)(11)(B) 
or 417(e)(3) benefit, " the interest rate(s) 
used must not exceed the "PBGC im- 

mediate interest rate. " A "section 
411(a)(11)(B) or 417(e)(3) benefit" is any 

plan benefit that is an alternative form of 
a plan benefit included in (1) above except 
a benefit described in section 1. 417(e)— 
1T(e)(3) of the temporary regulations. 

The "PBGC immediate interest rate" 
refers to the interest rate(s) used by the 
Pension Benefit Guaranty Corporation 
(PBGC), in accordance with section 2619 
of the PBGC regulations (29 CFR Part 

2619), to value immediate annuities under 
a trusteed, single-employer plan. An im- 

mediate annuity is an annuity under which 

benefits are to be paid immediately upon 
the date of plan termination. While sec- 

tion 2619 of the PBGC regulations spec- 

ifies the use of several interest rates to 
value various plan benefits under a PBGC 
trusteed, single-employer plan, the "PBGC 



immediate interest rate" for plans ter- 
minated as of any given date is and has 
been a single interest rate. For different 
plan termination dates, such single inter- 
est rate has varied as specified in Appen- 
dix B to section 2619 of the PBGC 
regulations. The PBGC has proposed 
amendments to section 2619 of the PBGC 
regulations (51 F. R. 10334 (1986)) that, 
if adopted, would replace the "PBGC im- 
mediate interest rate" with an interest rate 
structure providing for more than a single 
interest rate for PBGC trusteed, single- 
employer plans that terminate on any given 
date in the future. 

To comply with sections 411(a)(11)(B) 
and 417(e)(3) of the Code, as added by 
REA, any defined benefit plan under which 
the interest rate(s) specified for deter- 
mining the present value of accrued ben- 
efits and QPSA's and the amount of 
"section 411(a)(11)(B) or 417(e)(3) ben- 
efits" differed from the"PBGC immedi- 
ate interest rate" had to be amended to 
provide that such determinations would 
be made using the "PBGC immediate in- 

terest rate" or that such other specified 
rate(s) would not exceed the "PBGC im- 

mediate interest rate. " However, section 
1. 417(e) — 1T(e)(2) of the temporary reg- 
ulations provided that if a defined benefit 
plan specified an interest rate other than 
the "PBGC immediate interest rate" for 
determining the amount of an accrued 
benefit, the interest rate providing the 
greater benefit, subject to the limits of 
section 415, must be used. Consequently, 
a defined benefit plan under which the 
interest rate(s) specified for determining 
the amount of "section 411(a)(11)(B) or 
417(e)(3) benefits" differed from the 
maximum interest rate(s) permitted by 
sections 411(a)(11) and 417(e) could not 
be amended to increase or decrease the 
specified interest rate(s) if such amend- 
ment would decrease the amounts of ex- 
isting accrued benefits. Such an 
amendment would violate section 411(d)(6) 

which provides generally that the amounts 

of accrued benefits may not be reduced 
or eliminated by a plan amendment 
adopted after such benefits have accrued. 

Change in Interest Rate Limitation 

Section 1139 of the Act amended sec- 

tions 411(a)(11)(B) and 417(e)(3) of the 
Code to change the maximum interest 
rate(s) permitted thereunder from 
the"PBGC immediate interest rate" to the 
"section 1139 limits. " The "section 1139 
limits" are (1) the rate(s) that would be 
used for a PBGC trusteed single-em- 

ployer plan to value the particular plan 
participant's (or beneficiary's) benefit 
(" applicable interest rate") if the present 
value of such benefit does not exceed 
$25, 000 and (2) 120% of the "applicable 
interest rate" if such present value ex- 
ceeds $25, 000 (determined using the "ap- 
plicable interest rate"), provided that the 
present value determined on the basis of 
120% of the "applicable interest rate" is 

not less than $25, 000. 
Currently, section 2619 of the PBGC 

regulations provides that, for purposes of 
determining the present value of an im- 

mediate annuity benefit, the "PBGC im- 

mediate interest rate" and the "applicable 
interest rate" are the same single interest 
rate for any given date. However, even 
under current section 2619 of the PBGC 
regulations, the "PBGC immediate inter- 
est rate" and the "applicable interest rate" 
are not the same for purposes of valuing 
a benefit under which the date payment 
commences is deferred until a date in the 
future. 

If the currently proposed amendments 
to section 2619 of the PBGC regulations 
are adopted, the "applicable interest rate" 
will generally be more than one interest 
rate for valuing any immediate or de- 
ferred benefit. For example, the "appli- 
cable interest rate" to value a benefit could 
be: 

X% for the first 5 years over which the benefits are valued 
Y% for the next 10 years over which the benefits are valued 
Z% for the following years over which the benefits are valued 

and 120% of the "applicable interest rate" 
would be: 

1. 2X% for the first 5 years over which the benefits are valued 
1. 2Y% for the next 10 years over which the benefits are valued 
1. 2Z% for the following years over which the benefits are valued 

Because the interest rates comprising the 

"applicable interest rate" are variable and 

not subject to any upper or lower limits, 

all defined benefit plans will have to pro- 
vide that the interest rate(s) used to de- 

termine present values of accrued benefits 

or QPSA's or amounts of "section 
411(a)(11)(B) or 417(e)(3) benefits" shall 

never exceed the "section 1139 limits" 

(subject to the limits of section 415 of the 
Code). 

Pursuant to section 1140 of the Act, the 
sponsor of a plan that must be amended 
in order to comply with section 1139 of 
the Act must amend the plan before the 
close of the first plan year beginning after 

December 31, 1988, or a later date in the 
case of certain collectively bargained plans. 
Prior to amendment, the plan shall be op- 
erated in accordance with the amend- 
ments made by section 1139 of the Act. 
Such amendment must be given retroac- 
tive effect to the first day of the first plan 
year beginning after December 31, 1984. 
Accordingly, the amendment will apply 
to benefit payments commencing in plan 
years beginning after such date except for 
those benefit payments that commenced 
in plan years beginning before January 1, 
1987, and were made in accordance with 
the requirements of REA and the tem- 

porary regulations thereunder. Also, pur- 
suant to section 1140 of the Act, the Service 
has prescribed a model amendment for 
plan sponsors to adopt that will satisfy the 
plan qualification requirements as amended 

by the Act. See Notice 87-2, page 396, this 
Bulletin. Such model includes language to 
satisfy the requirements of section 1139 of 
the Act. Compliance with Code Section 
411(d)(6). 

A plan amendment to incoporate the 
"applicable interest rate" or a function of 
the "applicable interest rate" into plan 
provisions must comply with section 
411(d)(6) of the Code. Accordingly, any 
such plan amendment must preserve the 
amounts of existing accrued benefits. 
However, section 1139 of the Act pro- 
vides that, to the extent an amendment 
of a defined benefit plan before the close 
of the first plan year beginning after De- 
cember 31, 1988, reduces accrued benefits 
in accordance with these amendments to 
sections 411(a)(11)(B) and 417(e)(3) of 
the Code under the Act, such reduction 
will not be a violation of section 411(d)(6). 
Section 1139 of the Act applies to benefit 
payments that commence in plan years 
beginning after December 31, 1984, ex- 
cept for benefit payments that (1) com- 
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mence in plan years beginning before 
January 1, 1987, and (2) were made in 

accordance with the requirements of REA 
and the temporary regulations there- 
under. Consequently, if a plan contains 
language that was adopted on or before 
October 22, 1986, providing for the use 
of the "PBGC immediate interest rate" 
(or a function thereof) for purposes of 
determining the present values of accrued 
benefits or QPSA's or the amounts of 
"section 411(a)(11)(B) or 417(e)(3) ben- 
efits, " a reduction of accrued benefits will 

not be treated as a violation of section 
411(d)(6) if the reduction is caused solely 

by the "timely" amendment (see below) 
to replace existing plan language provid- 
ing for the "PBGC immediate interest 
rate" with plan language providing for 
either the "applicable interest rate" or the 
"section 1139 limits. " Although a plan 
amendment described in the previous sen- 
tence will not fail to satisfy section 
411(d)(6), such a plan amendment must, 
of course, satisfy the other requirements 
of section 401(a) (e. g. , 401(a)(4)) for the 
plan to satisfy 401(a). 

A "timely" plan amendment for this 
purpose is one that is adopted before the 
end of the first plan year beginning after 
December 31, 1988. Because the Act does 
not provide a different date for "timely" 
amending a collectively bargained plan for 
this purpose, even in the case of a collec- 
tively bargained plan for which section 
1140 of the Act provides a late date for 
making required amendments, the above- 
described relief from section 411(d)(6) of 
the Code is available only if the plan is 
amended for this change before the end 
of the first plan year beginning after De- 
cember 31, 1988. 

This limited exception from the re- 
quirements of section 411(d)(6) of the Code 
applies only if the amendment to replace 
plan language providing for the "PBGC 
immediate interest rate" with plan lan- 

guage providing for either the "applicable 
interest rate" or the "section 1139 limits" 
further provides that the "applicable in- 

terest rate" shall be determined as of the 
same date provided under the plan for 
determining the "PBGC immediate in- 

terest rate. " For instance, if, under the 
plan, the "PBGC immediate interest rate" 
was determined as of the date benefits 
commenced, the "applicable interest rate" 
must be determined as of the same date; 
and, if the "PBGC immediate interest rate" 
was determined as of the first day of the 
plan year. during which benefits com- 

menced, the "applicable interest rate" must 

be determined as of the same date. 

Example: 

A qualified plan that was adopted and 

effective in 1980 had originally provided 

that the amounts of "section 411(a)(11)(B) 
or 417(e)(3) benefits" were determined 

using 5% interest. In 1985 a plan amend- 

ment was adopted effective as of January 

1, 1985, that provided for the amounts of 
"section(a)(11)(B) or 417(e)(3) benefits" 
to be determined using either 5% interest 
or the PBGC immediate interest rate" de- 

termined as of the first day of the plan 

year during which benefit distribution 
commences whichever produced the 
greater benefit. If an amendment to the 
plan is to be effective January 1, 1987, 
with respect to existing accrued benefits 
so that the amounts of "section 
411(a)(11)(B) or 417(e)(3) benefits" are 
determined using only the "section 1139 
limits" in place of both 5% interest and 
the "PBGC immediate interest rate, " the 
amendment would violate section 411(d)(6) 
of the Code. 

Retroactive Correction 

Section 1139 of the Act and amended 
sections 411(a)(11)(B) and 417(e)(3) of 
the Code apply to distributions of benefits 
under defined benefit plans that com- 
menced in plan years beginning after De- 
cember 31, 1984, if such distributions were 
not made in accordance with REA and 
the temporary regulations thereunder 
("subject distributions"). Pursuant to sec- 
tion 1139 of the Act, a plan will not fail 
to satisfy section 411(a)(11)(B) or section 
417(e)(3), as amended under the Act, for 
"subject distributions" commencing be- 
fore August 10, 1987, if before August 
10, 1987, such "subject distributions" are 
retroactively corrected to comply with 

amended sections 411(a)(11)(B) and 
417(e)(3) by adjusting participants' and 
beneficiaries' rights and benefits. 

Retroactive correction of the amount 
of a "subject distribution" shall mean re- 
calculation of the increased amount of the 
benefit and distribution of the cumulative 

underpayment(s). For purposes of recal- 
culating the amount of the benefit, if the 
date the benefits commenced precedes the 
first day of the first plan year beginning 
after December 31, 1986, the date for the 
determination of the "applicable interest 
rate" (and 120% of that rate, as appro- 
priate) shall be the date the benefits com- 
menced. 

A plan will not be treated as retroac- 
tively correcting a "subject distribution" 
unless the cumulative underpayment(s) 
has (have) been credited with interest from 
the date(s) of the underpayment(s) until 

the distribution of the cumulative under- 

payment(s). Such interest shall be at a 
rate no less than the greater of (i) the 
interest rate otherwise provided under the 
plan for recomputing benefits that have 
been paid late or have been underpaid, 
or (ii) the interest rate used (or the highest 
interest rate if more than one interest rate 
is used) to recalculate the correct benefit 

amount. For example, a "subject distri- 
bution" in the form of a single sum dis- 

tribution of $20, 000 was made on October 
1, 1985, to a participant, but the interest 

rate used exceeded the "applicable inter- 

est rate. " The benefit is retroactively ad- 

justed to $22, 000 as of October 1, 1985, 
using the "applicable interest rate" which 

is 9%. Under the terms of the plan, an 

8% annual interest rate is applied to all 

underpayments. If the excess is to be paid 
to the participant on January 1, 1987, the 

$2, 000 recalculated excess must be cred- 

ited with 9% annual interest from Octo- 
ber 1, 1985 to January 1, 1987. 

Employee Plans-New Limitations on 

Contributions and Benefits Under Section 
415 

Notice 87-21 

This notice provides guidance, in the 
form of questions and answers, with re- 
spect to the effect of certain provisions of 
the Tax Reform Act of 1986 (TRA'86) 
dealing principally with the new limita- 
tions on contributions and benefits under 
section 415 of the Internal Revenue Code. 
Until further guidance is published, the 
guidance provided by these questions and 
answers may be relied on to design and 
administer plans. The Service will apply 
the questions and answers in issuing de- 
termination letters, opinion letters, and 
other rulings with respect to qualified re- 
tirement plans. If future guidance is more 
restrictive than the guidance in this No- 

tice, it will be applied without retroactive 
effect. However, no inference should be 
drawn regarding issues not raised which 

may be suggested by a particular question 
and answer or as to why certain questions, 
and not others, are included. Many areas 
of the changes in the limitations on beii- 

efits and contributions under section 415 
are not addressed in this Notice. Further 
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guidance will be provided at a later date. 
Q — 1 What changes were made in sec- 

tion 415 of the Code by TRA'86? 
A — 1 TRA'86 revised the manner of 

computing the section 415 limitations for 
both defined contribution and defined 
benefit plans. For defined contributions 
plans, TRA'86 changed the manner in 
which the dollar limitation is adjusted for 
cost-of-living increases, the treatment of 
employee contributions in determining 
annual additions, and the compensation 
limitation applicable to contributions for 
post-retirement medical benefits. 

For defined benefit plans, TRA'86 in- 

creased the age at which the unreduced 
dollar limit applies. The dollar limit ap- 
plicable to early commencement of pay- 
ments was generally reduced. However, 
such changes do not apply to certain ex- 
empted plans and participants, such as 
governmental plans, plans for employees 
of tax-exempt organizations, police and 
firefighters, and commercial airline pilots. 
The Act also reduced the dollar limit for 
participants with less than 10 years of plan 
participation. Finally, section 415(k)(2) 
was added to the Code to provide for 
qualified cost-of-living arrangements. 

Benefits accrued prior to the effective 
date of the changes in law are protected. 
A transitional rule is provided in cases 
where the changes to section 415 cause 
the sum of the defined contribution frac- 
tion and the defined benefit fraction to 
exceed 1. 0 as of the effective date of the 
changes. A plan is now permitted to in- 

corporate the requirements of section 415 
by reference, with certain exceptions. 

Q — 2 How did TRA'86 change the lim- 

its applicable to annual additions under a 
defined contribution plan? 

A — 2 Under prior law, annual additions 
for a limitation year to a participant's ac- 

count in a defined contributions plan were 
limited to the lessor of $30, 000 or 25% of 
the participant's compensation for such 

year. The $30, 000 limitation was subject 
to cost-of-living increase beginning in 1988. 

Under TRA'86, the dollar limitation in 

section 415(c)(1)(A) of the Code for de- 

fined contribution plans shall be the greater 
of $30, 000 or '/4 of the dollar limitation in 

section 415(b)(1)(A) of the Code for de- 

fined benefit plans (currently $90, 000). 
Consequently, the dollar limitation for 
defined contribution plans will not in- 

crease above $30, 000 until the dollar lim- 

itation for defined benefit plans exceeds 
$120, 000. 

Q — 3 How did TRA'86 change the 

treatment of employee contributions in 

determining annual additions? 

A — 3 Under prior law, the lesser of (i) 
employee contributions in excess of 6% 
of compensaton, or (ii) one-half of em- 

ployee contributions constituted an an- 

nual addition to a participant's account 
regardless of whether the employee con- 
tributions were made under a defined 

contribution plan or a defined benefit plan 
or whether the employee contributions 
were voluntary or mandatory. 

Under TRA'86, all employee contri- 
butions constitute an annual addition to 

a participant's account. However, for pur- 

poses of computing the defined contri- 

bution fraction of section 415(e) of the 
Code for any year, it is not necessary to 
recompute annual additions (using the new 

rule) for limitation years beginning before 
1987. 

Q — 4 How did TRA'86 change the lim- 

its applicable to benefits payable from a 

defined benefit plan? 
A — 4 Under prior law, the maximum 

annual benefit payable under a defined 

benefit plan was limited to the lesser of 
$90, 000 or 100% of the participant's high 

three-year average compensation. The 
$90, 000 limitation was to be increased be- 

ginning in 1988 for cost-of-living changes. 
The dollar limitation of $90, 000 was re- 
duced if benefit payments commenced be- 
fore age 62 and increased if benefit 
payments commenced after age 65. How- 

ever, the dollar limitation was not re- 
duced below $75, 000 for a benefit payment 
commencing at, or after, age 55. The 100% 
of high three-year average compensation 
limitation applied regardless of the age at 
which benefit payments commenced. 

TRA'86 changes the $90, 000 limitation 

by prodding that it applies to benefit pay- 
ments commencing at the participant's 
"social security retirement age. " In the 
event that a participant's benefit pay- 
ments commence before the social secu- 

rity retirement age, the $90, 000 limit must 

be actuarially reduced to the participant's 

age at commencement; the $75, 000 floor 
applicable to benefit payments commenc- 

ing on or after the age 55 is eliminated. 
The $90, 000 limit may be increased for 
benefit payments commencing after the 
participant's social security retirement age. 

The "social security retirement age" is 

defined as the retirement age under sec- 
tion 216(1) of the Social Security Act, ap- 

plied as if the early retirement age under 

section 216(1)(2) of such Act were age 62. 
Accordingly, the social security retire- 

ment age is 65 for a participant attaining 

age 62 before January 1, 2000 (i. e. , born 

before January 1, 1938), 66 for a partic- 

ipant attaining age 62 after December 31, 
1999, and before January I, 2017 (i. e. , 
born after December 31, 1937, but before 

January I, 1955), and 67 for a participant 

attaining age 62 after December 31, 2016 

(i. e. , born after December 31, 1954). 
TRA'86 does not alter the 100% of 

compensation limitation of prior law. Also, 

the $90, 000 limit is scheduled to increase 

beginning in 1988 for cost-of-living 
changes, as under prior law. 

Q — 5 How did TRA'86 change the 
manner in which the maximum dollar 
benefit is reduced for the early com- 
mencement of benefit payments under a 
defined benefit plan? 

A — 5 Under prior law, if a participant's 
benefit payments commenced on or after 
age 62 and before age 65, the $90, 000 limit 

applied. If the payments commenced prior 
to age 62, the $90, 000 limit was actuarially 
adjusted to be equivalent to an annual 
benefit of $90, 000 commencing at age 62. 
However, the $90, 000 limitation was not 
reduced below $75, 000 for benefit pay- 
ments commencing on, or after, the at- 
tainment of age 55. (Question and Answer 
G — 3 of Notice 83 — 10, 1983 — 1 C. B. 536, 
discusses the manner in which the $90, 000 
limitation is actuarially reduced. ) 

TRA'86 modifies the actuarial equiv- 
alence factors used in reducing the $90, 000 
limit for benefits commencing prior to the 
social security retirement age. In addi- 
tion, the $75, 000 floor for benefit pay- 
ments commencing on, or after, the 
attainment of age 55 is eliminated. 

The dollar limitation applicable to ben- 
efit payments commencing on or after age 
62 is computed using a reduction factor 
determined in a manner that is consistent 
with the reduction for old-age social se- 
curity benefits commencing before the so- 
cial security retirement age. Thus, if a 
participant's social security retirement age 
is 65, the applicable dollar limitation for 
benefits commencing on or after age 62 is 
reduced by 5/9 of 1% for each month by 
which benefits commence before the month 
in which the participant attains age 65. If 
a participant's social security retirement 
age is greater than 65, the dollar limita- 
tion for benefits commencing at or after 
age 62 is determined by reducing the 
$90, 000 limitation by 5/9 of 1% for each 
of the first 36 months and 5/12 of 1% for 
each of the additional months (up to 24 
months) by which benefits commence be- 
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fore the month of the participant's social 
security retirement age. 

The dollar limitation for benefits 
commencing prior to age 62 is the actu- 
arial equivalent of the limitation for ben- 
efits commencing at age 62, with the dollar 
limitation for benefits commencing at age 
62 reduced for each month by which ben- 
efits commence before the month in which 
a participant attains age 62. As under prior 
law, in determining actuarial equivalence 
for this purpose, it is generally necessary 
to use a reasonable mortality table. How- 
ever, the mortality decrement may be ig- 
nored to the extent that a forfeiture does 
not occur at death. The interest rate used 
must be the greater of 5% or the rate 
specified in the plan for determining ac- 
tuarial equivalence for early retirement. 
Thus, a separate interest rate may not be 
specified solely for the purpose of ad- 
justing the dollar limitation for com- 
mencement of benefits prior to age 62. 
(See G — 3 of Notice 83 — 10, 1983 — 1 C. B. 
536). 

For example, if a participant's social 
security retirement age is age 66 and the 
age at which benefit payments commence 
is age 64 and 6 months, the dofiar limi- 
tation is reduced by 10% (5/9 of 1% per 
month times 18 months). If the age at 
which benefit payments commence is age 
62, the dollar limitation is reduced by 25% 
which is equal to the sum of (i) the prod- 
uct of 5/9 of 1% per month fimes 36 months 

(20%), and (ii) 5/12 of 1% per month 
times 12 months (5%). Thus, the dollar 
limitation for benefits commencing at age 
64 and 6 months is $81, 000 (90% of 
$90, 000) and the dollar limitation for ben- 
efit payments commencing at age 62 is 

$67, 500 (75% of 90, 000). If benefit pay- 
ments commence prior to age 62, the ap- 
plicable dollar limitation is $67, 500 
actuarially reduced from age 62 to the age 
benefit payments commence, with the 
$67, 500 limitation for benefits commenc- 
ing at age 62 reduced for each month by 
which benefit payments commence before 
the month in which the participant attains 
age 62. 

Q — 6 Are all defined benefit plans and 

participants subject to the revised dollar 
limits applicable to benefit payments 
commencing prior to the social security 
retirement age? 

A — 6 No. Certain plans and partici- 
pants are subject to the following special 
rules: 

(1) For governmental plans (within 
the meaning of section 414(d)), plans 

maintained by tax-exempt organiza- 
tions (other than governmental units), 
and qualified merchant marine plans, 
the adjustments to the $90, 000 limita- 

tion for early or deferred commence- 
ment of payments shall be determined 
as under prior law. (For this purpose, 
the term "qualified merchant marine 
plan" means a plan in existence on Jan- 
uary 1, 1986, the participants in which 

are qualified merchant marine officers 
holding licenses issued by the Secretary 
of Transportation under Title 46, United 
States Code. ) 

(2) For participants in a plan main- 
tained by a State or political subdivi- 
sion thereof, who are credited with at 
least 20 years of service for benefit ac- 
crual purposes in such plan as either (i) 
a full-time employee of any police de- 
partment or fire department, of such 
State or political subdivision, providing 
police protection, firefighting services, 
or emergency medical services, or (ii) 
a member of the Armed Forces of the 
United States, the adjustment to the 
$90, 000 limitation for early or deferred 
benefit commencement shall be deter- 
mined as under prior law, with the ex- 
ception that the maximum dollar 
limitation at any age for such partici- 
pants shall not be less than $50, 000. 

(3) For commercial airline pilots who 
are required to separate from service 
as a commercial airline pilot, pursuant 
to Federal Aviation Administration 
regulations, after attaining a certain age 
which is on or after age 60 but before 
the social security retirement age, the 
dollar limitation under section 
415(b)(1)(A) shall be $90, 000 at the age 
separation from service is required. The 
dollar limitation at any earlier age is 
the actuarial equivalent of the $90, 000 
limitation at such age. However, the 
dollar limitation applicable to benefit 
payments commencing on or after age 
55 shall not be reduced below $75, 000, 
and the dollar limitation applicable to 
benefit payments commencing prior to 
age 55 shall not be less than the actu- 
arial equivalent of the $75, 000 limita- 
tion at age 55. However, if a participant 
described above separates from service 
prior to age 60, the adjustments to the 
$90, 000 limitation for early or deferred 
commencement of payments shall be 
determined as under prior law (that is, 
reduced for commencement before age 
62). 

(4) As under prior law, for individ- 
uals who were participants of defined 
benefit plans at any time before Oc- 
tober 3, 1973, the transitional rule of 
section 1. 415-4(a) of the regulations will 

continue to apply, provided the con- 
ditions and special rules of section 1. 415- 
4(b) and (c) of the regulations are met. 
For such a participant, the denomina- 
tor of the defined benefit fraction under 
section 415(e)(2) is deemed to equal 
the numerator of such fraction multi- 

plied by 1. 25, or 1. 0 if section 416(h)(1) 
of the Code applies to the plan. 

Q — 7 How did TRA'86 change the lim- 
itation of section 415(b)(5)? 

A — 7 Under prior law, the limitations 
on annual benefits found in section 
415(b)(1) (i. e. , currently the lesser of 
$90, 000 or 100% of the high three-year 
average compensation) and section 
415(b)(4) (i. e. , $10, 000 available to cer- 
tain participants) were proportionately 
reduced for participants having less than 
10 years of service with the employer. 

Under TRA'86, the dollar limitation of 
section 415(b)(1)(A) is reduced for par- 
ticipants with less than 10 years of partic- 
ipation in the plan. Specifically, the dollar 
limitation of section 415(b)(1)(A) is mul- 
tiplied by a fraction, the numerator of 
which is the number of years (computed 
to fractional parts of a year) of partici- 
pation in the defined benefit plan of the 
employer, and the denominator of which 
is 10. The compensation limitation of sec- 
tion 415(b)(1)(B) and the special $10, 000 
benefit limitation of section 415(b)(4) are 
reduced for participants with less than 10 
years of service with the employer as un- 
der prior law. However, in no event will 
such adjustments for years of partici- 
pation or service, as applicable, reduce 
the limitations of section 415(b)(1)(A), 
(1)(B) and (4) to amounts less than 1/10 
of such limitations determined without such 
adjustments. 

For purposes of determining a partic- 
ipant's years of participation for the ad- 
justment required by section 415(b)(5)(A) 
to the dollar limitation of section 415(b) 
(1)(A), the participant shall be credited 
with a year of participation (computed to 
fractional parts of a year) for each accrual 
computation period for which the follow- 
ing conditions are met: (1) the participant 
is credited with at least the number of 
hours of service, or period of service if 
the elapsed time method is used for ben- 
efit accrual purposes, required under the 
terms of the plan in order to accrue a 
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benefit for the accrual computation pe- 
riod, and (2) the participant is included 
as a plan participant under the eligibility 
provisions of the plan for at least one day 
of the accrual computation period. If these 
two conditions are met, the portion of a 
year of participation credited to the par- 
ticipant shall equal the amount of benefit 
accrual service credited to the participant 
for such accrual computation period. For 
example, if under the terms of a plan, a 
participant receives I/10 of a year of ben- 
efit accrual service for an accrual com- 
putation period for each 200 hours of 
service, and the participant is credited with 
1, 000 hours of service for the period, the 
participant is credited with Vz a year of 
participation for purposes of section 
415(b)(5)(A). A participant who is per- 
manently and totally disabled within the 
meaning of section 415(c)(3)(C)(i) for an 
accrual computation period shall receive 
a year of participation with respect to that 
period. In addition, for a participant to 
receive a year of participation (or part 
thereof) for an accrual computation pe- 
riod, the plan must be established no later 
than the last day of such accrual compu- 
tation period. In no event will more than 
one year of participation be credited for 
any 12-month period. 

In addition, under section 415(b)(5)(D) 
the reductions specified in section 415(b)(5) 
as amended by TRA'86 shall apply sep- 
arately to each change in benefit structure 
of a plan, to the extent provided in reg- 
ulations. Any amendment changing the 
benefit structure of a plan that is adopted 
and made effective prior to the issuance 
of regulations under section 415(b)(5)(D) 
shall not be subject to section 415(b)(5)(D) . 
However, changes in benefit structure ef- 
fective after regulations are issued for such 
purpose will be subject to section 
415(b)(5)(D) even if the amendment is 
adopted prior to the issuance of regula- 
tions. 

In calculating the adjustments to the 
limitations of section 415 required by sec- 
tion 415(b)(5) for purposes of determin- 

ing the denominator of the defined benefit 
fraction under section 415(e)(2) for any 
limitation year, the years of participation 
or service, as applicable, that are used 
shall include future years occurring before 
the participant's normal retirement age. 
For purposes of the preceding sentence, 
years of participation or service, as ap- 
plicable, may include the future year in- 

cluding the date the participant reaches 
normal retirement age provided that it can 
be reasonably anticipated that the partic- 

ipant will receive a year of participation 
or service, as applicable, for such year. In 

projecting years of participation or ser- 

vice for future years, it may be assumed 

that a participant is a full-time employee 
if the participant is currently a full-time 

employee. 

Q — 8 When are the TRA'86 changes to 
section 415 of the Code effective? 

A — 8 The amendments to section 415 of 
the Code made by TRA'86 are generally 
effective for limitation years beginning after 
December 31, 1986. (See section 1106(i)(1) 
of TRA'86. ) A special rule is provided in 

section 1106(i)(2) of TRA'86 for partici- 
pants in plans maintained pursuant to col- 
lective bargaining agreements ratified 
before March 1, 1986; however, such de- 

layed effective date is applicable only to 
plan participants covered by such agree- 
ments. For such participants, the amend- 

ments to section 415 shall not be effective 
for limitation years beginning before the 
earlier of (1) the date on which the last 
of such collective bargaining agreements 
terminates (determined without regard to 
any extension agreed to after February 
28, 1986), or (2) January 1, 1989. 

Q — 9 When must plans be amended for 
qualification purposes to comply with the 
changes made to section 415 of the Code 
by TRA'86? 

A — 9 Section 1140 of TRA'86 generally 
provides that any amendment to a qual- 
ified retirement plan that is required for 
qualification purposes as a result of changes 
made by TRA'86 (including amendments 
required as a result of the changes to sec- 
tion 415 of the Code) is not required be- 
fore the first plan year beginning on or 
after January 1, 1989, provided the fol- 
lowing conditions are met: 

(1) During the period between the 
effective date of the changes (discussed 
in Q&A — 8) and the date the plan is 
amended for such changes, the plan must 
be operated in accordance with the re- 
quirements of the changes in law or in 
accordance with an amendment pre- 
scribed by the Secretary of the Treas- 
ury and adopted by the plan. 

(2) Any amendment incorporating 
the section 415 changes made by 
TRA'86 that is adopted after the ef- 
fective date of such changes must apply 
retroactively to the effective date. 

(3) The plan is amended to comply 
with the required changes no later than 
the last day of the first plan year be- 
ginning on or after January 1, 1989, or 
upon plan termination, if earlier. 

During the period a plan is operated in 

accordance with the above conditions, the 

plan will not be disqualified solely because 
compliance with the above conditions 
causes the plan to (1) provide benefits that 
are not definitely determinable or (2) fails 
to be operated in accordance with its terms. 
A plan will not be treated as being op- 
erated in accordance with the changes in 

law during the period described in (1) and 
will cease to be qualified if, during this 

period, an annual addition is made or a 
benefit is accrued or paid in excess of the 
applicable TRA'86 section 415 limits. An 
exception is permitted for a lump sum dis- 

tribution meeting the conditions of sec- 
tion 1124 of TRA'86. (See QAA — 13 
concerning the elimination of excess ac- 
cruals where distributions of such amounts 
have not yet been made. ) 

A special rule is provided for a plan 
maintained pursuant to one or more col- 
lective bargaining agreements ratified be- 
fore March 1, 1986. In such a case, the 
above rules are applied by replacing "the 
first plan year beginning on or after Jan- 
uary 1, 1989" with "the first plan year 
beginning after the earlier of— 

(1) the later of January 1, 1989, or 
the date on which the last of such col- 
lective bargaining agreements termi- 
nates (determined without regard to any 
extension of such agreement after Feb- 
ruary 28, 1986), or 

(2) January 1, 1991. " 
Q — 10 Is a plan amendment reflecting 

the changes in section 415 of the Code 
required to be made before the date re- 
quired under section 1140 of TRA'86 in 
order to satisfy Code section 411(d)(6) 
and Code section 412? 

A — 10 No. In order for a plan to satisfy 
section 1140 of TRA'86, the plan must be 
operated in accordance with the new sec- 
tion 415 limits notwithstanding any con- 
flicfing plan provision. Because adherence 
to plan provisions that permit accruals in 
excess of the section 415 limits may pre- 
clude a plan from satisfying the opera- 
tional rule of section 1140 of TRA'86, such 
plan provisions are deemed to be ineffec- 
tive to the extent the plan satisfies the 
operational rule. Plans that operationally 
satisfy the section 415 limits as amended 
by TRA'86 will be treated as though they 
were amended to the extent necessary to 
satisfy the new section 415 limits. Thus, 
a plan that satisfies section 1140 of TRA'86 
is deemed not to provide benefits in ex- 
cess of the TRA'86 section 415 limits. 
When the plan is retroactively amended 
by the date specified in section 1140 of 
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TRA'86 to comply with the required sec- 
tion 415 changes, there is no section 
411(d)(6) reduction of an accrued benefit 
because no benefits will be treated as hav- 

ing accrued in excess of the TRA'86 sec- 
tion 415 limits. 

For plans subject to the minimum fund- 

ing requirements of section 412 of the 
Code, the written terms of the plan must 
be used to determine the minimum re- 
quired contribution. (See section 
1. 412(c)(3) — 1(d)(1) of the Income Tax 
Regulations. ) Section 1140 of TRA'86 
provides an exception to this rule. Since 
plans that are operated in accordance with 

the TRA'86 section 415 limits pursuant to 
section 1140 of such Act are treated as 
not permitting benefit accruals in excess 
of such limits, any such excess benefits 
under the written terms of the plan are to 
be disregarded in determining the mini- 

mum required contribution. 

In accordance with section 404(j) of the 
Code, benefits in excess of the section 415 
limits may not be taken into account in 

determining the deductible limits under 
section 404 for that year. In applying sec- 
tion 404(j), the changes in the section 415 
limitations made by TRA'86 are treated 
as changes in the benefit structure of the 

plan effective as of the first day of the first 

limitation year beginning after 1986. The 
deductible limit calculated for the first plan 

year for which the new limits apply is linked 

to the appropriate taxable year of the em- 

ployer using one of the rules described in 

section 1. 404(a) — 14(c) of the regulations. 
In determining the deductible limit with 

respect to such plan year, Rev. Rul. 77— 

2, 1977 — 1 C. B. 120, applies. However, the 
exception in section 3 of that ruling does 
not apply to changes covered by section 

404(j). 
In certain situations, TRA'86 increased 

the section 415 limitations for defined 

benefit plans (e. g. , the limits applicable 

to commercial airline pilots). Plans must 

be amended to take advantage of such 

increases. They may not use the increased 
limitations in operation without having 

been amended. 

Plans that are operated in accordance 

with the new section 415 limitations pur- 

suant to section 1140 of TRA'86 must be 

amended retroactively to comply with the 

required changes no later than the last day 

of the first plan year beginning on or after 

January 1, 1989, or such later or earlier 

date as specified in Q&A — 9. Prior to such 

amendment, the plan will not be consid- 

ered to comply operationally with section 

415 if the plan pays out benefits in excess 

of the new limitations. (See Q&A — 9. ) 
If plans are not amended by the date 

required in Q&A — 9, such plans will ret- 

roactively cease to be qualified as of the 

effective date of the changes made to sec- 

tion 415 by TRA'86. In addition, such 

plans must retroactively restore any ac- 

cruals in excess of the TRA'86 section 415 
limits that were operationally treated as 

having not accrued. Also, the minimum 

funding requirements must be retroac- 

tively redetermined for all plan years for 

which the TRA'86 section 415 limits were 

reflected in accordance with the opera- 

tional rule of Q&A — 9. 
In order to assure that plans are 

amended for the new section 415 require- 

ments for plan years beginning before the 

plan year for which the plan is required 

to be amended pursuant to Q&A — 9, the 
Service has developed a simplified plan 

amendment that implements the new lim- 

its. Adoption of the amendment by plan 

sponsors, including sponsors of master and 

prototype plans, will not adversely affect 
the qualified status of the plan or the right 

to rely on a prior letter issued with respect 
to the qualification of the plan. Therefore, 
the Internal Revenue Service shall not is- 

sue a determination or opinion letter with 

respect to this amendment. The simplified 

amendment may be used only until a plan 

is amended by an individually designed 
amendment or the model amendment 
contained in Notice 87 — 2, 1987 — 2 I. R. B. 
17. Such second amendment must be made 

no later than the date specified in Q&A— 
9. Thus, the simplified model amendment 
will not apply to the first plan year begin- 

ning on or after January 1, 1989, or the 

plan year of termination, if earlier. (A 
delayed date is applicable to participants 
covered under certain collective bargain- 

ing agreements). 

Plan Amendment 

"In addition to other limitations set forth 

in the Plan and notwithstanding any other 
provisions of the Plan, the accrued ben- 

efit, including the right to any optional 
benefits provided in the Plan (and afl other 
defined benefit plans required to be ag- 

gregated with this Plan under the provi- 
sions of section 415 of the Internal Revenue 
Code of 1986), shall not increase to an 
amount in excess of the amount permitted 
under section 415 of such Code at any 
time. Notwithstanding any provision of 
this Plan to the contrary, for purposes of 
the preceding sentence and for purposes 

of determining whether the benefits of this 

Plan exceed the limitations of section 415 
of such Code, with respect to limitations 

years beginning after December 31, 1986, 
the term "annual addition" shall include 

all employee contributions to the Plan. 
This shall not require the recomputation 

of annual additions for limitation years 

beginning before January 1, 1987. For 
purposes of this paragraph and determin- 

ing compliance with section 415 of the 

Code, compensation shall mean compen- 

sation as defined in section 415(b)(3) and 

the regulations thereunder. " 

Q — 11 May a plan incorporate by ref- 

erence the limitations under section 415 
of the Internal Revenue Code of 1986? 

A — 11 Yes. Effective for limitation years 

beginning after December 31, 1986, 
TRA'86 permits a plan to incorporate by 
reference the limitations of section 415 of 
the Code. A plan will not fail to meet the 

definitely determinable benefits require- 

ments merely because it incorporates the 
limits by reference. However, if a limi- 

tation of section 415 may be applied in 

more than one manner, the plan must 

specify the manner in which the limitation 

is to be applied instead of incorporating 
the limitation by reference. For example, 
if an employee participates in both a de- 

fined contribution plan and a defined ben- 
efit plan maintained by the same employer, 
the manner in which adjustments must be 
made to comply with the combined plan 
limitation of section 415(e) must be spec- 
ified. If an employee participates in two 
or more defined contribution plans (or two 
or more defined benefit plans) maintained 

by the same employer, the manner in which 

annual additions are restricted (or annual 
benefits are restricted for defined benefit 
plans) to comply with the aggregate 415(c) 
limitations (or 415(b) limitations for de- 
fined benefit plans) must be specified. Also, 
in certain limited circumstances, section 
1. 415 — 6(b)(6) of the Income Tax Regu- 
lations permits a suspense account for ex- 
cess annual additions. The regulations 
provide several alternative methods for 
establishing a suspense account and al- 

locating amounts held in the suspense ac- 
count. The plan must specify which method 
is to be used. Future regulations will pro- 
vide additional guidance on which limi- 

tations of section 415 may be applied in 

more than one manner. 

Q — 12 Are benefits accrued as of the 
TRA'86 effective date for section 415 pro- 
tected? 
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A — 12 Yes. Section 1106(i)(3) of TRA'86 
protects the "current accrued benefit" for 
any individual who is a participant in a 
defined benefit plan as of the first day of 
the first limitation year to which the 
changes made by TRA'86 apply provided 
the plan was in existence on May 6, 1986, 
and satisifed the applicable section 415 
limits for all limitation years before the 
changes in section 415 made by TRA'86 
become effective. For purposes of deter- 
mining if a plan was in existence on May 
6, 1986, the rules expressed in T — I of No- 
tice 83 — 10 apply. 

The "current accrued benefit" is the 
participant's accrued benefit as of the close 
of the last pre-TRA'86 limitation year 
(determined as if the individual separated 
from service as of the end of that year) 
but determined without regard to changes 
in the terms and conditions of the plan or 
cost-of-living increases occurring after May 
5, 1986. A change in the limitation year 
is considered a change in the terms and 
conditions of plan for this purpose. A 
change in the terms and conditions of the 
plan made pursuant to a collective bar- 

gaining agreement that was ratified before 
May 6, 1986, is considered a change in 
the plan made before May 6, 1986, even 
if the plan amendment making such change 
is adopted after May 5, 1986. The current 
accrued benefit includes optional benefit 
forms and early retirement benefits or re- 
tirement-type subsidies that are protected 
under section 411(d)(6) of the Code. 

If the protected current accrued benefit 
for a participant is larger than the appli- 
cable limitation of section 415(b)(1)(A) 
as amended by TRA'86, such limitation 
shall equal the protected current accrued 
benefit in applying the limitations of sec- 
tion 415(b) and (e). Thus, the protected 
current accrued benefit is reflected in the 
denominator of the defined benefit frac- 
tion and in making the numerator ad- 

justment to the defined contribution 
fraction described in Q&A — 14. (How- 
ever, the current accrued benefit is not 
subject to cost-of-living adjustments pur- 
suant to section 415(d). ) 

Thus, for a plan that is not top-heavy, 
if a participant has a current accrued ben- 
efit of $88, 000, and if the dollar limit un- 

der section 415 as amended by TRA'86 
(prior to recognizing the current accrued 
benefit but after the adjustment required 
by section 415(b)(5)) is $84, 000, the de- 
fined benefit fraction for the participant 
would be . 8, computed as $88, 000 divided 

by the product of 1. 25 and $88, 000. 

For an insured plan that meets the ac- 

crued benefit requirements of section 
411(b) of the Code by satisfying the re- 

quirements of section 411(b)(1)(F) of the 

Code and section 1. 411(b) — 1(d)(2) of the 

regulations, the current accrued benefit 

for a participant that is protected by sec- 

tion 1106(i)(3) of TRA'86 is the cash sur- 

render value of the insurance contracts as 

of the close of the last pre-TRA'861imi- 
tation year, with such cash surrender value 

determined in the manner specified in sec- 

tion 1. 411(b) — 1(d)(2) of the regulations. 

Q — 13 What will happen if, as of the 
beginning of the first limitation year be- 

ginning after 1986, the TRA'86 section 
415 defined benefit limits are not satis- 

fied? 

A — 13 As of the first day of the first 

limitation year beginning after December 
31, 1986, accrued benefits for participants 
of some plans may exceed the TRA'86 
benefit limitations (including the pro- 
tected current accrued benefit). For ex- 
ample, accruals due to either changes in 

the terms and conditions of the plan made 
after May 5, 1986, or the establishment 
of a plan after that date may result in 

accruals in excess of the TRA'86 section 
415(b) limits as of the first day of the first 
limitation year beginning after 1986. Fu- 
ture regulations will provide that such plans 
will be aflowed to reduce such excess ac- 
crued benefits to the level permitted un- 

der TRA'86 without violating section 
411(d)(6) of the Code. As stated in Q&A— 
9, if such excess accruals are not elimi- 
nated (i. e. , reduced), the plan will cease 
to be qualified. To avoid this result, such 
excess accruals must be eliminated as of 
the first day of the first limitation year to 
which the changes to section 415 made by 
TRA'86 apply. The excess accruals may 
be eliminated operationally until a plan is 
amended for the changes in section 415 
made by TRA'86 for a plan using the op- 
erational rule of Q&A — 9. 

Q — 14 How is the defined contribution 
fraction adjustment described in section 
1106(i)(4) of TRA'86 computed? 

A — 14 Section 1106(i)(4) of TRA'86 
provides for an adjustment to the defined 
contribution fraction as soon as TRA'86 
becomes effective to assure that the sum 

of the defined contribution fraction plus 
the defined benefit fraction (both com- 

puted under the TRA'86 rules) does not 
exceed 1. 0 as of that date. This adjust- 
ment applies only if both the defined con- 
tribution plan and the defined benefit plan 
were in existence on May 6, 1986, and if 
both plans satisfied the requirements of 

section 415 for the last limitation year be- 

ginning before January 1, 1987. In addi- 

tion, the adjustment will be made only 
after any accruals in excess of the TRA'86 
section 415 limits are reduced as described 
in Q&A — 13. The adjustment to the de- 

fined contribution fraction will be made 
after the elimination of any such excess 
accruals, or ignoring any excess accruals 
if the excess accruals are not eliminated. 
In addition, changes in the terms and con- 

ditions of the plan made after May 5, 1986, 
may not be recognized in making the de- 
fined contribution fraction adjustment. 

The adjustment is to permanently sub- 

tract from the defined contribution frac- 
tion numerator an amount equal to the 
product of: 

(a) the sum of the defined contri- 
bution fraction plus the defined benefit 
fraction as of the determination date 
minus one, times 

(b) the denominator of the defined 
contribution fraction as of the deter- 
mination date. 
For purposes of (a) and (b), above, the 

determination date is the day immediately 
preceding the first limitation year begin- 
ning after 1986. Also, in (a) and (b) both 
fractions are computed in accordance with 
section 415 as amended by TRA'86 and 
section 1106(i)(3) of TRA'86. (There- 
fore, the protected current accrued ben- 
efit is used in the numerator and 
denominator of the defined benefit frac- 
tion in making this adjustment to the ex- 
tent it is greater than the otherwise 
applicable limitation. See Q&A — 12. ) 

The following example illustrates the 
reduction. An individual is a participant 
in both a defined contribution plan and a 
defined benefit plan of an employer. The 
limitation year for each plan is the cal- 
endar year. The plans are not top-heavy 
within the meaning of section 416(g) of 
the Code. As of December 31, 1986, the 
defined contribution numerator is $150, 000 
and the defined contribution denominator 
is $500, 000. The social security retirement 
age of the participant is 66 and the normal 
retirement age under the terms of the de- 
fined benefit plan is 65. The participant 
will have 10 years of participation, within 
the meaning of Q&A — 7, at normal re- 
tirement age. The participant's projected 
annual benefit within the meaning of sec- 
tion 1. 415 — 7(b)(3) of the regulations, after 
the application of section 415(e) under 
prior law but before the application of 
section 415(e) under TRA'86, is $78, 750. 
The participant's high three-year average 
compensation for purposes of section 
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415(b) is $100, 000. Therefore, under prior 
law the participant's defined contribution 
fraction is . 3 ($150, 000 divided by 
$500, 000), and the participant's defined 
benefit fraction is . 7 ($78, 750 divided by 
the product of 1. 25 times $90, 000). 

Under TRA'86, the maximum dollar 
limitation applicable to the participant at 
age 65 is $84, 000 ($90, 000 reduced by 
5/9 of 1% per month for 12 months). 
Therefore, under TRA'86, the defined 
benefit fraction is . 75 ($78, 750 divided by 
the product of 1. 25 times $84, 000), and 
the defined contribution fraction is . 3. The 
sum of the two fractions is 1. 05. The 
amount subtracted from the defined con- 
tribution fraction numerator would be 
$25, 000 (. 05 times $500, 000). A denom- 
inator of $105, 000 (1. 25 times $84, 000) is 
used in the defined benefit fraction even 
if the defined benefit plan had terminated 
prior to the first limitation year beginning 
after December 31, 1986. 

Q — 15 Will a defined benefit or defined 
contribution plan providing a pre-retire- 
ment death benefit be required to reduce 
the amount of the death benefit in order 
to satisfy the incidental death benefit rules 
of section 1. 401 — 1(b)(1) of the Income Tax 
Regulations because the anticipated nor- 
mal retirement benefits or employer 
contributions are reduced to the extent 
necessary to satisfy the changes to section 
415 of the Code made by TRA'86? 

A — 15 The incidental death benefit rules 
under section 1. 401 — 1(b)(1) of the In- 
come Tax Regulations limit the death 
benefits that may be provided by a qual- 
ified plan. Such limits relate either the 
death benefits to the anticipated normal 
retirement benefits or the costs of the death 
benefits to employer contributions (in- 
cluding forfeitures). The death benefits 
provided under a qualified plan must re- 
fiect any limitation on the normal retire- 
ment benefits or employer contributions 
imposed by section 415 of the Code. Pur- 
suant to T — 8 of Notice 83 — 10, in certain 
cases, death benefits in excess of inciden- 
tal death benefits were permitted pro- 
vided such excess death benefits resulted 
from the reduction in the section 415 lim- 

itations by the Tax Equity and Fiscal Re- 
sponsibility Act of 1982 (TEFRA). 

Due to the changes to the section 415 
limits made by TRA'86, death benefits 
from qualified plans may need to be re- 
duced to avoid violating the incidental 
death benefit requirements. Death ben- 

efits that become in excess of the inci- 

dental death benefit limits because of the 

changes to section 415 made by TRA'86 
may no longer be provided. However, 
death benefits (expressed as a dollar 
amount) that were protected pursuant to 
T — 8 of Notice 83 — 10 will continue to be 
protected provided the conditions stated 
in T — 8 for such protection are met. 

In order to allow plans the time needed 
to comply with the reduced limits for in- 

cidental death benefits, plans are not re- 

quired to reduce death benefits that had 
been provided prior to the effective date 
for the plan of the changes to section 415 
made by TRA'86 to the level necessitated 

by such changes for the period beginning 
on such effective date and ending on the 
day before the first day of the first plan 
year beginning after December 31, 1987. 
This relief is provided pursuant to section 
7805(b) of the Code. The Service solicits 
comments to determine if the required 
reductions in the incidental death benefit 
limits due to the amendments to section 
415 made by TRA'86 are unduly burden- 
some for plans and plan participants. 
Comments should be addressed to: In- 
ternal Revenue Service OP:E:EP:PA, 
Attention: John F. Wade, 1111 Consti- 
tution Avenue, N. W. , Washington, D. C. 
20224. 

During the period the relief described 
above is provided, the death benefits pro- 
vided by a plan will be deemed to satisfy 
the incidental death benefit rules if the 
death benefits (1) satisfied the incidental 
death benefit rules (including the provi- 
sions of T — 8 of Notice 83 — 10) prior to the 
effective date of the changes in section 
415 made by TRA'86, (2) the death ben- 
efit expressed as a dollar amount provided 
by the plan is not increased for any par- 
ticipant unless the total death benefit as 
increased would satisfy the incidental death 
benefit rules without this relief (or with- 

out the relief granted under T — 8 of Notice 
83 — 10), and (3) the anticipated normal re- 
tirement benefits or employer contribu- 
tions are decreased only to the extent 
required by section 415. The preceding 
sentence applies only to changes man- 

dated by TRA'86 under section 415. The 
mere use of dividends on participating 
individual insurance contracts under a 
defined contribution plan to purchase ad- 
ditional insurance of the same type will 

not violate (2) above. Furthermore, this 
section 7805(b) relief is solely with respect 
to the incidental death benefit rules and 
does not permit any violations of section 
415 that could result if the maintenance 
of the death benefits under retirement in- 

come or annuity contracts also results in 
the maintenance of pension benefits that 
violate section 415. This relief is not avail- 
able to the extent that decreases in re- 
tirement benefits or employer contributions 
are generated operationally because of 
either decreased compensation of partic- 
ipants or changes because of operational 
coordination under section 415(e). 

Even though certain unreduced death 

benefits are considered incidental for the 
period described above, benefits may be 
retained only if the results are not dis- 

criminatory. See T — 8 of Notice 83 — 10 for 
a more detailed explanation. 

A plan is not required to be amended 
to comply with the reduced incidental death 
benefit limits until the date the plan is 
required to be amended to comply with 

the changes to section 415 of the Code 
made by TRA'86, provided the condi- 
tions stated in Q&A — 9 are met. There- 
fore, in operation the plan must comply 
with the reduced incidental death benefit 
limits as of the first day after the end of 
the above described relief period. As stated 
in Q&A — 9, during the period the plan is 

applying the reduced incidental death 
benefit limits in operation, the plan will 

not be disqualilied solely because such op- 
erational compliance causes the plan to 
(1) provide benefits that are not definitely 
determinable or (2) fail to be operated in 
accordance with its terms. 

Q — 16 Is there any change in the appli- 
cation of Rev. Rul. 85 — 131 because of the 
change to section 415(b)(5) requiring 10 
years of participation for the dollar limi- 
tation? 

A — 16 Yes. Although the basic princi- 
ples of Rev. Rul. 85 — 131 have not changed, 
the effect of these principles on a partic- 
ular situation may be modified because of 
the change to section 415(b)(5) to reduce 
the dollar limit of section 415(b)(1)(A) for 
participants with less than 10 years of par- 
ticipation. The provision of section 
415(b)(5)(C) which stipulates that section 
415(b)(5) does not reduce the limitations 
of sections 415(b)(1)(A), (1)(B), and (4) 
below 1/10 of such limitations without ad- 
justment must also be taken into account. 
Thus, because of the 10 years of partici- 
pation requirement, a participant may ac- 
crue benefits at a rate not greater than 10 
percent of the dollar limitation per year 
of participation. (The percentage limita- 
tion of section 415(b)(1)(B) may result in 
a lower rate of accrual. ) Currently, there- 
fore, with the exceptions for a current ac- 
crued benefit and the provisions of sections 
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415(b)(5)(C) and (b)(4), a participant's 
accrued benefit may not exceed 1/10 of 
the applicable dollar limitation ($9, 000 if 
the applicable dollar limitation is $90, 000) 
multiplied by the number of years of par- 
ticipation. Rev. Rul. 85 — 131, however, 
provided for a past service benefit where 
a participant has the requisite years of 
service. Because the phase-in of the dollar 
limitation is now based on years of par- 
ticipation, the past service benefit and re- 
sulting amortization base of Rev. Rul. 85— 
131 are no longer allowed, except to the 
extent permitted due to the exceptions of 
the current accrued benefit and the pro- 
visions of sections 415(b)(5)(C) and (b)(4). 
The benefits that had been attributed to 
past service under the revenue ruling and 
now are no longer so attributed will now 
be attributable to future years of partic- 
ipation and will be deductible as part of 
the normal cost of future years. This is 
true for both career average and final av- 
erage pay plans. 

Q — 17 How is the defined benefit frac- 
tion affected if a defined benefit plan is 
amended after May 5, 1986, but before 
the effective date of the changes made to 
section 415 by TRA'86, to increase either 
projected or accrued benefits? 

A — 17 If a defined benefit plan is 
amended after May 5, 1986, but before 
the first limitation year beginning on or 
after January 1, 1987 (the 1987 limitation 

year) to increase accrued benefits to a level 
below the section 415 limits for the pre- 
TRA'86 limitation years but above the 
section 415 limits for the 1987 and sub- 
sequent limitation years, such excess ac- 
cruals are not reflected in the denominator 
of the defined benefit fraction for the 1987 
and subsequent limitation years or in 

making the numerator adjustment to the 
defined contribution fraction described in 

Q&A — 14. This is the case even if the plan 
is terminated prior to the 1987 limitation 
year. The excess accruals are reflected in 

the numerator of the defined benefit frac- 
tion for 1987 and subsequent limitation 

years, however, to the extent they are not 
eliminated as provided in Q&A — 13. (Such 
excess accruals are not included in the 
current accrued benefit, either. See Q&A— 
12. ) In addition, any increase in the proj- 
ected annual benefit, within the meaning 
of section 1. 415 — 7(b)(3) of the regula- 

tions, due to a plan amendment made after 
May 5, 1986, is ignored in computing the 
numerator adjustment to the defined con- 
tribution fraction described in Q&A — 14. 

This may be illustrated by the following 

example. A defined benefit plan with cal- 
endar year limitation and plan years is 
amended after May 5, 1986 to increase 
benefits. The plan is terminated after the 
plan is amended and prior to January 1, 
1987. The accrued benefit of one of the 
plan participants upon termination of the 
plan is $80, 000. The participant receives 
a lump sum distribution before January 
1, 1987, equal to the present value of the 

accrued benefit of $80, 000. If the plan had 

not been amended, the participant's ac- 
crued benefit would have been $70, 000, 
and the participant's projected annual 

benefit within the meaning of section 
1. 415 — 7(b)(3) of the regulations would have 

been $71, 000. The participant has a high 
three-year average compensation of 
$90, 000. 

The participant's social security retire- 
ment age is age 65. Normal retirement age 
under the terms of the plan is age 62. The 
participant has not attained age 62 at the 
time the lump sum distribution is made. 
The actuarial equivalence factors used in 

computing the amount of the lump sum 

distribution are the same as the factors 
applicable to adjusting the dollar limita- 
tion for early commencement of payment. 
The participant is also a participant in a 
defined contribution plan sponsored by 
the same employer. The plans at all times 
were in compliance with section 415 of 
the Code prior to the effective date of the 
section 415 changes made by TRA'86. The 
plans are not top-heavy. The participant 
has more than 10 years of participation in 

the defined benefit plan. 

The maximum annual benefit com- 
mencing at age 62 for the participant from 
a defined benefit plan under section 415(b) 
as amended by TRA'86 is $72, 000 ($90, 000 
reduced by 5/9 of 1% for 36 months). In 
determining the adjustment to the nu- 

merator of the defined contribution frac- 
tion as described in Q&A — 14, accruals in 
excess of the section 415 limits as amended 

by TRA'86 and increases in projected 
benefits due to amendments after May 5, 
1986 are ignored. Thus, a defined benefit 
fraction of . 7889 ($71, 000 divided by the 
product of 1. 25 and $72, 000) is used in 

making the numerator adjustment of sec- 
tion 1106(i)(4) of TRA'86. Therefore, the 
participant's defined contribution fraction 
after adjustment must be no more than 
. 2111. However, the participant's actual 
defined benefit fraction for 1987 is . 8889, 
computed by using the actual accrued 
benefit of $80, 000 distributed from the de- 
fined benefit plan divided by the product 

of 1. 25 and $72, 000. Therefore, if the par- 
ticipant's defined contribution fraction as 
of the last day of the 1987 limitation year 
is in excess of . 1111, the combined plan 
limitation of section 415(e) will be ex- 
ceeded for 1987. (This may occur even if 
no annual addition is made for the par- 
ticipant for 1987. ) If this occurs, the de- 
fined contribution plan will cease to be 
qualified in 1987. 

Q — 18 Do the notice requirements of 
section 204(h) of the Employee Retire- 
ment Income Security Act of 1974 (ER- 
ISA) apply to plan amendments to 
qualified plans that are made due to the 

changes to section 415 of the Code made 

by TRA'86? 

A — 18 No. Section 204(h) of ERISA re- 

quires that the plan administrator provide 
notice to participants and certain other 
parties whenever a plan is amended to 
provide for a significant reduction in the 
rate of future benefit accruals. Because 
amendments to qualified plans incorpo- 
rating the TRA'86 section 415 limitations 
are required for plans to maintain quali- 
fied status, such amendments are not sub- 

ject to the notice requirements of section 
204(h) of ERISA. However, if other sig- 
nificant reductions in the rate of future 
benefit accruals are made in addition to 
the reductions in the rate of future benefit 
accruals required due to the changes in 

section 415 made by TRA'86, the notice 
requirements of section 204(h) of ERISA 
may apply. 

Q — 19 If a defined benefit plan is ter- 
minated prior to the effective date of the 
TRA'86 amendments to section 415, is 
the denominator of the defined benefit 
fraction for limitation years beginning on 
or after the TRA'86 effective date deter- 
mined using the dollar limitation under 
the law in effect at the time the plan is 
terminated? 

A-19 No. For limitation years begin- 
ning on or after December 31, 1986, the 
denominator of the defined benefit frac- 
tion is determined using the dollar limi- 
tation under section 415 as amended by 
TRA'86 even if the plan terminated in a 

prior limitation year. 
This may be illustrated by the following 

example. A participant receives a lump 
sum distribution in 1986 of an annual ac- 
crued benefit of $45, 000 pursuant to a plan 
termination in 1986. At the time of plan 
termination, the participant is age 62. The 
limitation year is the calender year. For 
the 1986 limitation year, the participant's 
defined benefit fraction is $45, 000 divided 
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by the product of 1. 25 times $90, 000, or 
. 4. (The plan is not top-heavy and the 
participant's high three-year average 
compensation is greater than $90, 000). If 
the dollar limitation (as adjusted by sec- 
tion 415(b)(5)) applicable to the partici- 
pant for benefits commencing at age 62 
under TRA'86 is $72, 000, the partici- 
pant's defined benefit fraction for 1987 is 
. 5, computed as $45, 000 divided by the 
product of 1. 25 and $72, 000. 

Q — 20 If an accrued benefit of $90, 000 
is paid from a defined benefit plan pur- 
suant to a qualified domestic relations or- 
der (QDRO) within the meaning of section 
414(p) of the Code to an alternate payee 
of a participant at the participant's social 
security retirement age, may an addi- 
tional benefit of $90, 000 be provided to 
the participant? 

A — 20 No. Benefits provided to alter- 
nate payees of participants pursuant to 
QDRO's must be aggregated with bene- 
fits provided to participants from all de- 
fined benefit and defined contribution plans 
in applying the limitations of section 415. 

Definition of Investment Property for 
Purposes of Sections 148 nnd 143(g)(3) 

Itotice 87-22 

BACKGROUND 

Sections 148 and 143(g)(3) of the In- 
ternal Revenue Code impose arbitrage re- 
strictions, including a rebate requirement, 
on proceeds of State or local bonds used 
to acquire "investment property. " Sec- 
tion 148(b)(2) provides that the term "in- 
vestment property" does not include tax- 
exempt bonds (as defined in section 150). 
This notice informs the public that the 
Service plans to issue proposed regula- 
tions which will provide that, in addition 
to tax-exempt bonds, certain other types 
of investments will not be treated as "in- 
vestment property. " Thus, these types of 
investments will not be subject to the ar- 

bitrage restrictions or to the rebate re- 
quirement. The rules described herein may 

be relied upon until the proposed regu- 
lations are issued. 

It is anticipated that the proposed reg- 
ulations will provide that the term "in- 
vestment property" does not include tax- 

exempt bonds, obligations issued by the 
United States Treasury pursuant to the 
Demand Deposit State and Local Gov- 
ernment Series program, and certain re- 

lated temporary investments. For this 

purpose, stock of certain qualified regu- 

lated investment companies will be treated 

as a tax-exempt bond. 

Specifically, it is anticipated that the 

proposed regulations will provide the fol- 

lowing rules regarding "investment prop- 
erty": 

(a) Property not treated as investment 

property. (1) In general. For purposes of 
sections 148 and 143(g)(3), the term "in- 

vestment property" does not include- 
(i) Any tax-exempt bond, 

(ii) Any demand deposit SLG (as de- 

fined in paragraph (a)(3)), and 

(iii) Any qualified temporary invest- 

ment (within the meaning of paragraph 

(a)(4) or (5)). 
(2) Qualified regulated investment com- 

pany. For purposes of paragraph (a) (1), 
the term "tax-exempt bond" includes stock 
of a qualified regulated investment com- 

pany. A corporation is a qualified regulated 

investment company during any quarter of 
its taxable year that- 

(i) The corporation— 
(A) Is a regulated investment com- 

pany (as defined in section 851 (a)) which, 

for the taxable year. meets the require- 
ments of section 852(a), 

(B) Has authorized and outstanding 

only one class of stock, and 

(C) To the extent practicable invests 
all its assets in tax-exempt bonds, and 

(ii) At least 98 percent— 
(A) Of its gross income is derived from 

interest on or gains from the sale or other 
disposition of tax-exempt bonds, or 

(B) Of the weighted average value of 
its assets is represented by investments 
in tax-exempt bonds. 

For purposes of applying the gross income 
test of paragraph (a)(2)(ii)(A), amounts ex- 
cluded from gross income under section 
103(a) shall be treated as included in gross 
income. The Commissioner may for good 
cause shown waive one or more of the re- 
quirements of this paragraph (a)(2). 

(3) Demand deposit SLG. For purposes 
of paragraph (a)(1)(ii), the term "demand 
deposit SLG" means any obligation ac- 
quired with gross proceeds of an issue if- 

(i) The obligation is a one-day certificate 
of indebtedness issued by the United States 
Treasury pursuant to the Demand Deposit 
State and Local Government Series pro- 
gram described in 31 CFR part 344, and 

(ii) The issuer in good faith attempts to 
comply with all the requirements of such 
program relating to the investment of gross 
proceeds of the issue. 

(4) Qualified temporary investments re- 

lating to demand deposit SLGs. For pur- 
poses of paragraph (a)(1)(iii), and obligation 
acquired with the gross proceeds of an issue 
is a qualified temporary investment if the 

issuer satisfies the requirements of para- 
graph (a)(3)(ii) and the gross proceeds used 
to acquire the obhgation- 

(i) Are invested in— 
(A) Demand deposit SLGs within four 

business days, or 
(B) Tax-exempt bonds within two 

business days, 
of the date they became gross proceeds of 
the issue and cease to be gross proceeds of 
the issue within one business day of the date 

they cease to be so invested, 

(ii) Are not gross proceeds of the is- 

sue for more than seven business days, 

(iii) Are not invested in a quaiified 

temporary investment under paragraph 

(a)(4)(i) or (ii), but only if the total 
amount of such gross proceeds on any 
particular day is less than $1, 000 or 

(iv) Are not invested in a qualified 

temporary investment under paragraph 

(a)(4)(i), (ii), or (iii), but only if the fail- 

ure to invest the gross proceeds as so 
described is due to an inadvertent error 
and the total amount of such gross pro- 
ceeds on any particular day is less than 
$2, 000. 

For purposes of this paragraph (a)(4), the 
term gross proceeds does not include gross 
proceeds invested in obligations the earn- 
ings on which are not taken into account 
under section 148(f) or 143(g)(3) (which- 
ever applies). 

(5) Qualified temporary investments re- 

lating to tax-exempt bonds. For purposes of 
paragraph (a)(1)(iii), an obligation ac- 
quired with gross proceeds of an issue is a 
qualified temporary investment if- 

(i) The issuer elects in the bond inden- 
ture or related documents at the time of 
issuance to have this paragraph (a)(5) ap- 

ply. 
(ii) The issuer in good faith attempts to 

invest all the gross proceeds of the issue in 
tax-exempt bonds to the same extent that 
(if the gross proceeds of the issue were in- 
vested in demand deposit SLGs) the gross 
proceeds would be required to be invested 
in demand deposit SLGs (or tax-exempt 
bonds), and 

(iii) The gross proceeds used to acquire 
the obligation are described in paragraph 
(a)(4)(i), (ii) (determined by substituting 
"four business days" for "seven business 
days" ), (iii), or (iv). 

(b) Effective dates — (1) Qualified regu- 

lated investment company stock. Paragraph 

(a)(2) shall apply to any stock- 
(i) Acquired with the gross proceeds 

of an issue to which any requirement in 

section 148 or 143(g)(3) applies, or 
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(ii) Acquired after February 24, 1987, 
with gross proceeds of any other issue, 

unless, in the case of any issue issued before 
March 11, 1987, the issuer elects (and in- 
cludes such election with the bond inden- 
ture or related documents) before April 27, 
1987, not to have paragraph (a)(2) apply to 
stock acquired before the date of such elec- 
tion. 

(2) Demand deposit SLGs and qualified 
temporaryinvestments. Paragraph (a)(1)(ii) 
and (iii) shall apply to any obligation ac- 
quired with gross proceeds of an issue is- 

sued after January 31, 1987. In the case of 
any issue issued before March 11, 1987, an 
issuer may satisfy the requirements of par- 

agraph (a)(5)(i) by making an election to 
have paragraph (a)(5) apply (and including 
such election in the books and records of 
the issuer) before April 27, 1987. 

Paperwork Reduction Act: 

The collection of information in the no- 
tice has been submitted to the Office of 
Management and Budget in accordance with 

the Paperwork Reduction Act of 1980 and 
has been approved by OMB (Control 
Number 1545-0720). 

For Further lnformalion Contact: 

Richard G. Blumenreich of the Office of 
the Chief Counsel, Internal Revenue Ser- 
vice, 1111 Constitution Ave. , N. W. , Wash- 

ington, DC 20224 (Attention: CCtLR:T) 
(202-566-3459, not a toll-free number). 

Meals, Entertainment, and Travel Expenses 

Notice 87-23 

The Tax Reform Act of 1986 (the "Act") 
made significant changes to the rules for 
deducting meals, entertainment, and travel 

expenses. These changes reduce the 
amount that may be deducted for certain 
expenses and limit the circumstances un- 

der which certain deductions may be taken. 
These changes generally are effective for 
taxable years beginning on or after Jan- 

uary 1, 1987. The purpose of this notice 
is to alert taxpayers to these changes. 

EIGHTY PERCENT LIMITATION ON MEAL 

AND ENTERTAINMENT EXPENSES 

General Rules. The Act limits the 
amount allowable as a deduction for ex- 

penses for food and beverages (" meals" ) 
and for other entertainment expenses to 
80 percent of the amount that would oth- 

erwise be allowable as a deduction under 

the Internal Revenue Code (the "Code" ). 

This limitation in section 274(n) of the 
Code generally is applied after determin- ' 

ing the amount of the otherwise allowable 

deduction under section 162, which per- 
mits a deduction for ordinary and nec- 

essary expenses paid or incurred in carrying 
on a trade or business, and other provi- 

sions of section 274, which disallow a de- 

duction for certain entertainment expenses. 
In the case of a separately stated meal or 
entertainment expense incurred in the 
course of luxury water travel, however, 
the 80 percent limitation is applied prior 
to application of the limitation on luxury 

water travel expenses discussed below. If 
such meal expenses are not separately 
stated, the amount deductible under the 

luxury water travel limitation is not sub- 

ject to the 80 percent rule. The 80 percent 
limitation is also applied prior to the ap- 
plication of the two percent floor on mis- 

cellaneous itemized deductions. 

Exceptions ro 80 Percent Limitation. 
Several exceptions apply to the 80 percent 
limitation. 

First, an employer's expenses for meals 
and entertainment are not subject to the 
80 percent limitation if the expenses are 
treated by the employer, with respect to 
the employee who is the recipient of the 
meals or entertainment, as compensation 
to the employee on the employer's tax 
return and as wages for purposes of with- 

holding of income tax. 
Second, an employee receiving reim- 

bursement for expenses paid or incurred 
in connection with the performance of 
services for his or her employer under a 
reimbursement or other expense allow- 
ance arrangement with the employer is 
not subject to the 80 percent limitation, 
except to the extent that the employer has 
treated the expenses as compensation to 
the employee in accordance with the first 
exception. If the expenses are not treated 
as compensation to the employee, the em- 
ployer making the reimbursement may 
deduct only 80 percent of reimbursed meal 
and entertainment expenses. Similarly, an 
independent contractor who accounts (to 
the extent required by section 274(d) of 
the Code) and is reimbursed for meals 
and entertainment expenses paid or in- 

curred in connection with the perform- 
ance of services for another person is not 
subject to the 80 percent limitation. For 
example, if a law firm separately accounts 
for meal and entertainment expenses as 
required under section 274(d) and is reim- 
bursed by a client, the law firm is not 
subject to the 80 percent limitation on 
these expenses. In such a case, however, 

the client is subject to the 80 percent lim- 

itation. If a law firm pays or incurs ex- 

penses for meals and entertainment in 

connection with providing services for a 
client but does not separately account for 
and seek reimbursement for such ex- 
penses, the law firm is subject to the 80 
percent limitation on such expenses. 

Third, expenses paid or incurred by the 
taxpayer for meals and entertainment are 
not subject to the 80 percent limitation if 
the expenses are includible in the gross 
income of a recipient of the meals or en- 
tertainment who is not an employee of 
the taxpayer as compensation for services 
rendered or as a prize or award, and the 
taxpayer includes such amount on a Form 
1099 issued to the recipient. 

Fourth, expenses for recreational, so- 
cial or similar activities (including facili- 
ties for such activities) incurred primarily 
for the benefit of employees, other than 
certain highly compensated employees, 
are not subject to the 80 percent limita- 
tion. Thus, for example, the expenses of 
food, beverages, and entertainment for a 
company-wide summer party are not sub- 

ject to the separate limitation. 

Fifth, expenses for meals and enter- 
tainment, including the use of facilities, 
made available by the taxpayer to the gen- 
eral public, such as a free concert, are not 
subject to the 80 percent limitation. 

Sixth, expenses for meals or entertain- 
ment sold by the taxpayer in a bona fide 
transaction for adequate and full consid- 
eration are not subject to the 80 percent 
limitation. 

Seventh, the 80 percent limitation does 
not apply to an expense for food or bev- 
erage (but not entertainment) that is ex- 
cludable from the gross income of the 
recipient under section 132(e) of the Code, 
relating to de minimis fringe benefits. For 
example, an employer that operates an 
employee cafeteria for all its employees 
on its premises and charges amounts for 
its meals sufficient to cover the direct op- 
erating costs of the facility is not subject 
to the 80 percent limitation on its cafeteria 
expenses. 

Eighth, the 80 percent limitation does 
not apply to the price of tickets to certain 
charitable sports events (including amounts 
in excess of face value) provided the ex- 
pense is covered by a ticket package that 
includes admission to the event. To qual- 
ify, a charitable sports event must: (1) be 
organized for the primary purpose of ben- 
efiting a tax-exempt organization de- 
scribed in section 501(c)(3) of the Code 
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(e. g. , a charitable or educational organi- 
zation); (2) contribute 100 percent of its 

net proceeds to such organization; and (3) 
use volunteers for substantially all work 
performed in carrying out the event. For 
example, a golf tournament that donates 
all its net proceeds to charity is eligible to 
qualify under this exception, even if it of- 
fers prize money to the golfers who par- 
ticipate or uses paid concessionaires or 
security personnel. However, tickets to 
college or high school football or similar 
scholastic events generally do not qualify 
under this exception because they do not 
satisfy the requirement that substantially 
all work be performed by volunteers, if 
the institutions (or parties acting on their 
behalf) pay individuals to perform such 
services as coaching or recruiting. 

Finally, an expense for food or bev- 

erages incurred before January 1, 1989, 
that is an integral part of a qualified meet- 

ing is not subject to the 80 percent limi- 

tation. A qualified meeting means a 
convention, seminar, annual meeting, or 
similar business program if: (1) an ex- 

pense for food or beverage is not sepa- 

rately stated from the other qualified 

meeting expenses such as attendance at 
speeches or other program activities; (2) 
at least 40 individuals attend; (3) food and 

beverages are part of a program that in- 

cludes a bona fide speaker; and (4) more 
than 50 percent of the participants are 
away from home (within the meaning of 
section 162(a)(2) of the Code). For a pro- 
gram to satisfy the test for a qualified 

meeting, at least 40 individuals must at- 

tend the program, but not each event. 
Further, the speaker does not have to be 
present at the meal as long as the speaker 
speaks immediately before or after the 
meal. A good faith determination by the 
sponsor of a convention, seminar, annual 

meeting, or similar business program that 
the program satisfies the four require- 
ments specified above will ordinarily be 
sufficient to substantiate the program as 

a qualified meeting for purposes of this 

rule. Thus, sponsors may make such de- 

terminations available to the participants. 

Allocation of Single Sum Expenditures. 
A taxpayer may make one expenditure 
for goods and services consisting of food 
and beverage, entertainment, and other 
services (e. g. , lodging or transportation) 
in situations that do not include a quali- 

fied meeting before January I, 1989, and 

thus are not expected from the 80 percent 
limitation. For example, a hotel may in- 

clude one or more meals in its room charge, 

468 1987 — 1 C. B. 

or a company may provide its employees 
with one per diem amount to cover both 

lodging and meal expenses. In these cases, 

an allocation on a reasonable basis be- 

tween the expenditures for food, bever- 

ages, and entertainment and the 
expenditures for other services is neces- 

sary. The Internal Revenue Service is ex- 

ploring the feasibility of providing a 
mechanical test for the allocation of ex- 

penses that taxpayers would be able to 
use as an alternative to a reasonable al- 

location based on facts and circumstan- 
ces. 

Meals as Moving Expenses. The 80 per- 
cent limitation applies to meals that are 
deductible as moving expenses. If an em- 

ployer reimburses moving expenses and 
does not treat the expense as compensa- 
tion to the employee, then the employer 
is subject to the 80 percent limitation. If 
the employee is not reimbursed for the 
moving expenses or if a self-employed in- 

dividual moves, then the employee or self- 

employed individual is subject to the 80 
percent limitation. 

employees; (2) expenses that are treated 
by the taxpayer as compensation to the 
employee; (3) certain expenses paid or 
incurred by the taxpayer in connection 
with the taxpayer's performance of ser- 
vices for another person under a reim- 

bursement or other expense allowance 
arrangement with such other person; (4) 
certain recreational expenses primarily for 
the benefit of employees; (5) expenses di- 

rectly related to business meetings of the 
taxpayer's employees, stockholders, 
agents, or directors; (6) expenses directly 
related to and necessary to attendance at 
a business meeting or convention of cer- 
tain tax-exempt business leagues and sim- 

ilar organizations; (7) expenses for goods, 
services, and facilities made available to 
the general public; (8) expenses for goods 
and services that are sold to customers; 
and (9) certain expenses for goods, ser- 
vices, and facilities to the extent that the 
expenses are includible in the gross in- 

come of a recipient who is not an em- 

ployee of the taxpayer as compensation 
for services or as a prize or an award. 

Lavish or Extravagant Meals; Taxpayer 
Presence. Expenditures for food or bev- 

erages, whether or not incurred while the 

taxpayer is traveling in connection with 

business, are disallowed to the extent that 

they are lavish or extravagant. A deter- 
mination of whether an expenditure is 
lavish or extravagant depends upon the 
facts and circumstances. Also, no deduc- 
tion for food or beverage expenses is al- 

lowed unless the taxpayer (or an employee 
of the taxpayer) is present when food or 
beverages are provided. For purposes of 
this rule, an independent contractor who 
renders significant services to the tax- 

payer is treated as an employee if he or 
she attends the meal in connection with 

performance of such services. 
These two additional restrictions do not 

apply to expenses treated as compensa- 
tion; reimbursed expenses; recreational 
expenses for employees; items available 
to the public; meals sold to customers; 
and expenses includible in income of per- 
sons who are not employees. 

OTHER LIMITATIONS ON MEAL EXPENSES 

State Legislators. In the case of a state 
legislator who has made an election under 

section 162(h) of the Code, any excess of 
the amount allowable as a deduction un- 

der section 162(h) for travel expenses away 

from home over the amount actually 
reimbursed to the legislator must be al- 

located between meals and other travel 

expenses in accordance with the ratio of 
meals and other travel expenses under the 

Business-Connection Requirement. 
Under the Act, deductions for meals are 
subject to the same requirements that ap- 

ply to other entertainment expenses. Ac- 
cordingly, an expense for food or beverages 
is not deductible unless the taxpayer es- 
tablishes that the item was directly related 
to the active conduct of the taxpayer's 
trade or business or, in the case of an item 
directly preceding or following a substan- 
tial and bona fid business discussion, that 
the item was associated with the active 
conduct of the taxpayer's trade or busi- 

ness. Thus, no deduction is allowable un- 

less business is discussed directly before, 
during, or directly after the meal (except 
where an individual traveling away from 
home on business only claims a deduction 
for his or her meal). To be entitled to a 
deduction, the taxpayer also must sub- 

stantiate the expense by adequate records 
or other sufficient evidence corroborating 
his or her own statement. These substan- 
tiation requirements are the same as those 
that apply to other entertainment ex- 
penses. 

The exceptions to the business-connec- 
tion requirement that apply to other en- 
tertainment expenses also apply to 
expenses for business meals. These nine 
exceptions are: (1) expenses for food and 
beverages furnished on the business 
premises of the taxpayer primarily for its 



Federal per diem reimbursement rules for 
travel in the United States. Twenty per- 
cent of the amount of such excess allo- 
cated to meals is not deductible under the 
80 percent limitation described above; the 
remaining 80 percent is deductible by 
itemizers as an employee expense subject 
to the new two percent floor under mis- 
cellaneous itemized deductions. For ex- 
ample, the current California per diem 
reimbursement for state legislators is 
$75. 00 per day. The current Federal per 
diem reimbursement for Sacramento is 
$87. 00 per day, of which $54. 00, or 62 
percent, represents the lodging allowance 
and $33. 00, or 38 percent, represents the 
meals allowance. For each legislative day, 
a legislator would include $75. 00 in in- 

come. While $87. 00 would be deductible 
under section 162(h), the application of 
the 80 percent limitation requires $12. 00 
(the excess of $87. 00 over $75. 00) to be 
allocated between meals and other travel 
expenses. Thirty-eight percent of $12. 00, 
or $4. 56, would be allocated to meals and 
20 percent of $4. 56, or $. 91, would not 
be deductible. 

OTHER LIMITATIONS ON ENTERTAINMENT 

EXPENSES 

Face Value Limitation for Tickets to 
Entertainment Events. The Act limits the 
amount of the deduction for a ticket to 
an entertainment event to the face value 
of the ticket. For example, amounts in 

excess of face value paid to scalpers, ticket 
agencies, and ticket brokers are not de- 

ductible. An exception from this require- 
ment is provided for charitable sports 
events (described above) that are ex- 
cluded from the 80 percent limitation on 
the deduction of entertainment expenses. 

Rentals of Skyboxes or Other Private 

Luxury Boxes. Under the Act, if a tax- 

payer rents a skybox for more than one 
event during a taxable year, the amount 
allowable as a deduction with respect to 
such events (including the first event) shall 

not exceed the face value of nonluxury 

box seat tickets generally held for sale to 
the public multiplied by the number of 
seats in such box. In determining whether 
a taxpayer has rented a skybox for more 
than one event, a single game or other 
performance counts as one event. Thus, 
a rental of a skybox for a series of games, 
such as the World Series, counts as more 
than one event. Also, all skybox rentals 

by the taxpayer in the same arena, along 
with any rentals by related parties, are 
taken into account in making this deter- 
mination. Until further guidance is pro- 

vided, the Internal Revenue Service will 

interpret related parties to mean mem- 

bers of the same family (spouses, ances- 

tors, lineal descendants); corporations that 

are members of the same controlled group 
of corporations as defined in section 
1563(a) of the Code, determined without 

regard to section 1563(a)(4) or section 

1563(b)(2), but substituting "more than 
50 percent" for "at least 80 percent" each 
place it appears in section 1563(a); a part- 
nership and any of its principal partners 
(as defined in section 706(b)(3)); a cor- 
poration and a partnership if the same 
person or persons own more than 50 per- 
cent in value of the outstanding stock of 
the corporation and more than 50 percent 
of the capital interest, or the profits in- 

terest, in the partnership; and parties who 
have made one or more reciprocal ar- 

rangements with the taxpayer involving 

sharing skyboxes. 
This restriction will be phased in over 

a 3-year period. The amounts disallowed 
for taxable years beginning in 1987 and 
1988 are, respectively, one-third and two- 

thirds of the amounts that would be dis- 

allowed if the provision were fully effec- 
tive in those years. For example, if a 
taxpayer paid $740 for a skybox contain- 
ing ten seats at each of two events in 1987, 
and the cost of ten nonluxury box seat 
tickets for each event is $200, the taxpayer 
would be allowed a total deduction for 
$896 for the two events (80 percent of 
$400 plus 80 percent of 2/3 of $1, 080). If, 
however, the taxpayer had only rented 
the skybox for one event in 1987, the tax- 
payer would be allowed a deduction of 
$592 (80 percent of $740) for that skybox. 

If expenses for food and beverages are 
separately stated, such expenses may be 
deducted in addition to the amount al- 
lowed as a deduction for the skybox, sub- 

ject to other applicable requirements and 
limitations (e. g. , the 80 percent limita- 
tion, the business connection require- 
ment, and the prohibition on deduction 
of lavish and extravagant expenses). 
However, amounts separately stated for 
food and beverages must be reasonable. 
Thus, the skybox rental disallowance rule 

may not be circumvented by inflating the 
amounts charged for food and beverages. 

TRAVEL EXPENSES 

Luxury Water Transportation. The Act 
limits the amount of any otherwise allow- 
able deduction for costs of cruise ship or 
other luxury water transportation to twice 
the highest Federal per diem generally 

available to employees of the Federal 
Government for travel in the United States, 
times the number of days in transit. For 
example, the highest Federal per diem is 

presently $126 so a taxpayer's deduction 
for a five day trip cannot exceed $1, 260 
(2 x $126 per diem x 5 days). The Fed- 
eral per diem rates are established by the 
General Services Administration and are 
revised periodically. The per diem limi- 

tation does not apply with respect to ex- 
penses allocable to cruise ship conventions 
(which remain subject to the provisions 
of section 274(h)(2) of the Code), or where 
an exception to the 80 percent limitation 
applies. 

Travel as a Form of Education. The Act 
provides that no deduction is alloived for 
expenses for travel that otherwise would 
be deductible only on the ground that the 
travel itself constitutes a form of educa- 
tion. For example, this provision disal- 
lows deductions by a French teacher who 
travels to France to maintain general fa- 
miliarity with the French language and 
culture. 

Travel Expenses for the Performance of 
services to Charitable Organizations. The 
Act, in amending section 170(k) of the 
Code, also provides that no deduction is 
allowed for transportation and other travel 
expenses relating to the performance of 
services away from home for a charitable 
organization unless there is no significant 
element of personal pleasure, recreation, 
or vacation in the travel. For example, a 
taxpayer who sails from one Caribbean 
Island to another and spends eight hours 
a day counting whales and other forms of 
marine life as part of a project sponsored 
by a charitable organization generally will 

not be permitted a charitable deduction. 
By way of further example, a taxpayer 
who works on an archaeological evcava- 
tion sponsored by a charitable organiza- 
tion for several hours each morning, with 
the rest of the day free for recreation and 
sightseeing, will not be allowed a deduc- 
tion even if the taxpayer works very hard 
during those few hours. In contrast, a 
member of a local chapter of a charitable 
organization who travels to New York City 
and spends an entire day attending the 
organization's regional meeting will not 
be subject to this provision even if he or 
she attends the theatre in the evening. 
This provision applies whether the travel 
expenses are paid directly by the taxpayer 
or by some indirect means such as by con- 
tribution to the charitable organization that 
pays for the taxpayer's travel expenses. 
Amounts paid prior to January 1, 1987 to 
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a fund that is to be used to finance non- 

deductible travel after December 31, 1986 
are generally not deductible. 

Travel as an Investment-Related Ex- 
pense. The Act provides that no deduc- 

tion is allowed for travel or other costs of 
attending a convention, seminar, or sim- 

ilar meeting unless the activity relates to 
a trade or business of the taxpayer. For 
example, registration fees, travel and 
transportation costs, and meals and lodg- 

ing expenses incurred in connection with 

attending an investment seminar or sim- 

ilar meeting relating to investments, fi- 

nancial planning, or other activities for 
the production or collection of income are 
not deductible. 

EFFECTIVE DATES 

In General. The changes made by the 
Act to the rules regarding deductions for 
meal, travel and entertainment expenses 
are effective for taxable years beginning 
after December 31, 1986. 

Special Rules for Partnerships and S 
Corporations. In the case of a partnership 
or an S corporation, deductions for meals, 
travel, and entertainment expenses are 

reflected in the taxable income of a part- 
ner or shareholder for the taxable year 
with which or within which the taxable 

year of the partnership or S corporation 
ends. Under section 702(a)(7) of the Code, 
in the case of a partnership, and section 

1366(a)(1)(A), in the case of an S cor- 
poration, expenses that are subject to 
provisions of the Act should be accounted 
for separately in certain years, since these 

items will affect the tax liability of part- 

ners and shareholders if separately stated 

in such years. For example, a partnership 
with a fiscal year ending June 30, 1987 
should separately state meal and enter- 

tainment expenses incurred during such 

taxable year (including amounts incurred 

prior to January 1, 1987) and such amounts 

should be subject to the new rules, such 

as the 80 percent limitation, with respect 
to partners with taxable years beginning 

on or after January 1, 1987. Accordingly, 

the changes made by the Act should apply 

to expenses incurred by partnerships or S 

corporations for taxable years ending after 

December 31, 1986, with respect to part- 

ners and S corporation shareholders whose 

taxable years begin on or after January 1, 
1987. 

However, because the application of 
the effective date provisions to partner- 

ships and S corporations may impose sub- 

stantial administrative burdens on 

taxpayers, the Internal Revenue Service 

will not apply the new rules to meal, travel 

and entertainment expenses of partner- 

ships and S corporations that are paid or 

incurred before January 1, 1987. Thus, 

the regulations under sections 702(a)(7) 
and 1366(a)(1)(A) of the Code will re- 

quire partnerships and S corporations to 

separately state expenses paid or incurred 

after December 31, 1986 by partnerships 

or S corporations that have taxable years 

beginning before January 1, 1987 and 

ending with or within partners' or share- 

holders' taxable years beginning on or after 

January 1, 1987. In addition, with respect 

to skybox rentals (subject to provisions of 
the Act) separate statement will be re- 

quired for rents paid or incurred after De- 

cember 31, 1986 by partnerships or S 
corporations that have taxable years be- 

ginning before January 1, 1989 and ending 

with or within partners' or shareholders' 

taxable years beginning on or after Jan- 

uary 1, 1987. 

Supension Of Paragraph (fj Of Section 

35a. 9999-5 Of The Temporary Income Tax 

Regulations 

Notice 87-24 

Paragraph (f) of section 35a. 9999 — 5 of 
the Temporary Income Tax Regulations 
will be suspended retroactive to January 
21, 1987, the date that the paragraph be- 
came effective. Paragraph (f) was re- 

leased on December 16, 1986 in T. D. 8111 
and published in the Federal Register on 
December 19, 1986 at 51 FR 45465. When 

paragraph (f) was added to the Tempo- 
rary Regulations, it was simultaneously 

issued as a proposed regulation by a cross- 
reference in a notice published at 51 FR 
45484. It remains issued as a proposed 
regulation. The Service invites comments 
with respect to all aspects of paragraph 

(f), including suggestions of alternative 

approaches for enforcing the exclusion 
from the portfolio interest exemption un- 

der sections 871(h) and 881(c) of the In- 

ternal Revenue Code of interest received 

by a person who is a 10 percent share- 
holder of the issuer or received by a con- 
trolled foreign corporation from a related 
person. 

Inflation Adjustment for Computation of 

Windfall Profit Tax 

Notice 87-25 

Section 4989(b) of the Internal Reve- 
nue Code requires the determination of 

an inflation adjustment factor for use in 

computing the windfall profit tax. 
The Service has determined that, for 

oil removed during the April-June quarter 

of 1987, the inflation adjustments are as 

follows: 

Tier 1 or Tier 2 oil — — — — - 0. 4807 

Tier 3 oil ----------- 0. 7197 

Wnrksheets for computation of the 
windfall profit tax are included in the In- 

structions for Form 6047, Windfall Profit 

Tax, and an explanation of the inflation 

adjustment may be found in the Specific 
Instructions for Line 4 of the worksheets. 

Deity Termination Program 

Notice 87-26 

In response to questions from the public, 

the Internal Revenue Service provides 

guidance in this notice concerning the fed- 

eral income and self-employment tax treat- 

ment with respect to participation by milk 

producers in the Dairy Termination Pro- 

gram, which was authorized by section 

101(b) of the Food Security Act of 1985, 
Pub. L. No. 99 — 198, 99 Stat. 1354, 1363 

(1985), as implemented by the regulations 

of the Commodity Credit Corporation pub- 

lished in the Federal Register on March 7, 
1986, (51 Fed. Reg. 7, 913). 

Under the Dairy Termination Program 

(DTP), the Commodity Credit Corpora- 
tion (CCC) will make payments to a milk 

producer who enters into a contract that 

provides that the milk producer will sell all 

the producer's dairy cattle for slaughter or 
export and who, for a period of five years 

beginning on the date specified in the con- 

tract, agrees not to acquire any interest in 

dairy cattle or in the production of milk or 
make available to any person any milk pro- 
duction facility. The payments under the 
DTP are intended to compensate the milk 

producer for lost receipts from two sources. 

First, the payments compensate the pro- 

ducer for the difference between the amount 

received when the dairy cattle are sold un- 

der the DTP and the higher price that could 
have been received if the cattle were sold 

for dairy purposes. Second, the payments 

are also intended to replace receipts from 

the milk production operation. 
The following guidance is provided for 

filing tax returns for 1986 with respect to 
the federal income and self-employment 

tax treatment of participation in the DTP. 
1) To the extent that a portion of the 

DTP payment compensates the milk pro- 

ducer for selling dairy cattle at a lower 
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price, that portion represents an addi- 
tional amount realized on the sale of the 
cattle. If the two-year holding period re- 
quirement of section 1231(b)(3)(A) of the 
Internal Revenue Code is met on the date 
the milk producer sold raised dairy cattle, 
whose costs have been previously ex- 
pensed, the total amount realized on the 
sale of the cattle is eligible for reporting 
as gain under section 1231 of the Code. 
Such sales should be reported on Form 
4797, Part I. If the two-year holding pe- 
riod was met on the date the milk pro- 
ducer sold purchased dairy cattle, the gain 
(other than the depreciation recapture 
under section 1245) or loss is also eligible 
for reporting under section 1231. The to- 
tal amount realized from such sales should 
be reported on Form 4797, Part III. Any 
recapture of investment credit in a case 
of purchased dairy cattle should be re- 
ported on Form 4255. If the two-year 
holding period requirement is not met, all 
gains and losses constitute ordinary gains 
and losses. Part II of Form 4797 should 
be used to report proceeds from such sales 
of dairy cattle, regardless of whether raised 
or purchased, held less than two years. 

2) The portion of the DTP payment in 

excess of the amount that compensates 
the milk producer for selling dairy cattle 
at a lower price is not an amount realized 
on the sale of cattle, but is a replacement 
for milk production receipts, and thus is 

ordinary income. Such amounts should be 
reported on Form 1040, Schedule F. 

3) The portion of the payment that 
compensates the milk producer for a be- 
low market sale of the cattle must be de- 

termined with reference to all of the facts 
and circumstances. The remainder of the 
DTP payment is the portion of the pay- 
ment that replaces milk production re- 
ceipts. The milk producer must show 

specific evidence that the milk producer's 
cattle were actually sold for less than the 
producer could have obtained for them 
had they been sold for dairy purposes, at 
the same general time and at the same 

general geographical location as the pro- 
ducer actually sold them. The DTP pay- 
ment will be considered as an additional 

amount realized on the sale of dairy cattle 
to the extent of such a difference. The 
Internal Revenue Service will accept as 

specific evidence of the price at which a 
milk producer could have sold the cattle 
for dairy purposes the price published in 

"Agricultural Prices, " 
by the United States 

Department of Agriculture, National Ag- 
ricultural Statistics Service, Agricultural 
Statistics Board, for milk cow sales in the 

state in which the milk producer sold the 
cattle during the year and month in which 

the milk producer actually sold the cattle. 
The extent to which the applicable price 
published in "Agricultural Prices" ex- 

ceeds the price at which the milk producer 
actually sold the cattle may thus be treated 
as an amount realized on the sale of the 
cattle and is taxable as described in par- 
agraph 1 above. The remaining amount 
of the DTP payment would be taxed as 
described in paragraph 2 above. 

4) The portion of the DTP payment 
that is not treated as an amount realized 
on the sale of the dairy cattle is includible 
in determining a milk producer's net earn- 

ings from self-employment and subject to 
the taxes imposed on self-employment in- 

come if the milk producer operated the 
milk production unit personally or through 

agents or employees, or if the milk pro- 
duction unit was operated by others and 
the milk producer participated materially 
in the production of the milk or in the 
management of the milk production unit. 

Change of Election For Purposes of the 
Possessions Tax Credit For Taxpayer's First 

Taxable Year Beginning After December 31, 
1986 
Notice 87-27 

This Notice announces that the Inter- 
nal Revenue Service will permit a change 
of election under section 936(h)(5) of the 
Internal Revenue Code. 

Code section 936(h), enacted by sec- 
tion 213 of the Tax Equity and Fiscal Re- 
sponsibility Act of 1982 (TEFRA), 
provides that intangible property income 
of a possessions corporation will generally 
be included in the income of its share- 
holders. This treatment, provided by Code 
section 936(h)(1) through (4), does not 
apply if the possessions corporation elects 
one of the two methods under Code sec- 
tion 936(h)(5) for computing and report- 
ing intangible property income. The two 
methods are the cost sharing method and 
the profit split method. 

Code section 936(h)(5)(F) provides that 
the election to use the cost sharing or the 
profit split methods must be made on or 
before the due date (including extensions) 
of the possessions corporation's first tax- 
able year beginning after December 31, 
1982. That election can be revoked by 
failing to meet certain requirements of 
section 936(h)(5) or with consent of the 
Secretary. A subsequent election to use 
the profit split or the cost sharing methods 
may be made only with the consent of the 
Secretary. 

Under section 1. 936 — 7(a), question and 

answer 6, of the regulations, a possessions 
corporation is permitted to change its 
election under 936(h) once, without the 
consent of Commissioner, if the change 
is made on the possessions corporation's 
return for its first taxable year ending after 
June 13, 1986. If a change of election is 

made, the change applies to that taxable 

year and all subsequent taxable years, and, 
at the further election of the possessions 
corporation, the change may also apply 
to all prior taxable years for which section 

936(h) was in effect. 

Section 1231(a) of the Tax Reform Act 
of 1986 amended section 936(h)(5)(C)(i) 
to alter the manner in which the cost shar- 

ing payment (under the cost sharing elec- 
tion) is computed. Under the amendment, 
the cost sharing payment must equal the 
greater of (1) 110 percent of the payment 

computed under prior law or (2) the pay- 
ment that would be computed under sec- 
tion 367(d)(2)(A)(ii) or section 482 if the 
possessions corporation were a foreign 
corporation. This may cause some tax- 
payers to prefer the profit split method to 
the cost sharing method. The amendment 
is effective for a taxpayer's first taxable 
year beginning after December 31, 1986. 

In order to permit a taxpayer who has 
elected the cost sharing method for a tax- 
able year beginning before January 1, 1987 
to use the profit split method or the method 
permitted under section 936(h)(1) through 
(4) for years to which the amendments 
made to section 936 by the Tax Reform 
Act of 1986 apply, this Notice provides 
that, regardless of any change of election 
made pursuant to the final regulations, a 
possessions corporation, without first 
seeking consent of the Commissioner, may 
change its election under section 936(h) 
from the cost sharing method to the profit 
split method, or from the cost sharing 
method to the method permitted under 
section 936(h)(1) through (h)(4). The 
change must be made on the possessions 
corporation's timely filed tax return (in- 
cluding extensions) for its first taxable year 
beginning after December 31, 1986. If such 
a change is made, the change will apply 
to that taxable year and all subsequent 
taxable years. A change of election under 
this Notice is subject to section 481 of the 
Internal Revenue Code. Consent by af- 
filiates is not required for a change of elec- 
tion under this Notice. However, the 
failure of any member of an affiliated group 
to provide information necessary to com- 
pute the cost sharing payment under the 
cost sharing method or combined taxable 
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income under the profit split method or 
to include in its taxable income any amount 
allocated to it as a result of such com- 
putations may be treated as a request 
to revoke the election under section 
936(h)(5)(F)(iii). 

In connection with a change of election 
from the cost sharing method to the profit 
split method or to the method under sec- 
tion 936(h)(1) through (4), whether the 
change is made under this Notice or oth- 
erwise, certain adjustments may be nec- 
essary to ensure that an appropriate cost 
sharing payment is made with respect to 
units of a possession product which were 
sold by the possessions corporation to U. S. 
or foreign affiliates during a taxable year 
when the cost sharing election was in ef- 
fect ("pre-change units"), but not sold or 
leased by such affiliates to third parties 
until the taxable year of the change in 
election or a subsequent taxable year 
("post-cost sharing year"). The posses- 
sions corporation will be required in such 
cases to make a cost sharing payment in 
any such post-cost sharing year equal to 
the amount of the cost sharing payment 
that would have been required in that year 
if: (i) the possessions corporation's cost 
sharing election were still in effect for that 
year; and (ii) only sales or leases of pre- 
change units of the possession product 
during that year by the affiliates were taken 
into account as possession sales under sec- 
tion 936(h)(5)(C)(i)(I)(c). For purposes 
of any change of election from the cost 
sharing method made under this Notice 
or under section 1. 936 — 7(a), question and 
answer 6 of the regulations, the amend- 
ment to the cost sharing computation in 

section 936(h)(5)(C)(i)(I) made by the Tax 
Reform Act of 1986 shall not be taken 
into account in computing the cost sharing 
payment required with respect to any such 
post-cost sharing year. The provisions of 
section 936(h)(5)(C)(i)(III) and (IV) shall 

apply to the cost sharing payment re- 
quired with respect to any such post-cost 
sharing year. 

In cases where the possessions corpo- 
ration has changed its election from the 
cost sharing method to the profit split 
method, it shall make the following ad- 

justments in computation of combined 
taxable income from the possession prod- 
uct in post-cost sharing years: (i) sales or 
leases of pre-change units of the posses- 
sion product by U. S. affiliates shall not 
be taken into account in computing com- 
bined gross income from the possession 
product for the taxable year (f. e. , shaH 

not be treated as "covered sales" ); and 

(ii) in computing the amount of the affil- 

iated group's research, development, and 

experimental costs, expenses, and related 
deductions for the taxable year which are 

apportioned or allocated to gross income 
of the affiliated group from covered sales 
of the possession product, no sales or leases 

of pre-change units shall be taken into 
account as either "possession sales" (for 
purposes of the numerator of the fraction 
used for computing the cost sharing pay- 
ment for the product area which is taken 
into account in the profit split computa- 

tion) or "covered sales" of a product within 

the product area (for purposes of the nu- 

merator or denominator of the fraction 
used for apportioning that product area 
cost sharing payment amount to the par- 
ticular possession product for which the 
computation of combined taxable income 
is being made). 

Taxpayers who are required to make a 
cost sharing payment or to adjust the 
computation of combined taxable income 
in any post-cost sharing year under the 

principles described above shall include 
information on their return for such year 
describing the application of such prin- 
ciples to their situation. 

Example. Possessions corporation X, a calendar 

year taxpayer, manufactures products A and B in a 
possession. X had a cost sharing election in effect for 
taxable years through 1986. Products A and B are in 

the same product area. The afliliated group of which 

X is a member does not produce any other products 
within that product area. X sells all units of A and B 
to its U. S. affiliate for marketing to third parties. At 
the end of 1986, the U. S. afliliate had in its inventory 

40 units of product A which it had purchased from X 
and no units of product B. In 1987, the U. S. affiliate 

sold to third parties for $10 per unit 100 units of 
product A, including the 40 units which had been in 

its inventory at the end of 1986, and 100 units of 
product B at $10 per unit. X changes its election from 

the cost sharing method to the profit split method for 
'1987 and subsequent years. The research expenses of 
the affiliated group for 1987 in the product area to 
which A and B belong are $50. 

X is required to make a cost sharing payment in 

1987 with respect to the 40 units of product A sold 

by X to its U. S. affiliate before 1987 and sold by the 
affiliate to third parties in 1987. The cost sharing pay- 
ment is computed as follows: 

elects to change from the cost sharing 
method to the profit split method meets 
the requirements of section 936(a)(2)(B) 
for the first taxable year to which the profit 
split method applies and any subsequent 
taxable year, the possessions corporation 
may treat aH income derived during any 
such year from the sale or lease of aH units 
of any possession product by the posses- 
sions corporation or its U. S. affiliates to 
nonaffiliates or foreign affiliates as if such 
sales or leases were "covered sales" (f. e. , 
without regard to whether such units had 
been in the inventory of a U. S. affiliate 
at the end of the last taxable year before 
the profit split method applied). 

The combined taxable income from the sale of the 
other 60 units of product A shall be computed as 
follows (assuming that the gross income from the sales 

of products A and B is $5 per unit and that there are 
no expenses other than research expenses allocable 
to the gross income from sales of product A): 

1. Combined gross income from covered sales of 
product A (60 x $5), „, . . . . . . . . . . . . . . $300 

Research expenses of the affiliated group allocable 
and apportionable to covered sales of product A 

2. Product area research ($50 x 120%) $60 
3. Possession sales ($10 x (60 + 

100)) $1, 600 
4. Total sales ($10 x (40 + 60 + 

100)) $2, 000 
5. Share of the product area research to be ap- 

portioned between covered sales of products 
A and B ($1, 600/$2, 000 x $60) . . . $48 

6. Portion of line 5 attributable to covered sales 
of product A ([60 x $5)/(60 + 100) x $5] x 
$48) . $18 

7. Research expenses of the affiliated group al- 
locable and apportionable under section 1. 861- 
8(e)(3) to covered sales of product A . . . . $15 

8. Research expenses of the affiliated group al- 
located to combined gross income from cov- 
ered sales of product A (the greater of lines 6 
and 7) . . . . . . . . . . . . . . . . . . . . . . . . . . $18 

9. Combined taxable income from covered sales 
of product A (line 1 minus line 8) . . . . . . . $282 

10. Share of CTI apportioned to X (50% of 
line 9) . . . . . . . . . . $141 

11. Share of Cll apportioned to U. S. affiliate ((line 
I minus line 7) minus line 10) . . . . . . . . . . . . . $144 

Amendment of Plans to Comply with REA 

Temporary Regulations and Technical 
Corrections 

Notice 87-28 

This notice provides guidance concern- 
ing the extent to which sponsors of pen- 
sion, profit-sharing, and stock bonus plans 

may continue to rely on favorable deter- 
mination letters issued with respect to such 

plans in view of the issuance of temporary 
regulations (T. D. 8037 and T. D. 8038) 
under the Retirement Equity Act of 1984 
(REA) as well as the enactment of tech- 
nical corrections in Title XVIII of the Tax 
Reform Act of 1986 (TRA '86). Sponsors 

Solely for purposes of determining 
whether a possessions corporation which 

Possessions sales $400 
Product area research ($50) x = $10 

Total sales ($2, 000) 
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of individually designed plans which have 
not received determination letters that 
considered REA may not rely on prior 
determination letters. 

Background 

The Deficit Reduction Act of 1984 
(DEFRA) was enacted on July 18, 1984, 
and REA was enacted on August 23, 1984. 
In Announcement 84 — 100, 1984-45 I. R. B. 
20, the Service generally provided that, 
effective as of November 5, 1984, deter- 
mination letters with respect to the qual- 
ified status of pension, profit-sharing, and 
stock bonus plans under section 401(a) of 
the Internal Revenue Code would be is- 

sued that considered the requirements of 
DEFRA and REA. On July 19, 1985, 
temporary REA regulations were issued. 
TRA '86, enacted on October 22, 1986, 
includes technical corrections to DEFRA 
and REA, Most of the technical correc- 
tions are effective as of the effective dates 
of DEFRA and REA. 

Section 1140 of TRA '86 provides, in 

general, that if any provision of subtitles 
A or C of Title XI of TRA '86 (sections 
1101 — 1147 and 1171 — 1177) requires an 
amendment to any plan, such amendment 
need not be made until the first plan year 
beginning after December 31, 1988 (or 
later in the case of certain collectively bar- 

gained plans) where such amendment is 
made effective retroactively and where the 

plan is operated in accordance with the 
requirements of such provision as of its 
effective date. 

Notice 87 — 20, page 456, this Bulletin, 

provides guidance with respect to the 

amendments made by section 1139 of 
TRA '86 to sections 411(a)(11)(B) and 

417(e)(3) of the Code. 

Reliance on Favorable Determination 
Letters 

Generally, sponsors of pension, profit- 
sharing and stock bonus plans that are the 
subject of favorable determination letters 
may rely on such letters provided that the 
requirements of section 14 of Rev. Proc. 
83-36, 1983 — 1 C. B. 771, are satisfied. Some 
favorable determination letters consid- 
ered DEFRA and REA but did not spe- 
cifically consider the temporary REA 
regulations. In addition, TRA '86 in- 

cluded certain technical corrections to 
DEFRA and REA that are effective as if 
they had been included in the original law 

and are, in some cases, more restrictive 
than the temporary REA regulations and 

prior law. The extent to which sponsors 

may continue to rely on existing favorable 
determination letters subsequent to the 

issuance of temporary REA regulations 

and the enactment of technical correc- 
tions is set forth below. Generafiy, dif- 

ferent rules apply depending upon whether 

the application for the determination let- 

ter was made before or after the issuance 

of the temporary regulations and before 
or after the enactment of technical cor- 
rections. Sponsors of plans which do not 
have determination letters that consid- 
ered REA may not rely on prior deter- 
mination letters with respect to that law. 

A. Post-October 21, 1986 Applications 
The sponsor of a pension, profit-sharing, 
or stock bonus plan that applied on or 
after October 22, 1986, (the enactment 
date of TRA '86) for a determination that 
such plan was qualified within the mean- 

ing of section 401(a) of the Code and which 

received a favorable determination letter 
may continue to rely on such letter with 

respect to the requirements of the tech- 
nical corrections as described in Notice 
86 — 13, 1986-2 C. B. 377, (the retroactive 
technical corrections) and the temporary 
REA regulations. 

B. Post-July 18, 1985 and Pre-October 
22, 1986 Applications The sponsor of a 
pension, profit-sharing, or stock bonus plan 
that applied on or after the date tempo- 
rary REA regulafions were published (i. e. , 
July 19, 1985) and before October 22, 1986, 
for a determination that such plan was 

qualified within the meaning of section 
401(a) of the Code and which received a 
favorable letter may continue to rely on 
such letter only if the conditions set forth 
in paragraph G. below are satisfied. 

C. Pre-July 19, 1985 Applications The 
sponsor of a pension, profit-sharing, or 
stock bonus plan that applied before July 
19, 1985, for a determination letter that 
such plan was qualified within the mean- 

ing of section 401(a) of the Code and which 
received a favorable determination letter 
that considered the temporary REA reg- 
ulations (as determined under paragraph 
F. below) may continue to rely on such 
letter only if the conditions set forth in 

paragraph G. below are satisfied. 

If the plan was the subject of a favor- 
able determination letter that did not' con- 
sider the temporary REA regulations (as 
determined under paragraph F. below), 
the plan sponsor may continue to rely on 
such letter only if the plan satisfies the 
conditions set forth in paragraph G. be- 
low and all of the provisions of the tem- 

porary REA regulations are satisfied in 

operation. 

D. Post-October 21, 1986 Determitut- 

tion Letters Notwithstanding paragraphs 
B. and C. above, pursuant to Notice 86— 
13, a plan sponsor who received a favor- 
able determination letter with respect to 
a plan after October 21, 1986, may rely 
on such letter with respect to the require- 
ments of the retroactive technical correc- 
tions and the temporary REA regulations. 

E. Master and Prototype Plans Para- 
graphs A. , B. , C. , and D. apply only to 
individually designed plans. A sponsor of 
a master or prototype plan who received 
an opinion letter after July 18, 1985, and 
any employer who adopted or may adopt 
such plan may rely on such a letter; how- 

ever, adopting employers must satisfy the 
conditions set forth in paragraph G. be- 
low. 

F. Determination of Whether the Tem- 

porary REA Regulations Were Consid- 
ered A plan will be treated as having a 
favorable determination letter that con- 
sidered the temporary REA regulations, 
if the plan's provisions as approved by the 
Service include the requirements listed 
below. The following list is to be used 
solely to test whether a plan's determi- 
nation letter considered the temporary 
REA regulations and should not be con- 
sidered to be a complete list of the re- 
quirements of the temporary REA 
regulations. 

(1) Except in the case of distributions 
where the present value of the benefit was 
not in excess of $3500, a plan subject to 
section 417 of the Code requires that: 

(a) the participant and spouse con- 
sent before a distribution is made at 
any time in a form other than a qual- 
ified joint and survivor annuity (QJSA); 

(b) the participant consents before 
a distribution of a QJSA (as well as a 
distribution in any other form) is made 
while the benefit is immediately dis- 
tributable (i. e. , distributable before the 
participant has attained the later of age 
62 or the plan's normal retirement age); 
and 

(c) the surviving spouse consents 
before a distribution of a qualified pre- 
retirement survivor annuity (QPSA) is 
made while the benefit is immediately 
distributable (i. e. , the participant, if 
alive, would have attained the later of 
age 62 or the plan's normal retirement 
age). 
(2) A distribution from an annuity 

contract purchased by and distributed un- 
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der a plan covered by section 417 satisfies 
the consent and other REA require- 
ments. 

(3) The plan requires that an interest 
rate not greater than the PBGC imme- 
diate interest rate must be used for cal- 
culating the amount of a distribution 
subject to section 411(a)(11) or 417(e) as 
well as for determining whether the pres- 
ent value of a benefit exceeds $3500. (See 
also TRA '86 section 1139. ) 

(4) The plan requires specific spousal 
consent to the election of an alternate 
beneficiary. (See, however, TRA '86 sec- 
tion 1898(b)(6). ) 

(5) A plan subject to section 417 re- 
quires that an unmarried participant re- 
ceive a QJSA in the form of a single life 
annuity. 

(6) A plan that is not subject to section 
417 requires participant consent for a dis- 
tribution before the benefit is immedi- 
ately distributable (i. e. , distributable 
before the participant has attained the later 
of age 62 or the plan's normal retirement 
age). 

G. Conditions 

(1) The plan must be operated and 
amended in accordance with Notice 87— 
20 with respect to sections 411(a)(11) and 
417(e) of the Code. 

(2) The plan must be amended retro- 
actively to the effective date prescribed 
in the temporary regulations or the tech- 
nical corrections, as applicable, by the 
Section 1140 Plan Amendment Date as 
described below. 

(3) The plan must be operated in ac- 
cordance with the technical corrections 
to the extent the technical corrections' 
requirements are more restrictive than 
DEFRA, REA, or the temporary REA 
regulations, including retroactive correc- 
tion where necessary. 

In general, DEFRA, REA and the 
temporary REA regulations required plans 
to satisfy provisions identical to or more 
restrictive than the technical corrections. 
The technical corrections, however, do 
include certain provisions that are more 
restrictive than DEFRA, REA, and the 
temporary REA regulations. These in- 

clude but are not limited to the following 

requirements: 

(a) The form of benefit payment can 

only be changed with spousal consent 
(Code section 417(a)(2) and TRA '86 sec- 
tion 1898(b)(6)). 

(b) Notice to participants consistent 
with amended section 417(a)(3)(B) must 

be provided (TRA '86 section 1898(b)(5)). 

(c) Spousal consent must be obtained 
at the time the accrued benefit is used as 

security for a loan (Code sections 417(a)(4) 
and (f)(6) and TRA '86 section 1898(b)(4)). 

(d) The QPSA in a defined contribu- 

tion plan must come proportionately from 

employee and employer contributions 
(Committee Reports on Code section 
417(c)(2)). 

(e) Participants vested only in em- 

ployee contributions are treated as vested 
participants (Code section 417(f)(1) and 
TRA '86 section 1898(b)(8)). 

(f) The annuity starting date is as re- 

quired by section 417(f)(2) (TRA '86 sec- 
tion 1898(b)(12)). 

(g) In the case of an ESOP, voting rights 
to participants must be provided in con- 
formity with section 409(e)(3) (TRA '86 
section 1854(f)(1)). 

(h) A plan that provides medical ben- 
efits for retired employees and their 
beneficiaries must meet the requirements 
of section 401(h) (TRA '86 section 
1852(ll)). 

Plan Amendment Date 

A pension, profit-sharing, or stock bo- 
nus plan will not be disqualified solely be- 
cause it is not amended for the temporary 
REA regulations and the technical cor- 
rections as long as the plan operates in 

accordance with the temporary regula- 
tions and the technical corrections, and 
the plan is amended for such provisions 

retroactive to the effective date of such 
provisions at such time as it is amended 
as provided in section 1140 (the Section 
1140 Plan Amendment Date). 

A plan shall not be treated as failing to 
provide definitely determinable benefits 
or contributions or as failing to be oper- 
ated in accordance with the provisions of 
the plan merely because such plan oper- 
ates in accordance with this notice. 

Notice 86-13 Modified 

Notice 86-13 is modified as described 
in paragraph E. above with regard to the 
reliance provided to master and prototype 
plan sponsors and adopting employers un- 

der certain opinion letters received after 
July 18, 1985. 

Guidance Concerning Certain Reorganization 
Transactions Used By Taxpayers To Isolate A 

"Dual Consolidated Loss" In A Single Taxing 
Jurisdicbon 

Notice 87-29 

This Notice announces that, through 
publication of Rev. Rul. 87 — 27, the In- 

ternal Revenue Service will provide an 
example of the application of section 
368(a)(1)(F) of the Internal Revenue Code 
to a corporate reorganization in which a 
U. S. corporation is changing its place of 
organization to a foreign country. This 
ruling provides that the assets of the U. S. 
company (the stock in its foreign subsid- 

iary) are transferred to the newly created 
foreign corporation pursuant to section 

361(a) of the Code. 
Section 1. 367(a) — 3T(d)(3) of the In- 

come Tax Regulations will be revised to 
provide that section 367(a)(1) of the Code 
will not apply to a transfer of stock or 
securities of a foreign corporation to an- 

other corporation organized in the same 

country in a section 361 exchange, pro- 
vided that the conditions set forth in sec- 
tion 1. 367(a) — 3T(d)(3) are met. This 
revision will also provide that, only for 
purposes of reincorporating a domestic 
corporation which, on January 1, 1987, 
was described in section 1503(d)(2)(A) 
(" dual resident corporation") in a foreign 
country, if the foreign corporation whose 
stock is transferred is a holding company, 
the requirement under section 1. 367(a)— 
3T(d)(3)(ii) will be satisfied if at least 50 
percent of the combined total of all of the 
assets used in the trades or businesses of 
all of the companies whose stock is held 

by the transferred corporation are located 
in the same country in which the trans- 
feree and transferred corporations are lo- 
cated. 

Further, where a dual resident United 
States holding company reincorporates in 

a foreign country, no branch loss recap- 
ture, under section 1. 367(a) — 6T of the 
regulations, will be imposed on any losses 
incurred by that company solely as a re- 
sult of its holding company activity. In 
addition, the regulations under section 367 
of the Code will be revised to require the 
closing of the taxable year in a reorgan- 
ization of a U. S. corporation into a for- 
eign corporation (or vice versa) and to 
clarify that there is an actual or construc- 
tive transfer of assets in all inbound or 
outbound reorganizations. 

Finally, the Service is willing to provide 
further guidance on additional issues raised 

by the reincorporation of a dual resident 
corporation in a foreign country. Ques- 
tions and comments should be addressed 
to: 

ASSOCIATE CHIEF COUNSEL 
(INTERNATIONAL) 

1111 CONSTITUTION AVENUE, N. W. 
WASHINGTON, D. C. 20224 
Attn: CC:INTL:Br2 Rm. 4109 
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Nonconventional Source Fuel Credit- 
Publication of inflation Adjustment Factor 
and Reference Price for Calendar Year 1986 

Notice 87-30 

AGENCY: Internal Revenue Service, 
Treasury 

ACTION: Publication of inflation ad- 
justment factor and reference price for 
calendar year 1986 as required by section 
29(d)(2)(A) of the Internal Revenue Code 
(26 U. S. C. section 29(d)(2)(A)) (for- 
merly 44D renumbered by the Tax Re- 
form Act of 1984). 

SUMMARY: The inflation adjustment 
factor and reference price are used in de- 
termining the availability of the tax credit 
for production of fuel from nonconven- 
tional sources under section 29 of the In- 
ternal Revenue Code. 

DATE: The 1986 inflation adjustment 
factor and reference price apply to qual- 
ified fuels sold during calendar year 1986. 

INFLATION FACTOR: The inflation 
adjustment factor for calendar year 1986 
is 1. 4555. 

PRICE: The reference price for all qual- 
ified fuels is $12. 66 per equivalent barrel 
for the 1986 calendar year. 

Because the above reference price does 
not exceed $23. 50 multiplied by the infla- 
tion adjustment factor, the phaseout of 
credit provided for in section 29(b)(1) of 
the Internal Revenue Code does not oc- 
cur for any qualified fuel based on the 
above reference price. 
NOTE: After December 31, 1984, gas 
produced from a tight formation that also 
falls under any of the categories of gas 
specified in 18 C. F. R. section 272. 103(a) 
(as amended) under the Natural Gas Pol- 
icy Act of 1978 (NGPA) will no longer 
be eligible for the credit allowed by sec- 
tion 29 (formerly section 44D) of the In- 
ternal Revenue Code. 

FOR FURTHER INFORMATION 
CONTACT: 

For the inflation factor — Robert O'Keefe, 
PM:PFR:R, Internal Revenue Service, 
1201 E Street, NW, Room 1109, Wash- 

ington, DC 20224, Telephone Number 

(202) 376-0720 (not a toll-free number). 

For the reference price — Noel J. Sheehan, 
CC:C:2:6, Internal Revenue Service, 1111 
Constitution Ave. , NW, Room 5238, 
Washington, DC 20224 Telephone Num- 

ber (202) 566-3928 (not a toll-free num- 

ber). 

PETER K. SCOTI, 
Associate Chief Counsel 

(Technical). 

(Filed by the Ofhce of the Federal Register on March 

9, 1987, and published in the Issue of the Federal 
Register for March 10, 1987, 52 F. R. 7365) 

Amendments to Section 117, Relating to the 

Exdusion of Scholarships From Gross 

income 

Notice 87-31 

Background 

Section 123 of the Tax Reform Act of 
1986 (Pub. L. 99 — 514) (the Act) amended 
section 117 of the Internal Revenue Code 
(the Code), relating to the exclusion of 
scholarship and fellowship grants from 

gross income. 
Section 117(a) of the Code, as amended 

by the Act, provides that gross income 
does not include any amount received as 
a qualified scholarship by an individual 
who is a candidate for a degree at an ed- 
ucational organization described in sec- 
tion 170(b)(1)(A)(ii). Section 117(b), as 
amended by the Act, provides that a 
"qualified scholarship" is any amount re- 
ceived by an individual as a scholarship 
or fellowship grant to the extent that the 
individual establishes that the amounts re- 
ceived are used for qualified tuition and 
related expenses. Section 117(b)(2), as 
amended by the Act, provides that "qual- 
ified tuition and related expenses" are tu- 
ition and fees required for enrollment or 
attendance at the educational organiza- 
tion and fees, books, supplies and equip- 
ment required for courses of instruction. 
Thus, scholarship and fellowship grants 
that are used for other expenses, such as 
room and board, are not excludable from 
gross income. Additionally, section 117(c), 
as amended by the Act, provides that gross 
income includes any portion of amounts 
received as a scholarship or fellowship grant 
representing payment for teaching, re- 
search or other services required as a 
condition for receiving the qualified schol- 
arship. 

In addition, section 63(c)(5) of the Code, 
as amended by the Act, permits a child 
eligible to be claimed as a dependent un- 

der section 151(c) on the return of his or 
her parents to use the standard deduction 
to offset the greater of $500 or earned 
income. For purposes of section 63(c), any 
amount of a scholarship of fellowship grant 
received by a dependent child that is in- 

cludible in gross income under section 117 
constitutes earned income. 

The amendments to section 117 of the 
Code are applicable to taxable years be- 
ginning after December 31, 1986, but only 
in the case of scholarships and fellowships 
granted after August 16, 1986. A schol- 
arship or fellowship granted after August 
16, 1986, and before January 1, 1987, is 
governed by section 117 prior to amend- 
ment by the Act to the extent that it is 
received before January 1, 1987, and is 
attributable to expenses incurred before 
January 1, 1987. In addition, except as 
provided below, all scholarships and fel- 
lowships granted before August 17, 1986, 
are excludable from gross income to the 
extent permitted under section 117 prior 
to its amendment. 

When is a scholarship or fellowship 
granted 

For purposes of the effective date rules 
relating to section 117 of the Code, as 
amended by the Act, a scholarship or fel- 
lowship is granted when the grantor of the 
scholarship or fellowship grant either no- 
tifies the recipient of the award or notifies 
an organization or institution acting on 
the behalf of a specified recipient of the 
award to be provided to such recipient. 
If the notification is sent by mail, notifi- 
cation occurs as of the date the notice is 
postmarked. If evidence of a postmark 
does not exist, the date of the award letter 
shall be treated as the notification date. 

Scholarships or fellowships granted 
before August 17, 1986 

For purposes of the effective date rules 
relating to section 117 of the Code, a 
scholarship or fellowship will be consid- 
ered granted before August 17, 1986, to 
the extent that, in a notice of award made 
before that date, the grantor made a firm 
commitment to provide the recipient with 
a fixed cash amount or a readily deter- 
minable amount. If a scholarship or fel- 
lowship was granted for a period exceeding 
one academic period (e. g. , semester), 
amounts received in subsequent academic 
periods will be treated as granted before 
August 17, 1986, only if (1) the amount 
awarded for the first academic period is 
described in the original notice of award 
as a fixed cash amount or readily deter- 
minable amount, (2) the original notice 
of award contains a firm commitment by 
the grantor to provide the scholarship or 
fellowship amount for more than one ac- 
ademic period, and (3) the recipient is not 
required to reapply to the grantor in order 
to receive the scholarship or fellowship 
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grant in future academic periods. A re- 
quirement that the recipient file a finan- 
cial statement on an annual basis to show 
continuing financial need will not be treated 
as a requirement to reapply to the gran- 
tor. 

If a scholarship or fellowship satisfying 
the requirements of the preceding para- 
graph does not describe the amount to be 
received in subsequent academic periods 
as either a fixed cash amount or readily 
determinable amount, it is presumed that 
the amount granted before August 17, 
1986, to be received in each subsequent 
academic period is equal to the amount 
granted for the initial academic period. 
To the extent that any amount received 
in a subsequent academic period exceeds 
the amount received in the initial aca- 
demic period, the excess amount is treated 
as a scholarship or fellowship granted after 
August 16, 1986. 

Example I. On May 1, 1986, A is no- 
tified of a scholarship made in the amount 
of $4000 annually for four years. The total 
amount of the scholarship is a fixed cash 
amount. Thus, the total amount of the 
scholarship for all four years is subject to 
section 117 of the Code, prior to its 
amendment by the Act. 

Example 2. On May 1, 1986, B is no- 
tified of a scholarship that will pay for B's 
tuition, room, and board for four years. 
The total amount of the scholarship is 
readily determinable. Thus, the total 
amount of the scholarship for all four years 
is subject to section 117 of the Code, prior 
to its amendment. 

Example 3. On May 1, 1986, C is no- 
tified that she is the recipient of a schol- 
arship to attend University X. The notice 
provides that University X will provide 
scholarship funds for four years, and spec- 
ifies that C will receive $5000 during the 
first year. C is not required to reapply in 
order to receive scholarship funds during 
years 2 through 4. However, the notice 
does not specify the scholarship funds to 
be received in years 2 through 4. The $5000 
received in year 1 is treated as granted 
before August 17, 1986, because this 
amount is a fixed cash amount described 
in the notice of award. In addition, be- 
cause University X has made a specific 
commitment to provide scholarship funds 

during years 2 through 4 without requiring 
C to reapply for the scholarship, an amount 

equal to $5000 per year is treated as granted 
before August 17, 1986 during years 2 

through 4. Thus, if C receives $4000 in 

year 2, the entire amount is treated as 

granted before August 17, 1986. If, in year 
3, C receives $6000, only $5000 of the 
amount received is treated as granted be- 

fore August 17, 1986. The additional $1000 
received in year 3 is treated as granted 
after August 16, 1986. 

Expenditures incurred before January I, 
1987 

In the case of scholarships and fellow- 

ships granted after August 16, 1986, 
amounts received before January 1, 1987, 
that were attributable to expenditures in- 

curred prior to January 1, 1987, are sub- 

ject to the rules of section 117 of the Code 
prior to its amendment. For purposes of 
this rule, an expenditure is treated as in- 
curred when it becomes properly due and 
payable by the scholarship or fellowship 
recipient. However, expenditures relating 
to an academic period beginning after De- 
cember 31, 1986, that were prepaid (be- 
fore billing) by the recipient before January 
1, 1987, are not treated as incurred before 
January 1, 1987. Thus, if in December 
1986, an educational organization billed 
a scholarship recipient for expenses re- 
lating to the semester beginning in Jan- 
uary 1987, and the recipient used 
scholarship amounts received prior to 
January 1, 1987, to pay the expenses on 
January 5, 1987, the scholarship amounts 
used to pay such expenses are considered 
attributable to expenditures incurred prior 
to January 1, 1987. If, however, on De- 
cember 31, 1986, a scholarship recipient 
used scholarship amounts to prepay ex- 
penses relating to the academic period be- 
ginning January 1987 before the recipient 
was billed for such expenses, the amounts 
used are not treated as attributable to ex- 
penditures incurred before December 31, 
1986. 

Reporting and withholding requirements 

In General 

The Internal Revenue Service intends 
to promulgate regulations that will pro- 
vide that unless a scholarship or fellow- 
ship grant is subject to the provisions of 
section 117(c) of the Code, neither the 
grantor nor the educational organization 
attended by the recipient (in the case where 
the educational organization is not the 
grantor) is required under section 6041 to 
file a return of information with respect 
to such grant. 

In addition, unless section 117(c) of the 
Code applies, the amount of a scholarship 
or fellowship grant is not considered wages. 

Thus, such amount is not subject to sec- 
tion 3402 (relating to withholding for in- 
come taxes), section 3102 (relating to 
withholding under the Federal Insurance 
Contribution Act (FICA)), or section 3301 
(relating to the Federal Unemployment 
Tax Act (FUTA)). 

Scholarship or fellowship grants 
subject to section I 1 7(c) 
A scholarship or fellowship grant that 

is includible in gross income under section 
117(c) of the Code is considered wages 
for purposes of section 3401(a). However, 
the application of FICA or FUTA de- 
pends on the nature of the employment 
and the status of the organization. In ad- 
dition, the grantor is subject to the pro- 
visions of section 6051 (relating to reporting 
of wages of employees), and is required 
to file Form W — 2 with respect to amounts 
provided as a scholarship or fellowship 
grant that are subject to the provisions of 
section 117(c). For example, if a college 
reduces a student's tuition solely in return 
for performing services as a graduate as- 
sistant that are required as a condition to 
receiving the scholarship, the college must 
file Form W-2 reflecting the amount of 
the reduction. 

Where a portion of a scholarship is 
granted in return for services described in 
section 117(c) of the Code, the grantor 
must make a good faith allocation, based 
on all the facts and circumstances, to de- 
termine that portion of the amount that 
represents compensation for services pro- 
vided by the recipient. Factors taken into 
account in making the allocation include, 
but are not limited to: (1) compensation 
paid by the grantor for similar services 
performed by students with similar qual- 
ifications to the scholarship recipient, but 
who do not receive scholarship or fellow- 
ship grants; (2) compensation paid by the 
grantor for similar services performed by 
full- or part-time employees of the grantor 
who are not students; and (3) compen- 
sation paid by educational organizations, 
other than the grantor of the scholarship 
or fellowship grant, for similar services 
performed either by students or other em- 
ployees. Only those amounts allocated to 
compensation for services provided by the 
recipient are subject to the reporting and 
withholding requirements described in this 
paragraph. 

Recipient Obligations 

The recipient to the scholarship or fel- 
lowship grant is responsible for determin- 
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ing whether the scholarship, in whole or 
part, is includible in gross income under 
section 117. In other words, the recipient 
is responsible for determining whether such 
grant was used for qualified tuition and 
related expenses. However, to assist stu- 
dents in understanding their federal tax 
liabilities, it is recommended that the 
grantor formally advise the recipient in 

writing that amounts granted after August 
16, 1986 for expenses incurred on or after 
January 1, 1987, are taxable income, if 
the aggregate scholarship or fellowship 
amounts received by the recipient exceed 
tuition and fees (not including room and 
board) required for enrollment or attend- 
ance at the educational institution and fees, 
books, supplies, and equipment required 
for courses of instruction. 

Coordination of section 117 of the Code, 
as amended by the Act, with sections 

4941(d)(2)(G)(ti) and 4945(g)(1) 

Sections 4941(d)(2)(G)(ii) and 4945 

(g)(1) of the Code both refer to scholar- 

ship or fellowship grants "subject to the 
provisions of section 117(a). " There is no 

indication in the legislative history of sec- 
tion 123 of the Act that Congress intended 

to limit foundation grants to amounts ex- 
cludable under section 117, as amended 

by the Act. 
Pending clarification by Congress, the 

Service will interpret sections 4941(d) 
(2)(G)(ii) and 4945(g)(i) of the Code as 
if section 117 had not been amended. 

Generally, this means that scholarship or 
fellowship grants will not be treated as 
self-dealing acts under section 4941 or as 
taxable expenditures under section 4945 ' 

merely because they cover expenses for 
room, board, travel, research, clerical help, 
or equipment. 

Private foundations that have out- 
standing rulings that scholarship or fel- 

lowship grants are neither self-dealing acts 

under section 4941 of the Code nor tax- 

able expenditures under section 4945 can 

continue to rely on these rulings until the 
Service issues notice to the contrary. Such 

rulings, however, cannot be relied upon 

to the extent that such rulings indicate 
that the grants in question are excludable 

from recipients' gross income under sec- 

tton 117. 
The collection of information require- 

ments in this notice have been submitted 

to the Office of Management and Budget 
in accordance with the Paperwork Re- 

duction Act of 1980 and has been ap- 

proved by OMB. 

Estimated Taxes-Payments by Trusts and 

Certain Estates 

Notice 87-32 

This notice provides guidance, in the 

form of questions and answers, with re- 

spect to sections 1403 and 1404 of the Tax 
Reform Act of 1986 (the Act), which ex- 

tended section 6654 of the Internal Rev- 

enue Code, relating to payments of 
estimated tax, to trusts and certain es- 

tates. In addition, this notice advises fi- 

duciaries of the circumstances in which 

the Internal Revenue Service will waive 

penalties for underpayment of estimated 

tax installments due before July 1, 1987. 
The Internal Revenue Service expects 

to issue regulations under section 6654 re- 

garding estimated tax payments by trusts 

and estates. Until further guidance is pub- 

lished, taxpayers may rely upon the guid- 

ance provided by these questions and 

answers to determine the estimated tax 

liability of trusts and certain estates. No 

inference should be drawn, however, re- 

garding issues not addressed in this notice 

which may be suggested by a particular 

question and answer or as to why certain 

questions, and not others, are included. 

Q — 1; How do the rules in section 6654 
of the Code, relating to payments of es- 

timated tax, apply to trusts and estates? 
A — 1: Section 1404(a) of the Act 

amended section 6654 of the Code for tax- 

able years beginning after December 31, 
1986, to provide for an addition to tax to 
be paid by (1) any estate with respect to 
any taxable year ending 2 or more years 
after the date of the decedant's death, and 

(2) any trust, that fails to pay estimated 
tax under the rules that apply to individ- 

uals. Therefore, trusts and estates subject 
to the provisions of section 6654 must 

compute and pay required installments of 
estimated tax. 

The amount of any installment of es- 

timated tax required to be paid is the low- 

est of the amounts computed under three 
alternatives provided in section 6654(d), 
referred to below as the current year al- 

ternative, the prior year alternative, and 

the annualized income alternative, unless 

one of the exceptions in section 6654(e) 
applies. 

Section 6654(d)(1)(A) provides that the 

amount of each required installment of 
estimated tax is 25 percent of the required 
annual payment. Section 6654(d)(1)(B) 
provides that the "required annual pay- 
ment" is the lesser of (i) 90 percent of the 

tax shown on the return for the year (or 

if no return is filed, 90 percent of the tax 

for such year) (current year alternative), 

or (ii) 100 percent of the tax shown on 

the return for the preceding taxable year 

(prior year alternative). Accordingly, un- 

der the current year alternative, the tax- 

payer must pay 22. 5 percent of the tax 

shown on the return (or 22. 5 percent of 
the tax if no return is filed) by the due 

date of the installment. The prior year 

alternative requires the payment of 25 

percent of the tax shown on the trust's or 
estate's r turn for the preceding year by 

the due date of the installment. The prior 

year alternative, however, generally can- 

not be used if (1) the preceding taxable 

year was not a 12-month period, or (2) 
the trust or estate did not file a return for 
the preceding taxable year. See A — 5 of 
this notice for a special rule applicable to 
trusts that have short taxable years in 1987. 

Under the third alternative, provided 

by section 6654(d)(2), the amount of the 

required installment is the "annualized in- 

come installment" (annualized income al- 

ternative). Section 6654(d)(2)(B) defines 

the "annualized income installment" as 

the excess, if any, of the "applicable per- 

centage, " as determined in section 
6654(d)(2)(c)(ii), of the tax for the taxa- 
ble year computed by placing on an an- 

nualized basis the trust's or estate's taxable 

income and alternative minimum taxable 
income for the months in the taxable year 
ending before the due date of the install- 

ment, over the aggregate amount of any 

prior required installments for the taxable 
year. For this purpose, the applicable per- 
centage for full taxable years is deter- 
mined in accordance with the following 

table: 

1nstallment 
Number 

1 
2 
3 
4 

Applicable 
Percentage 

22. 5 
45 
67. 5 
90 

The applicable percentage when a trust 
or estate makes payments with respect to 
a short taxable year is set forth in A — 7 of 
this notice. 

Section 6654(e) provides three excep- 
tions to the penalty for underpayment of 
estimated tax. First, under section 
6654(e)(1), no addition to tax is due if the 

tax shown on the return (or if no return 
is filed, the tax), reduced by the credit 
allowed under section 31 for taxes with- 
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Final pay 
ment due 

January 15 
January 15 
January 15 
January 15 
January 15 
January 15 
January 15 
January 15 
January 15 
January 15 
January 15 

For a short taxable year in which a trust 
or estate subject to section 6654 termi- 
nates, installments of estimated tax must 

be paid for any installment due before the 
last day of the short taxable year and a 
final installment must be paid by the fif- 

teenth day of the first month following the 
month in which the short taxable year ends. 

Q — 4: How does a trust or estate mak- 

ing estimated payments for a short taxable 

year compute the amount of the required 
annual payment under the prior year al- 

ternative? 
A-4: A trust or estate may compute 

its required annual payment for a short 

year under the prior year alternative, by 
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multiplying the tax shown on the return 
for the preceding taxable year by the 
number of months in the short taxable 
year, and dividing the resulting amount 

by 12. 
Q — 5: Will a trust with a short taxable 

year in 1987 be allowed to determine its 
estimated tax for 1988 under the prior year 
alternative, even though its preceding tax- 
able year was less than 12 months? 

A — 5: Use of the prior year alternative 
is generally denied to taxpayers when the 
prior year is a period of less than 12 months. 
However, if "the preceding taxable year" 
referred to in section 6654(d)(1)(B)(ii) was 
a short taxable year in 1987, the trust will 

held, is less than $500. Second, no addi- and makes a timely payment of the amount 

tion to tax is imposed for any taxable year so determined. 
if (1) the preceding taxable year was a 12- Further, trusts and estates will not be 
month period, and (2) the trust or estate required to take into account alternative 
did not have any liability for tax for the minimum taxable income, if any, for pur- 

preceding taxable year. Finally, section poses of making estimated tax payments 
6654(e)(3) provides the Internal Revenue until guidance is provided under section 
Service with the discretion to waive the 59(c) of the Code. 
addition to tax in certain unusual circum- Q — 3: What are the due dates for the 
stances. See A — 2 of this notice for the estimatedtaxpaymentsofatrustorestate 
availability of a waiver of the addition to that has a short taxable year? 
tax with respect to installments of esti- A — 3: A trust or estate that has a short 
mated tax of trusts and estates due before taxable year (that is, a period of less than 
July 1, 1987. 12 months) must pay installments of es- 

Q — 2: Under what circumstances will timated tax on or before (I) the fifteenth 
the Internal Revenue Service waive the day of the fourth month of such taxable 
addition to tax for underpayment of es- year, (2) the fifteenth day of the sixth 
timated tax by trusts and estates? month of such taxable year, (3) the fif- 

A — 2: The requirement that trusts and teenth day of the ninth month of such 
certain estates pay estimated taxes is new taxable year, and (4) the fifteenth day of 
for 1987 and the Act made substantial other the first month of the succeeding taxable 
changes to the Code that affect trusts and year. The payments due in the sixth and/or 

estates. For these reasons, the Service wifi ninth month of the short taxable year (but 

waive the penalty attributable to the un notthepaymentdueonthefifteenthdayof 

derpayment of estimated tax for trusts and the first month of the succeeding taxable 

estates using either the current year al- year)are notrequiredtobepaidifthe short 

ternative or annualized income alterna- taxable year ended during or prior to such 

tive to compute required installments of sixth and/or ninth months. The following 

estimated tax due before July 1, 1987, chart provides the due dates of estimated 

provided that the trustee or executor makes tax payment for trusts or estates that have 

a good faith effort accurately to determine short taxable years; 

the amount of the required installment 

Short taxable Ist payment 2nd payment 3rd payment 
year beginning due due due 

February 1 May 15 July 15 October 15 
March 1 June 15 August 17 November 16 
April 1 July 15 September 15 December 15 
May 1 August 17 October 15 
June 1 September 15 November 16 
July 1 October 15 December 15 
August 1 November 16 
September 1 December 15 
October 1 

November 1 

December 1 
*No payment of estimated tax is required. 

be permitted to use the prior year alter- 
native and the tax shown on the return 
for such preceding short year shall be in- 
creased by dividing it by the number of 
months in the short taxable year and mul- 

tiplying the resulting amount by 12, pro- 
vided that the short taxable year was 
preceded by a taxable year of twelve 
months. 

Q — 6: For purposes of the prior year 
alternative and the current year alterna- 
tive, what percent of the required annual 
payment must a trust or estate pay in each 
required installment payment made with 
respect to a short taxable year? 

A — 6: When a trust or estate makes 
payments with respect to a short taxable 
year, the percent of the required annual 
payment which must be paid at each in- 
stallment will vary depending on the num- 
ber of required installments (as determined 
in A — 3 of this notice). The percentages 
are as follows: 

Percent of required 
annual payment 

. . . . . . . . . . . 100 

. . . . . . . . . . . 50 

. . . . . . . . . . . 33 Y~ 

. . . . . . . . . . . 25 

Number of required 
installments 

1 . . . 
2 . . . 
3 . . . 
4 . . . 

In the case of 3 
required i nstallrnents 

1st . . . . . . . . . . 
2nd . . . . . . . . . 
3rd . . . . . . . . . 

The applicable 
percentage is: 

. . . . . . , 30 

. . . . . . . 60 

. . . . . . . 90 

In the case of 2 
required installments 

1st . . . . . . . . . . 
2nd . . . . . . . . . 

In the case of I 
required installment: 

1st . . . . . . . . . . . . . 

The applicable 
percentage is: 

. . . . . . . 45 

. . . . . . . 90 

The applicable 
percentage is: 

. . . . . . . . . . 90 

Q — 8: What portion of the deductions 

under sections 651 and 661 of the Code 

Q — 7: For purposes of the annualized 
income alternative, what is the applicable 
percentage when a trust or estate has a 
short taxable year? 

A — 7: When a trust or estate has a short 
taxable year the applicable percentage will 

vary depending on the number of re- 
quired installments. If it is determined un- 
der A — 3 of this notice that four installments 
are required, the applicable percentage is 
determined as set forth in A — 1 of this no- 
tice. If less than four installments are re- 
quired, the applicable percentage for 
purposes of section 6654(d)(2) is deter- 
mined as follows: 



may a trustee or executor take into ac- 
count in computing the required install- 
ment under the annualized income 
alternative? 

A — 8: The trustee may take into ac- 
count the distribution deduction under 
section 651(a) of the Code, regardless of 
whether income is distributed during such 
period. The amount of the deduction, 
however, may not exceed the distributa- 
ble net income of the trust for the months 
preceding the month in which the install- 
ment is due. Thus, a simple trust as de- 
scribed in section 651 does not pay 
estimated tax with respect to income as 
defined in section 643(b) (trust accounting 
income). 

Similarly, a trustee or executor may take 
into acocunt a portion of the distribution 
deduction under section 661(a)(1) for the 
months preceding the month in which the 
installment is due (regardless of whether 
income is distributed during such period) 
under the rules described below. The 
amount of the distribution deduction taken 
into account under section 661(a)(1) for 
the months preceding the month in which 
the installment is due, however, may not 
exceed the amount of distributable net 
income of the trust or estate for such 
period. 

In case of an estate or trust that is re- 
quired to distribute a specific dollar amount 
of income each year, the amount of the 
distribution deduction under section 
661(a)(1) that must be taken into account 
for the months preceding the month in 

which the installment is due is the greater 
of (i) the amount of such income actually 
distributed during the months of the tax- 
able year that precede the month in which 
the installment is due; or (ii) the specific 
dollar amount of income which must be 
distributed currently multiplied by a frac- 
tion, the numerator of which is the num- 

ber of calendar months in the taxable year 
that precede the month in which the in- 

stallment is due and the denominator of 
which is the total number of calendar 
months in the year. 

For example, assume trust T, a calen- 
dar year trust, earned $10, 000 of interest 
income from January 1 through March 31, 
1987. T is required to distribute $10, 000 
of income to the sole beneficiary, B, each 
year. T did not distribute any income to 
B during this period. The trustee is al- 

lowed to take into account a distribution 
deduction of $2, 500 in the first quarter, 
($10, 000 (income required to be distrib- 

uted currently) x 3/12), 

In the case of a trust or estate that is 

required to distribute a certain percentage 
of income each year, the amount of the 
distribution deduction that must be taken 
into account for the months preceding the 
month in which the installment is due is 

the income earned by the trust during such 

period multiplied by the percentage of in- 

come which must be distributed currently. 

To illustrate, assume the same facts as in 

the previous example except that the 
trustee of T is required to distribute cur- 

rently to B one-half of trust accounting 
income, rather than $10, 000 of trust ac- 

counting income. In this case, the distri- 

bution deduction for the first quarter would 

be $5, 000 ($10, 000 (trust accounting in- 

come from January 1 through March 31) 
x 50 percent (percentage of income which 

must be distributed currently)). 
The trustee or executor may take into 

account the deduction for discretionary 
distributions under section 661(a)(2), 
however, only to the extent that distri- 

butions have been paid or credited during 
the months of the taxable year that pre- 
cede the month in which the installment 

is due. For the required installment due 
in the fifteenth day of the first month of 
the succeeding taxable year, the trustee 
or executor also may take into account 
distributions made within sixty-five days 
of the end of the year that are considered 
to have been paid or credited on the last 

day of the year. The amount of the de- 
duction that may be taken into account 
under section 661(a)(2), however, may not 
exceed the amount of distributable net 
income of the trust or estate during the 
applicable period. 

In summary, a complex trust or estate 
is generally required to pay estimated tax 
with respect to income that is neither re- 
quired to be distributed in the current year 
nor actually paid or credited to a bene- 
ficiary prior to the month in which the 
installment payment is due. 

Q — 9: How is the annualized taxable in- 

come of a trust or estate calculated for 
purposes of determining the amount of 
the required installment under the an- 

nualized income alternative? 

A — 9: Taxable income is annualized by: 

(I) Multiplying the taxable income of 
the trust or estate (computed without tak- 

ing into account the deduction allowed 
under section 642(b)) for the calendar 
months in the taxable year that precede 
the month in which the installment is due 

by a fraction, the numerator of which is 
the total number of calendar months in 

the taxable year and the denominator of 
which is the number of calendar months 

in the taxable year that precede the month 

in which the installment is due, and 

(2) Subtracting the deduction allowed 

to the trust or estate under section 642(b). 
The annualized income alternative can 

be illustrated by the following example. 
Assume trust W, a complex trust with a 

calendar year, earned $15, 000 of interest 
income for the period January 1, 1987, 
through March 31, 1987. W made no ex- 
penditures during this period. Under the 
terms of the trust, one-third of the income 
is required to be distributed currently to 
the sole beneficiary, B, and the remaining 
income is to be allocated to corpus. W 
does not make any distributions to B be- 

fore March 31, 1987. For purposes of 
computing the required installment under 
the annualized income alternative, W is 
allowed a distribution deduction of $5, 000 
(the amount of income earned ($15, 000) 
multiplied by the percentage of income 
which must be distributed currently (33 
percent)). Thus, W has taxable income of 
$10, 000. The annualized taxable income 
of T is determined as follows: 

Taxable income for the period 
ending March 31, 1987, on an 
annualized basis ($10, 000 x 
12 divided by 3) . . . . . . . . . . . . . . . . $40, 000 

Minus: 642(b) deduction . . . . . . . . 100 

Annualized taxable income . . . . $39, 900 

Tax under section 1 on annu- 
alized taxable income . . . . . . . . . $13, 672 

Required annual installment 
(22. 5 percent of $13, 672) . . . . $3, 076 

Q-10: For purposes of the annualized 
income alternative, what is the amount of 
the deduction under section 642(b) that 
may be taken into account by trusts that 
have short taxable years due to changing 
the trust's annual accounting period from 
a fiscal year to a calendar year? 

A — 10: As required by section 443(b)(3) 
of the Code and section 1. 443 — 1(b)(1)(v) 
of the Income Tax Regulations, in com- 
puting annualized taxable income of the 
short year resulting from a change from 
a fiscal year to a calendar year, the de- 
duction allowed under section 642(b) must 
be reduced by multiplying it by a fraction, 
the numerator of which is the number of 
months in the short taxable year and the 
denominator of which is 12. 

Q — 11: How is trust taxable income for 
an installment period determined if the 
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trust is a participant in a common trust 
fund (CTF)? 

A — 11: Section 584 of the Code and sec- 
tion 1. 584-2(a) of the Income Tax Reg- 
ulations provide that each participant in 
a common trust fund (CTF) is required 
to include in taxable income, for the tax- 
able year within which or with which the 
taxable year of the CTF ends, its propor- 
tionate share of all gains, losses, and or- 
dinary income or loss, whether or not 
distributed or distributable. In determin- 
ing the taxable income of a trust that is a 
CTF participant for the months in the tax- 
able year of the participating trust pre- 
ceding the month in which any installment 
of estimated tax is due, a participating 
trust shall take into account the trust's 
share of items from the CTF described in 

section 584(c) (whether distributed or not) 
for the CTF's taxable year ending with or 
within the participating trust's taxable year, 
to the extent such income is attributable 
to months in such CTF's taxable year that 
preceded the month in the participating 
trust's taxable year in which the install- 
ment is due. 

Example (l). Trust A, whose taxable year is a cal- 

endar year, is a member of CF, a common trust fund, 
whose taxable year ends on June 30. Trust A must 

take into account, in determining its taxable income 
for the installment due on April 15, 1987, its share 
of au items of CF set forth in section 584(c) for the 

period July 1, 1986, through March 31, 1987, whether 

or not such items are distributed or distributable. For 
the installment due on June 15, 1987, the trust must 

take into account such amounts for the period July 

1, 1986, to May 31, 1987; and for installments due on 

September 15, 1987, and January 15, 1988, the trust 

must take into account such amounts for the entire 
CF's entire taxable year, July 1, 1986, through June 

30, 1987, but no amounts with respect to CF's taxable 

year ending June 30, 1988. 

Example (2). Trust A, whose taxable year is a cal- 

endar year, is a member of CF, a common trust fund, 

whose taxable year ends on January 31, 1987. Trust 

A must take into account, in determining its taxable 
income for the installment due on April 15, 1987, its 

share of au items set forth in section 584(c) for CF's 
taxable year beginning February 1, 1986, ending on 
January 31, 1987, whether or not such items were 

distributed or distributable. For installments due on 
June 15, 1987, September 15, 1987 and January 15, 
1988, the trust must take into account such amounts 

for the CF's entire taxable year, February 1, 1986, 
through, January 31, 1987, but no amounts with re- 

spect to CF's taxable year ending on January 31, 1988, 

Example (3). Trust A, whose taxable year is a cal- 

endar year, is a member of CF, a common trust fund, 

whose taxable year is a calendar year. Trust A must 

take into account, in determinmg its taxable income 

for the installment due on April 15, 1987, au items 

set forth in section 584(c) for the period January 1, 
1987, through March 31, 1987, whether or not such 

items are distributed or distributable. For the install- 

ment due on June 15, 1987, the trust must take into 
account such amounts for the period January 1, 1987, 
to May 31, 1987; for the installment due on September 

these model amendments in accordance 
with section 1140(b) of the Tax Reform 
Act of 1986 (TRA), Pub. L. 99 — 514. The 
amendments contained herein are issued 
for use by master or prototype plan spon- 
sors only. 

15, 1987, the trust must take into account such amounts 

for the period January 1, 1987, through August 31, 

1987, and for the installment due on January 15, 1988, 

the trust must take into account such amounts for 

CF's entire taxable year. 

0 — 12: If a trustee elects under section 

643(g) of the Code to treat a portion of 
an estimated tax payment as a payment 

made by a beneficiary, is such portion 

treated as a distribution that carries out 

distributable net income from the trust? 

Background 
Many provisions of TRA affecting the 

tax-qualified status of pension and profit 
sharing plans are effective for plan years 
beginning before January 1, 1989. For ex- 

ample, employee contributions and 
matching employer contributions are sub- 

ject to new discrimination tests; maxi- 

mum contributions and benefits under 
qualified plans are restricted; and the 
maximum interest rate that may be used 
to determine the present value and amount 
of plan benefits under a defined benefit 
plan is altered. 

Section 1140(a) of TRA provides that 
a pension plan shall not be treated as fail- 

ing to provide definitely determinable 
benefits or contributions, or to be oper- 
ated in accordance with the provisions of 
the plan, merely because any amend- 

ments required to be made to the plan by 
subtitles A or C of title XI of the Act are 
not made prior to the first plan year be- 

ginning on or after January 1, 1989, if: 1) 
during the period after such amendment 
takes effect and before such first plan year, 
the plan is operated in accordance with 

the requirements of such an amendment, 
including an amendment prescribed by the 
Secretary of the Treasury and adopted by 
the plan, and 2) such plan amendment 

applies retroactively to the period after 
such amendment takes effect and before 
such plan year. 

Notwithstanding the delay allowed in 

section 1140(a) of TRA for amendment, 

many plans may want to amend to sim- 

plify operational compliance or because 
amendment is necessary to make use of 
the optional provisions. To simplify such 

amendment, section 1140(b) of TRA re- 

quired the Service to publish model 
amendments. This notice contains such 

amendments for master and prototype plan 

sponsors. 
The Service has previously issued model 

amendments for plan sponsors in Notice 

87-2, page 396, this Bulletin. The model 

amendments contained in Notice 87 — 2 are 

not appropriate for use by sponsors of 

master or prototype plans. This notice 

provides the model amendments that may 

be used by sponsors of master or proto- 

type plans. The Service is also issuing in 

Notice 87 — 34, page 490, this Bulletin, a 

A — 12. Section 643(g) of the Code pro- 

vides that a trustee of a trust may elect to 
treat any portion of a payment of esti- 

mated tax made by such trust for any tax- 

able year of the trust as a payment made 

by a beneficiary of such trust on January 

15 of the following taxable year. The 
amount subject to this election shall be 
treated as a distribution that carries out 
distributable net income to the benefici- 

ary on the last day of the taxable year of 
the trust with respect to which the pay- 
ment was made by the trust. Accordingly, 
the trust is eligible for a section 661 de- 

duction, if it makes a valid election under 
section 643(g). 

0-13: Are foreign trusts required to (1) 
adopt a calendar taxable year and (2) make 
estimated tax payments? 

A — 13: Yes. Section 645(a) of the Code 
provides that "the taxable year of any trust 
shall be the calendar year. " Therefore, 
any foreign trust subject to the provisions 
of the Internal Revenue Code must adopt 
a calendar year as its taxable year unless 
such trust meets the requirements of sec- 
tion 645(b), which provides an exception 
for trusts exempt from tax and charitable 
trusts. 

In addition, section 6654(1) provides 
that "any trust" is subject to "an addition 
to the tax" if it fails to pay the appropriate 
amount of estimated income tax. There- 
fore, any foreign trust subject to federal 
income tax is required to make estimated 
tax payments under section 6654. 

qualification Requirements for Master or 
Prototype Employee Plans 

Notice 87-33 
Purpose 

This notice provides model amend- 
ments that master or prototype plan spon- 
sors may adopt to conform with those 
provisions of the Tax Reform Act of 1986 
that relate to plan quali(ication under sec- 
tion 401(a) of the Code and that are ef- 
fective for plan years beginning before 
January I, 1989. The Service is issuing 
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separate model amendment to be used for 
section 401(k) plans. That amendment is 
designed to be used in conjunction with 
this model amendment if the sponsor so 
desires. 

Title I of ERISA 

Section 404(a)(1)(D) of the Employee 
Retirement Income Security Act of 1974 
(ERISA), Pub. L. 93-406 requires that a 
fiduciary operate a plan in accordance with 
the documents and instruments governing 
the plan insofar as such documents and 
instruments are consistent with the pro- 
visions of Title I of that Act. 

The Department of Labor has indi- 
cated that a plan which complies with the 
requirements of section 1140 of TRA need 
not be amended before the applicable date 
specified in that section in order to satisfy 
the requirement of Title I of ERISA that 
a plan be established or maintained pur- 
suant to a written instrument in order to 
comply with the requirement that plan fi- 
duciaries discharge their duties to the plan 
in accordance with the documents and in- 
struments governing the plan. The De- 
partment of Labor also notes, however, 
that operation of a plan in accordance with 
the requirements of ERISA and the In- 
ternal Revenue Code as amended by TRA 
would in many cases affect the rights of 
participants and beneficiaries to benefits 
under the plan. Accordingly, regardless 
of whether formal amendments to the plan 
have been delayed pursuant to section 1140 
of TRA, operation of a plan in accord- 
ance with the new requirements may re- 
quire the distribution of a summary of 
changes in the information required to be 
included in a summary plan description 
in order to ensure compliance with the 
statutory requirement that summary plan 
descriptions be sufficiently accurate and 
comprehensive to reasonably apprise par- 
ticipants and beneficiaries of their rights 
and obligations under the plan. In these 
circumstances, summaries of changes in 
the summary plan description informa- 
tion must be provided to plan partici- 
pants, as required by ERISA and the 
applicable regulations. 

Types of Model Amendement 

This notice provides two model amend- 
ments that master or prototype plan spon- 
sors may adopt. Model Amendment I is 
designed for use by defined benefit plans. 
Model Amendment II is designed for use 

by defined contribution plans, including 
target benefit plans. These model amend- 

ments are appropriate only for use by 
sponsors of master or prototype plans and 

employers who have adopted such plans. 

Scope of Amendments 

Both model amendments contain those 
provisions necessary for the plan adopting 
it to comply with all tax qualification re- 
quirements of the Tax Reform Act of 1986 
(with the exception of technical correc- 
tions) that are effective for plan years be- 
ginning before January 1, 1989. 

Section 5. 01 of Rev. Proc. 84 — 23, 1984— 
1 C. B. 457, requires every master or pro- 
totype plan to include a provision allow- 

ing the plan sponsor to adopt amendments 
reflecting changes in the Internal Reve- 
nue Code or regulations on a group basis. 
That portion of each model amendment 
containing those required provisions de- 
scribed in the preceding paragraph is de- 
signed to be adopted as an amendment to 
the sponsor's basic plan document, as de- 
fined in section 4. 04 of Rev. Proc. 84 — 23, 
which the sponsor may adopt on a group 
basis. 

Both model amendments contain pro- 
visions relating to the nondiscrimination 
tests in section 401(m) of the Code. If the 
sponsor's defined benefit basic plan doc- 
ument forms a part of any plan which may 
permit employee contributions which are 
accounted for separately, the sponsor must 
include section VII of Model Amendment 
I in its amendment to the basic plan doc- 
ument. In the case of a defined contri- 
bution basic plan document, section V of 
Model Amendment II must be included 
in the sponsor's amendment to the basic 
plan document if any plan which uses the 
basic plan document may permit em- 
ployee contributions (other than qualified 
voluntary employee contributions) or may 
allocate matching contributions to partic- 
ipants' accounts. Likewise, section VIII 
of Model Amendment I or section VI of 
Model Amendment II, which contain pro- 
visions relating to the elimination of qual- 
ified voluntary employee contributions, 
must be adopted if any plan utilizing the 
basic plan document may permit qualified 
voluntary employee contributions. Of 
course, sponsors of basic plan documents 
which are not required to adopt one or 
both of the applicable model amendment 
sections described in this paragraph may 
nonetheless adopt such section(s) without 
adverse consequence because these sec- 
tions do not operate to permit or require 
employee contributions or matching con- 
tributions not otherwise permitted or re- 

quired under the terms of an employer's 
plan. 

In addition both of the model amend- 
ments contain optional provisions which 

plan sponsors may make available for 
adoption by adopting employers. These 
include, in the case of Model Amendment 
I, a provision allowing the employer to 
replace the PBGC immediate annuity rate 
with the limits under section 1139 of TRA. 
If a plan contains an interest rate to de- 
termine the amount or present value of 
benefits in addition to, or other than, the 
PBGC immediate annuity interest rate, 
such other interest rate may not be re- 
placed by the section 1139 limits. This sec- 
tion of the model amendment merely 
operates to convert the PBGC immediate 
annuity interest rate to the section 1139 
limits. See Notice 87-20, page 456. In the 
case of Model Amendment II, the options 
include a provision permitting a profit 
sharing plan to accept contributions with- 

out regard to the existence of current or 
accumulated earnings and profits, and pro- 
vision allowing the real-location of forfeit- 
ures to participants' accounts in a money 
purchase pension plan, other than a target 
benefit plan. 

A plan sponsor that wishes to make any 
of the optional provisions available for 
adoption by its adopting employers should 
include the appropriate optional provi- 
sion(s) in its amendment to the basic plan 
document. The employer may elect to 
adopt such optional provision(s) by exe- 
cuting the corresponding section of the 
model adoption agreement amendment 
which has been provided for this purpose. 
The model adoption agreement amend- 
ment contains all options which may be 
made available to employers. Master or 
prototype plan sponsors that do not wish 
to make all options available should de- 
lete the appropriate options from the model 
adoption agreement amendment before 
furnishing it to adopting employers. 

In addition to the required and optional 
provisions described above, both model 
amendments include a sponsor option de- 
signed to eliminate voluntary employee 
contributions as of the first plan year be- 
ginning after December 31, 1987. The 
Service is currently considering whether 
it will require sponsors to eliminate vol- 
untary employee contributions from mas- 
ter or prototype plans (other than section 
401(k) plans) in the future. Therefore, 
sponsors of plans that permit voluntary 
employee contributions are encouraged 
to adopt this sponsor option as part of the 
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model amendment. The sponsor may adopt 
this option on a group basis. 

The model amendments do not address 
and have no effect on provisions of TRA 
that do not affect a plan's tax qualified 
status. 

Effecti ve Dates 

Generally, the required provisions of 
the model amendments are effective as of 
the first day of the first plan year begin- 

ning after December 31, 1986. Sponsors 
may not modify this date regardless of 
when the model amendment is adopted. 
The effective date of any optional defined 
contribution provision which the plan 
sponsor chooses to make available for 
adoption by employers may be no earlier 
than the first day of the plan year in which 

the employer adopts such optional pro- 
vision. The effective dates of section IX 
of Model Amendment I, which includes 
an employer option to replace the PBGC 
immediate annuity interest rate with the 
section 1139 limits, are described in sec- 
tion IX of Model Amendment I and can- 
not be modified by the employer. The 
sponsor option to eliminate voluntary em- 

ployee contributions has as its effective 
date the first day of the first plan year 
beginning after December 31, 1987. 
Sponsors are cautioned that the plan must 
operate in accordance with the terms of 
the model amendment for the entire pe- 
riod for which the amendment is effective. 
Therefore, sponsors who adopt this pro- 
vision may modify it solely to provide for 
a later effective date. (The language which 

may be modified appears in brackets in 
the model amendments. ) 

Opinion Letters 

Until further notice, the National Of- 
fice of the Internal Revenue Service will 

not issue an opinion letter with respect to 
whether a master or prototype plan (in- 
cluding a plan which utilizes one of the 
model amendments contained herein) 
complies with the provisions of TRA. Un- 
til such further notice, opinion letters is- 

sued with respect to a master or prototype 
plan will contain a caveat that the plan 
has not been reviewed for the provisions 
of TRA. As provided in Notice 86 — 13, 
1986 — 2 C. B. 377, the Service will, how- 
ever, review plans for compliance with the 
retroactively effective technical correc- 
tions to the Tax Reform Act of 1984 and 
the Retirement Equity Act of 1984 that 
are contained in TRA. Therefore, spon- 
sors of plans which receive opinion letters 
issued after the enactment of TRA may 

rely on the Service's approval of the plan's 

language with respect to these provisions. 

Plan sponsors and employers that adopt 
model amendments, including optional 
provisions, may be required to adopt ad- 

ditional plan amendments when final reg- 
ulations are issued concerning items 
affected by the model amendments. 

Reliance 

An adopting employer of a master or 
prototype plan for which the appropriate 
model amendment has been adopted may 
continue to rely on determination and 
opinion letters previously issued with re- 
spect to the plan, provided that the model 
amendment is properly adopted as de- 
scribed under "Adoption Procedures" 
below and provided that the employer does 
not receive notice from the Service within 

120 days after the date of adoption of the 
amendments pursuant to section 15. 01 of 
Rev. Proc. 80 — 30, 1980 — 1 C. B. 685. Of 
course, an adopting employer may not rely 

upon a model amendment to cure pre- 
vious disqualifying defects such as failure 
to timely amend the plan to conform to 
the requirements of the Tax Equity 
and Fiscal Responsibility Act of 1982 
(TEFRA), Pub. L. 97 — 248, the Tax Re- 
form Act of 1984 (DEFRA), Pub. L. 98— 
369, or the Retirement Equity Act of 1984 
(REA), Pub. L. 98 — 397. 

In addition, the model amendment for 
defined benefit plans does not protect 
benefits in excess of the new limits im- 

posed by TRA that were accrued prior to 
the first plan year beginning after Decem- 
ber 31, 1986 under plans established after 

May 5, 1986, or as a result of changes in 

the terms and conditions of a plan after 
May 5, 1986. Further guidance for plans 
that have accrued such nonprotected ben- 

efits is provided in Notice 87-21, page 458. 

Adoption Procedures 

In order to rely on opinion and deter- 
mination letters previously issued with re- 
spect to the plan the following four 
requirements must be met'. 

1. All sections of the model amend- 

ment required for the type of plan being 
amended and all sections relating to op- 
tions made available to employers must 
be adopted by the master or prototype 
plan sponsor no later than the last day of 
the first plan year beginning after Decem- 
ber 31, 1988. In addition, any optional 
provisions which an adopting employer 

wishes to elect must be adopted by the 
employer by the same date. An employ- 
er's adoption of any optional provision 

contained in the Model Adoption Agree- 
ment Amendments may be made in any 

manner that is valid under state law, that 

clearly specifies the date of adoption of 
the amendment, and that otherwise con- 

forms with any requirements relating to 
the adoption of such amendments con- 

tained in the employer's plan. 

2. All required provisions of the model 

amendments must be adopted on an iden- 

tical, word-for-word basis. Basic plan 
document language contained in the model 

amendments relating to any optional pro- 
visions which the sponsor chooses to make 

available for adoption by adopting em- 

ployers must also be adopted on a word- 

for-word identical basis. Likewise, any 

adoption agreement amendment that is 

executed by an employer must be word- 

for-word identical to the model adoption 

agreement amendment provided herein 

except that options may be deleted, and 

the employer must include an effective 

date no earlier than the first day of the 

plan year in which the employer adopts 
the provision. Finally, the sponsor option 
to eliminate voluntary employee contri- 

butions, if adopted, must be adopted word- 

for-word except that the effective date can 

be changed as previously noted. Other 
model language provided by the Service 

relating to limitations on contributions and 

benefits or other topics in subsequent no- 

tices may not be substituted for language 

in the model amendments unless specifi- 

cally permitted in such other notices. 

3. The plan sponsor must provide cop- 

ies of the amendment to the employer in 

accordance with section 9. 07 of Rev. Proc. 
84 — 23. The employer must provide notice 
of the amendment in accordance with sec- 
tions 7 and 8 of Rev. Proc. 80 — 30 (re- 
gardless of whether this is a standardized 

or non-standardized plan). 
4. The plan must be operated in ac- 

cordance with the terms of the model 

amendment that it incorporates for the 

entire period for which the amendment is 

effective. 

MODEL AMENDMENT I 

FOR 

DEFINED BENEFIT PLANS 

SECTION I: PURPOSE AND 
EFFECTIVE DATE (Required) 

1. 1 Purpose. The purpose of this 
amendment is to amend the plan to com- 

ply with those provisions of the Tax Re- 
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form Act of 1986 that are effective prior 
to the first Plan Year beginning after De- 
cember 31, 1988. Nothing contained in 
this amendment shall permit or require 
Employee Contributions under the plan 
unless such Employee Contributions have 
been authorized by the employer under 
the other provisions of the plan or under 
other amendments thereto. 

1. 2 Effective Dare. Except as other- 
wise provided, this amendment shall be 
effective as of the first day of the first Plan 
Year beginning after December 31, 1986. 

SECTION II: DEFINITIONS 
(Required) 

For purposes of this amendment only, 
the following definitions shall apply: 

2. 1 "Adjustment Factor" shall mean 
the cost of living adjustment factor pre- 
scribed by the Secretary of the Treasury 
under section 415(d) of the Code for years 
beginning after December 31, 1987, ap- 
plied to such items and in such manner as 
the Secretary shall prescribe. 

2. 2 "Adoption Agreement Amend- 
ment" shall mean that portion of this 
amendment in which the employer makes 
any elections permitted under the amend- 
ment. 

2. 3 "Affiliated Employer" shall mean 
any corporation which is a member of a 
controlled group of corporations (as de- 
fined in section 414(b) of the Code) which 
includes the employer; any trade or busi- 

ness (whether or not incorporated) which 
is under common control (as defined in 

section 414(c) of the Code) with the em- 

ployer; any organization (whether or not 
incorporated) which is a member of an 

affiliated service group (as defined in sec- 
tion 414(m) of the Code) which includes 
the employer; and any other entity re- 

quired to be aggregated with the em- 

ployer pursuant to regulations under 
section 414(o) of the Code. 

2. 4 "Code" shall mean the Internal 
Revenue Code of 1986 and amendments 
thereto. 

2. 5 "Compensation" shall mean, for 
purposes of section VII of this amend- 
ment, compensation paid by the Em- 

ployer to the Participant during the Plan 
Year which is required to be reported as 
wages on the Participant's Form W — 2 or 
which, in the case of a self-employed in- 

dividual, constitutes payment for services 
rendered includible in the self-employed 
individual's gross income and, if the pro- 
visions of the plan other than this amend- 

ment so provide, shall also include 
compensation which is not currently in- 

eludible in the Participant's gross income 

by reason of the application of sections 

125, 402(a)(8), 402(h)(1)(B), or 403(b) of 
the Code. 

2. 6 "Current Accrued Benefit" shall 

mean a Participant's accrued benefit un- 

der the plan, determined as if the Partic- 

ipant had separated from service as of the 

close of the last Limitation Year begin- 

ning before January 1, 1987, when ex- 

pressed as an annual benefit within the 

meaning of section 415(b)(2) of the Code. 
In determining the amount of a Partici- 
pant's Current Accrued Benefit, the fol- 

lowing shall be disregarded: 

(i) any change in the terms and con- 

ditions of the plan after May 5, 1986; 
and 

(ii) any cost of living adjustment oc- 

curring after May 5, 1986. 

2. 7. "Defined Benefit Dollar Limita- 
tion" shall mean the limitation set forth 
in section 415(b)(1) of the Code. 

2. 8 "Defined Contribution Dollar 
Limitation" shall mean $30, 000 or, if 
greater, one-fourth of the Defined Benefit 
Dollar Limitation in effect for the Limi- 
tation Year. 

2. 9. "Employee" shall mean em- 
ployees of the Employer and shall include 
leased employees within the meaning of 
section 414(n)(2) of the Code. Notwith- 
standing the foregoing, if such leased em- 
ployees constitute less than twenty percent 
of the Employer's nonhighly compen- 
sated workforce within the meaning of 
section 414(n)(5)(C)(ii) of the Code, the 
term "Employee" shall not include those 
leased employees covered by a plan de- 

scribed in section 414(n)(5) of the Code 
unless otherwise provided by the terms of 
this plan other than this amendment. 

2. 10. "Employee Contributions" shall 
mean contributions made to the plan by 
a Participant during the Plan Year. 

2. 11. "Employer" shall mean the ent- 
ity that establishes or maintains the plan, 
any "Affiliated Employer" and any suc- 
cessor of such establishing employer. 

2. 12 "Family Member" shall mean an 
individual described in section 414(q)(6)(B) 
of the Code. 

2. 13 "Limitation Year" shall mean the 
limitation year specified in the plan, or, 
if none is specified, the calendar year. 

2. 14. "Highly Compensated Em- 
ployee" shall mean an employee de- 
scribed in section 414(q) of the Code. 

2. 15. "Nonhighly Compensated Em- 
ployee" shall mean an Employee of the 
Employer who is neither a Highly Com- 

pensated Employee nor a Family Mem- 

ber. 
2. 16. "Participant" shall mean any 

Employee of the Employer who has met 
the eligibility and participation require- 
ments of the plan. 

2. 17. "Social Security Retirement Age" 
shall mean the age used as the retirement 

age for the Participant under section 216(l) 
of the Social Security Act, except that such 

section shall be applied without regard to 
the age increase factor, and as if the early 
retirement age under section 216(l)(2) of 
such act were 62. 

2. 18 "Plan Year" shall mean the plan 
year otherwise specified in the plan. 

SECTION III: PROVISIONS 
RELATING TO LEASED 
EMPLOYEES (Required) 

3. 1 Safe-Harbor. Notwithstanding any 
other provisions of the plan, for purposes 
of determining the number or identity of 
Highly Compensated Employees or for 
purposes of the pension requirements of 
section 414(n)(3) of the Code, the em- 
ployees of the Employer shall include in- 
dividuals defined as Employees in section 
2. 9 of this amendment. 

3. 2 Participation and Accrual. A leased 
employee within the meaning of section 
414(n)(2) of the Code shall become a Par- 
ticipant in, and accrue benefits under, the 
plan based on service as a leased em- 
ployee only as provided in provisions of 
the plan other than this section III. 

3. 3 Effective Date. This section III shall 
be effective for services performed after 
December 31, 1986. 

SECTION IV: LIMITATIONS ON 
CONTRIBUTIONS AND BENEFITS 
(Required) 

4. 1 Adjustment ro Defined Benejit Dol- 
lar Limitation for Early or Deferred Re- 
ri remenl. 

4. 1(a) Adjustment for Early Retire- 
ment. If a retirement benefit of a Partic- 
ipant commences before the Participant's 
Social Security Retirement Age, the De- 
fined Benefit Dollar Limitation shall be 
adjusted so that it is the actuarial equiv- 
alent of an annual benefit of $90, 000, mul- 
tiplied by the Adjustment Factor, as 
prescribed by the Secretary of the Treas- 
ury, beginning at the Social Security Re- 
tirement Age. The adjustment provided 
in the preceding sentence shall be made 
in such manner as the Secretary of the 
Treasury may prescribe which is consist- 
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ent with the reduction for old-age insur- 
ance benefits commencing before the Social 
Security Retirement Age under the Social 
Security Act, 

4. 1(b). Adjustmenl for Deferred Re- 
tirement. If the retirement benefit of a 
Participant commences after the Partici- 
pant's Social Security Retirement Age, the 
Defined Benefit Dollar Limitation shall 
be adjusted so that it is the actuarial 
equivalent of an annual benefit of $90, 000 
beginning at the Social Security Retire- 
ment Age, multiplied by the Adjustment 
Factor as provided by the Secretary of the 
Treasury, based on the lesser of the in- 

terest rate assumption under the plan or 
on an assumption of five percent (5%) per 
year. 

4. 2. Adjustment of Limitation for Years 

of Service or Participation. 
4. 2(a). Defined Benefit Dollar Limi- 

tation. If a Participant has completed less 
than ten years of participation, the Par- 
ticipant's accrued benefit shall not exceed 
the Defined Benefit Dollar Limitation, as 
adjusted by section 4. 1 above, multiplied 

by a fraction, the numerator of which is 
the Participant's number of years (or part 
thereof) of participation in the plan, and 
the denominator of which is ten. 

4. 2(b). Other Dejined Benefit Limita- 
tions. If a Participant has completed less 
than ten years of service with the Em- 

ployer, the limitations described in sec- 
tions 415(b)(1)(B) and 415(b)(4) of the 
Code shall be adjusted by multiplying such 

amounts by a fraction, the numerator of 
which is the Participant's number of years 
of service (or part thereof), and the de- 

nominator of which is ten. 

4. 2(c). Limi'ations on Reductions. In 
no event shall sections 4. 2(a) and (b) re- 
duce the limitations provided under sec- 
tions 415(b)(1) and (4) of the Code to an 
amount less than one-tenth of the appli- 
cable limitation (as determined without 

regard to this section 4. 2). 
4. 2(d). Application to Changes in Ben- 

efit Structure. To the extent provided by 
the Secretary of the Treasury, this section 
4. 2 shall be applied separately with re- 

spect to each change in the benefit struc- 

ture of the plan. 
4. 3. Preservation of Current Accrued 

Benefit Under Dejined Benefit Plan. 

4. 3(a). In general. This section 4. 3 shall 

apply to defined benefit plans that were 

in existence on May 6, 1986, and that met 

the applicable requirements of section 415 
of the Code as in effect for all Limitation 

Years. 

4. 3(b). Protection of Current Accrued 

Benefit. If the Current Accrued Benefit 
of an individual who is a Participant as of 
the first day of the Limitation Year be- 

ginning on or after January 1, 1987, ex- 

ceeds the benefit limitations under section 

415(b) of the Code (as modified by sec- 

tions 4. 1 and 4. 2 of this amendment), then, 
for purposes of Code Section 415(b) and 

(e), the Defined Benefit Dollar Limita- 

tion with respect to such individual shall 

be equal to such Current Accrued Ben- 
efit. 

4. 4 Revised Contribution Limitations 
under Defined Contribution Plan. 

4. 4(a). Definition of Annual Addi- 
tions. For purposes of the plan, "Annual 
Addition" shall mean the amount allo- 

cated to a Participant's account during the 
Limitation Year that constitutes: 

(i) Employer Contributions or Em- 

ployee Contributions, including excess 
contributions as defined in section 
401(k)(8)(B) of the Code, excess ag- 

gregate contributions as defined in sec- 
tion 401(m)(6)(B), and excess deferrals 
as described in section 402(g), regard- 
less of whether such amounts are dis- 
tributed or forfeited; 

(ii) Forfeitures; and 

(iii) Amounts described in sections 

415(l)(1) and 419A(d)(2) of the Code. 
4. 4(b). Maximum Annual Addition. 

The maximum Annual Addition that may 
be contributed or allocated to a Partici- 
pant's account under the plan for any 
Limitation Year shall not exceed the lesser 
of: 

(i) the Defined Contribution Dollar 
Limitation, or 

(ii) 25 percent of the Participant's 
compensation, within the meaning of 
section 415(c)(3) of the Code for the 
Limitation Year. 
4. 4(c). Special Rules. The compensa- 

tion limitation referred to in section 
4. 4(b)(ii) shall not apply to: 

(i) Any contribution for medical 
benefits (within the meaning of section 
419A(f)(2) of the Code) after separa- 
tion from service which is otherwise 
treated as an Annual Addition, or 

(ii) Any amount otherwise treated 
as an Annual Addition under section 
415(l)(1) of the Code. 
4, 4(d). Definitions. For purposes of 

section 4. 4, "Defined Contribution Dol- 
lar Limitation" shall mean $30, 000 or, if 
greater, one-fourth of the defined benefit 
dollar limitation set forth in section 

415(b)(1) of the Code as in effect for the 
Limitation Year 

4. 5 Special Rules for Plans Subject to 
Overall Limitations Under Code Section 
415(e). 

4. 5(a). Recomputation Not Required. 
The Annual Addition for any Limitation 
Year beginning before January 1, 1987 
shall not be recomputed to treat all Em- 

ployee Contributions as an Annual Ad- 

dition. 
4. 5(b) Adjustment of Defined Contri- 

bution Plan Fraction. If the plan satisfied 

the applicable requirements of section 415 
of the Code as in effect for all Limitation 
Years beginning before January 1, 1987, 
an amount shall be subtracted from the 
numerator of the defined contribution plan 

fraction (not exceeding such numerator) 
as prescribed by the Secretary of the 
Treasury so that the sum of the defined 
benefit plan fraction and defined contri- 
bution plan fraction computed under sec- 
tion 415(e)(1) of the Code (as revised by 
this section IV) does not exceed 1. 0 for 
such Limitation Year. 

4. 6. Special Rules. The provisions of 
this section IV shall be modified as pro- 
vided in: 

(i) Section 415(b)(2)(F) of the Code 
for plans maintained by organizations 
(other than governmental units) ex- 
empt from tax under Subtitle A of the 
Code, and qualified merchant marine 
plans; and 

(ii) Section 415(b)(9) of the Code 
for plan Participants who are commer- 
cial airline pilots. 
4. 7. Effective Date of Section IV Pro- 

visions. The provisions of this section IV 
shall be effective for Limitation Years be- 

ginning after December 31, 1986. 
4. 8. For purposes of this section IV, 

Affiliated Employer shall also include those 
employers described in section 415(h) of 
the Code. 

SECTION V: CALCULATION OF 
PRESENT VALUE FOR CASH-OUT 
OF BENEFITS AND FOR 
DETERMINING AMOUNT OF 
BENEFITS (Required) 

5. 1. In General. This section V shall 

apply to all distributions from the plan 
and from annuity contracts purchased to 
provide plan benefits other than distri- 
butions described in Section 1. 417— 
1T(e)(3) of the Income Tax Regulations 
issued under the Retirement Equity Act. 

5. 2. Determination of Present Value. 

5. 2(a). For purposes of determining 
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whether the present value of (i) a Partic- 
ipant's vested accrued benefit; (ii) a qual- 
ified joint and survivor annuity within the 
meaning of section 417(b) of the Code; 
or (iii) a qualified preretirement survivor 
annuity within the meaning of section 
417(c)(1) of the Code exceeds $3500, the 
present value of such benefits or annuities 
shall be calculated by using an interest 
rate no greater than the Applicable In- 
terest Rate. 

5. 2(b). In no event shall the present 
value of any such benefit or annuity de- 
termined under this section 5. 2 be less 
than the greater of: 

(i) the present value of such benefits 
or annuities determined under the plan's 
provisions for determining the present 
value of accrued benefits or annuities 
other than sections V and IX of this 
amendment; or 

(ii) the present value of such bene- 
fits or annuities determined using the 
Applicable Interest Rate. 
5. 3. Determination of Amount of Ben- 

efits. 
5. 3(a). For purposes of determining the 

amount of a Participant's accrued benefit, 
the interest rate used shall not exceed: 

(i) the Applicable Interest Rate if 
the present value of the benefit (using 
such rate or rates) is not in excess of 
$25, 000; or 

(ii) 120 percent of the Applicable 
Interest Rate if the present value of the 
benefit exceeds $25, 000 (as determined 
under clause (i)). In no event shall the 
present value determined under this 
clause (ii) be less than $25, 000. 
5. 3(b). In no event shall the amount 

of the benefit or annuity determined un- 

der this section 5. 3 be less than the greater 
of: 

(i) the amount of such benefit de- 
termined under the plan's provisions 
for determining the amount of benefits 
other than sections V and IX of this 
amendment; or 

(ii) the amount of such benefit de- 
termined using the Applicable Interest 
Rate if the value determined in section 
5. 3(a) is less than $25, 000 or 120 per- 
cent of the Applicable Interest Rate if 
the value determined in section 5. 3(a) 
is not less than $25, 000. 

5. 4. Coordination with Limitations on 
Contributions and Benefits. In no event 
shall the amount of any benefit or annuity 
determined under this section V exceed 
the maximum benefit permitted under 
section 415 of the Code. 

5. 5. Applicable Interest Rate. 

5. 5(a). For purposes of this section V, 
"Applicable Interest Rate" shall mean the 
interest rate or rates which would be used 
as of the date distribution commences by 
the Pension Benefit Guaranty Corpora- 
tion for purposes of determining the pres- 
ent value of that Participant's benefits 
under the plan if the plan had terminated 
on the date distribution commences with 

insufficient assets to provide benefits 
guaranteed by the Pension Benefit Guar- 
anty Corporation on that date. 

5. 5(b). Notwithstanding the forego- 
ing, if the provisions of the plan other 
than section 5. 5 so provide, the Appli- 
cable Interest Rate shall be determined 
as of the first day of the Plan Year in 
which a distribution occurs rather than as 
of the date distribution commences. 

5. 6. Effective Dares. 

5. 6(a). In General. This section V shall 

apply to distributions in Plan Years be- 
ginning after December 31, 1984, other 
than distributions under annuity contracts 
distributed to or owned by a Participant 
prior to September 17, 1985 unless ad- 
ditional contributions are made under the 
plan by the Employer with respect to such 
contracts. 

5. 6(b). Special Rule for Distributions 
Prior to 1987. Notwithstanding the fore- 
going, this section V shall not apply to 
any distributions in Plan Years beginning 
after December 31, 1984, and before Jan- 
uary 1, 1987, if such distributions were 
made in accordance with the require- 
ments of the Income Tax Regulations is- 
sued under the Retirement Equity Act of 
1984. 

SECTION VI: DETERMINATION 
OF TOP HEAVY STATUS (Required) 

6. 1. Solely for the purposes of deter- 
mining if the plan, or any other plan in- 
cluded in a required aggregation group of 
which this plan is a part, is top-heavy 
(within the meaning of section 416(g) of 
the Code) the accrued benefit in a defined 
benefit plan of an employee other than a 
key employee (within the meaning of sec- 
tion 416(i)(1) of the Code) shall be de- 
termined under (a) the method, if any, 
that uniformly applies for accrual pur- 
poses under all plans maintained by the 
Employer, or (b) if there is no such 
method, as if such benefit accrued not more 
rapidly than the slowest accrual rate per- 
mitted under the fractional accrual rate 
of section 411(b)(1)(C) of the Code. 

SECTION VII: LIMITATIONS ON 
EMPLOYEE CONTRIBUTIONS 

(Required if the basic plan document 
forms a part of any plan which permits 
Employee Contributions that are 
accounted for separately (as though 
they were actually allocated to a 
separate account) other than Qualified 
Voluntary Employee Contributions) 

7. 1. Applicability of this Section. This 
section VII shall apply to the plan only if 
such plan permits Employee Contribu- 
tions in Plan Years beginning after De- 
cember 31, 1986 which are accounted for 
separately. 

7. 2. Contribution Percentage. 
7. 2(a). The Average Contribution 

Percentage for Eligible Participants who 
are Highly Compensated Employees for 
the Plan Year shall not exceed the Av- 
erage Contribution Percentage for Eli- 
gible Participants who are Nonhighly 
Compensated Employees for the Plan Year 
multiplied by 1. 25; or 

7. 2(b). The Average Contribution 
Percentage for Eligible Participants who 
are Highly Compensated Employees for 
the Plan Year shall not exceed the Av- 
erage Contribution Percentage for Eli- 
gible Participants who are Nonhighly 
Compensated Employees for the Plan Year 
multiplied by 2, provided that the Aver- 
age Contribution Percentage for Eligible 
Participants who are Highly Compen- 
sated Employees does not exceed the Av- 
erage Contribution Percentage for Eligible 
Participants who are Nonhighly Compen- 
sated Employees by more than two (2) 
percentage points or such lesser amount 
as the Secretary of the Treasury shall pre- 
scribe to prevent the multiple use of this 

alternative limitation with respect to any 
Highly Compensated Employee. 

7. 3. Definitions. For purposes of this 
section VII, the following definitions shall 

apply: 
7. 3(a). "Average Contribution Percent- 

age" shall mean the average (expressed as 
a percentage) of the Contribution Percent- 
ages of the Eligible Participants in a group. 

7. 3(b). "Contribution Percentage" shall 
mean the ratio (expressed as a percent- 
age) of the sum of the Employee Contri- 
butions under the plan on behalf of the 
Eligible Participant for the Plan Year to 
the Eligible Participant's Compensation 
for the Plan Year. 

7. 3(c). "Eligible Participant" shall mean 
any employee who is authorized under the 
terms of the plan to have Employee Con- 
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tributions allocated to his account for the 
Plan Year. 

7. 4. Special Rules. 
7. 4(a). For purposes of this section VII, 

the Contribution Percentage for any El- 
igible Participant who is a Highly Com- 
pensated Employee for the Plan Year and 
who is eligible to make Employee Con- 
tributions, or to have matching contri- 
butions within the meaning of section 
401(m)(4)(A) of the Code allocated to his 
account under two or more plans de- 
scribed in section 401(a) of the Code or 
arrangements described in section 401(k) 
of the Code that are maintained by the 
Employer shall be determined as if the 
total of such Employee Contributions and 

matching contributions was made under 
each plan. 

7. 4(b). In the event that this plan sat- 
isfies the requirements of section 410(b) 
of the Code only if aggregated with one 
or more other plans, or if one or more 
other plans satisfy the requirements of 
section 410(b) of the Code only if aggre- 
gated with this plan, then this section VII 
shall be applied by determining the Con- 
tribution Percentages of Eligible Partici- 
pants as if all such plans were a single 

plan. 
7. 4(c). For purposes of determining the 

Contribution Percentage of an Eligible 
Participant who is a Highly Compensated 

Employee, the Employee Contributions 
and matching contributions (within the 

meaning of section 401(m)(4)(A) of the 

Code) of such Eligible Participant shall 

include the Employee Contributions and 

matching contributions (within the mean- 

ing of section 401(m)(4)(A) of the Code) 
of Family Members. Family Members with 

respect to Highly Compensated Em- 

ployees shall be disregarded as separate 

employees in determining the Contribu- 

tion Percentage both for Eligible Partic- 

ipants who are Nonhighly Compensated 

Employees and for Eligible Participants 

who are Highly Compensated Em- 

ployees. 
7. 4(d). The determination and treat- 

ment of the Contribution Percentage of 

any Eligible Participant shall satisfy such 

other requirements as may be prescribed 

by the Secretary of the Treasury. 
7. 5. Distribution of Excess Aggregate 

Contributions. 

7. 5(a). In General. Excess Aggregate 
Contributions plus any income and minus 

any loss allocable thereto shall be distrib- 

uted no later than the last day of each 

Plan Year beginning after December 31, 
1987, to Participants to whose accounts 
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Employee Contributions were allocated 

for the preceding Plan Year. ' Excess Ag- 

gregate Contributions shall be treated as 

Annual Additions under section 4. 4(a) of 
this amendment. 

7. 5(b). Excess Aggregate Contribution. 

For purposes of this amendment, "Excess 

Aggregate Contributions" shall mean the 

amount described in section 401(m)(6)(B) 
of the Code. 

7. 5(c). Determination of Income or 
Loss. The Excess Aggregate Contribu- 

tions to be distributed to the Participant 

shall be adjusted for income or loss. The 

income or loss allocable to Excess Ag- 

gregate Contributions shall be deter- 
mined by multiplying the income or loss 

allocable to the Participant's Employee 
Contributions for the Plan Year by a frac- 

tion, the numerator of which is the Excess 

Aggregate Contributions on behalf of the 

Participant for the preceding Plan Year 
and the denominator of which is the sum 

of the Participant's account balances at- 

tributable to Employee Contributions on 

the last day of the preceding Plan Year. 

SECTION VIII: QUALIFIED 
VOLUNTARY EMPLOYEE 
CONTRIBUTIONS NOT 
PERMITTED (Required if the basic 
plan document forms a part of any plan 
which may permit Qualified Voluntary 

Employee Contributions) 

8. 1. The Plan shall accept no Em- 

ployee Contributions designated by the 
Participant as deductible employee con- 
tributions (within the meaning of section 

72(o)(5)(A) of the Code) for a taxable 
year of the Participant beginning after 
December 31, 1986. 

SECTION IX: REPLACEMENT OF 
IMMEDIATE ANNUITY RATE 
WITH THE SECI1ON 1139 LIMITS 
(Optional — For plans that use PBGC 
Immediate Annuity Rate to Determine 
Amount and Present Value of Benefits) 

9. 1. This provision shall apply only if 

the employer so elects in the Adoption 
Agreement Amendment. 

9. 2. Replacement of Immediate An- 

nuity Rate. If the provisions of the plan, 

other than this section IX, contained lan- 

guage that was adopted on or before Oc- 
tober 22, 1986 providing that the present 
value and amount of benefits under sec- 

tions 5. 2 and 5. 3 of this amendment are 

determined with reference to the imme- 

diate annuity rates used by the Pension 

Benefit Guaranty Corporation, the rate 

used for such purposes shall instead be 
the Applicable Interest Rate as defined 

in section 5. 5 of this amendment or 120 

percent of the rate if the present value of 
the benefit exceeds $25, 000 (determined 

using the Applicable Interest Rate). The 
use of 120 percent of such rate shall not 

reduce the present value or amount of 
benefits below $25, 000. 

9. 3. Effective Date. This section IX shall 

apply to distributions in Plan Years be- 

ginning after December 31, 1986, and shall 

also apply to any distributions in Plan Years 

beginning after December 31, 1984 and 

before January 1, 1987 other than: 

(a) Distributions under annuity 
contracts distributed to or owned by a 

Participant prior to September 17, 1985 
unless additional contributions are made 

under the plan by the Employer with 

respect to such contracts; or 

(b) Distributions made in accord- 

ance with the requirements of the In- 

come Tax Regulations issued under the 
Retirement Equity Act of 1984. 

SECTION X: ELIMINATION OF 
VOLUNTARY EMPLOYEE 
CONTRIBUTIONS (OTHER THAN 
QUALIFIED VOLUNTARY 
EMPLOYEE CONTRIBUTIONS) 
(Optional) 

10. 1 The plan shall accept no Volun- 

tary Employee Contributions for any plan 

year beginning after [December 31, 1987]. 
For this purpose, "Voluntary Employee 
Contributions" means amounts contrib- 
uted to the plan by an employee which 

are not required as a condition of em- 

ployment, as a condition of participation 
in the plan or as a condition of obtaining 
benefits (or additional benefits) under the 

plan attributable to employer contribu- 

tions, 

1 If Excess Aggregate Contributions plus any in- 
come and minus any loss allocable thereto are dis- 
tributed more than 2Vt months after thc last day of 
the Plan Year in which such Excess Aggregate Con- 
tributions arose, then section 4979 of the Code im- 
poses a ten (10) percent excise tax on the employer 
maintaining the plan with respect to such amounts. 

SECTION XI: SPECIAL RULES FOR 
I'AIRED DEFINED BENEFIT 
PLANS (Required if the basic plan 

document forms a part of any plan 

which is designed to be "paired, " as 

described in section 4. 08 of Rev. Proc. 

84-23, with one or more defined 

contribution plans) 



11. 1 Applicability of this Section. This 
section XI shall apply to the plan only if 
such plan is a "paired plan" within the 
meaning of section 4. 08 of Rev. Proc. 84- 
23. 

11. 2. Adjusted Maximum Permissible 
Amount. Notwithstanding any other pro- 
vision to the contrary, no Participant shall 
accrue an annual benefit (as defined in 
section 415(b)(2) of the Code) in excess 
of the adjusted maximum permissible 
amount. For purposes of this provision, 
the adjusted maximum permissible amount 
is the lesser of the maximum permissible 
amount (as described in section 415(b)(1) 
of the Code) or the section 415(e) aggre- 
gated limitation. For purposes of this sec- 
tion the section 415(e) aggregated 
limitation is the product of (a) one minus 
the defined contribution fraction; and (b) 
the lesser of 125% of the adjusted dollar 
limitation, or 140% of the Participant's 
highest average compensation. 

11. 3. Adjusted Dollar Limitation for 
Early or Deferred Retirement. The ad- 
justed dollar limitation is $90, 000, mul- 

tiplied by the Adjustment Factor, as 
prescribed by the Secretary of the Treas- 
ury, payable in the form of a life annuity 
commencing at the Social Security Re- 
tirement Age. If the annual benefit com- 
mences before the Social Security 
Retirement Age, the adjusted dollar lim- 

itation may not exceed the actuarial 
equivalent of the $90, 000 annual benefit, 
multiplied by the Adjustment Factor, as 
prescribed by the Secretary of the Treas- 
ury, beginning at the Social Security Re- 
tirement Age. The adjustment provided 
in the preceding sentence shall be made 
in such manner as the Secretary of the 
Treasury may prescribe which is consist- 
ent with the reduction for old-age insur- 
ance benefits commencing before the Social 
Security Retirement Age. If the annual 
benefit commences after the Social Se- 
curity Retirement Age, the adjusted dol- 
lar limitation shall be the actuarial 
equivalent of an annual benefit of $90, 000 
beginning at the Social Security Retire- 
ment Age, multiplied by the Adjustment 
Factor as provided by the Secretary of the 
Treasury, based on the lesser of the in- 
terest rate assumption under the plan or 
an assumption of five percent (5%) per 
year. 

11. 4. Adjustment of Limitation for Years 

of Service or Participation. 
11. 4(a). Defined Benefi Dollar Limi- 

tation. If a Participant has completed less 
than ten years of participation, the ad- 

justed dollar limitation described in sec- 

tion 11. 3 shall be further adjusted by 

multiplying it by a fraction, the numerator 

of which is the Participant's number of 
years (or part thereof) of participation in 

the plan, and the denominator of which 

is ten. 
11. 4(b). Other Defined Benefit Limi- tationss. 

If a Participant has completed less 

than ten years of service with the Em- 

ployer, the Participant's highest average 
compensation shall be adjusted by mul- 

tiplying such amounts by a fraction, the 
numerator of which is the Participant's 
number of years of service (or part 
thereof), and the denominator of which 

is ten. 
11. 4(c). Limitations rm Reductions. In 

no event shall sections 11. 4(a) and (b) 
reduce the adjusted dollar limitation or 
the Participant's highest average compen- 
sation to an amount less than one-tenth 

of the otherwise applicable limitation (as 
determined without regard to this section 
11. 4). 

11. 4(d). Application of Changes in 
Benefit Structure. To the extent provided 

by the Secretary of the Treasury, this sec- 
tion 11. 4 shall be applied separately with 

respect to each change in the benefit 
structure of the plan. 

11, 5. Preservation of Current Accrued 
Benefit. Notwithstanding the above, if the 
Participant was a Participant (as of the 
first day of the first Limitation Year be- 

ginning on or after January 1, 1987) in a 
defined benefit plan which was in exist- 
ence on May 6, 1986, and which met the 
applicable requirements of section 415 of 
the Code as in effect for all Limitation 
Years, then the adjusted maximum per- 
missible amount shall not be less than the 
Participant's Current Accrued Benefit. 

11. 6. For purposes of this section XI, 
Affiliated Employer shall also include those 

employers described in section 415(h) of 
the Code. 

11. 7. Effective Date of Section XI Pro- 
visions. The provisions of this section XI 
shall be effective for Limitation Years be- 

ginning after December 31, 1986. 

MODEL I ADOPTION AGREEMENT 
AMENDMENT 

Replacement of Immediate Annuity Rale. 
(check the option below if you wish it to 
apply to your plan) 

The employer elects to have section 
IX, Replacement of Immediate An- 

nuity Rate with the Section 1139 
Limits, apply to this plan. 

Date 

MODEL AMENDMENT II 

FOR 

DEFINED CONTRIBUTION PLANS 

SECTION I: PURPOSE AND 
EFFECTIVE DATE (Required) 

1. 1. Purpose. The purpose of this 
amendment is to amend the plan to com- 

ply with those provisions of the Tax Re- 
form Act of 1986 that are effective prior 
to the first year beginning after December 
31, 1988. Nothing contained in this 
amendment shall permit or require 
Matching Employer Contributions or 
Employee Contributions under the plan 

unless such Matching Employer Contri- 

butions or Employee Contributions have 

been authorized by the employer under 

other provisions of the plan or under other 

amendments thereto. 
1. 2. Effective Date. Except as other- 

wise provided, this amendment shall be 
effective as of the first day of the first Plan 
Year beginning after December 31, 1986. 

SECTION II: DEFINITIONS 
(Required) 

For purposes of this amendment only, 
the following definitions shall apply: 

2. 1 "Adoption Agreement Amend- 
ment" shall mean that portion of this 
amendment in which the employer makes 
any elections permitted under the amend- 
ment. 

2. 2 "Affiliated Employer" shall mean 
any corporation which is a member of a 
controlled group of corporations (as de- 
fined in section 414(b) of the Code) which 
includes the employer, any trade or busi- 
ness (whether or not incorporated) which 
is under common control (as defined in 

section 414(c) of the Code) with the em- 
ployer; any organization (whether or not 
incorporated) which is a member of an 
affiliated service group (as defined in sec- 
tion 414(m) of the Code) which includes 
the employer; and any other entity re- 
quired to be aggregated with the em- 
ployer pursuant to regulations under 
section 414(o) of the Code. 

2. 3. "Code" shall mean the Internal 
Revenue Code of 1986 and amendments 
thereto. 

2. 4. "Compensation" shall mean, for 
purposes of section V of this amendment, 
compensation paid by the Employer to 
the Participant during the Plan Year which 
is required to be reported as wages on the 
Participant's Form % — 2 or which, in the 
case of a self-employed individual, con- 
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stitutes payment for services rendered in- 
cludible in the self-employed individual's 
gross income and, if the provisions of the 
plan other than this amendment so pro- 
vide, shall also include compensation which 
is not currently includible in the Partici- 
pant's gross income by reason of the ap- 
plication of sections 125, 402(a)(8), 
402(h)(1)(B), or 403(b) of the Code. 

2. 5. "Employee" shall mean em- 
ployees of the Employer and shall include 
leased employees within the meaning of 
section 414(n)(2) of the Code. Notwith- 
standing the foregoing, if such leased em- 
ployees constitute less than twenty percent 
of the Employer's nonhighly compen- 
sated workforce within the meaning of 
section 414(n)(5)(C)(ii) of the Code, the 
term "Employee" shall not include those 
leased employees covered by a plan de- 
scribed in section 414(n)(5) of the Code 
unless otherwise provided by the terms of 
this plan other than this amendment. 

2. 6. "Employee Contributions" shall 
mean contributions made to the plan by 
a Participant during the Plan Year. 

2. 7. "Employer" shall mean the entity 
that establishes or maintains the plan, any 
"Affiliated Employer" and any successor 
of such establishing employer. 

2. 8. "Family Member" shall mean an 
indi vidual described in section 414(q)(6) (B) 
of the Code. 

2. 9. "Highly Compensated Employ- 
ee" shall mean an employee described in 

section 414(q) of the Code. 
2. 10. "Matching Contribution" shall 

mean any contribution to the plan made 

by the Employer for the Plan Year and 

allocated to a Participant's account by 
reason of the Participant's Employee 
Contributions or elective deferrals. 

2. 11. "Nonhighly Compensated Em- 
ployee" shall mean an Employee of the 

Employer who is neither a Highly Com- 

pensated Employee nor a Family Mem- 

ber. 
2. 12. "Participant" shall mean any 

Employee of the Employer who has met 

the eligibility and participation require- 

ments of the plan. 
2. 13. "Plan Year" shall mean the plan 

year otherwise specified in the plan. 

SECTION III: PROVISIONS 
RELATING TO LEASED 
EMPLOYEES (Required) 

3. 1 Safe- Harbor. Notwithstanding any 

other provisions of the plan, for purposes 

of determining the number or identity of 

Highly Compensated Employees or for 

purposes of the pension requirements of 
section 414(n)(3) of the Code, the em- 

ployees of the Employer shall include in- 

dividuals defined as Employees in section 

2. 5 of this amendment. 
3. 2 Participation and Accrual. A leased 

employee within the meaning of section 

414(n)(2) of the Code shall become a Par- 

ticipant in, and accrue benefits under, the 

plan based on service as a leased em- 

ployee only as provided in provisions of 
the plan other than this section III. 

3. 3 Effective Date. This section III shall 

be effective for services performed after 
December 31, 1986. 

SECTION IV: LIMITATIONS ON 
CONTRIBUTIONS AND BENEFITS 
(Required) 

4. 1 Revised Contribution Limitations 
under Defined Contribution Plan. 

4. 1(a). Definition of Annual Addi- 
tions. For purposes of the plan, "Annual 
Addition" shall mean the amount allo- 

cated to a Participant's account during the 
Limitation Year that constitutes: 

(i) Employer contributions or Em- 

ployee Contributions, including excess 
contributions as defined in section 
401(k)(8)(B) of the Code, excess ag- 

gregate contributions as defined in sec- 
tion 401(m)(6)(B), and excess deferrals 
as described in section 402(g), regard- 
less of whether such amounts are dis- 

tributed or forfeited; 

(ii) Forfeitures; and 

(iii) Amounts described in sections 
415(l)(1) and 419A(d)(2) of the Code. 
4. 1(b). Maximum Annual Addition. 

The maximum Annual Addition that may 
be contributed or allocated to a Partici- 
pant's account under the plan for any 
Limitation Year shall not exceed the lesser 
of: 

(i) the Defined Contribution Dollar 
Limitation, or 

(ii) 25 percent of the Participant's 
compensation, within the meaning of 
section 415(c)(3) of the Code for the 
Limitation Year. 
4. 1(c). Special Rules. The compensa- 

tion limitation referred to in section 
4. 1(b)(ii) shall not apply to: 

(i) Any contribution for medical 
benefits (within the meaning of section 
419A(f)(2) of the Code) after separa- 
tion from service which is otherwise 
treated as an Annual Addition, or 

(ii) Any amount otherwise treated 

as an Annual Addition under section 

415(l)(1) of the Code. 
4. 1(d). Definitions. For purposes of 

section 4. 1, "Defined Contribution Dol- 

lar Limitation" shall mean $30, 000 or, if 

greater, one-fourth of the defined benefit 

dollar limitation set forth in section 
415(b)(1) of the Code as in effect for the 

Limitation Year. 
4. 2. Special Rules for Plans Subject to 

Overall Limitations Under Code Section 

415(e). 
4. 2(a). Recomputation Not Required. 

The Annual Addition for any Limitation 

Year beginning before January 1, 1987 
shall not be recomputed to treat all Em- 

ployee Contributions as an Annual Ad- 

dition. 
4. 2(b). Adjustment of Defined Contri- 

bution Plan Fraction. If the plan satisfied 

the applicable requirements of section 415 
of the Code as in effect for all Limitation 

Years beginning before January 1, 1987, 
an amount shall be subtracted from the 
numerator of the defined contribution plan 

fraction (not exceeding such numerator) 
as prescribed by the Secretary of the 

Treasury so that the sum of the defined 

benefit plan fraction and defined contri- 

bution plan fraction computed under sec- 
tion 415(e)(1) of the Code (as revised by 
this section IV) does not exceed 1. 0 for 
such Limitation Year. 

4. 3. Limitation Year. For purposes of 
this section IV, "Limitation Year" shaH 

mean the limitation year specified in the 
plan, or if none is specified, the calendar 
year. 

4. 4. Effective Date of Section IV Pro- 
visions. The provisions of this section IV 
shall be effective for Limitation Years be- 

ginning after December 31, 1986. 
4. 5. For purposes of this section IV, 

Affiliated Employer shall also include those 

employers described in section 415(h) of 
the Code. 

SECTION V: LIMITATIONS ON 
EMPLOYEE CONTRIBUTIONS 
(Required if the basic plan document 
forms a part of any plan which permits 
Employee Contributions, other than 
Qualified Voluntary Employee 
Contributions, or allocates Matching 
Contributions to Participants' accounts. ) 

5. 1. Applicability of this Section. This 
section V shall apply to the plan only if 
such plan permits Employee Contribu- 
tions or allocates Matching Contributions 
to Participants' accounts in Plan Years be- 

ginning after December 31, 1986. 
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5. 2. Contribution Percentage. 
5. 2(a). The Average Contribution 

Percentage for Eligible Participants who 
are Highly Compensated Employees for 
the Plan Year shall not exceed the Av- 
erage Contribution Percentage for Eligi- 
ble Participants who are Nonhighly 
Compensated Employees for the Plan Year 
multiplied by 1. 25; or 

5. 2(b). The Average Contribution 
Percentage for Eligible Participants who 
are Highly Compensated Employees for 
the Plan year shall not exceed the Aver- 
age Contribution Percentage for Eligible 
Participants who are Nonhighly Compen- 
sated Employees for the Plan Year mul- 

tiplied by 2, provided that the Average 
Contribution Percentage for Eligible Par- 
ticipants who are Highly Compensated 
Employees does not exceed the Average 
Contribution Percentage for Eligible Par- 
ticipants who are Nonhighly Compen- 
sated Employees by more than two (2) 
percentage points or such lesser amount 
as the Secretary of the Treasury shall pre- 
scribe to prevent the multiple use of this 
alternative limitation with respect to any 
Highly Compensated Employee. 

5. 3. Definitions. For purposes of this 
section V, the following definitions shall 

apply: 
5. 3(a). "Average Contribution Percen- 

tage" shall mean the average (expressed 
as a percentage) of the Contribution 
Percentages of the Eligible Participants 
in a group. 

5. 3(b). "Contribution Percentage" shall 

mean the ratio (expressed as a percent- 

age) of the sum of the Employee Contri- 
butions and Matching Contributions under 

the plan on behalf of the Eligible Partic- 
ipant for the Plan Year to the Eligible 
Participant's Compensation for the Plan 
Year. 

5. 3(c). "Eligible Participant" shall mean 

any employee who is authorized under the 
terms of the plan to have Employee Con- 
tributions or Matching Contributions al- 

located to his account for the Plan Year. 
5. 4. Special Rules. 

5. 4(a). For purposes of this section V, 
the Contribution Percentage for any El- 
igible Participant who is a Highly Com- 

pensated Employee for the Plan Year and 

who is eligible to make Employee Con- 
tributions, or to have Matching Contri- 
butions within the meaning of section 

401(m)(4)(A) of the Code allocated to his 

account under two or more plans de- 
scribed in section 401(a) of the Code or 
arrangements described in section 401(k) 

of the Code that are maintained by the 

Employer shall be determined as if the 

total of such Employee Contributions and 

Matching Contributions was made under 

each plan. 
5. 4(b). In the event that this plan sat- 

isfies the requirements of section 410(b) 
of the Code only if aggregated with one 
or more other plans, or if one or more 
other plans satisfy the requirements of 
section 410(b) of the Code only if aggre- 

gated with this plan, then this section V 
shall be applied by determining the Con- 
tribution Percentages of Eligible Partici- 

pants as if all such plans were a single 

plan. 
5. 4(c). For purposes of determining the 

Contribution Percentage of an Eligible 
Participant who is a Highly Compensated 
Employee, the Employee Contributions, 
Matching Contributions and Compensa- 
tion of such Eligible Participant shall 

include the Employee Contributions, 
Matching Contributions and Compensa- 
tion of Family Members. Family Mem- 

bers with respect to Highly Compensated 
Employees shall be disregarded as sepa- 
rate employees in determining the Con- 
tribution Percentage both for Eligible 
Participants who are Nonhighly Compen- 
sated Employees and for Eligible Partic- 
ipants who are Highly Compensated 
Employees. 

5. 4(d). The determination and treat- 
ment of the Contribution Percentage of 
any Eligible Participant shall satisfy such 
other requirements as may be prescribed 
by the Secretary of the Treasury. 

5. 5 Distribution of Excess Aggregate 
Contributions. 

5. 5(a). In General. Excess Aggregate 
Contributions plus any income and minus 

any loss allocable thereto shall be for- 
feited, if otherwise forfeitable under the 
terms of this plan, or if not forfeitable, 
distributed no later than the last day of 
each Plan Year beginning after December 
31, 1987, to Participants to whose ac- 
counts Employee Contributions or 
Matching Contributions were allocated for 
the preceding Plan Year. ' Excess Aggre- 
gate Contributions shall be treated as An- 

I lf Excess Aggregate Contnbutions plus any in- 

come and minus any loss allocable thereto are for- 

feited (if forfeitable) or distributed more than 2yi 

months after the last day of the Plan Year in which 

such Excess Aggregate Contributions arose, then sec- 
tion 4979 of thc Code imposes a tcn (10) percent 
excise tax on the employer maintaming the plan with 

respect to such amounts. 

nual Additions under section 4. 1(a) of this 

amendment. 

5. 5(b). ExcessAggregate Contribution. 
For purposes of this amendment, "Excess 
Aggregate Contributions" shall mean the 
amount described in section 401(m)(6)(B) 
of the Code. 

5. 5(c). Determination of Income or 
Loss. The Excess Aggregate Contribu- 
tions to be forfeited, if otherwise forfeit- 
able under the terms of the plan, or if not 
forfeitable, distributed to the Participant 
shall be adjusted for income or loss. The 
income or loss allocable to Excess Ag- 

gregate Contributions shall be deter- 
mined by multiplying the income or loss 
allocable to the Participant's Employee 
Contributions and Matching Contribu- 
tions for the Plan Year by a fraction, the 
numerator of which is the Excess Aggre- 
gate Contributions on behalf of the Par- 
ticipant for the preceding Plan Year and 
the denominator of which is the sum of 
the Participant's account balances attrib- 
utable to Employee Contributions and 
Matching Contributions on the last day of 
the preceding Plan Year. 

5. 5(d). Accounting for Excess Aggre- 

gate Contributions. Excess Aggregate 
Contributions shall be distributed from the 
Participant's Employee Contribution ac- 
count, and forfeited if otherwise forfeit- 
able under the terms of the plan (or, if 
not forfeitable, distributed) from the Par- 
ticipant's Matching Contribution account 
in proportion to the Participant's Em- 

ployee Contributions and Matching Con- 
tributions for the Plan Year. 

5. 5(e). Allocation of Forfeifures. Amounts 
forfeited by Highly Compensated Em- 
ployees under this section V shall be: 

(i) Treated as Annual Additions un- 

der section 4. 1(a) of this amendment 
and either; 

(ii) Applied to reduce employer 
contributions if forfeitures of Matching 
Contributions under the plan are ap- 
plied to reduce employer contribu- 
tions; or 

(iii) Allocated, after all other for- 
feitures under the plan, and subject to 
section 5. 4(f) of this amendment, to the 
same Participants and in the same man- 
ner as such other forfeitures of Match- 
ing Contributions are allocated to other 
Participants under the plan. 

5. 5(f). Notwithstanding the foregoing, 
no forfeitures arising under this section V 
shall be allocated to the account of any 
Highly Compensated Employee. 
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SECTION VI: QUALIFIED 
VOLUNTARY EMPLOYEE 
CONTRIBUTIONS NOT 
PERMITTED (Required if the basic 
plan document forms a part of any plan 
which may permit Qualified Voluntary 
Employee Contributions) 

6. 1. The plan shall accept no Em- 
ployee Contributions designated by the 
Participant as deductible employee con- 
tributions (within the meaning of section 
72(o)(5)(A) of the Code) for a taxable 
year of the Participant beginning after 
December 31, 1986. 

SECTION VII: DETERMINATION 
OF TOP HEAVY STATUS (Required) 

7. 1. Solely for the purpose of deter- 
mining if the plan, or any other plan in- 
cluded in a required aggregation group of 
which this plan is a part, is top-heavy 
(within the meaning of section 416(g) of 
the Code) the accrued benefit in a defined 
benefit plan of an employee other than a 
key employee (within the meaning of sec- 
tion 416(i)(1) of the Code) shall be de- 
termined under (a) the method, if any, 
that uniformly applies for accrual pur- 
poses under all plans maintained by the 
Employer, or (b) if there is no such 
method, as if such benefit accrued not more 
rapidly than the slowest accrual rate per- 
mitted under the fractional accrual rate 
of section 411(b)(1)(C) of the Code. 

SECTION VIII: ELIMINATION OF 
VOLUNTARY EMPLOYEE 
CONTRIBUTIONS (OTHER THAN 
QUALIFIED VOLUNTARY 
EMPLOYEE CONTRIBUTIONS) 
(Optional) 

8. 1. The plan shall accept no Volun- 

tary Employee Contributions for any plan 
year beginning after [December 31, 1987]. 
For this purpose, "Voluntary Employee 
Contributions" means amounts contrib- 
uted to the plan by an employee which 

are not required as a condition of em- 

ployment, as a condition of participation 
in the plan or as a condition of obtaining 
benefits (or additional benefits) under the 
plan attributable to employer contribu- 
tions. 

SECTION IX: BENEFIT 
FORFEITURES (For Money Purchase 
Pension Plans, other than Target 
Benefit Plans, Only — Optional) 

9. 1. Applicability of this Section. This 
section IX shall apply to the plan only if 
such plan is a money purchase pension 

plan, other than a target benefit plan, and 

the employer elects in the Adoption 
Agreement Amendment to have this sec- 
tion apply. 

9. 2. Allocation of Forfeitures. Not- 
withstanding any other provision of the 

plan, forfeitures occurring in Plan Years 
specified in the Adoption Agreement 
Amendment shall be allocated to Partic- 
ipants entitled to an allocation of em- 

ployer contributions for the Plan Year in 

which the forfeiture occurs in proportion 
to their compensation. The plan shall con- 
tinue to be designed to qualify as a money 
purchase pension plan for purposes of 
sections 401(a), 402, 412 and 417 of the 
Code. 

9. 3. Forfeitures. For purposes of this 
section IX, "forfeitures" shall incan those 
nonvested amounts allocated to Partici- 
pants' accounts that, under the terms of 
this plan immediately prior to the adop- 
tion of this amendment, would have been 
applied, if forfeited, to reduce employer 
contributions under the plan. 

SECTION X: PROFITS NOT 
REQUIRED (Profit-Sharing Plans 
Only — Optional) 

10. 1. Applicability of this Section. This 
section X shall apply to the plan only if 
such plan is a profit-sharing plan and the 
employer elects in the Adoption Agree- 
ment Amendment to have this section ap- 
ply. 

10. 2. Employer Contributions. Not- 
withstanding any other provision of the 
plan, employer contributions for Plan 
Years specified in the Adoption Agree- 
ment Amendment shall be made to the 
plan without regard to current or accu- 
mulated earnings and profits for the tax- 
able year or years ending with or within 
such Plan Year. The plan shall continue 
to be designed to qualify as a profit-shar- 
ing plan for purposes of sections 401(a), 
402, 412 and 417 of the Code. 

MODEL II ADOPTION AGREEMENT 
AMENDMENT 

ticipants entitled to an allocation of 
employer contributions for the Plan 
Year in which the forfeiture occurs. 

Employer Contributions in Profit Sharing 
Plan. (check the option below if you wish 

it to apply to your plan) 

Effective for Plan Years beginning 
on or after [ fill in the 
first day of the Plan Year in which 

this Adoption Agreement Amend- 
ment is executed or a subsequent an- 

niversary of such date], 
notwithstanding any other provision 
of the plan, the employer contribu- 
tions shall be made to the plan with- 

out regard to current or accumulated 
earnings and profits for the taxable 
year or years ending with or within 

such Plan Year. 

[EMPLOYER NAME] 

[EMPLOYER SIGNATURE] 

[DATE] 

Employee Pla~rofit Sharing Master or 
Prototype Plan-Model Amendment 

ltotice $7-34 

Purpose 

This notice provides a model amend- 
ment that may be used by sponsors of 
master or prototype profit-sharing plans 
to incorporate a cash or deferred arrange- 
ment (CODA) into the sponsor's basic 
plan document. The model amendment 
that follows contains CODA language that 
conforms to the requirements of section 
401(k) of the Internal Revenue Code 
(Code). 

The model CODA is appropriate for 
use only by sponsors of master or pro- 
totype profit-sharing plans and employers 
who have adopted such plans. The model 
CODA must be adopted on a word-for- 
word basis unless specified otherwise 
herein. 

Adopting employers should consult with 
a professional tax adviser before deciding 
whether to adopt this model CODA. 

Benefit Forfeitures in Money Purchase 
Plan. (check the option below if you wish 
it to apply to your plan) 

Notwithstanding any other provision 
of the plan, forfeitures occurring in 
Plan Years beginning on or after 
[ fill in the first day of 
the Plan Year in which this Adoption 
Agreement Amendment is executed 
or a subsequent anniversary of such 
date] shall be allocated to those Par- 

Background 

In Notice 87 — 2, page 396, this Bulletin, 
the Service issued model amendments for 
plan sponsors of individually designed 
plans. The model amendments contained 
in that notice are not appropriate for use by 
sponsors of master or prototype plans. 
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In Notice 87-33, page 480, this Bulletin, 
the Service issued model amendments that 
are appropriate for use by sponsors of 
master or prototype plans. However, they 
do not include model CODA language. 

Scope of Model Amendment 

This notice provides a model CODA 
that master or prototype profit-sharing plan 
sponsors may adopt. The model CODA 
may be adopted in conjunction with Model 
Amendment II for defined contribution 
plans contained in Notice 87 — 33. How- 
ever, adoption of Model Amendment II 
is not a prerequisite for adoption of the 
model CODA. The model CODA con- 
tains those provisions necessary for the 
plan adopting it to comply with the re- 
quirements of section 401(k) of the Code 
and, as appropriate, section 401(m). 

The model CODA is composed of two 
parts. The first part is designed to be an 
attachment to the sponsor's basic plan 
document. The second part is designed to 
serve as an attachment to the profit-shar- 
ing adoption agreement. 

The part of the model CODA affecting 
the basic plan document is composed of 
both required and optional provisions. The 
required provisions essentially add a 
mechanism for allowing elective deferrals 
to be made under the plan and for insur- 

ing that these elective deferrals meet the 
applicable tests under the Code, This part 
of the model also contains several op- 
tional provisions. For example, the model 
CODA contains an optional provision 
permitting an employer to make a match- 

ing contribution on behalf of each partic- 
ipant who makes an elective deferral for 
a plan year. A plan sponsor that wishes 

to make any of the optional provisions 
available for adoption by its adopting em- 

ployers must include the appropriate op- 
tional provisions in its amendment to the 
basic plan document and delete those that 
the sponsor does not wish to make avail- 
able. 

The second part of the model CODA 
pertains to the adoption agreement and 
is also composed of both required and 
optional provisions. These sections gen- 

erally correspond to the required and op- 
tional provisions of the first part of the 
model CODA and are designed to imple- 

ment those provisions of the first part of 
the model. A plan sponsor that wishes to 
make any of the optional provisions avail- 

able for adoption by its adopting employ- 
ers must include the appropriate optional 
provisions in its amendment to the adop- 
tion agreement. Optional provisions that 

the plan sponsor does not wish to make 

available to adopting employers must be 
deleted. 

The model CODA permits the use of 
qualified non-elective contributions to 
satisfy the nondiscrimination test under 

section 401(k)(3) of the Code. However, 
the model CODA does not permit the use 

of matching contributions to satisfy the 
nondiscrimination test under section 
401(k)(3) of the Code, or the use of qual- 

ified non-elective contributions to satisfy 
the nondiscrimination test under section 

401(m)(2). In addition, recharacteriza- 
tion of excess contributions as employee 
contributions in order to meet non-dis- 

crimination requirements is not an option 
under the model CODA. Such rechar- 
acterization involves complexities not 
within the scope of model language. 

Also, the model CODA does not con- 
tain provisions with respect to rules that 
are applicable to CODAs after December 
31, 1988. 

Adopting employers may apply em- 

ployer contributions made under the profit- 
sharing plan, that are nonforfeitable when 
made and otherwise satisfy the distribu- 
tion provisions applicable to qualified non- 
elective contributions under the model 
CODA, towards the discrimination test 
stated in section 3. 6 of the model CODA. 
To do so, the adopting employer must 
complete sections III and IV of the model 
CODA adoption agreement and must also 
reduce employer contributions under the 
profit-sharing plan by a like amount. 

To add the model CODA to their plans, 
adopting employers must complete and 
execute all required provisions of the 
adoption agreement. Adopting employ- 
ers that, in addition, wish to elect any of 
the optional provisions made available by 
the plan sponsor must also execute those 
sections of the adoption agreement. 

Adopting employers not wishing to add 
the model CODA to their plans need take 
no action at all. By not executing the 
CODA adoption agreement, no model 
CODA will be added to their plans. Al- 

though their plans will include language 

permitting a CODA, this language does 
not become effective unless elected by the 
adopting employer in the adoption agree- 
ment. 

Effective Dates 

The provisions of the model CODA are 
effective upon adoption by the adopting 
employer, subject to the limitations spec- 
ified in section XI of the adoption agree- 
ment. 

Opinion and Determination Letters 

Plan sponsors of master or prototype 
profit-sharing plans must apply for opin- 
ion letters if their plans are amended to 
add the model CODA. Applications for 
opinion letters on previously approved 
master or prototype profit-sharing plans 
that have been amended to add the model 

CODA will not have to undergo a sub- 

stantive review and will receive the high- 

est processing priority; therefore, opinion 
letters will be issued as soon as clerically 
feasible for currently approved master or 
prototype profit-sharing plans that have 

been amended solely to adopt either the 
model CODA or the model CODA and 

Model Amendment II. To receive such 

an opinion letter, the plan sponsor need 
only follow the simplified procedures de- 
scribed under "Adoption Procedures" 
below. 

The adoption of the model CODA does 
not change the prior status of a plan 
as standardized or nonstandardized. 
Adoption by an employer of the spon- 
soring organization's model CODA 
amendment will not by itself affect the 
status of the plan's qualification and the 
exempt status of any related trust. There- 
fore, such employer may rely on the opin- 
ion letter issued to the sponsoring 
organization, provided that the require- 
ments of section 18 of Rev. Proc. 84-23 
are met. If adoption of the sponsoring 
organization's plan includes provisions 
other than the model CODA, then the 
adopting employer should consult section 
11 of Rev. Proc. 84-23 for guidance as to 
whether a determination letter should be 
requested in regard to the qualification of 
the employer's plan. 

Adoption Procedures 

1. The amendment that is adopted must 
be identical, on a word-for-word basis, to 
the required provisions of the model 
CODA. Any optional provisions which 
the sponsor chooses to make available for 
adoption by adopting employers must also 
be adopted on a word-for-word identical 
basis, Any adoption agreement amend- 
ment that is executed by an employer must 
be word-for-word identical to the model 
CODA adoption agreement language ex- 
cept that options may be deleted as ex- 
plained above. Such execution must clearly 
specify the date of adoption and may be 
made in any manner permitted under ap- 
plicable state law. Other model language 
provided by the Service in previous or 
subsequent notices may not be substituted 
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for language in the model CODA unless 
such substitution is specifically permitted 
in that notice. 

2. Plan sponsors of currently approved 
master or prototype profit-sharing plans 
must submit the following items to the 
Service in order the receive an opinion 
letter with respect to the model CODA: 

a) A statement that the plan is in 
"category one" for plan processing 
purposes; 

b) Certification that the plan has 
adopted the required provisions, and 
optional provisions, if any, of the model 
CODA on a word-for-word basis and 
has made no other changes other than 
adoption of Model Amendment II, if 
applicable; and 

c) The completed first and last pages 
of Form 4461 with "Model 401(k)" 
printed in bold letters in the upper right 
hand corner of the first page. 

The basic plan document and adoption 
agreement do not need to be submitted 
to the Service. 

3. Plan sponsors of master or proto- 
type profit-sharing plans without cur- 
rently approved opinion letters, to which 
model CODAs have been added, must 

apply for opinion letters in accordance with 
Rev. Proc. 84 — 23 applicable to new plans. 

4. A plan sponsor who receives a fa- 
vorable opinion letter with respect to the 
model CODA need not automatically 
provide copies to all prior adopting em- 

ployers, but must provide copies of the 
amendment, in accordance with section 
9. 07 of Rev. Proc. 84 — 23, to those em- 

ployers who wish to execute the adoption 
agreement to the model CODA. Adopt- 
ing employers of the model CODA must 

provide notice of the amendment in ac- 
cordance with sections 7 and 8 of Rev. 
Proc. 80-30, 1980-1 C. B. 685. 

MODEL CASH OR DEFERRED 
ARRANGEMENT AMENDMENT 

SECTION I: PURPOSE AND 
EFFECTIVE DATE (Required) 

1. 1. Purpose. If so elected in the cash 
or deferred arrangement (CODA) adop- 
tion agreement, it is the intention of the 
Employer to incorporate a CODA, which 

satisfies the requirements of section 401(k) 
of the Code, as part of its profit-sharing 

plan. 
1. 2. Effective Date. The CODA is ef- 

fective upon adoption by the adopting 
employer subject to the limitations spec- 
ified in section XI of the CODA adoption 
agreement. 

SEC. II: DEFINITIONS (Required) 

The following definitions shall apply for 

purposes of this amendment only: 

2. 1. "Actual Deferral Percentage" shall 

mean the ratio (expressed as a percent- 

age) of Elective Deferrals and QualiTied 

Non-elective Contributions on behalf of 
a Participant for the Plan year to the Par- 
ticipant's Compensation for the Plan Year. 
The Actual Deferral Percentage of an em- 

ployee who is eligible to, but does not 
make an Elective Deferral, and who does 
not receive an allocation of a Qualified 
Non-elective Contribution, is zero. 

2. 2. "Adjustment Factor" shall mean 
the cost of living factor prescribed by the 
Secretary of the Treasury under section 
415(d) of the Code for years beginning 
after December 31, 1987, as applied to 
such items and in such manner as the Sec- 
retary shall provide. 

2. 3. "Affiliated Employer" shall mean 
any corporation which is a member of a 
controlled group of corporations (as de- 
fined in section 414(b) of the Code) which 
includes the employer; any trade or busi- 
ness (whether or not incorporated) which 
is under common control (as defined in 
section 414(c) of the Code) with the em- 

ployer; any organization (whether or not 
incorporated) which is a member of an 
affiliated service group (as defined in sec- 
tion 414(m) of the Code) which includes 
the employer; and any other entity re- 
quired to be aggregated with the em- 

ployer pursuant to regulations under 
section 414(o) of the Code. 

2. 4. "Average Actual Deferral Per- 
centage" shall mean the average (ex- 
pressed as a percentage) of the Actual 
Deferral Percentages of the Participants 
in a group. 

2. 5. "Code" shall mean the Internal 
Revenue Code of 1986. 

2. 6. "Compensation" shall mean, un- 

less otherwise elected in the CODA adop- 
tion agreement, compensation paid by the 
Employer to the Participant during the 
Plan Year which is required to be re- 
ported as wages on the Participant's Form 
W-2, or which, in the case of a self-em- 
ployed individual, constitutes payment for 
services includible in the self-employed 
individual's gross income. This definition 
shall apply solely for purposes of deter- 
mining the Actual Deferral Percentage 
under section 3. 6 and the Contribution 
Percentage under section 7. 1. 

2, 7. "Elective Deferrals" shall mean 
contributions made to the plan during the 
plan year by the Employer, at the election 

of the Participant, in lieu of cash com- 
pensation and shall include contributions 
that are made pursuant to a salary reduc- 
tion agreement. Such contributions must 
be nonforfeitable when made and distrib- 

utable only as specified in section 5. 1 be- 
low. 

2. 8. "Employee" shall mean em- 
ployees of the Employer and shall include 
leased employees within the meaning of 
section 414(n)(2) of the Code. Notwith- 

standing the foregoing, if such leased em- 

ployees constitute less than twenty (20) 
percent of the Employer's Non-highly 

Compensated work force within the 
meaning of section 414(n)(5)(C)(ii) of the 
Code, the term "Employee" shall not in- 

clude those leased employees covered by 
a plan described in section 414(n)(5)(B) 
of the Code unless otherwise provided by 
the terms of this plan other than this 

amendment, 
2. 9. "Employee Contributions" shall 

mean contributions to the plan made by 
a Participant during the Plan Year. 

2. 10. "Employer" shall mean the en- 

tity that establishes or maintains the plan, 
any successor to such entity, and any Af- 
filiated Employer. 

2. 11. "Excess Contributions" shall 
mean, with respect to any Plan Year, the 
aggregate amount of Elective Deferrals 
and Qualified Non-elective Contributions 
actually paid over to the trust on behalf 
of Highly Compensated Employees for 
such Plan Year, over the maximum amount 
of such contributions permitted under 
section 3. 6 below. 

2. 12. "Excess Elective Deferrals" shall 

mean the amount of Elective Deferrals 
for a calendar year that the Participant 
allocates to this plan pursuant to the claim 
procedure set forth in section 3. 5(a)(1). 

2, 13. "Family Member" shall mean an 
individual described in section 414(q)(6)(B) 
of the Code. 

2. 14. "Highly Compensated Em- 
ployee" shall mean an employee de- 
scribed in section 414(q) of the Code. 

2. 15. "Matching Contribution" shall 
mean any contribution to the plan made 
by the Employer for the Plan Year and 
allocated to a Participant's account by 
reason of the Participant's Employee 
Contributions or Elective Deferrals. 
Matching Contributions are subject to the 
distribution provisions applicable to em- 

ployer contributions in the underlying plan 
document. 

2. 16. "Non-highly Compensated Em- 
ployee" shall mean an Employee of the 
Employer who is neither a Highly Com- 
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pensated Employee nor a Family Mem- 
ber. 

2. 17. "Participant" shall mean any 
Employee of the Employer who has met 
the eligibility and participation require- 
ments of the plan. 

2. 18. "Plan Year" shall mean the plan 
year otherwise specified in the plan. 

2. 19. "Qualified Non-elective Contri- 
butions" shall mean contributions (other 
than Matching Contributions) made by the 
Employer and allocated to Participants' 
accounts that the Participants may not elect 
to receive in cash until distributed from 
the plan; that are nonforfeitable when 
made; and that are distributable only as 
specified in section 5. 1. 

SEC. III: ELECTIVE DEFERRALS 
(Required) 

3. 1. Allocation of Deferrals. The Em- 
ployer shall contribute and allocate to each 
Participant's Elective Deferral account an 
amount equal to the amount of a Partic- 
ipant's Elective Deferrals. 

3. 2. Elective Deferrals Pursuant to a 
Salary Reduction Agreement. To the ex- 
tent provided in the CODA adoption 
agreement, a Participant may elect to have 

Elective Deferrals made under this plan. 
Elective Deferrals shall include single-sum 

and continuing contributions made pur- 

suant to a salary reduction agreement. 
3. 2(a). Commencement of Elective 

Deferrals. A Participant shall be afforded 
a reasonable period at least once each cal- 

endar year, as specified in section 2. 1(a) 
of the CODA adoption agreement, to elect 
to commence Elective Deferrals. Such 

election shall not become effective before 
the time specified in section 2. 1(a) of the 
CODA adoption agreement. 

3. 2(b). Modification and Termination 
of Elective Deferrals. A Participant's 
election to commence Elective Deferrals 
shall remain in effect until modified or 
terminated. A Participant shall be af- 

forded a reasonable period at least once 
each calendar year, as specified in section 
2. 1(b) of the CODA adoption agreement, 
to modify the amount or frequency of his 

or her Elective Deferrals, A participant 
may terminate his or her election to make 
Elective Deferrals at any time. 

3. 3. Cash bonuses. To the extent pro- 
vided in section 2. 2 of the CODA adop- 
tion agreement, a Participant may also 
base Elective Deferrals on cash bonuses 
that, at the Participant's election, may be 
contributed to the CODA or received by 
the Participant in cash. 

3. 3(a). Time and Manner of Election. 
A Participant shall be afforded a reason- 

able period, as provided in section 2. 2 of 
the CODA adoption agreement, to elect 
to defer amounts described in section 3. 3 
above to the CODA. Such election shall 

not become effective before the time 

specified in section 2. 2(a) of the CODA 
adoption agreement. 

3. 4. Maximum Amount of Elective 
Deferrals. A Participant's Elective De- 
ferrals are subject to any limitations im- 

posed in section 2. 1 of the CODA adoption 

agreement and any further limitations un- 

der the plan. No Participant shall be per- 
mitted to have Elective Deferrals made 
under this plan during any calendar year 
in excess of $7, 000, multiplied by the Ad- 

justment Factor. 
3. 5. Distribution of Excess Elective 

Deferrals. Notwithstanding any other 
provision of the plan, Excess Elective De- 
ferrals, plus any income and minus any 

loss allocable thereto, shall be distributed 
no later than April 15, 1988, and each 

April 15 thereafter, to Participants to 
whose accounts Excess Elective Deferrals 
were allocated for the preceding calendar 
year and who claim Excess Elective De- 
ferrals for such calendar year. Excess 
Elective Deferrals shall be treated as An- 
nual Additions under the plan. 

3. 5(a)(1). The Participant's claim shall 

be in writing; shall be submitted to the 
plan administrator not later than the date 
elected in section 8. 1 of the CODA adop- 
tion agreement; shall specify the amount 
of the Participant's Excess Elective De- 
ferral for the preceding calendar year; and 

shall be accompanied by the Participant's 
written statement that if such amounts are 
not distributed, such Excess Elective De- 
ferrals, when added to amounts deferred 
under other plans or arrangements de- 
scribed in sections 401(k), 408(k), or 403(b) 
of the Code, will exceed the limit imposed 
on the Participant by section 402(g) of the 
Code for the year in which the deferral 
occurred. 

3. 5(a)(2). Determinations of Income 
or Loss. The Excess Elective Deferral shall 

be adjusted for income or loss. The in- 

come or loss allocable to Excess Elective 
Deferrals shall be determined by multi- 

plying the income or loss allocable to the 
Participant's Elective Deferrals for the Plan 

Year by a fraction, the numerator of which 

is the Excess Elective Deferral on behalf 

of the Participant for the preceding Plan 

Year and the denominator of which is the 
Participant's account balance attributable 

to Elective Deferrals on the last day of 
the preceding Plan Year. 

3. 6. Average Actual Deferral Per- 
centage. The Average Actual Deferral 
Percentage for Highly Compensated Em- 

ployees for each Plan Year and the Av- 

erage Actual Deferral Percentage for Non- 

highly Compensated Employees for the 
same Plan Year must satisfy one of the 
following tests: 

(a) The Average Actual Deferral Per- 
centage for Participants who are Highly 
Compensated Employees for the Plan Year 
shall not exceed the Average Actual De- 
ferral Percentage for Participants who are 
Non-highly Compensated Employees for 
the Plan Year multiplied by 1. 25; or 

(b) The Average Actual Deferral Per- 

centage for Participants who are Highly 
Compensated Employees for the Plan Year 
shall not exceed the Average Actual De- 
ferral Percentage for Participants who are 
Non-highly Compensated Employees for 
the Plan Year multiplied by 2. 0, provided 
that the Average Actual Deferral Per- 

centage for Participants who are Highly 
Compensated Employees does not ex- 
ceed the Average Actual Deferral Per- 
centage for Participants who are Non- 

highly Compensated Employees by more 
than two (2) percentage points or such 
lesser amount as the Secretary of the 
Treasury shall prescribe to prevent the 
multiple use of this alternative limitation 
with respect to any Highly Compensated 
Employee. 

3. 7. Special Rules. 
3. 7(a). The Actual Deferral Percent- 

age for any Participant who is a Highly 

Compensated Employee for the Plan Year 
and who is eligible to have Elective De- 
ferrals or Qualified Non-elective Contri- 
butions allocated to his or her account 
under two or more arrangements de- 
scribed in section 401(k) of the Code that 
are maintained by the Employer shall be 
determined as if such Elective Deferrals 
and Qualified Non-elective Contributions 
were made under a single arrangement. 

3. 7(b). For purposes of determining the 
Actual Deferral Percentage of a Partici- 
pant who is a Highly Compensated Em- 
ployee, the Elective Deferrals, Qualified 
Non-elective Contributions, and Com- 
pensation of such Participant shall include 
the Elective Deferrals, Qualified Non- 
elective Contributions, and Compensa- 
tion of Family Members. Family Mem- 
bers, with respect to Highly Compensated 
Employees, shall be disregarded as 
separate employees in determining the 
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Actual Deferral Percentage both for Par- 
ticipants who are Non-highly Compen- 
sated Employees and for Participants who 
are Highly Compensated Employees. 

3. 7(c). The determination and treat- 
ment of the Elective Deferrals, Qualified 
Non-elective Contributions, and Actual 
Deferral Percentage of any Participant shall 
satisfy such other requirements as may be 
prescribed by the Secretary of the Treas- 
ury. 

3. 8. Distribution of Excess Contribu- 
tions. Notwithstanding any other provi- 
sion of the plan, except section 3. 9(b) 
herein, Excess Contributions, plus any in- 
come and minus any loss allocable thereto, 
shall be distributed no later than the last 
day of each Plan Year beginning after De- 
cember 31, 1987, to Participants to whose 
accounts Elective Deferrals and Qualified 
Non-elective Contributions were allo- 
cated for the preceding Plan Year. Excess 
Contributions shall be treated as Annual 
Additions under the plan. 

3. 8(a). Determination of Income or 
Loss. The Excess Contributions shall be 
adjusted for income or loss. The income 
or loss allocable to Excess Contributions 
shall be determined by multiplying the in- 
come or loss allocable to the Participant's 
Elective Deferrals and Qualified Non- 
elective Contributions for the Plan Year 
by a fraction, the numerator of which is 
the Excess Contribution on behalf of the 
Participant for the preceding Plan Year 
and the denominator of which is the sum 
of the Participant's account balances at- 
tributable to Elective Deferrals and Qual- 
ified Non-elective Contributions on the 
last day of the preceding Plan Year. 

3. 8(b). Accounting for Excess Contri- 
butions. Amounts distributed under this 
section shall first be treated as distribu- 
tions from the Participant's Elective De- 
ferral account and shall be treated as 
distributed from the Participant's Quali- 
fied Non-elective Contribution account 
only to the extent such Excess Contri- 
butions exceed the balance in the Partic- 
ipant's Elective Deferral account. 

3. 9. Qualified Non-elective Contribu- 
tions. 

3. 9(a). The Employer may elect to 
make Qualified Non-elective Contribu- 

tions under the plan on behalf of Em- 

ployees as provided in sections 3. 1 and 
4. 1 of the CODA adoption agreement. 

3. 9(b). Special Qualified Non-elective 
Contributions. In lieu of distributing Ex- 
cess Contributions as provided in sections 
3. 8(a) — (c) above, and to the extent pro- 
vided in sections 3. 1 and 4. 2 of the CODA 

adoption agreement, the Employer may 

make special Qualified Non-elective Con- 

tributions on behalf of Non-highly Com- 

pensated Employees that are sufficient to 
satisfy either of the Average Actual De- 
ferral Percentage tests. Allocations of 
Qualified Non-elective Contributions to 
each Non-highly Compensated Em- 
ployee's account shall be made in accord- 
ance with section 4. 2 of the CODA 
adoption agreement. 

3. 10. Separate Accounts. A separate 
account shall be maintained for that por- 
tion of a Participant's accrued benefit that 
is attributable to Elective Deferrals and a 
separate account shall be maintained for 
that portion of a Participant's accrued 
benefit that is attributable to Qualified 
Non-elective Contributions. Each sepa- 
rate account shall be credited with the 
applicable contributions, earnings and 
losses, distributions, and other adjust- 
ments. 

3. 11. Under no circumstances may 
Elective Deferrals and Qualified Non- 

elective Contributions be contributed and 
allocated to the trust under the plan later 
than thirty (30) days after the close of the 
Plan Year for which the contributions are 
deemed to be made, or such other time 
as provided in applicable regulations un- 

der the Code. 

SEC. IV: TOP-HEAVY 
REQUIREMENTS (Required) 

4. 1. If the underlying plan document 
does not designate another plan to satisfy 
the top-heavy requirements of section 416 
of the Code, or if the underlying plan doc- 
ument allocates less than three (3) percent 
of each Non-key Employee's top-heavy 
compensation under the plan to such Par- 
ticipant's account for a Plan Year, then 
the minimum top-heavy allocation under 
the plan shall be allocated on behalf of 
Non-key Employees in accordance with 
section 416 of the Code. Such allocation 
shall not be less than the lesser of three 
(3) percent of such Participant's compen- 
sation or, in the case where the Employer 
has no defined benefit plan which desig- 
nates this plan to satisfy section 401 of the 
Code, the largest percentage of employer 
contributions and forfeitures, as a per- 
centage of the first $200, 000 of the Key 
Employee's compensation, allocated on 
behalf of any Key Employee for that year. 

4. 2. For purposes of determining 
whether a plan is top-heavy under section 
416 of the Code, Elective Deferrals are 
considered employer contributions. 

SEC. V: SPECIAL DISTRIBUTION 
RULES (Required) 

5, 1. Except as provided in section 7. 1 
of the CODA adoption agreement, Elec- 
tive Deferrals, Qualified Non-elective 
Contributions and income allocable thereto 
are not distributable to the Participant, or 
the Participant's beneficiary or benefici- 
aries, in accordance with the Participant's 
or beneficiary's election, earlier than upon 
separation from service, death, or disa- 

bility, as defined in the underlying plan 
document. 

SEC. VI: MATCHING 
CONTRIBUTIONS (Optional) 

6. 1. If elected by the Employer in the 
CODA adoption agreement, the Em- 
ployer will make Matching Contributions 
to the plan. The amount of such Matching 
Contributions shall be calculated by ref- 
erence to the Participant's Elective De- 
ferrals as specified by the Employer in the 
adoption agreement. 

6. 2. Separate Account. A separate ac- 
count shall be maintained for that portion 
of a Participant's accrued benefit that is 
attributable to Matching Contributions. 
Such separate account shall be credited 
with the applicable contributions, earn- 

ings and losses, distributions, and other 
adjustments. 

6. 3. Vesting. Matching Contributions 
will be vested in accordance with the Em- 
ployer's election in section 6. 3 of the 
CODA adoption agreement. 

6. 4. Forfeitures. Forfeitures of Match- 
ing Contributions other than Excess Ag- 
gregate Contributions shall be made in 
accordance with the forfeiture provisions 
otherwise applicable to employer contri- 
butions in the underlying plan document. 

SEC. VII: LIMITATIONS ON 
EMPLOYEE CONTRIBUTIONS 
AND MATCHING 
CONTRIBUTIONS (Required if 
Section VI is Adopted or if Employee 
Contributions are Permitted) 

7. 1. Contribution Percentage. 
7. 1(a). The Average Contribution 

Percentage for Participants who are Highly 

Compensated Employees for the Plan Year 
shall not exceed the Average Contribu- 
tion Percentage for Participants who are 

Non-highly Compensated Employees for 
the Plan Year multiplied by 1. 25; or 

7. 1(b). The Average Contribution Per- 

centage for Participants who are Highly 

Compensated Employees for the Plan Year 
shall not exceed the Average Contribu- 

494 1987 — 1 C. B. 



tion Percentage for Participants who are 
Non-highly Compensated Employees for 
the Plan Year multiplied by two (2), pro- 
vided that the Average Contribution Per- 
centage for Participants who are Highly 
Compensated Employees does not ex- 
ceed the Average Contribution Percent- 
age for Participants who are Non-highly 
Compensated Employees by more than 
two (2) percentage points or such lesser 
amount as the Secretary of the Treasury 
shall prescribe to prevent the multiple use 
of this alternative limitation with respect 
to any Highly Compensated Employee. 

7. 2. Definitions. For purposes of this 
section, the following definitions shall ap- 
ply: 

7. 2(a). "Average Contribution Per- 
centage" shall mean the average (ex- 
pressed as a percentage) of the 
Contribution Percentages of the Partici- 
pants in a group. 

7. 2(b). "Contribution Percentage" shall 

mean the ratio (expressed as a percent- 
age) of the sum of the Employee Contri- 
butions and Matching Contributions under 
the plan on behalf of the Participant for 
the Plan Year to the Participant's Com- 
pensation for the Plan Year. 

7. 2(c). "Excess Aggregate Contribu- 
tions" shall mean the amount described 
in section 401(m)(6)(B) of the Code. 

7. 3. Special Rules. 
7. 3(a). For purposes of this section, the 

Contribution Percentage for any Partici- 

pant who is a Highly Compensated Em- 
ployee and who is eligible to make 
Employee Contributions, or to have 
Matching Contributions allocated to his 
or her account under two or more plans 
described in section 401(a) of the Code, 
or arrangements described in section 401(k) 
of the Code, that are maintained by the 
Employer, shall be determined as if the 
total of such Employee Contributions and 
Matching Contributions was made under 
each plan. 

7, 3(b). In the event that this plan sat- 

isfies the requirements of section 410(b) 
of the Code only if aggregated with one 
or more other plans, or if one or more 
other plans satisfy the requirements of 
section 410(b) of the Code only if aggre- 
gated with this plan, then this section shall 

be applied by determining the Contribu- 
tion Percentages of Participants as if all 

such plans were a single plan. 

7. 3(c). For purposes of determining the 
Contribution Percentage of a Participant 
who is a Highly Compensated Employee, 
the Employee Contributions, Matching 

Contributions, and Compensation of such 

Participant shall include the Employee 
Contributions, Matching Contributions, 
and Compensation of Family Members. 
Family Members, with respect to Highly 
Compensated Employees, shall be dis- 

regarded as separate employees in deter- 
mining the Actual Deferral Percentage 
both for Participants who are Non-highly 

Compensated Employees and for Partic- 
ipants who are Highly Compensated Em- 
ployees. 

7. 3(d). The determination and treat- 
ment of the Contribution Percentage of 
any Participant shall satisfy such other re- 
quirements as may be prescribed by the 
Secretary of the Treasury. 

7. 4. Distribution of Excess Aggregate 
Contributions. 

7. 4(a). General Rule. Notwithstand- 
ing any other provision of this plan, Ex- 
cess Aggregate Contributions, plus any 
income and minus any loss allocable 
thereto, shall be forfeited, if forfeitable, 
or if not forfeitable, distributed no later 
than the last day of each Plan Year be- 
ginning after December 31, 1987, to Par- 
ticipants to whose accounts Employee 
Contributions or Matching Contributions 
were allocated for the preceding Plan Year. 
Excess Aggregate Contributions shall be 
treated as Annual Additions under the 
plan. 

7. 4(b). Determination of Income or 
Loss. The Excess Aggregate Contribu- 
tions shall be adjusted for income or loss. 
The income or loss allocable to Excess 
Aggregate Contributions shall be deter- 
mined by multiplying the income or loss 
allocable to the Participant's Employee 
Contributions and Matching Contribu- 
tions for the Plan Year by a fraction, the 
numerator of which is the Excess Aggre- 
gate Contributions on behalf of the Par- 
ticipant for the preceding Plan Year and 
the denominator of which is the sum of 
the Participant's account balance attrib- 
utable to Employee Contributions and 
Matching Contributions on the last day of 
the preceding Plan Year. 

7. 4(c). Treatment of Forfeitures. For- 
feitures of Excess Aggregate Contribu- 
tions may either serve to reduce employer 
contributions or may be reallocated to the 
accounts of Non-highly Compensated 
Employees, as elected by the Employer 
in section 9. 1 of the CODA adoption 
agreement. Amounts forfeited by Highly 
Compensated Employees under this sec- 
tion shall be treated as Annual Additions 
under the plan. The allocation of such 

forfeitures shall be made pursuant to sec- 
tion 9. 1 of the Adoption Agreement. 
However, no forfeitures arising under this 
section shall be allocated to the account 
of any Highly Compensated Employee. 

7. 4(d). Accounting for Excess Aggre- 
gate Contributions. Excess Aggregate 
Contributions shall be distributed from the 
Participant's Employee Contribution ac- 
count, and forfeited if otherwise forfeit- 
able under the terms of the plan (or, if 
not forfeitable, distributed) from the Par- 
ticipant's Matching Contribution account 
in proportion to the Participant's Em- 
ployee Contributions and Matching Con- 
tributions for the Plan Year. 

7. 4(e). The determination of the Ex- 
cess Aggregate Contributions shall be 
made after first determining the Excess 
Elective Deferrals, and then determining 
the Excess Contributions. 

SEC. XIII: PROFITS NOT 
REQUIRED UNDER THE CODA 
(Optional) 

8. 1. If the Employer elects, employer 
contributions to the CODA may be made 
without regard to profits in accordance 
with section 1. 1 of the CODA adoption 
agreement. The plan shall continue to be 
designed to qualify as a profit-sharing plan 
for purposes of sections 401(a), 402, 412, 
and 417 of the Code. 

CODA ADOPTION AGREEMENT 

[ ] Check here and complete the pro- 
visions below if Elective Deferrals are 
permitted under this plan. 

SECTION I: EMPLOYER 
CONTRIBUTIONS UNDER THE 
CODA ADOPTION AGREEMENT 
(Optional) 

1. 1. The Employer may make contri- 
butions to the CODA without regard to 
current or accumulated earnings and prof- 
its for the taxable year or years ending 
with or within the Plan Year. [ ] Check 
here if applicable. 

SEC. II: ELECTIVE DEFERRALS 
(Required) 

2. 1. A Participant may elect to have 
his or her Compensation reduced by the 
following percentage or amount per pay 
period, or for a specified pay period or 
periods, as designated in writing to the 
plan administrator [CHECK ANY AP- 
PLICABLE OPTIONS AND FII. L IN 
THE APPROPRIATE BLANKS]: 
[ ] a. An amount not in excess of [ ] 
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percent of a Participant's Compensation. 

[ ] b. An amount not in excess of [EN- 
TER A SPECIFIED DOLLAR 
AMOUNT] of a Participant's Compen- 
sation. 
No Participant shall be permitted to have 
Elective Deferrals made under this plan 
during any calendar year in excess of 
$7, 000, multiplied by the Adjustment 
Factor. 

2. 1(a). A Participant may elect to 
commence Elective Deferrals as of [EN- 
TER AT LEAST ONE DATE OR PE- 
RIOD DURING A CALENDAR 
YEAR]. Such election shall become ef- 
fective as of the [ENTER NUMBER] pay 
period following the pay period during 
which the Participant's election to com- 
mence Elective Deferrals was made, or 
as soon as administratively feasible there- 
after. 

2. 1(b). A Participant's election to have 
Elective Deferrals made pursuant to a sal- 

ary reduction agreement shall remain in 

effect until modified or terminated. A 
Participant may modify the amount of 
Elective Deferrals as of [ENTER AT 
LEAST ONE DATE OR PERIOD 
DURING A CALENDAR YEAR]. Such 
election shall become effective as of the 
[ENTER NUMBER] pay period follow- 

ing the pay period during which the Par- 
ticipant's election to modify Elective 
Deferrals was made, or as soon as ad- 

ministratively feasible thereafter. 
2. 2. A Participant may base Elective 

Deferrals on cash bonuses that, at the 
Participant's election, may be contributed 
to the CODA or received by the Partic- 

ipant in cash. [ ] Check here if such Elec- 
tive Deferrals may be made under the plan. 

2. 2(a). A Participant shall be afforded 
a reasonable period to elect to defer 
amounts described in section 2. 2 above. 
Such election shall become effective as of 
the [ENTER NUMBER] pay period fol- 

lowing the pay period during which the 
Participant's election to make such Elec- 
tive Deferrals was made, or as soon as 

administratively feasible thereafter. 
2. 3. A Participant shall designate the 

amount and frequency of his or her Elec- 
tive Deferrals in the form and manner 

specified by the plan administrator. 

SEC. III: QUALIFIED NON- 

ELECTIVE CONTRIBUTIONS 
(Required) 

3. 1. The Employer [elect one] [ ] will 

[ ] will not make Qualified Non-elective 

Contributions to the plan. If the Em- 

ployer does make Qualified Non-elective 
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or allocated to the accounts of each Par- 
ticipant under any other plan or plans in 

accordance with the provisions of the un- 

derlying plan document, exceed the ap- 
plicable limitations on contributions and 
allocations as stated in the underlying plan 
document and otherwise required under 
section 415 of the Code and the regula- 
tions thereunder. 

Contributions to the plan, then the amount 

of such contributions to the plan for each 

Plan Year shall be [elect one]: 

[ ] a. [ ] percent (not to exceed 15 per- 

cent) of the Compensation of all Partici- 

pants eligible to share in the allocation. 

[ ] b. [ ] percent of the net profits, but 

in no event more than [$ ] for any Plan 

Year. 

[ ] c. An amount as determined by the 

Employer. 
The amount of the special Qualified 

Non-elective Contributions allocated un- 

der section 4. 2 below will be the amount 
needed to meet the Average Actual De- 
ferral Percentage test stated in section 3. 6 
of the CODA amendment. 

Allocations of Qualified Non-elective 
Contributions shall be made in accord- 
ance with Section IV below. 

SEC. VI: MATCHING 
CONTRIBUTIONS (Optional) 

6. 1. The Employer [elect one] [ ] will 

[ ] will not make Matching Contributions 
to the plan on behalf of Participants who 

make Elective Deferrals. Complete sec- 
tions 6. 2, 6. 3, 6. 4, and 9. 1 of this adoption 
agreement if Matching Contributions will 

be made to the plan. 
6. 2. The Employer will make Match- 

ing Contributions to the plan on behalf of 
[elect one]: 
[ ] a. All Participants who make Elec- 
tive Deferrals. 

[ ] b. All Participants who are Non-highly 

Compensated Employees and who make 
Elective Deferrals. 

6. 3. Matching contributions will be 
[elect one]: 
[ ] a. Nonforfeitable when made. 

[ ] b. Subject to the vesting schedule ap- 
plicable to employer contributions, other 
than Elective Deferrals and Qualified Non- 

elective Contributions, under the plan. 
6. 4. The amount of such Matching 

Contributions made on behalf of each 
Participant as specified in section 6. 2 of 
this adoption agreement shall be [elect as 
appropriate]: 

[ ] a. [ ]percentoftheElectiveDeferral 
made for each Plan Year. 

[ ] b. The sum of [ ] percent of the por- 
tion of the Elective Deferral which does 
not exceed [ ] percent of the Participant's 
Compensation plus [ ] percent of the por- 
tion of the Elective Deferral which ex- 
ceeds [ ] percent of the Participant's 
Compensation, but does not exceed [ ] 
percent of the Participant's Compensa- 
tion. 

[ ] c. The Employer shall not match 
Elective Deferrals as provided in a or b 
above in excess of [$ ] or in excess of 

[ ] percent of the Participant's Compen- 
sation. 

SEC. V: LIMITATIONS ON 
CONTRIBUTIONS (Required) 

5. 1. Amounts that are contributed or 
allocated to the accounts of each Partic- 
ipant under the plan must not, when ag- 
gregated with amounts that are contributed 

SEC. VII: SPECIAL 
DISTRIBUTIONS (Optional) 

7. 1. Elective Deferrals, Qualified Non- 

elective Contributions and income alloca- 

ble to such amounts shall be distributable 

SEC. IV: ALLOCATION OF 
QUALIFIED NON-ELECTIVE 
CONTRIBUTIONS (Required) 

4. 1. Allocations of Qualified Non- 
elective Contributions to each Partici- 
pant's account shall be made [elect one]: 

[ ] a. In the ratio in which each Partici- 
pant's Compensation for the Plan Year 
bears to the total Compensation of all 

Participants for such Plan Year. 

[ ] b. In the ratio in which each Partic- 
ipant's Compensation not in excess of 
[$ ] for the Plan Year bears to the 
total Compensation of all Participants not 
in excess of [$ ] for such Plan Year. 

4. 2. In accordance with section 3. 9(b) 
of this CODA amendment, allocations of 
special Qualified Non-elective Contribu- 
tions to each Non-highly Compensated 
Employee's account shall be made [elect 
one]: 
[ ] a. In the ratio in which each Non- 

highly Compensated Employee's Com- 
pensation for the Plan Year bears to the 
total Compensation of all Non-highly 
Compensated Employees for such Plan 
Year. 

[ ] b. In the ratio in which each Non- 
highly Compensated Employee's Com- 
pensation not in excess of [$ ] for the 
Plan Year bears to the total Compensa- 
tion of all Non-highly Compensated Em- 
ployees not in excess of [$ ] for such 
Plan Year. 



upon separation from service, death, or 
disability, as defined in the underlying plan 
document, and, in addition [elect options, 
if any]: 

[ ] a. Termination of the plan without the 
establishment of a successor plan. 

[ ] b. As soon as administratively feasi- 
ble after the sale to an entity that is not 
an Affiliated Employer, of substantially 
all of the assets used by the Employer in 
the trade or business in which the Partic- 
ipant is employed. 

[ ] c. As soon as administratively feasi- 
ble after the sale, to an entity that is not 
an Affiliated Employer, of an incorpo- 
rated Affiliated Employer's interest in a 
subsidiary. 

[ ] d. Upon the attainment of age 59/i 
by the Participant. 

[ ] e. Upon the hardship of the Partici- 
pant to the extent provided for in the un- 

derlying plan document. 

SEC. VIII: CLAIMS FOR EXCESS 
ELECTIVE DEFERRALS (Required) 

8. 1. Participants who claim Excess 
Elective Deferrals for the preceding cal- 
endar year must submit their claims in 
writing to the plan administrator by 
[SPECIFY A DATE BETWEEN 
MARCH 1 AND APRIL 15]. 

SEC. IX: FORFEITURES (Required if 
the Employer elects to make Matching 
Contributions in Section VI of this 
Adoption Agreement) 

9. 1. Forfeitures of Excess Aggregate 
Contributions shall be [elect one]: 
[ ] a. Applied to reduce employer con- 
tributions. 

[ ] b. Allocated, after all other forfei- 
tures under the plan, to each Participant's 
Matching Contribution account in the ra- 
tio which each Participant's Compensa- 
tion for the Plan Year bears to the total 
Compensation of all Participants for such 

Plan Year. Such forfeitures will not be 
allocated to the account of any Highly 
Compensated Employee. 

SEC. X: COMPENSATION (Optional) 

10. 1. [ ] (Check if applicable) In ad- 

dition to Compensation as defined in sec- 

tion 2. 6 of the amendment to the 
underlying plan document, Compensa- 
tion shall also include compensation which 

is not currently includible in the Partici- 
pant's gross income by reason of the ap- 
plication of sections 125, 402(a)(8), 
402(h)(1)(B), or 403(b) of the Code. 

SEC. XI: EFFECTIVE DATE 
(Required) 

11. 1. The provisions of this adoption 
agreement amendment shall be effective 
as of [ENTER THE FIRST DAY OF THE 
FIRST PLAN YEAR FOR WHICH THIS 
AMENDMENT IS TO BE EFFEC- 
TIVE, BUT NO EARLIER THAN THE 
LATER OF THE FIRST DAY OF THE 
FIRST PLAN YEAR BEGINNING 
AFTER DECEMBER 31, 1986, OR THE 
FIRST DAY OF THE PLAN YEAR IN 
WHICH THIS AMENDMENT IS 
ADOPTED]. 

FOOTNOTES: The following provisions 
of the model CODA warrant additional 
explanation: 

1. 2. 8 and 2. 13. Leased employees that 
are defined as employees in section 2. 8 of 
the amendment to the basic plan docu- 
ment must be considered for purposes of 
determining the identity and number of 
Highly Compensated Employees. 

2. 3. 5. Excess Elective Deferrals that 
are distributed after April 15 are not only 
includible in the Participant's gross in- 

come in the taxable year when made, but 
are also includible in the Participant's gross 
income again in the year when distrib- 
uted. 

3. 3, 8. and 7. 4(a). The model CODA 
permits a plan to distribute Excess Con- 
tributions and Excess Aggregate Contri- 
butions on or before the last day of the 
Plan Year after the Plan Year in which 
such excess amounts arose. Distribution 
of such amounts, or other corrective ac- 
tion, is required under sections 401(k)(8) 
and 401(m)(6) of the Code if the plan is 
to maintain its tax-qualified status. How- 
ever, if such excess amounts, plus any in- 
come and minus any loss allocable thereto, 
are distributed more than 2' months after 
the last day of the Plan Year in which such 
excess amounts arose, then section 4979 
of the Code imposes a ten (10) percent 
excise tax on the employer maintaining 
the plan with respect to such amounts. 

4. 3. 9. Any additional contributions 
that are allocated pursuant to this section 
shall be subject to the limitations under 
section 415(c) of the Code. 

5. 8. 1. If section 8 is not adopted, em- 

ployer contributions, including Elective 
Deferrals, are limited to accumulated 
earnings or profits for the taxable year or 
years ending within the Plan Year. 

6. Adoption Agreement 1. 1. Unless this 
option is elected, the CODA will be sub- 

ject to the profit-sharing plan's require- 

ment that employer contributions be made 
out of current or accumulated net profits. 
Accordingly, all employer contributions 
under the CODA, including Elective De- 
ferrals and Qualified Non-elective Con- 
tributions, will be limited to the Employer's 
net profits. 

7. Adoption Agreement 6. 4. The level 
of contributions chosen by the Employer 
is subject to both the section 401(m)(2) 
discrimination test and the section 415 
limitations. 

8. Adoption Agreement 7. 1(e). For 
years beginning after December 31, 1988, 
hardship withdrawals may only be made 
from amounts attributable to Elective De- 
ferrals. 

9. Adoption Agreement 8. 1. The Em- 
ployer may choose to limit its acceptance 
of claims to a date that is no later than 
March l. 

[EMPLOYER NAME) 

f EMPLOYER SIGNATURE] 

[DATE] 

Safe Haven Interest Rates under Section 
482 

Notice 87-35 

Proposed amendments to the regula- 
tions under section 482 were published in 

the Federal Register on April 8, 1986, 51 
FR 12022, [LR-189-84, 1986-1 C. B. 820]. 
If promulgated as a final regulation, sec- 
tion 1. 482 — 2(a)(2)(iii) of the Proposed In- 

come Tax Regulations generally will 

provide that, for term loans or advances 
made after May 8, 1986, the range of safe 
haven interest rates on loans or advances 
between controlled entities will be be- 
tween 100 percent and 130 percent of the 
applicable federal rate corresponding to 
the term of the loan. 

In the event that the final regulations 
adopt safe haven interest rates other than 
those in the proposed regulations, then 
the final regulations also will provide that 
loans or advances made between con- 
trolled entities after May 8, 1986, and be- 
fore the adoption of the final regulations 
will be considered to have been made at 
an arm's length rate if the requirements 
set forth in section 1. 482 — 2(a)(2)(iii) of 
the proposed regulations are satisfied. No 
inferences should be drawn as to the safe 
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haven interest rates that will apply after 
the date the final regulations are pub- 
lished, as to any other safe haven interest 
rates that may be available, or as to any 
other rules contained in the proposed reg- 
ulations. 

Determination of the Amount and Taxability 
of Benefits Paid on the Termination of a 
Plan That Would Fail to Neet the 
Requirements of Section 401(a)(26) of the 
Code. 

Notice 87-36 

PURPOSE AND SCOPE 

This notice provides guidance with re- 
spect to the application of the transition 
rule of section 1112(e)(3) of the Tax Re- 
form Act of 1986 (P. L. 99 — 514(Act) by 
the Internal Revenue Service. The tran- 
sition rule of section 1112(e)(3) of the Act 
involves the tax consequences to plan 
sponsors and employees with respect to 
certain terminating plans that would not 
satisfy the minimum participation re- 
quirements of section 401(a)(26) of the 
Internal Revenue Code of 1986 (Code). 

Pending Congressional consideration 
of technical corrections to the Act, this 
notice does not provide guidance con- 
cerning the extent to which these rules 
will apply if there has been a transfer of 
assets to or liabilities from a plan that 
must be terminated pursuant to section 
401(a)(26) of the Code. Also, pending 
technical corrections, this notice does not 
consider the extent to which the section 
72(t) tax on early distributions and the 
section 4981A excise tax on excess distri- 
butions apply to amounts distributed un- 

der the transition rule. 
Until further guidance is published by 

the Service, plan sponsors and partici- 
pants may rely on this notice. If further 
guidance is more restrictive than the guid- 
ance provided by this notice, such further 
guidance will not have retroactive effect. 

BACKGROUND 

Section 401(a)(26) of the Code, as added 

by section 1112(b) of the Act, generally 

provides that a trust shall not constitute 
a qualified trust under section 401(a) of 
the Code unless the plan of which it is a 

part benefits the lesser of 50 employees 
or 40% or more of all employees of the 

employer on each day of the plan year. 
This provision is effective for plan years 
beginning after December 31, 1988. 
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Section 4980 of the Code, as added by 

section 1132 of the Act, imposes a 10% 
excise tax on a reversion to an employer 

from a qualified plan. However, section 

1112(e)(3)(A) of the Act provides that if 
a plan was in existence on August 16, 1986, 

and would have failed to meet the re- 

quirements of section 401(a)(26) of the 

Code if such section were in effect for the 

plan year including August 16, 1986, no 

tax shall be imposed under section 4980 

of the Code on any employer reversion 

by reason of the termination of such plan 

before the first year to which section 

401(a)(26) applies. 

Section 1112(e)(3)(B) of the Act pro- 

vides that, for certain purposes, in deter- 

mining the present value of the accrued 
benefit of any highly compensated em- 

ployee (within the meaning of section 

414(q) of the Code) participating in any 

plan described in section 1112(e)(3)(A) of 
the Act, the plan shall use the highest 
interest rate that any plan may use for 
calculating present value under section 

411(a)(11)(B) of the Code. 

In the case of a defined benefit pension 

plan, the amount of any distribution for 
any employee must be determined as oth- 

erwise required by sections 401(a), 411 
and 417 of the Code. Pursuant to section 

411(d)(6) of the Code, the amount of ac- 
crued benefit subject to sections 411(a)(11) 
and 417(e) may not be reduced or elim- 

inated by a plan amendment adopted after 
such benefits have accrued. Generally, 
except as permitted under section 1139 of 
the Act, a qualified defined benefit plan 

may not be amended to increase or de- 
crease the plan interest rate or rates so as 
to decrease the amounts of existing ac- 
crued benefits. 

TRANSITIONAL RULE 

Notwithstanding section 1112(e)(3)(B), 
distributions of accrued benefits from a 
defined benefit plan described in section 
1112(e)(3)(A) of the Act must be made 
in accordance with the terms of the plan, 
including the interest rate specified in the 
plan. However, in cases where the rate or 
rates specified by the terms of the plan 
differ from the rate specified in section 
1112(e)(3)(B) of the Act, the rate speci- 
fied in section 1112(e)(3)(B) of the Act 
must be used for purposes of determining 
the tax treatment of the distribution from 
a plan described in section 1112(e)(3)(A) 
to a highly compensated employee (within 
the meaning of section 414(q) of the Code). 
The amount of the distribution calculated 

using the interest rate specified in section 
1112(e)(3)(B) of the Act will be referred 
to as "the 1112(e)(3) benefit. " 

Under this rule, only "the 1112(e)(3) 
benefit" is treated as a benefit under a 
qualified plan with respect to a highly 
compensated employee. Thus, only the 
portion of a lump sum distribution (within 
the meaning of section 402(e) of the Code) 
or a qualified total or partial distribution 
(within the meaning of section 402(a)(5) 
of the Code) paid to a highly compensated 
employee up to the amount of "the 
1112(e)(3) benefit" will be accorded the 
tax treatment applicable to a distribution 
from a qualified plan. Any remaining por- 
tion of a distribution to which a highly 
compensated employee is entitled, based 
on the interest rate used by the plan, will 

be accorded the tax treatment that applies 
to a distribution from a nonexempt trust 
as provided in section 402(b) of the Code. 
In determining the balance to the credit 
of the employee for purposes of satisfying 
the conditions of section 402(e)(4) of the 
Code for a lump sum distribution and sec- 
tion 402(a)(5) of the Code for rollovers, 
the balance to the credit of the employee 
must be determined by using the interest 
rate specified in the plan. If less than the 
balance to the credit of the employee is 
distributed, the portion of any partial dis- 

tribution that is accorded the tax treat- 
ment applicable to a distribution from a 
qualified plan is that portion which bears 
the same ratio to the amount distributed 
as the "1112(e)(3) benefit" bears to the 
balance to the credit of the employee de- 

termined by the plan rate, 
If the distribution includes an annuity 

contract and the purchase price of the an- 

nuity contract is equal to or less than "the 
1112(e)(3) benefit, " the annuity contract 
and any additional cash or property dis- 

tributed will be accorded the tax treat- 
ment applicable to a distribution from a 
qualified plan to the extent the distribu- 

tion does not exceed "the 1112(e)(3) ben- 

efit. " To the extent the distribution includes 

cash or other property that, when added 

to the purchase price of the annuity, ex- 

ceeds "the 1112(e)(3) benefit, " the amount 

by which the value of the distribution ex- 

ceeds "the 1112(e)(3) benefit" will be ac- 

corded the tax treatment that applies to 
a distribution from a nonexempt trust as 

provided in section 402(b) of the Code. 
If the distributon to a highly compen- 

sated employee includes an annuity con- 

tract and the purchase price of the annuity 

contract exceeds "the 1112(e)(3) bene- 

fit, " the amount by which the purchase 



price exceeds "the 1112(e)(3) benefit" plus 
any cash or other property received in the 
distribution will be accorded the tax treat- 
ment that applies to a distribution from a 
nonexempt trust as provided in section 
402(b) of the Code. 

The value of any portion of an annuity 
contract that is currently taxable under 
these rules will be considered investment 
in the contract for purposes of applying 
the rules of section 72 of the Code. 

Section 1112(e)(3)(A) of the Act ex- 
empts the reversion to the employer from 
the excise tax on reversions under section 
4980 of the Code. The reversion does not 
include the difference between the amount 
of the participant's benefit using the plan's 
interest rate and the amount of "1112(e)(3) 
benefit. " 

The following examples illustrate the 
above-described rule: 

Example I 
A defined benefit plan that was in existence on 

August 16, 1986 provides benefits only for one highly 
compensated employee. The plan would have failed 
to meet the requirements of section 401(a)(26) of the 
Code if that section had been in effect on August 16, 
1986. The plan is terminated on March I, 1987. As 
of March I, 1987 the plan has assets with a value of 
$1, 000, 000. The present value of the participant's 
nonforfeitable accrued benefit, as of that date under 

the terms of the plan, is $800, 000. The present value 

of the participant's "1112(e)(3) benefit" is $500, 000. 
Upon termination of the plan, the participant will 

receive a single sum distribution of $800, 000 repre- 
senting the balance to thc credit of the employee. 

The employer in this case will receive a reversion 

of $200, 000, which will be includible in the employer's 

gross income, but will nor be subject ro any excise 
tax under section 4980 of the Code. 

Only $500, 000 of the distribution received by the 

employee will be eligible for special tax treatment as 

a lump sum distribution under section 402(e) of the 

Code. The remaining $300, 000 of the distribution is 

not eligible for special tax treatment under section 

402 of the Code and may not be rolled over to another 

eligible retirement plan under section 402(a)(5) of the 

Code. It will be taxed as ordinary income to the par- 

ticipant. 
Example 2 

Assume the same facts as in Example I, except 
that an annuity contract is purchased for $800, 000, 
the present value of the participant's accrued benefit, 

and distributed to the participant. The participant will 

be liable for income rax on the amount of the purchase 

price of the annuity in excess of the "1112(e)(3) ben- 

efit" ($300, 000). The amount currently includible in 

income ($300, 000) will be considered investment in 

the contract for purposes of determining the extent 

to which amounts received under the annuity contract 

are subject to tax under section 72 of the Code. 

Guidance on Section 4972 Excise Tax 

Notice 87-37 

Section 4972 of the Internal Revenue 

Code, as enacted by section 1131(c)(1) of 

the Tax Reform Act of 1986, imposes an 

excise tax on employers maintaining qual- 

ified employer plans with respect to non- 

deductible employer contributions to such 

plans. The excise tax is equal to 10 percent 
of the nondeductible contributions (de- 
termined as of the close of the taxable 

year of the employer). The excise tax ap- 

plies to actual contributions for taxable 

years of employers beginning after De- 
cember 31, 1986. 

For purposes of section 4972, the term 
"nondeductible contribution" means, with 

respect to any qualified employer plan for 
a taxable year of the employer ("the cur- 

rent taxable year"), the sum of (1) the 
excess (if any) of the employer's contri- 
bution for the current taxable year over 
the amount allowable as a deduction un- 

der section 404 for such year (see below), 
and (2) the total amount of the employer's 
contributions for each preceding taxable 
year beginning after December 31, 1986 
that was not allowable as a deduction un- 

der section 404 for such preceding year, 
reduced by the sum of (a) the portion of 
such amount that was available for return 
under the applicable qualification rules and 
was actually returned to the employer prior 
to the close of the current taxable year 
and (b) the portion of such amount that 
became deductible for a preceding tax- 
able year or for the current taxable year. 

Outstanding nondeductible employer 
contributions with respect to a plan as of 
the close of the last taxable year of an 

employer beginning before January 1, 1987 
("pre-1987 nondeductible contribu- 
tions") are not subject to the section 4972 
excise tax. This is the case even if such 
pre-1987 nondeductible contributions, 
when carried forward under section 404 
to taxable years of employers beginning 
after December 31, 1986, are not de- 
ductible for such taxable years. 

Nevertheless, in applying section 4972 
to taxable years beginning after Decem- 
ber 31, 1986, an employer's pre-1987 non- 
deductible contributions are to be taken 
into account in determining the extent to 
which employer contributions for taxable 
years beginning after December 31, 1986 
("post-1986 contributions") are deducti- 
ble under section 404 and thus are subject 
to the section 4972 excise tax. In making 
this determination, post-1986 contribu- 
tions are deductible only after all of an 
employer's pre-1987 nondeductible con- 
tributions that can be carried forward un- 

der section 404 have been carried forward 
and deducted under such section. 

These same principles apply for pur- 

poses of applying the section 4972 excise 
tax to taxable years after the first taxable 
year beginning after December 31, 1987, 
except that a post-1986 nondeductible 
contribution may be subject to the excise 
tax for more than one taxable year of the 

employer to the extent that such contri- 
bution is not deductible for a subsequent 
taxable year. 

Example f. Assume that, with respect to a qualilied 

defined benefit plan, a calendar-year employer has 

$100, 000 in outstanding nondeductible employer con- 

inbutions as of December 31, 1986. No portion of 
such $100, 000 will be subject to the section 4972 excise 
tax for 1987 or any subsequent taxable year of the 

employer, This is the case even if the applicable sec- 

tion 404 deduction limit for such employer for 1987 
is less than $100, 000. 

Example 2. Assume the same facts as in example 

I, except that the employer's section 404 deduction 

limit for the 1987 taxable year is $130, 000 and the 

employer makes a $50, 000 contribution for its 1987 
taxable year. In applying section 4972 to the employ- 
er's 1987 taxable year, the $50, 000 post-1987 contri- 

bution is to be treated as deductible for 1987 only 

after au the employer's $100, 000 pre-1987 nonde- 

ductible oonrributon has been deducted. Thus, $20, 000 
of the employer's $50, 000 contribution for 1987 is 

treated as a nondeductible contribution under section 
4972 for such year. 

Example 3. Assume the same facts as in example 

2, except that the employer's section 404 deduction 
limit for the 1987 taxable year is $60, 000. In this case, 
for purposes of applying section 4972, $60, 000 of the 
employer's $100, 000 in pre-1987 nondeductible con- 

tributions is treated as deductible for the 1987 taxable 

year, the remaining $40, 000 of the pre-1987 nonde- 

ductible contributions is exempt from the excise tax, 
and the entire $50, 000 contribution for 1987 is to be 
treated as nondeductible for 1987 and thus subject to 
the excise tax for such taxable year. 

Example 4. Assume the same facts as example 3 
and that the employer's section 404 deduction limit 

for 1988 is $80, 000. In applying section 4972 to the 
employer's 1988 taxable year, the portion of the ern- 

ployer's pre-1987 nondeductible contributions that was 

not treated as deductible for 1987 is to be treated as 
deductible for 1988 before any other contributions 

(i. e. , both post-1986 nondeductible contributions and 

contributions for the 1988 taxable year) are to be 
treated as deductible for 1988. In this case, the $40, 000 
in pre-1987 nondeductible contributions that was nor 

treated as deductible for the 1987 taxable year and 

$40, 000 of the employer's $50, 000 nondeductible con- 
tribution for 1987 are to be treated as deductible for 
1988. Thus, $10, 000 of the employer's $50, 000 non- 

deductible contribution for 1987 is to be treated as a 
nondeductible contribution for 1988 subject to the 
section 4972 tax for such year. Also, in this case, if 
the employer made any additional contributions for 
1988, the total amount of such contributions is to be 
treated as nondeductible for 1988 for purposes of the 
section 4972 excise tax. 
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Extension of Waiver of Penalty for Failure To 
Deposit for Certain Employees Affected by 
Section 1706 of the Tax Reform Acl of 1986 
Notice 87-38 

Notice 87-19, page 455, this Bulletin, 
discusses the application of section 1706 
of the Tax Reform Act of 1986, 1986-3 
(Vol. 1) C. B. , which added a new section 
530(d) to section 530 of the Revenue Act 
of 1978, 1978 — 3 (Vol. 1) C. B. 119, as 
amended. Notice 87 — 19, in part states that 
the Internal Revenue Service will auto- 
matically waive penalties for employers 
who fail to make timely deposits of the 
employer tax under section 3111 of the 
Internal Revenue Code (employer's share 
of FICA tax) that is due as a result of the 
application of section 530(d), but this au- 
tomatic waiver of penalties applies only 
with respect to deposits that "are due for 
the first quarter of 1987 and are actually 
made by April 30, 1987. On Form 941, 
Employer's Quarterly Federal Tax Re- 
turn, employers who request relief under 
this notice should add under the signature 
line the statement 'Notice 87 — 19 ap- 
plies. ' " 

Notice 87 — 19 is hereby modified by re- 
placing the language quoted above with: 
"are due for the first and second quarters 
of 1987 and are actually made by July 31, 
1987. The Service will also automatically 
waive penalties for employers who fail to 
timely file Form 941, Employer's Quart- 
erly Tax Return, that is due solely as a 
result of the application of section 530(d), 
but this automatic waiver of penalties ap- 
plies only with respect to Forms 941 that 
are due for the first quarter of 1987 and 
are actually filed by July 31, 1987. On 
Form 941 employers who request relief 
under this notice should add under the 
signature line the statement 'Notice 87— 
19 applies. ' " 

Notice 87 — 19 is also amplified by in- 
serting before the next to the last para- 
graph the following: 

"The Service will automatically waive 
penalties for employers who fail to make 
timely deposits of the employer tax under 
section 3301 (employer's payment of 
FUTA tax) that is due as a result of the 
application of section 530(d), but this au- 

tomatic waiver of penalties applies only 
with respect to deposits that are due for 
the first quarter of 1987 and are actually 
made by July 31, 1987. " 

When Notice 87 — 19 is reprinted in the 
Cumulative Bulletin it will incorporate the 

Also released as News Release IR-87-68, dated 

May 21, 1987. 

modification and amplification made by 
this notice. 

EFFECT ON OTHER DOCUMENTS 

Notice 87 — 19 is modified and amplified. 

Inflation Adjustment for Computation of 
Windfall Profit Tax 

Notice 87-39 

Section 4989(b) of the Internal Reve- 
nue Code requires the determination of 
an inflation adjustment factor for use in 

computing the windfall profit tax. 
The Service has determined that, for 

oil removed during the July-September 
quarter of 1987, the inflation adjustments 
are as follows: 

Tier 1 or Tier 2 oil . . . . . . . . . . . 0. 4961 
Tier 3 oil . . . . . . . . . . . . . . . . . . . . . . . . 0. 7463 
Worksheets for computation of the 

windfall profit tax are included in the In- 
structions for Form 6047, Windfall Profit 
Tax, and an explanation of the inflation 
adjustment may be found in the Specific 
Instructions for Line 4 of the worksheets. 

List of Countries Requiring Cooperation With 
an International Boycott 

Notice 87-40 

In order to comply with the mandate 
of section 999(a)(3) of the Internal Rev- 
enue Code of 1954, the Department of 
the Treasury is publishing a current list of 
countries which may require participation 
in, or cooperation with, an international 
boycott [within the meaning of section 
999(b)(3) of the Internal Revenue Code 
of 1954]. The list is the same as the prior 
quarterly list published in the Federal 
Register. 

On the basis of the best information 
currently available to the Department of 
the Treasury, the following countries may 
require participation in, or cooperation 
with, an international boycott [within the 
meaning of section 999(b)(3) of the In- 
ternal Revenue Code of 1954]: 
Bahrain, Iraq, Jordan, Kuwait, Lebanon, 

Libya, Oman, Qatar, Saudi Arabia, 
Syria, United Arab Emirates, Yemen, 
Arab Republic, Yemen, Peoples Dem- 
ocratic, Republic of 

J. ROGER MENTz, 
Assistant Secretary 

for Tatr Policy. 

(Filed by the Office of the Federal Register on Jan- 
uary 9, 1987, 8:45 a. rn. . and published in the issue 
of the Federal Register for January 12, 1987, 52 
F. R. 1272) 

Real Estate Mortgage Investment Conduits 

Notice 87-41 

This notice provides guidance with re- 

spect to certain provisions of the Internal 
Revenue Code concerning real estate 
mortgage investment conduits, or REM- 
ICs. Taxpayers may rely on this notice 
until further guidance is issued relating to 
these provisions. To the extent that future 

guidance is inconsistent with the guidance 
provided by this notice, such future guid- 

ance will be given prospective effect only. 

1. Variable rate regular interests: 
Section 860G(a)(1) of the Code defines 

the term "regular interest" to mean, among 
other things, an interest that "provides 
that interest payments (or other similar 

amounts), if any, at or before maturity 
are payable based on a fixed rate (or to 
the extent provided in regulations, at a 
variable rate). " The Internal Revenue 
Service will issue regulations that permit 
variable rate regular interests, if those in- 

terests would qualify as "variable rate debt 
instruments" within the meaning of par- 
agraphs (a), (b), and (c) of proposed 
Treasury regulation section 1. 1275 — 5, as 
published in the Federal Register for 
Tuesday, April 8, 1986 (51 FR 12094). 
The phrase "interest based on current val- 

ues of an objective interest index" in 

t1. 1275 — 5(a) of the proposed regulations 
will be applied, for purposes of section 
860G, to permit interest expressed as a 
fixed multiple of an objective interest in- 
dex plus or minus a constant number of 
basis or percentage points to qualify as 
interest based on an objective interest in- 
dex. In addition, regulations will provide 
that an interest in a REMIC shall not fail 
to qualify as a regular interest because the 
rate of interest may not exceed a maxi- 
mum or be less than a minimum rate. 
Regulations permitting variable rate reg- 
ular interests will be effective for interests 
issued on or after June 15, 1987. 

2. Manufactured housing. 
Section 860G(a)(3) defines the term 

"qualified mortgage" to include, among 
other things, an obligation which is prin- 
cipally secured, directly or indirectly, by 
an interest in real property. For purposes 
of this provision, regulations will provide 
that manufactured housing or mobile 
homes that are single family residences 
under section 25(e)(10) of the Code qual- 
ify as real property without regard to state 
law classifications. The regulations will 

clarify that recreational vehicles, camp- 
ers, and similar vehicles do not qualify as 
real property under this rule. 
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3. Effective date of section 671 of the 
Tax Reform Acr of 1986. 

Section 671 of the Tax Reform Act of 
1986 (the Act) (1986 — 3 C. B. (Vok 1) 225) 
added sections 860A through 860G to the 
Code, which govern the taxation of REM- 
ICs, and made related technical amend- 
ments to other sections of the Code. 
Section 675(a) of the Act provides, in ef- 
fect, that these additions and amend- 
ments to the Code apply generally to 
taxable years beginning after December 
31, 1986. Regulations will clarify that in 
the case of holders of interests in a REMIC, 
section 671 of the Act applies with respect 
to interests in a REMIC issued after De- 
cember 31, 1986, without regard to the 
taxable year of the holder. 

Tax and Revenue Anticipation Notes— 
Amounts Available in Determining 

Cumulative Cash Flow Deficit 

Notice 87-42 

This notice provides guidance to state 
and local governments that issue tax or 
revenue anticipation notes (TRANs) for 
purposes of applying section 148(f)(4)(B) 
(iii)(II) of the Internal Revenue Code. 

BACKGROUND 

Section 103(a) of the Code provides 

generally that gross income does not in- 

clude interest on any state or local bond. 

Section 103(a) does not apply to any ar- 

bitrage bond (within the meaning of sec- 
tion 148). See section 103(b)(2) of the 
Code. 

Section 148(f) of the Code provides that 

a bond issued as part of an issue generally 

is treated as an arbitrage bond unless the 
issuer rebates to the Federal Government 

any arbitrage profits earned from invest- 

ing the gross proceeds of such issue in 

higher yielding investments. 
Section 148(f)(4)(B) of the Code pro- 

vides an exception to the arbitrage rebate 
requirement for temporary investments. 

Under this exception, no rebate of arbi- 

trage profits is required with respect to an 

issue if the gross proceeds of the issue are 
expended for the governmental purpose 
of the issue no later than 6 months after 
the date of issuance of such issue. Section 

148(f)(4)(B)(iii) provides a special rule for 

determining whether a TRANs issue 
qualifies for this exception. Under this rule, 

all the net proceeds of the TRANs issue 

are treated as expended for the govern- 
mental purpose of the issue on the 1st day 

after the date of issuance that the cu- 

mulative cash flow deficit to be financed 

by such issue exceeds 90 percent of the 

aggregate face amount of such issue. Sec- 

tion 148(f)(4)(B)(iii)(II) generally pro- 

vides that the cumulative cash flow deficit 

is the excess of the expenses paid during 

the computation period which would or- 

dinarily be paid from the anticipated tax 

or other revenues over the aggregate 
amount available for payment of the ex- 

penses. 
A footnote in The General Explanation 

of the Tax Reform Acr of 1986 provides 
that: 

In determining whether an amount 

is available to a governmental unit [for 
purposes of determining the amount of 
a cumulative cash flow deficit under 
section 148(f)(4)(B)(iii)(II) of the Code, 
Treasury Department regulations] may 

provide that the fact that the amount 
is deposited in special purpose accounts 
or otherwise earmarked is to be dis- 

regarded if the governmental unit using 
the TRAN proceeds either (i) estab- 
lished the restrictions on the use of the 
other funds, or (ii) has the power to 
alter the use of the other fund. Bur see, 
Treas. reg. sec. 1. 103 — 14(c)(3). 

Staff of the Joint Committee on Taxation, 
100th Cong. , 1st Sess. , The General Ex- 
planation of the Tax Reform Act of 1986 
1211 n. 173 (May 4, 1987). 

Treasury Department regulations to be 
issued under section 148(f)(4)(iii)(II) of 
the Code will provide rules for determin- 

ing when amounts are to be treated as 

available for purposes of computing the 
amount of a cumulative cash flow deficit 
under such section. 

GUIDANCE 

Prior to the publication of Treasury 
Department regulations, issuers of TRANs 
may rely on section 1. 103 — 14(c)(3) of the 

Income Tax Regulations (relating to 
amount available for payment) in deter- 

mining whether an amount is available for 

purposes of computing the amount of a 

cumulative cash flow deficit under section 

148(f)(4)(B)(iii)(II) of the Code. 

COMMENTS 

The Treasury Department solicits com- 

ments relating to the treatment of TRANs 
issues for purposes of section 148 of the 
Code. Comments specifically are solicited 

regarding treatment of the following funds 

for purposes of computing the cumulative 

cash flow deficit: 

(1) Funds in which there are borrow- 

able resources (with or without regard to 

self-imposed limitations). 

(2) Capital projects funds, which ac- 

count for financial resources to be used 

for the acquisition or construction of ma- 

jor capital facilities. 

(3) Debt service funds, which account 

for the accumulation of resources for, and 

the payment of, principal and interest on 

debt. 

(4) Special revenue funds, which ac- 

count for specific revenue sources that are 

restricted to the payment of expenditures 

for specific purposes. 

(5) Enterprise funds, which account for 

activities, the principal purpose of which 

is the provision of goods or services to the 

general public. 

(6) Funds established to pay liability 

claims (of the type normallv covered by 

insurance). 

(7) Funds subject to limitations im- 

posed by other governmental units. 

(8) Funds of subordinated or related 
governmental units or entities. 

Comments should be sent to: Internal 
Revenue Service, Attention: CC:LR:T 
(LR — 90 — 86), Washington, D. C. 20224. 

Election To Have Excise Tax on Diesel Fuel 

Imposed on Sales to l}uallfied Retailer 

Notice 87-43 

Section 1702 of the Tax Reform Act of 
1986 (P. L. 99 — 514, 100 Stat. 2773) en- 
acted section 4041(n) of the Code, which 

permits a qualified retailer to shift the li- 

ability for the diesel fuel tax imposed un- 

der 4041(a)(1), and the obligation to file 
Form 720 (Quarterly Federal Excise Tax 
Return) with respect to such tax, to the 
seller of the fuel. The election is effective 
only if all sellers of the fuel to the retailer 
consent in writing to assume these obli- 
gations and the District Director validates 
the election. 

The election is available with respect 
to sales of diesel fuel after March 31, 1987. 
Pending the effective date of final regu- 
lations published in the FEDERAL 
REGISTER, taxpayers may file elections 
on Form 8587 (Election by Qualified Die- 
sel Fuel Retailer) and may rely on the 
instructions contained therein. 

Retailers should be aware that the elec- 
tion does not apply to the additional l/lllth 

of one cent per gallon tax imposed on 
sales of diesel fuel under section 
4041(d)(1), enacted by section 521(a)(2) 
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of the Superfund Amendments and Reau- 
thorization Act of 1986 (P. L. 99-499, 100 
Stat. 1613). Therefore, making the elec- 
tion will not relieve a retailer of the lia- 

bility for the tax imposed by the Superfund 
amendments or the obligation to file a 
Form 720 with respect to such tax. 

The collection of information require- 
ments in this notice have been submitted 
to the Office of Management and Budget 
in accordance with the Paperwork Re- 
duction Act of 1980 and has been ap- 
proved by OMB. 

Individual Retirement Arrangemenh- 

Reporting Requirements 

Notice 87-44 

Regulations are being amended to re- 
flect that issuers and trustees of Individual 
Retirement Arrangements are subject to 
new reporting requirements for 1987 and 
later years under the Tax Reform Act of 
1986. 

Under the new requirements, IRA 
trustees and issuers will have to provide 
annual reports to IRA holders and the 
IRS for 1987 and later years, showing the 
fair market value of the IRA determined 
as of December 31 of the year for which 

the report is made. The report, which can 
be in any written format, must be made 
to IRA holders by January 31 of the year 
following the calculation of fair market 
value. The requirement to report fair 
market value also applies to IRAs under 

a simplified employee pension, or SEP. 
The amended regulations will also 

specify that trustees must include the 
IRA's fair market value for the year on 

the annual Form 5498, Individual Retire- 
ment Arrangement Information, which is 

filed with the IRS by May 31 of the fol- 

lowing year. If the Form 5498 contains 

any information other than fair market 

value, the trustee must also give the IRA 
holder a copy or similar statement by May 
31. The individual's copy need not include 

notice of the fair market value. 

Trustees must furnish the fair market 

value of the IRA each year even if no 

contributions were made to the IRA for 
that year. 

The IRS also noted that the amended 

regulations will not change what IRA 
trustees and issuers currently must pro- 
vide to IRA holders and the IRS on 

whether any IRA contribution is deduct- 

ible or any distribution is taxable. 

(a) The attachment to Schedule K must 

show both (1) the amount of the sepa- 

rately reported expense paid or incurred 

after December 31, 1986, that is allowable 

under tax law provisions effective for tax 

years beginning before 1987 (1986 tax law) 

and (2) the amount of expense paid or 
incurred after December 31, 1986, that is 

allowable under tax law provisions effec- 

tive for tax years beginning after 1986 (1987 
tax law). To figure the latter amount, the 

partnership or S corporation must apply 

the limitations and computations required 

by new sections 274(k), (l), (m), and (n). 

(b) Unless a partnership or S corpo- 
ration knows the beginning date of a part- 
ner's or shareholder"s tax year, the 
attachment to Schedule K — 1 must show 

each partner's or shareholder's share of 
both amounts figured in paragraph (a) 
above. If a partner's or shareholder's tax 

year is known, it is only necessary to re- 

port the applicable amount for the indi- 

vidual's tax year. In addition, the statement 

must also identify the activity (i. e. the trade 

or business, rental real estate, etc. , on line 

la, 1b, or 1c of Schedule K — 1) to which 

the expense relates. The partner or share- 

holder is to net the proper amount, based 

on his or her tax year as explained in par- 

agraph (c) below, with the income or loss 

of the activity to which the expense re- 

lates. 

(c) The attachment to Schedule K — 1 

must tell partners or shareholders with tax 

years beginning before 1987 to net the 

amount figured under 1986 tax law pro- 

visions with their line la, 1b, or 1c income 

or loss, and partners or shareholders with 

tax years beginning after 1986 to net the 

amount figured under 1987 tax law pro- 
visions with their line la, 1b, or 1c income 

or loss. 

If the special rules affect a partnership 

or S corporation and the partnership or S 
corporation has already filed its 1986 re- 

turn or given its partners or shareholders 

their Schedules K — 1, amended returns 

should be filed and amended Schedules 

K — 1 should be given to partners and 

shareholders. 

Additional Instructions to Form 1065 and 

Form 11208 Concerning Certain Expenses 

For INeals, Travel, and Entertainment of 

1986-87 Fiscal Year Pattnerships and S 

Corporations 

Notice 87-45 

Umltations on Alternative Benefits— 
Impermissible Amendments 

Notice 87-46 

A qualified retirement plan may not be 

amended to add an employer consent or 

discretion provision or any other condi- 

tion which limits the availability of an ex- 

Special rules for meals, travel, and en- 

tertainment expenses paid or incurred by 

partnerships and S corporations after De- 

cember 31, 1986, are contained in Notice 

87 — 23. The notice states that regulations 

under sections 702(a)(7) and 1366(a)(1)(A) 
of the Internal Revenue Code will require 

1986 — 87 fiscal year partnerships and S cor- 

porations to separately report these ex- 

penses to their partners and shareholders. 

Generally, the expenses that must be re- 

ported separately are meals and enter- 

tainment expenses subject to the 80% 
limitation of section 274(n), skybox or 
other private luxury box seat rental ex- 

penses, and luxury water transportation. 
However, if items of expense are ex- 

cepted from the limitations under new 

section 274(n)(2), these items should not 

be separately stated. 

The requirements for separate report- 

ing for certain expenses for meals, travel 

and entertainment are not contained in 

the 1986 Instructions for Form 1065, U. S. 
Partnership Return of Income, or for Form 
1120S, U. S. Income Tax Return for an S 
Corporation. This notice explains how the 
separate reporting requirement contained 
in Notice 87 — 23 affects the 1986 Forms 
1065 and 1120S and related Schedules 
K — 1. 

The expenses referred to above that are 
paid or incurred after December 31, 1986, 
are not to be deducted by 1986 — 87 fiscal 

year partnerships and S corporations. In- 
stead, these expenses are to be reported 
separately. Partnerships that are required 
to file Schedule K (Form 1065) (those 
which have more than 10 partners), report 
the expenses on a separate attachment for 
line 10 of Schedule K (Form 1065). S cor- 
porations report the expenses on an at- 
tachment for line 9 of Schedule K of Form 
1120S. Each partner's share of the ex- 

pense(s) is to be reported on an attach- 
ment for line 10 of Schedule K — I (Form 
1065). Each shareholder's share of the ex- 
pense(s) is to be reported on an attach- 
ment for line 9 of Schedule K — 1 (Form 
1120S). 

When applicable, 1986 — 87 fiscal year 
partnerships and S corporations must re- 

port and identify on the attachments to 
Schedules K and K — 1 the following: 
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isting alternative form of benefit with 

respect to benefits already accrued. Such 
an amendment is prohibited by section 
411(d)(6) of the Code. This position, which 
is consistent with the intent of Proposed 
Regulation section 1. 411(d) — 4 and the 
preamble to that regulation as published 
in the Federal Register on January 30, 
1986 (51 FR 3798), will be clarified in final 
regulations. 

Thus, an employer whose plan pro- 
vides an alternative form of benefit not 
subject to employer consent or discretion 
may not eliminate the alternative form of 
benefit by first amending the plan to make 
the availability of the alternative form of 
benefit subject to employer consent or 
discretion and then amending the plan to 
eliminate the alternative form of benefit 
under the provisions of the regulation. 

The Service will grant 7805(b) relief with 

respect to any plan which was amended 
between January 31, 1986 and August 1, 
1986, to subject existing forms of accrued 
benefits to employer consent or discre- 
tion. This relief will be available only if 
the employer amends the plan by Decem- 
ber 31, 1987, to eliminate retroactively 
the effect of such amendment and to re- 

store the alternative forms of benefit orig- 
inally available with respect to accrued 
benefits. 

26 CFR 601. 201t Rulings and determination letters. 

Rev. Proc. 87-1 

CONTENTS 

SECTION 1. PURPOSE 

SECTION 2. SCOPE 

SECTION 3. CHANGES 

SECTION 4. GENERAL PRACTICE AND 

DEFINITIONS 

. 01 Issuance of rulings by National Of- 

fice 
. 02 Issuance of determination letters by 

District Director 
. 03 Taxpayer 
. 04 Ruling 
. 05 Determination letter 

. 06 Information letter 

. 07 Revenue ruling 

. 08 Closing agreement 

SECTION 5. RUlINGS ISSUED BY THE 

NATIONAl OFFICE 

. 01 In income and gift tax matters— 
when rulings will be issued on con- 

summated transactions, section 
1, 9100 — 1 quests, and specific 

procedures for accounting period 

and method changes 

. 02 In estate tax matters 

1. In matters involving additional tax 

under section 2034A(c) 
. 03 In generation-skipping transfer tax 

matters 
. 04 In employment and excise tax mat- 

ters 
. 05 In administrative provisions mat- 

ters 
. 06 Rulings to business associations or 

groups 
. 07 Rulings pending adoption of reg- 

ulations 

l. Usual procedures 
2. Issue is not clear 

SECTION 6. DETERMINATION LETTERS 

ISSUED BY DISTRICT DIRECTOR 

. 01 In income and gift tax matters 

. 02 In estate tax matters 

. 03 In generation-skipping transfer tax 
matters 

. 04 In employment and excise tax mat- 
ters 

. 05 Letters not issued by District Di- 
rector 

. 06 Letters issued under section 1033 
of the Code 

. 07 Requests concerning income, es- 

tate or gift tax return 

SECTION 7. DISCRETIONARY AUTHORITY TO 

ISSUE RUUNGS AND DETERNINATION 

LETTERS 

. 01 No rule areas 

. 02 Alternative plans 

. 03 Ordinarily no ruling on only part 
of an integrated transaction 

. 04 Constructive sales price under sec- 
tion 4216(b) or 4218(c) of the Code 

SECTION 8. INSTRUCTIONS TO TAXPAYER 

. 01 Duplicate request for ruling 

. 02 Penalties of perjury statement 

. 03 Issuance of single ruling letter 

. 04 Multiple issue ruling request 

. 05 Complete statement of facts and 
other information required. Specific 
guidelines for requesting rulings un- 

der certain Code sections 
. 06 Statement required as to identical 

issue in return 
. 07 "Two-part" ruling requests 

1. Complete statement of facts 
2. Summary statement of facts to be 
controlling 

(a) Election of "two-part" proce- 
dure 

(b) Taxpayers rights and responsi- 
bilities 

(c) Service's rights 

(d) Inconsistent with other proce- 
efures 

. 08 Statement of relevant authorities 
in support of taxpayer's views 

. 09 Statement of deletions under sec- 
tion 6110 of the Code 

. 10 Requests to be signed by taxpayer 
or authorized representative who must 

be 
l. an attorney 
2. a certified public accountant 
3. a person enrolled to practice be- 
fore the Service, and have a power 
of attorney (Form 2848) 
4. a foreign representative who has 
received a "Letter of Authoriza- 
tion" from the Director of Practice, 
pursuant to section 10. 7(b) of 
Treasury Department Circular 
No. 230. 

. 11 Copies of ruling letter 

. 12 Office where request for ruling and 
determination letter should be sent 

. 13 Request for ruling that lacks es- 
sential information 

. 14 Request for conference 

. 15 Requests for ruling processed in 

regular order, expeditious handling 
procedures 

. 16 Individual Tax Division pnmary 
responsibility 

. 17 Corporation Tax Division primary 
responsibility 

. 18 Status request 

. 19 Section 6110 procedures regarding 
protest of disclosure of ruling letter 

. 20 Request for delay of public in- 

spection 
. 21 Attach a copy of ruling letter to 

taxpayer's return 
. 22 Appeal procedures for adverse de- 

termination letters under section 
521 of the Code, 

. 23 Director of Practice will be in- 
formed of what are believed to be 
violations of Treasury Department 
Circular No. 230. 

SECTION 9. HANDLING OF RULING 

RE(fUESTS 

. 01 21 calendar day contact 

. 02 Sublect matters included in 21 day 
procedure 
l. Individual Tax Division 
2. Corporation Tax Division 
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. 03 Procedures followed regarding rul- 

ing requests 
1. 21 calendar day Branch contact 
2. Multiple Branch jurisdiction 
3. Modification transaction 
4. Informal opinions not binding 
5. Process under present procedures 

SECTION 10. CONFERENCES IN THE 

NATIONAL OFFICE 

. 01 Conference only in connection with 

a ruling request: how it is scheduled 
. 02 One conference of right; who will 

attend from the Service 
. 03 Employment tax matters 
. 04 No tape or other verbatim record- 

ing 
. 05 Tentative recommendations 
. 06 Additional conferences 
. 07 Post conference submissions 

SECTION 11. DISTRICT OFFICE REFERRAL 

OF NIATTERS TO THE NATIONAL OFFICE 

. 01 Request for determination letters 

. 02 No rule areas 

SECTION 12. REFERRAL OF MATTERS TO 

DISTRICT OFFICES 

SECTION 13. REVIEW OF DETERMINATION 

LETTERS 

SECTION 1 L WITHDRAWAL OF REQUESTS 

SECTION 15. ORAL ADVICE TO TAXPAYERS 

. 01 Discuss substantive and procedural 
tax issues 

. 02 Technical assistance from District 
Office or Service Center 

SECTION 16. EFFECT OF RULINGS 

. 01 Reliance, revocation or modifica- 
tion: section 7805(b) 

. 02 District Director's responsibility 

. 03 Contrary conclusion by field office 

. 04 Ways in which a ruling found to be 
in error is modified or revoked 

. 05 Situation in which revocation or 
modification of a ruling will not be 
applied retroactively except in rare or 
unusual circumstances 

. 06 Application of ruling restricted to 
transaction; not affected by regula- 
tions issued later 

. 07 Retroactively; ruling on continuing 
or series of actions, illustrations 

. 08 Retroactivity; sale or lease subject 
to excise tax 

. 09 Retroactivity: completed transac- 
tion 

SECTION 17. EFFECT OF DETERMINATION 

LETTERS 

SECTION 18. EFFECT OF INFORMATION 

LETTERS 

SECTION 19. PROCEDURE FOR 

REQUESTING APPLICATION OF SECTION 

7805(b) IN THE CASE OF RULINGS AND 

DETERMINATION LETTERS 

. 01 Application of section 7805(b) of 
the Code 

. 02 Form of request to limit the ret- 
roactive effect of a modification or 
revocation of a ruling letter 

. 03 Taxpayer's right to conference 

. 04 Form of request to limit the ret- 
roactive effect of a modification or 
revocation of a determination letter 

. 05 Taxpayer's right to a conference 
when technical advice is requested 

SECTION 20. EFFECT ON OTHER 

DOCUMENTS 

SECTION 1. PURPOSE 

The purpose of this revenue procedure 
is to update Rev. Proc. 86 — 1, 1986 — 1 C. B. 
395, which provides procedures for issu- 

ing rulings, determination letters and in- 

formation letters, and for entering into 
closing agreements on specific issues in- 

volving the interpretation or application 
of the federal tax laws. It also tells tax- 
payers and their representatives where to 
send requests for rulings, determination 
letters and information letters. It gives the 
steps to follow so that requests may be 
handled more efficiently. Changes to this 
revenue procedure will be incorporated 
annually in a new revenue procedure pub- 
lished as the first revenue procedure of 
the year. 

SEC. 2. SCOPE 

This revenue procedure applies only to 
ruling requests, information letters, and 
closing agreements under the jurisdiction 
of the Associate Chief Counsel (Techni- 
cal), and to requests for determination 
letters under the jurisdiction of field of- 
fices that relate to Code sections under 
the jurisdiction of the Associate Chief 
Counsel (Technical). The Chief Counsel 
through the Associate Chief Counsel 
(Technical) provides basic principles and 
rules for the uniform interpretation and 
application of the federal tax laws under 
the jurisdiction of the Associate Chief 
Counsel (Technical). The procedures for 
obtaining rulings, etc. , that apply specif- 
ically to federal firearms, alcohol and to- 
bacco taxes under subtitle E of the Internal 
Revenue Code are under the jurisdiction 

of the Bureau of Alcohol, Tobacco and 
Firearms. The procedures for obtaining 
rulings, determination letters, etc. , on 
employee plans and exempt organizations 
are under the jurisdiction of the Assistant 
Commissioner (Employee Plans and Ex- 
empt Organizations). See Rev. Proc. 83— 

36, 1983 — 1 C. B. 763. However, the juris- 
diction of the Associate Chief Counsel 
(Technical) includes section 521 of the 
Code, on exemption of farmer's cooper- 
atives from tax; section 526, on shipown- 
ers' protection and indemnity associations; 

section 527(a), (b), (c), (d), (e), and (g), 
on political organizations, and section 528, 
on certain homeowners' associations. The 
procedures for obtaining rulings, closing 
agreements, and information letters on 

specific tax issues involving the interpre- 
tation or application of the federal tax 
laws and income tax treaties relating to 
international transactions are under the 
jurisdiction of the Associate Chief Coun- 
sel (International). See Rev. Proc. 874, 
page 529, this Bulletin. 

SEC. 3. CHANGES 

. 01 Subject matter in sections 5. 01, 9. 05 

and 9. 12 of Rev. Proc. 86 — 1 relating to 
section 367 of the Code and section 6 of 
Rev. Proc. 86-1 relating to section 999(d) 
of the Code has been deleted from this 

revenue procedure because requests for 
rulings concerning section 367 and deter- 

minations under section 999(d) are under 

the jurisdiction of the Associate Chief 
Counsel (International). See Rev. Proc. 
874. 

. 02 Section 5. 03 is amended to reflect 
the change in the law by the Tax Reform 
Act of 1986. 

. 03 Section 5. 06 is amended to state 
that business, trade or industrial associ- 

ations, or similar groups may submit sug- 

gestions of generic issues that would be 

appropriately addressed in revenue rul- 

ings. 
. 04 Section 5, 07(2) has been amended 

to delete the business emergency or un- 

usual hardship requirement for obtaining 

a ruling pending the adoption of tempo- 

rary or final regulations. 
. 05 Section 8. 02, as renumbered from 

Rev. Proc. 86 — 1, is amended to require 

corporate taxpayers who are members of 
an affiliated group filing consolidated re- 

turns to also have the parent corporation 

of such group submit a penalties of per- 

jury statement. 
. 06 The list of revenue procedures in 

section 8. 05, as renumbered from Rev. 

Proc. 86 — 1, that provides specific guide- 
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lines for requesting rulings has been re- 
vised by updating the list. 

. 07 Section 8. 10, as renumbered from 
Rev. Proc. 86-1, is amended to inform 

taxpayers that a foreign representative may 

sign a request for a ruling and represent 
a taxpayer before the Service if the for- 

eign representative has received a "Letter 
of Authorization" from the Director of 
Practice, pursuant to section 10. 7(b) of 
Treasury Department Circular No. 230, 
(31 CFR Part 10), 1985 — 2 C. B. 742. 

. 08 Section 8. 23 has been added to state 
that the Director of Practice will be in- 

formed of what are to believed to be vi- 

olations of Treasury Department Circular 
No. 230. This conforms to existing Service 
practice. 

SEC. 4. GENERAL PRACTICE AND 

DEFINITIONS 

. 01 The Service answers inquiries of 
individuals and organizations, when ap- 
propriate in the interest of sound tax 
administration, about their status for tax 
purposes and the tax effects of their acts 
or transactions. The National Office is- 

sues rulings in such matters. 
. 02 District Directors of the Internal 

Revenue Service apply the statutes and 

tax treaties, regulations, revenue rulings, 
and other precedents published in the In- 

ternal Revenue Bulletin in determining 

tax liability, collecting taxes, and issuing 
information letters and determination let- 

ters in answer to taxpayers' inquiries or 
requests. For purposes of this revenue 
procedure, any reference to District Di- 
rector or district office includes their re- 
spective offices or, when appropriate, the 
director of an Internal Revenue Service 
Center. 

. 03 The word "taxpayer" includes all 

persons subject to any provision of the 
Internal Revenue Code and, when ap- 
propriate, their representatives and is- 

suers of section 103 obligations. Any 
reference to National Office means only 
the Office of the Associate Chief Counsel 
(Technical). 

. 04 A "ruling" is a written statement 
issued to a taxpayer by the National Of- 
fice that interprets and applies the tax laws 

to that taxpayer's specific set of facts. Rul- 

ings are issued only by the National Of- 
fice, under the general supervision of the 
Associate Chief Counsel (Technical). Is- 

suing rulings has been largely delegated 
to the Directors of the Corporation Tax 
Division and the Individual Tax Division. 

. 05 A "determination letter" is a writ- 

ten statement issued by a District Director 

in response to a written inquiry by a tax- 

payer that applies the principles and pre- 

cedents previously announced by the 
National Office to a specific set of facts. 
A determination letter is issued only when 

a determination can be made on the basis 

of clearly established rules in the statute 

or regulations, or by a position in a ruling, 

opinion, or court decision published in the 

Internal Revenue Bulletin that specifi- 

cally answers the question presented. A 
determination letter will not be issued if 

a determination cannot be made, for ex- 

ample, when the question presents a novel 

issue, or if the matter is excluded from 

the jurisdiction of a District Director un- 

der section 6 of this revenue procedure. 

. 06 An "information letter" is a state- 

ment issued either by the National Office 

or by a District Director that calls atten- 

tion to a well-established interpretation or 
principle of tax law, without applying it 

to a specific set of facts. It may be issued 

if the request indicates that the taxpayer 

is seeking general information. If the re- 

quest does not meet the requirement of 
section 8 of this revenue procedure, but 

the Service thinks that the general infor- 

mation may help the individual or orga- 

nization, it may issue an information letter. 

. 07 A "revenue ruling" is an interpre- 

tation by the Service that has been pub- 

lished in the Internal Revenue Bulletin. 
It is the conclusion of the Service on how 

the law is applied to an entire set of facts. 
Revenue rulings are issued only by the 
National Office and are published for the 
information and guidance of taxpayers. 
Internal Revenue Service officials, and 
other interested parties. 

Since each revenue ruling represents 
the conclusion of the Service as to the 
application of the law to the entire state- 
ment of facts involved, taxpayers. Service 
personnel, and others concerned are cau- 
tioned against reaching the same conclu- 
sion in other cases unless the facts and 

circumstances are substantially the same. 
They should consider the effect of sub- 

sequent legislation, regulations, court de- 

cisions, and revenue rulings. See Rev. 
Proc. 86-15, 1986-1 C. B. 544. 

. 08 A "closing agreement" is an agree- 
ment between the Commissioner of In- 

ternal Revenue or the Commissioner's 

delegate and a taxpayer on a specific issue 

or issues or liability that is entered into 
under the authority in section 7121 of the 
Code. A closing agreement prepared in 

an office under the responsibility of the 
Associate Chief Counsel (Technical) is 
based on a ruling that has been signed by 

the Commissioner, or the Commission- 

er's delegate, that says that a closing 

agreement will be entered into on the ba- 

sis of the holding of the ruling letter. Clos- 

ing agreements are final, unless fraud, 

malfeasance, or misrepresentation of a 

material fact can be shown. Closing 
agreements may be entered into when it 

is advantageous to have the matter per- 

manently and conclusively closed, or when 

a taxpayer can show good and sufficient 

reasons for an agreement and the gov- 

ernment will sustain no disadvantage by 
its consummation. In appropriate cases, 

taxpayers may be asked to enter into a 

closing agreement as a condition to the 

issuing of a ruling. If, in a single case, 
closing agreements are requested for each 

of a number of taxpayers, such agree- 

ments are entered into only if the number 

of taxpayers is 25 or less. However, if the 

issue and holding are identical for all tax- 

payers and they number more than 25, a 
"mass closing agreement" will be entered 

into with the taxpayer who is authorized 

by the others to represent the entire group. 

SEC. 5. RUUNGS ISSUED BY THE NATIONAL 

OFFICE 

. 01 In income and gift tax matters, the 
National Office issues rulings on prospec- 
tive transactions and on completed trans- 

actions that occurred before the return is 
filed for the year in which such transac- 
tions are consummated. However, see Rev. 
Proc. 79 — 63, 1979 — 2 C. B. 578, which con- 
cerns applications for extensions of the 
time for making an election or application 
for refief under section 1. 9100 — 1 of the 
regulations. If a request for an extension 
of time under section 1. 9100 — 1 is submit- 
ted after the return is filed but before the 
return is examined, the procedures under 
Rev. Proc. 87 — 1 are applicable. If an ex- 
amination of the return has begun, or is 
being considered by an Appeals Office, 
the procedures of Rev. Proc. 87 — 2, page 
19, this Bulletin, are applicable. The Na- 

tional Oflice issues rulings on the exempt 
status of organizations under section 521. 
See Rev. Proc. 84-46, 1984-1 C. B. 541. 
Specific instructions and guidelines relat- 
ing to corporate distributions and the de- 
termination of the earnings and profits of 
corporate taxpayers are contained in Rev. 
Proc. 75 — 17, 1975 — 1 C. B. 644. In such 
matters only the provisions of sections 8. 10, 
8. 11, 8. 14 and 10 of this revenue proce- 
dure (Rev. Proc. 87 — 1) are applicable. 
Specific instructions and guidelines relat- 
ing to a change in method of accounting 
for federal income tax purposes are con- 
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tained in Rev. Proc. 84-74, 1984 — 2 C. B. 
736. In such matters only the provisions 
of sections 7. 02, 8. 02, 8. 08, 8. 10, 8. 11 8. 15, 
8. 17, 8. 18 and 8. 21, 10, 14, 15 and 16 of 
this revenue procedure (Rev, Proc. 87 — I) 
are applicable. In matters relating to ac- 
counting period changes only the provi- 
sions of sections 7. 02, 8. 02, 8. 08, 8. 10, 
8. 11, 8. 15, 8. 17, 8. 18, and 8. 21, 10, 14, 
15, and 16 of this revenue procedure (Rev. 
Proc. 87 — I) are applicable. The National 
Office ordinarily does not issue rulings if, 
at the time the ruling is requested, the 
identical issue is involved in the taxpayer's 
return for an earlier period, and (I) that 
issue is being examined by a District Di- 
rector or is being considered by an Ap- 
peals Office, or (2) that issue has been 
examined by a District Director or con- 
sidered by an Appeals Office and the stat- 
utory period of limitation on either 
assessment or for filing a claim for refund 
or credit of tax has not expired, or a clos- 
ing agreement covering the issue or lia- 

bility has not been entered into by a District 
Director or by an Appeals Office. If a 
return dealing with an issue for a partic- 
ular year is filed while a request for ruling 
on that issue is pending, the National Of- 
fice will issue the ruling unless it is notified 

by the taxpayer that an examination of 
that issue or the identical issue on an ear- 
lier year's return has been started by a 
District Director. See section 8. 06. How- 

ever, even if an examination has begun, 
the National Office ordinarily will issue 
the ruling if the District Director agrees, 
by memorandum, to permit the ruling to 
be issued. The National Office does not 
issue rulings on the replacement of in- 

voluntarily converted property, whether 
or not replacement has been made, if the 
taxpayer has already filed a return for the 
tax year in which the property was con- 
verted. See section 6. 06 of the District 
Director's authority to issue determina- 
tion letters in this connection. In addition, 
the National Office generally does not is- 

sue rulings on the classification of an or- 
ganization if a return has been filed for 
the organization for an earlier period. 
However, the National Office will con- 
sider ruling requests concerning the clas- 
sification of an existing organization as a 
partnership. See Rev. Proc. 86-12, 1986- 
I C. B. 534. 

. 02 In estate tax matters. the National 
Office issues rulings with respect to trans- 
actions affecting the estate tax of a de- 
cedent before the estate tax return is filed. 
If the estate tax return is due to be filed 
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before the ruling is issued, the taxpayer 
should secure an extension of time for 
filing the return for the maximum period 
of six months, and notify the National Of- 
fice Branch considering the request for 
ruling that an extension has been secured. 
If the return is filed before the ruling is 
issued, the taxpayer must disclose on the 
return that a ruling has been requested, 
attach a copy of the pending ruling re- 
quest to the return, and notify the Na- 
tional Office that the return has been filed. 
The National Office will make every ef- 
fort to issue the ruling within three months 
of the day on which the return was filed. 
If the ruling cannot be issued within that 
three month period, the National Office 
will notify the District Director having ju- 
risdiction of the return who may, by mem- 

orandum to the National Office, grant an 
additional period for the issuance of the 
ruling. The National Office will not rule 
on matters relating to the application of 
the estate tax to property or the estate of 
a living person. 

I ln matters involving additional tax 
under section 2032A(c), the National Of- 
fice issues rulings on prospective trans- 
actions and on completed transactions that 
occurred before the return is filed for the 
year in which such transactions are con- 
summated. 

. 03 In generation-skipping transfer tax 
matters, the National Office issues rulings 
on transactions that affect the generation- 
skipping transfer tax before the return is 
filed. In the case of a generation-skipping 
trust, or trust equivalent, rulings are not 
issued until after the trust or trust equiv- 
alent, has been established. Rulings may 
be issued on a generation-skipping trans- 
fer tax matter before a "direct skip" trans- 
fer takes place. Notwithstanding the 
foregoing, the National Office will issue 
rulings regarding the application of the 
generation-skipping transfer tax effective 
date rules (section 1433 of the Tax Re- 
form Act of 1986, Pub. L. No. 99 — 514) to 
wills, trusts and trust equivalents in ex- 
istence on October 22, 1986, and to gen- 
eration-skipping transfers taking place on 
or before October 22, 1986. 

. 04 In employment and excise tax mat- 
ters, the National Office issues rulings on 
prospective transactions and on com- 
pleted transactions either before or after 
the return is filed for those transactions. 
In employment tax matters, generally the 
taxpayer is the employer. However, if the 
worker asks for the ruling, both the worker 
and the employer are considered to be the 
taxpayer and both are entitled to the rul- 

ing, The National Office usually will not 
issue rulings if, at the time the ruling is 
requested, the identical issue is involved 
in the taxpayer's return for an earlier pe- 
riod and (1) that issue is under exami- 
nation by a District Director or under 
consideration by an Appeals Office, or (2) 
that issue has been examined by a District 
Director or considered by an Appeals Of- 
fice and the statutory period of limitation 
on either assessment or for filing a claim 
for refund or credit of tax has not expired, 
or a closing agreement covering the issue 
or liability has not been entered into by 
a District Director or by an Appeals Of- 
fice. However, if a District Director began 
an examination of the issue involved in 
the ruling request, the National Office 
usually will issue the ruling if the District 
Director agrees, by memorandum, to per- 
mit the ruling to be issued. 

. 05 In administrative provisions mat- 

ters, the National Office issues rulings on 
issues arising under the Internal Revenue 
Code, and related statutes, and the reg- 
ulations thereunder, that relate primarily 
to the time, place, manner, and proce- 

dures, for reporting and paying taxes; as- 

sessing and collecting taxes (including 
interest and penalties); abating, crediting, 
or refunding overassessments or overpay- 
ments of tax; and filing information re- 
turns. Rulings ordinarily are not issued, 
if, at the time the ruling is requested, the 
identical issue is involved in the taxpayer's 
return for an earlier period and (I) that 
issue is being considered by a District Di- 
rector or an Appeals Office, or (2) that 
the issue has been examined by a District 
Director or considered by an Appeals Of- 
fice and the statutory period of limitation 

on either assessment or for filing a claim 
for refund, or credit of tax has not ex- 

pired, or a closing agreement covering the 
issue or liability has not been entered into 

by a District Director or Appeals Office. 
If a return involving an issue for a partic- 
ular year is filed while a request for a 
ruling on that issue is pending, the Na- 

tional Office will issue the ruling unless 

an examination of that issue or an ex- 
amination of the identical issue on an ear- 

lier year's return has been started by a 
District Director. But, even if consider- 

ation has begun, the National Office or- 

dinarily will issue the ruling if the District 

Director agrees, by memorandum, to per- 

mit the ruling to be issued, 

. 06 The National office does not issue 

rulings to business, trade, or industrial as- 

sociations or to similar groups concerning 

the application of the tax laws to members 



of the group. It may, however, issue rul- 
ings to these groups or associations on 
their own tax status or. liability if the re- 
quest meets the requirements of this 
section. Furthermore, such groups or as- 
sociations may submit suggestions of ge- 
neric issues that would be appropriately 
addressed in revenue rulings. 

. 07 Pending the adoption of regula- 
tions (either temporary or final) that in- 
terpret the provisions of any act, the issuing 
of rulings will be considered under the 
following conditions. 

1. If the ruling request presents an is- 
sue on which the answer seems clear by 
applying the statute to the facts, a ruling 
will be issued under the usual procedures. 

2. If the ruling request presents an is- 
sue on which the answer seems reasonably 
certain but not entirely free from doubt, 
a ruling will be issued. 

However, if the ruling request presents 
an issue that cannot be readily resolved 
before regulations are issued, a ruling will 

not be issued. 

SEC. 6. DETERMINATION LETTERS ISSUED 
BY DISTRICT DIRECTOR 

. 01 ln income and gift tax matters. Dis- 
trict Directors issue determination letters 
in response to taxpayers' written requests 
on completed transactions that affect re- 
turns over which they have examination 
jurisdiction. This applies only if the ques- 
tion presented is specifically answered by 
statute or regulation, or by a position stated 
in a ruling, opinion or court decision pub- 
lished in the Internal Revenue Bulletin. 
A determination letter usually is not is- 
sued for a question concerning a return 
to be filed by the taxpayer if the same 
question is involved in a return already 
filed. District Directors do not issue de- 
termination letters on the tax conse- 
quences of prospective or proposed 
transactions, except as provied in section 
6. 06. 

. 02 In estate tax matters. District Di- 
rectors issue determination letters in re- 
sponse to written requests affecting the 
estate tax returns over which they have 
examination jurisdiction, but only if the 
question presented is specifically an- 
swered by statute or regulation, or by a 
position stated in a ruling, opinion, or court 
decision published in the Internal Reve- 
nue Bulletin. District Directors do not is- 
sue determination letters on matters 
concerning the application of the estate 
tax to property or the estate of a living 
person. 

. 03 In generation-skipping transfer tax 

matters. District Directors issue deter- 
mination letters in response to written re- 
quests affecting the generation skipping 
transfer tax returns over which they have 
examination jurisdiction, but only if the 
questions presented are specifically an- 
swered by statute or regulation, or by a 
position stated in a ruling, opinion, or court 
decision published in the Internal Reve- 
nue Bulletin. District Directors do not is- 
sue determination letters on matters 
concerning the application of the gener- 
ation-skipping transfer tax before the dis- 

tribution or termination takes place. 
. 04 ln employment and excise tax mat- 

ters. District Directors issue determina- 
tion letters on completed transactions in 

response to written requests from taxpay- 
ers over which they have examination ju- 
risdiction, but only if the question 
presented is specifically answered by stat- 
ute or regulation, or by a position stated 
in a ruling, opinion, or court decision pub- 
lished in the Internal Revenue Bulletin. 

. 05 Notwithstanding the provisions of 
section 6. 01, 6. 02, 6. 03 and 6. 04, a Dis- 
trict Director will not issue a determina- 
tion letter in response to a request that 
presents a question specifically answered 
by statute or regulation, or by a position 
stated in rulings, etc. , published in the 
Internal Revenue Bulletin, if (I) it ap- 
pears that the taxpayer has directed a sim- 
ilar inquiry to the National Office, (2) the 
same issue involving the same taxpayer is 
pending in a case before an Appeals Of- 
fice, (3) the determination letter is re- 
quested by an industry, trade associaton, 
or similar group, or (4) the request in- 
volves, an industrywide problem. Under 
no circumstances will a District Director 
issue a determination letter unless it is 
clearly shown that the request concerns a 
return that has been filed or is required 
to be filed over which the District Direc- 
tor has or will have examination jurisdic- 
tion. Notwithstanding the provisions of 
section 6. 04, a District Director will not 
issue a determination letter on an em- 
ployment tax question if the specific ques- 
tion for the same taxpayer has been or is 
being considered by the Central office of 
the Social Security Administration or the 
Railroad Retirement Board. Nor will Dis- 
trict Directors issue determination letters 
for determination of a constructive sales 
price under section 4216(b) or 4218(c) of 
the Code. The National Office, however, 
will issue rulings in this area. See section 
7. 04. 

. 06 District Directors issue determi- 
nation letters on the replacement of in- 

voluntarily converted property under 
section 1033 even though the replacement 
has not been made, if the taxpayer has 
filed an income tax return for the year in 

which the property was involuntarily con- 
verted. 

. 07 A request received by a District 
Director on a question concerning an in- 

come, estate, or gift tax return already 
filed will be, in general, considered in con- 
nection with the examination of the re- 
turn. If a response is made to such a request 
before the return is examined, it will be 
considered a tentative finding in any later 
examination of that return. 

SEC. 7. DISCRETIONARY AUTHORITY TO 

ISSUE RULINGS AND DETERMINATION 

LETTERS 

. 01 The Service ordinarily will not is- 

sue rulings or determination letters in cer- 
tain areas because of the factual nature 
of the problem involved, or for other rea- 
sons. Rev. Proc. 87 — 3, page 523, this Bul- 
letin, provides a list of these areas. This 
list is not all inclusive, since the Service 
may decline to issue a ruling or a de- 
termination letter on other grounds, 
whenever warranted by the facts or cir- 
cumstances of a particular case. The Na- 
tional Office and District Directors may, 
when it is considered appropriate and in 
the best interest of the Service, issue in- 
formation letters calling attention to well- 
established principles of tax law. 

. 02 A ruling or a determination letter 
is not issued on alternative plans of pro- 
posed transactions or on hypothetical sit- 
uations. 

. 03 The National Office ordinarily will 
not issue rulings on only part of an inte- 
grated transaction. 

. 04 The National Office will issue rul- 
ings in all cases on the determination of 
a constructive sales price under section 
4216(b) or 4218(c) and in all other cases 
on prospective or future transactions if 
the law or regulations requires a deter- 
mination of the effect of a proposed trans- 
action for tax purposes. 

SEC. B. INSTRUCTIONS TO TAXPAYER 

. 01 The taxpayer should submit a re- 
quest for a ruling or a determination letter 
in duplicate if (I) more than one issue is 
presented in the request, or (2) a closing 
agreement is requested on the issue pre- 
sented. It is not necessary to submit re- 
quests in duplicate under other 
circumstances except as set forth in sec- 
tion 8. 09. 
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. 02 A request for a ruling or deter- 
mination letter and any factual informa- 
tion or change in the ruling request 
submitted at a later time must be accom- 
panied by a declaration in the following 
form: "Under penalties of perjury. I de- 
clare that I have examined this request, 
including accompanying documents, and 
to the best of my knowledge and belief, 
the facts presented in support of the re- 

quested ruling or determination letter are 
true, correct, and complete. " The dec- 
laration may not be made by the taxpay- 
er's representative. It must be signed by 
the person or persons on whose behalf the 
request is made. The person who must 

sign for a corporate taxpayer must be an 
officer of the corporate taxpayer who has 
personal knowledge of the facts. The of- 
ficer must be one whose duties are not 
limited to obtaining a ruling or determi- 
nation letter from the Service. Further- 
more, if the corporate taxpayer is a 
member of an affiliated group filing con- 
solidated returns, a penalties of perjury 
statement must also be submitted by the 
common parent of the group. The person 
signing for a trust or partnership must be 
a trustee or partner who has personal 
knowledge of the facts. 

. 03 If more than one issue is presented 
in a request for a ruling, the Service gen- 

erally will issue a single ruling letter. 
However, the taxpayer may request a sep- 
arate ruling letter on any of the issues. 
Unless the Service determines that it is 

not feasible or not in the best interest of 
the Service to comply with such a request, 
it will issue separate ruling letters. 

. 04 When multiple issues are involved 
in a single factual situation and separate 
letters requesting rulings are submitted, a 
statement to this effect must be included 

in each ruling letter request. The Service 
in issuing each ruling will state that sep- 
arate rulings have been issued or requests 
for rulings are pending. 

. 05 Each request for a ruling or a de- 

termination letter must contain a com- 

plete statement of all of the facts relating 
to the transaction. Such facts include: 

names, addresses, telephone numbers, and 

taxpayer identification numbers of all in- 

terested parties: the location of the Dis- 

trict Office that has or will have 
examination jurisdiction over the return, 
not the Service Center where the return 

is filed: a full and precise statement of the 
business reasons for the transaction, and 

a carefully detailed description of the 
transaction. (The term "all interested par- 
ties" does not mean that a list is required 
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of all shareholders of a widely-held cor- 

poration requesting a ruling relating to a 

reorganization, or a list of employees where 

a larger number may be involved. ) If the 

request deals wih only one step of a larger 

integrated transacation, the facts, circum- 

stances, etc. relating to the entire trans- 

action must be submitted. However, see 

section 7. 03 of this revenue procedure 

(Rev. Proc. 87 — 1), In addition, true cop- 
ies of all contracts, wills, deeds, agree- 

ments, instruments, and other documents 

in the transaction must be submitted with 

the request. Original documents, such as 

contracts, wills, etc. , should not be sub- 

mitted because they become part of the 
Service's file and will not be returned. All 

material facts in documents must be in- 

cluded in the taxpayer's letter requesting 

a ruling or in supplemental letters, and 

not merely incorporated by reference, and 

must be accompanied by an analysis of 
their bearing on the issue or issues, spec- 
ifying the provisions that apply. If the re- 

quest concerns a corporate distribution, 
reorganization, or similar transaction, the 
corporate balance sheet and profit and loss 
statement should be submitted. If the re- 
quest relates to a prospective transaction, 
the most recent balance sheet and profit 
and loss statement should be submitted. 

Material facts furnished to the Service 

by telephone or orally at a conference must 

be promptly confirmed by letter to the 
Service with a declaration in the form de- 
scribed in section 8. 02. This confirmation 
must be furnished within 21 calendar days 
to be considered part of the request. An 
extension of the 21-day period will be 
granted only if justified in writing by the 
taxpayer and approved by the Chief or 
Assistant Chief of the branch to which the 
case is assigned. A request for extension 
should be submitted before the end of the 
21-day period. If unusual circumstances 
close to the end of the 21-day period make 
a written request impractical, within the 
21-day period the National Office should 
be told of the problem and that the writ- 

ten request for extension will be coming 
soon. Such a request must be sent 
promptly. The taxpayer or taxpayer's rep- 
resentative will be told promptly and later 
in writing of the approval or denial of the 
requested extension. There is no right of 
appeal to a denial of an extension request. 
Because the purpose of these procedures 
is to speed up the ruling process, the tax- 
payer is encouraged to submit the re- 
quired relevant material promptly. 
Therefore, requests for extension should 
be justified by compelling facts and cir- 

cumstances. If the Service is not made 
aware, as provided above, of problems in 
meeting the 21-day period, or if the re- 
quest is not sent promptly after the Na- 

tional Office is notified of problems in 

meeting the 21-day period, the Service 
will process the case on the assumption 
that no further submission will be re- 
ceived. 

Specific guidelines for requesting rul- 

ings under certain Code sections follow: 
Rev. Proc. 84-48, 1984-1 C. B. 547, as 
amplified by Rev. Proc. 84-49, 1984-1 C. B. 
548, and Rev. Proc. 84-50, 1984-1 C. B. 
550, (guidelines for submitting request for 
rulings under sections 103 and 7478); Rev. 
Proc. 68 — 11, 1968 — 1 C. B. 761 (guidelines 
for a ruling request under section 117); 
Rev. Proc. 86 — 18, 1986 — 1 C. B. 551 
(guidelines concerning a request for a rul- 

ing under section 302 or 311); Rev. Proc. 

81 — 68, 1981-2 C. B. 723 (guidelines con- 
cerning a request for a ruling under sec- 
tion 332, 334(b)(1) or 334(b)(2)); Rev. 
Proc. 86-16, 1986-1 C. B. 546 (guidelines 
concerning a request for a ruling under 
sections 331 and 337); Rev. Proc. 81 — 42, 
1981-2 C. B. 611 (guidelines concerning a 
request for a ruling under section 
302(b)(4)); Rev. Proc. 83-59, 1983 — 2 C. B. 
575 (guidelines concerning a request for 
a ruling under section 351); Rev. Proc. 
86 — 41, 1986-2 C. B. 716 (guidelines con- 
cerning a request for a ruling under sec- 
tion 355); Rev. Proc. 81-70, 1981 — 2 C. B. 
729 (guidelines for estimating the basis of 
stock acquired in a section 368(a)(1)(B) 
reorganization); Rev. Proc. 81 — 60, 1981- 
2 C. B. 680 (guidelines concerning a re- 
quest for a ruling under section 
368(a)(1)(E)). See, however, Rev. Proc. 
87-3, page 523, this Bulletin, which pro- 
vides that a ruling whether a transaction 
constitutes a corporate recapitalization 
within the meaning of section 368(a)(1)(E) 
will not be issued except when the recap- 
italization is an integral part of a larger 
transaction and it is impossible to deter- 
mine the tax consequences of the larger 
transaction without making a determi- 
nation with regard to the recapitalization. 
Rev. Proc. 77-30, 1977 — 2 C. B. 539, as 
clarified by Rev. Proc. 78-18, 1978-2 C. B. 
491 and Rev, Proc. 78-23, 1978-2 C. B. 
503, and Rev. Proc. 77-37, 1977 — 2 C. B. 
568, as superseded in part by Rev. Proc. 
79 — 14, 1979-1 C. B. 469, and as amplified 

by Rev. Proc. 83-81, 1983 — 2 C. B 598, 
Rev. Proc. 84-42, 1984 — 1 C. B. 521 and 
Rev. Proc. 86-42, 1986-2 C. B. 722 (cer- 

tain other guidelines concerning requests 

for rulings handled by the Corporate Tax 



Division); Rev. Proc. 71 — 19, 1971 — I C. B. 
698 (guidelines concerning requests for 
rulings on unfunded deferred compensa- 
tion); Rev. Proc. 83 — 25, 1983 — 1 C. B. 689 
(guidelines for requesting changes in ac- 
counting period for Subchapter S corpo- 
rations); Rev. Proc. 72 — 13, 1972 — 1 C. B. 
735, Rev. Proc. 74-17, 1974-1 C. B. 438, 
and Rev. Proc. 75 — 16, 1975 — 1 C. B. 676 
(guidelines on classification of limited 
partnerships); Rev. Proc. 82 — 58, 1982 — 2 
C. B. 847 (guidelines on classification of 
organizations as liquidating trusts); Rev. 
Proc. 82 — 36, 1982 — 1 C. B. 490 (guidelines 
concerning requests for consent to elect 
not to defer gain or loss on deferred in- 

tercompany transactions); Rev. Proc. 79— 
63, 1979 — 2 C. B. 578 (factors considered 
and information needed for granting ex- 
tensions under section 1. 9100-1 of the In- 

come Tax Regulations. 
A ruling request that involves a ques- 

tion of whether a rate order, proposed or 
issued by a regulatory agency, will meet 
the normalization requirements of sec- 
tions 46(f), 167(l), and 168(f)(2) (pre-Tax 
Reform Act of 1986, section 163(e)(3)) of 
the Code, ordinarily will not be consid- 
ered unless the taxpayer states in the re- 

quest for ruling whether: 

(1) the regulatory authority responsi- 
ble for establishing or approving the tax- 
payer's rates has reviewed the request and 
believes that the request is adequate and 
complete, and 

(2) the taxpayer will permit the regu- 
latory authority to participate in any Na- 
tional Office conference concerning the 
request. 

. 06 The request must contain a state- 
ment of whether, to the best of the knowl- 

edge of the taxpayer and the taxpayer's 
representative(s), if any, the identical is- 

sue is in a prior return of ihe taxpayer (or 
in a return for any year of a related tax- 

payer within the meaning of section 267 
of the Code, or of a member of an affil- 

iated group of which the taxpayer is also 
a member within the meaning of section 
1504). If so, the statement must specify 
whether the issue (1) is being examined 

by a District Director, (2) has been ex- 
amined and the statutory period of limi- 

tation on either assessment or for filing a 
claim for refund or credit of tax has not 
expired or a closing agreement covering 
the issue or liability has not been entered 
into by a District Director, (3) is being 
considered by an Appeals Office in con- 
nection with the taxpayer's return for an 
earlier period, or has been considered by 

an Appeals Office and the statutory pe- 

riod of limitation on either assessment or 
for filing a claim for refund or credit of 
tax has not expired or a closing agreement 

covering the issue or liability has not been 

entered into by an Appeals Office, or (4) 
is pending in litigation in a case involving 

the taxpayer or a related taxpayer. The 
request must also contain a statement 
whether, to the best of the knowledge of 
the taxpayer and the taxpayer's repre- 
sentative(s), if any, the identical or similar 

issue has been submitted to the Service, 

by the taxpayer or its predecessor, but 
withdrawn before a ruling was issued, or 
(ii) ruled on by the Service to the taxpayer 
or to the taxpayer's predecessor. If so, the 
statement must specify the date of sub- 

mission, withdrawal, or ruling and other 
details of the Service's consideration of 
the issue. If, after the request is filed but 

before a ruling is issued, the taxpayer 
knows that an examination of the issue 

by a District Director has been started, 
the taxpayer must notify the National Of- 

fice of such action. If a return is filed be- 

fore a ruling is received from the National 

Office concerning the issue, a copy of the 

request must be attached to the return. 
This alerts the District Office and avoids 

premature District action on the issue. 
. 07 As an alternative procedure (known 

as the "two-part" ruling request proce- 
dure) for the issuance of rulings on pro- 
spective transactions, the taxpayer may 
submit a summary of the facts considered 
to be controlling thc issue, in addition to 
the complete statement required for rul- 

ing requests by section 8, 05. If the Na- 

tional Office agrees with the summary, 
the National Office will use it as the basis 
for the ruling. To use this procedure, the 
taxpayer should submit the following with 

the request for a ruling: 

1. A complete statement of facts about 
the transaction, together with related doc- 
uments, as required by section 8. 05, and 

2. A summary statement of the facts 
believed to be controlling in reaching the 
requested conclusion. When the taxpay- 
er's statement of controlling facts is ac- 
cepted, the Service will base its ruling on 
these facts and only this statement will 

ordinarily be incorporated in the ruling 
letter. It is emphasized, however, that: 

(a) The taxpayer may elect this pro- 
cedure for a "two-part" ruling request. It 
is not to be considered a required substi- 
tute for the regular procedures provided 

by this revenue procedure. 
(b) The taxpayer's rights and respon- 

sibilities are the same under the "two- 

part" ruling request procedure as those 
provided in this revenue procedure. 

(c) The Service reserves the right to 
rule on the basis of a more complete state- 
ment of facts it considers controlling and 
to seek more information in developing 
facts and restating them; and 

(d) The "two-part" ruling request pro- 
cedure will not apply, if it is inconsistent 
with other procedures, such as those deal- 

ing with request for permission to change 
accounting methods or periods; applica- 
tions for recognition of exempt status un- 

der section 521 of the Code; or rulings on 
employment tax status. 

. 08 If the taxpayer advocates a partic- 
ular conclusion, an explanation of the 
grounds for the assertion must be fur- 

nished, together with a statement of 
relevant authorities in support of the tax- 
payer's views. Even though the taxpayer 
is urging no particular tax treatment of a 
proposed or prospective transaction, the 
taxpayer's views on the tax results of the 
proposed action and a statement of rel- 
evant authorities to support those views 

must be furnished. In addition, the tax- 

payer is encouraged to inform the Service, 
and discuss the implications of any leg- 
islation, tax treaties, court decisions, reg- 
ulations, revenue rulings or revenue 
procedures that the taxpayer determines 
to be contrary to the position advanced. 
If the taxpayer determines that there are 
no contrary authorities, a statement to this 
effect would be helpful in the ruling re- 
quest. Identification and discussion of 
contrary authorities will generally enable 
Service personnel to arrive more quickly 
at a full understanding of the issue and 
the relevant authorities. There is a further 
advantage to the taxpayer. When Service 
personnel receive the request, they will 

have before them the taxpayer's thinking 
on the effect and applicability of contrary 
authorities. Such information should, 
therefore, make research easier and lead 
to earlier action by the Service. Con- 
versely, failure to disclose and distinguish 
significant contrary authorities may result 
in requests for additional memoranda that 
will delay action on the ruling request. 

. 09 To assist the Service in making the 
deletions required by section 6110(c) of 
the Code from the text of rulings and de- 
termination letters, to be made open to 
public inspection under section 6110(a), 
a deletions statement must accompany each 
request. The statement must either state 
that no information other than names, ad- 
dresses, and identifying numbers need be 
deleted or, if more information is pro- 
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posed to be deleted, the statement must 

indicate the deletions proposed by the 
person requesting the ruling or determi- 
nation letter. If the latter alternative is 
chosen, the statement must be made in a 
separate document, and it must be ac- 
companied by a copy of the request for a 
ruling or determination letter and sup- 

porting documents, on which must be 
shown by the use of brackets, the material 
that the person making the request be- 
lieves should be deleted pursuant to sec- 
tion 6110(c). The statement of proposed 
deletions must indicate that statutory ba- 

sis, under section 6110(c), for each pro- 
posed deletion. The statement of proposed 
deletions must not appear to be referred 
to anywhere in the request for a ruling or 

determination letter. If the person mak- 

ing the request decides to ask for addi- 

tional deletions before the ruling or 
determination letter issued, additional 
statements may be submitted. The pro- 
cedures in this paragraph also apply to 
additional information that is submitted 
after the initial request. 

. 10 A request by or for a taxpayer must 

be signed by the taxpayer or the taxpay- 
er's authorized representative. If the re- 

quest is signed by a representative, or if 
the representative is to appear before the 
Service in connection with the request, 
the representative must be: 

1. an attorney who is a member in good 
standing of the bar of the highest court of 
any state, possession, territory, common- 

wealth, or the District of Columbia, and 

who files with the Service a written dec- 

laration that he or she is currently qual- 

ified as an attorney and is authorized to 
represent the taxpayer. 

2. a certified public accountant who is 

qualified to practice in any state, posses- 

sion, territory, commonwealth, or the 
District of Columbia, and who files with 

the Service a written declaration that he 
or she is currently qualified as a certified 

public accountant and is authorized to 
represent the taxpayer; 

3. a person, other than an attorney or 
certified public accountant who is cur- 

rently enrolled to practice before the Ser- 

vice, and who files with the Service a 
written declaration that he or she is cur- 

rently enrolled (including in the declara- 

tion either the enrollment number or the 
expiration date of the enrollment card) 
and is authorized to represent the tax- 

payer. (See Treasury Department Cir- 

cular No. 230 (31 CFR Part 10), 1985-2 
C. B. 742, for the rules on who may prac- 

tice before the Service. 

4. a foreign representative who has re- 

ceived a "Letter of Authorization" from 

the Director of Practice, pursuant to sec- 

tion 10. 7(b) of Treasury Department Cir- 

cular No. 230. Practitioners may make 

written request for a "Letter of Author- 

ization" to: Office of Director of Practice, 

PM:HR:DP, Internal Revenue Service, 

1111 Constitution Ave. , N. W. , Washing- 

ton, D. C. 20224. Section 10. 7(b) of Cir- 

cular No. 230 authorizes the Commissioner 

to allow any person to represent another 

without enrollment for the purpose of a 

particular matter. Without a "Letter of 
Authorization, " the foreign representa- 

tive may not represent the taxpayer be- 

fore the Service. 
The requirements above do not apply 

to an individual representing his or her 
fulltime employer, or to a bona fide of- 

ficer, administrator, administratrix, trustee, 
etc. , representing a corporation, trust, es- 

tate, association, or organized group. An 

unenrolled preparer of a return (other than 

an attorney or certified public accountant 
referred to in (1) and (2) above) who is 

not a full-time employee or a bona fide 

officer, administrator, administratrix, 
trustee, etc. , may not represent a tax- 

payer in connection with a ruling or a de- 

termination letter. 
Any authorized representative, whether 

or not enrolled to practice, must also com- 

ply with the conference and practice re- 
quirements of the Statement of Procedural 

Rules (26 CFR 601). Form 2848, Power 
of Attorney, and Form 2848-D. Author- 
ization and Declaration, may be used with 

regard to rulings, closing agreements, and 
determination letters requested under this 
revenue procedure. 

. 11 If a taxpayer has more than one 
representative, it is sufficient to send a 

copy of the ruling to any one of them. 
Copies of a ruling will be sent to no more 
than two representatives, provided that 
they are located at different mailing ad- 
dresses. If a taxpayer does not designate 
which representative is to receive a copy 
of the ruling, a copy of the ruling will be 
sent to the first representative named on 
the latest power of attorney. If the orig- 
inal of the ruling is to be sent to a rep- 
resentative, the power of attorney should 
contain a statement to that effect and des- 

ignate the mailing address of the repre- 
sentative. 

. 12 A request for a ruling letter by the 
National Office should be sent to the In- 
ternal Revenue Service, Associate Chief 
Counsel (Technical), Attention 
CC:IND:D:C, Room 6545, 1111 Consti- 

tution Avenue, N. W. , Washington, DC 
20224. A request for a determination let- 

ter should be sent to the District Director 
of Internal Revenue whose oflice has or 
will have examination jurisdiction over the 
taxpayer's return 

. 13 If a request for a ruling or deter- 

mination letter does not comply with all 

the provisions of this revenue procedure, 
the request will be acknowledged, and the 

requirements that have not been met will 

be pointed out. If a request for a ruling 

lacks essential information, the taxpayer 
will be told that if the information is not 
received within 30 calendar days, the re- 

quest will be closed. If the information is 

received after the request is closed, it will 

be reopened and treated as a new request 
as of the date the essential information is 

received. A request for a ruling letter sent 
to the District Director that does not com- 

ply with the provisions of this revenue 
procedure will be returned by the District 
Director for corrections before it is sent 

directly to the National Office. 
. 14 A taxpayer who wants to have a 

conference on the issue or issues involved 

should indicate this in writing when, or 
soon after, filing the request. 

. 15 The Service processes requests for 
ruling and determination letters in regular 
order and as expeditiously as possible. 
Consideration of a request for processing 
ahead of its regular order, or by a spec- 
ified time, delays the processing of other 
matters. Requests for processing ahead of 
the regular order must be made in sting, 
preferably in a separate letter sent with, 
or soon after, the request. If the request 
is not made in a separate letter, then the 
letter in which the request is made should 

say, at the top of the first page: "Expe- 
ditious Handling Is Requested. See page 
of this letter. " The request should give a 
compelling need for such treatment. The 
Service cannot give assurance that any let- 

ter will be processed by the time re- 

quested. For example, the scheduling of 
a closing date for a transaction or a meet- 

ing of the board of directors or share- 
holders of a corporation, without regard 
for the time it may take to obtain a ruling 

or determination letter, will not be con- 

sidered sufficient reason for handling a 
request ahead of its regular order. Nor 
will the possible effect of fluctuation in 

the market price of stocks on a transaction 

be considered sufficient reason for han- 

dling a request out of order. Requests by 

telegram will be treated in the same man- 

ner as requests by letter. Ruling and de- 

termination letters ordinarily are not issued 
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by telegram. A request for expeditious 
handling will not cause the Communica- 
tions and Records Unit to route the case 
to the Ruling Branch ahead of normal- 
processing; and a request for expeditious 
handling will not be considered until the 
underlying ruling request has been found 
to satisfy the section 6110 requirements. 

. 16 The Director, Individual Tax Di- 
vision, has primary responsibility for pro- 
viding basic principles for uniform 
interpretation and application of the fed- 
eral tax laws in those areas involving: in- 
come taxes of noncorporate taxpayers 
(including individuals, partnerships, es- 

tates, and trusts political organizations 
under section 527 (except subsection (f)), 
employment taxes and taxes on self-em- 
ployment income; estate, gift, genera- 
tion-skipping transfer, and certain excise 
taxes; and procedure and administration 
provisions of the Internal Revenue Code, 
except those that apply specifically to em- 
ployee plans, exempt organizations, and 
actuarial determinations. 

. 17 The Director, Corporation Tax Di- 
vision, has primary responsibility for pro- 
viding basic principles of and rules for 
uniform interpretation and application of 
the federal tax laws in those areas involv- 
ing: income taxes and earnings and profits 
of corporate taxpayers; changes in meth- 
ods and periods of accounting, deprecia- 
tion, depletion, valuation and other 
engineering issues; the taxable status of 
exchanges and distributions in connection 
with corporate organizations, reorgani- 
zations, and liquidations; and the exemp- 
tion of farmers' cooperatives (under section 
521), shipowners' protection and indemn- 

ity associations (under section 526), and 
certain homeowners associations (under 
section 528). 

. 18 A taxpayer may obtain informa- 
tion regarding the status of a request by 
calling the person whose name and tele- 
phone number is shown on the acknowl- 
edgment of receipt of the request. 

. 19 If, after receiving the notice under 
section 6110(f)(1) of the Code of intention 
to disclose the ruling or determination let- 
ter (including a copy of the version pro- 
posed to be open to public inspection and 

notation of third-party communications 
under section 6110(d)), the person re- 

questing the ruling or determination letter 
wants to protest the disclosure of certain 
information in the ruling or determination 
letter, that person must within 20 calendar 
days send a written statement to the In- 
ternal Revenue Service office indicated 
on the notice of intention to disclose, 

identifying those deletions that the Ser- 
vice has not made and that the person 
requesting the ruling or determination let- 

ter believes should have been made. That 
person must also submit a copy of the 
version of the ruling or determination let- 

ter proposed to be open to public inspec- 
tion on which the person indicates, by use 
of brackets, the deletions proposed by the 
taxpayer that have not been made by the 
Service, Generally, the Service will not 
consider the deletion under this subpar- 

agraph of any material that the taxpayer 
did not propose to be deleted before the 
ruling or determination letter was issued. 
Within 20 days after it receives the re- 
sponse to the notice under section 
6110(f)(1), the Service will mail to that 
person its final administrative conclusion 
regarding the deletions to be made, The 
taxpayer does not have the right to a con- 
ference to resolve any disagreements con- 
cerning material to be deleted from the 
text of the ruling. However, these matters 
may be taken up at any conference that 
is otherwise scheduled regarding the re- 
quest. 

. 20 After receiving the notice under 
section 6110(f)(1) of the Code of intention 
to disclose (but not later than 60 calendar 
days after the notice is mailed), the per- 
son requesting a ruling or determination 
letter may send a request for delay of pub- 
lic inspection under either section 
6110(g)(3) or (4). The request for delay 
must be sent to the Internal Revenue Ser- 
vice office indicated on the notice of in- 
tention to disclose. A request for delay 
under section 6110(g)(3) must contain the 
date on which it is expected that the un- 
derlying transaction will be completed, The 
request for delay under section 6110(g)(4) 
must contain a statement from which the 
Commissioner may determine that there 
are good reasons for the delay. 

. 21 A taxpayer who receives a ruling 
or determination letter before filing a re- 
turn about any transaction that has been 
consummated and that is relevant to the 
return being filed should attach a copy of 
the ruling or determination letter to the 
return when it is filed. 

. 22 For appeal procedures with regard 
to adverse determination letters under 
section 521 of the Code and revocation or 
modification of exemption rulings and de- 
termination letters under section 521, see 
Rev. Proc, 84-46, 1984-1 C. B, 541, as 
amplified by Rev. Proc. 84-47, 1984-1 C. B. 
545, and modified by Rev. Proc. 85-32, 
1985-2 C. B. 415. 

. 23 In those situations when the Na- 

tional Office believes that the taxpayer's 
representative is not in compliance with 

Treasury Department Circular No. 230, 
the National Office will bring the matter 
to the attention of the Director of Prac- 
tice. 

SEC. 9. IIANULING OF RULING REQUESTS 

. 01 Within 21 calendar days after a rul- 

ing request is received in the branch. Ser- 
vice personnel will contact the taxpayers 
to discuss informally the procedural and 
substantive issues in the ruling request. 

. 02 The following subject matters are 
included in the 21 calendar day proce- 
dure: 

1. Individual Tax Division 

(a) Partnerships and trusts 

(b) Real estate investment trusts 

(c) Stock options 
(d) Employment and self-employ- 

ment taxes (except ruling requests from 
individuals for employment status sub- 
mitted on Forms SS-8) 

(e) Credit for employment of cer- 
tain new employees 

(f) Rental value of parsonages 

(g) Estate and gift taxes 
(h) Tax exempt obligations 
(i) Charitable remainder trusts 

(j) Pooled income funds 

(k) Administrative provisions of the 
Code 

(1) Excise taxes 
(m) Installment sales 

2. All matters within the jurisdiction 
of the Corporation Tax Division, except 
cases 

(a) involving a request for change in 
accounting methods or periods, gen- 
erally governed by Rev. Proc. 84-74, 
1984-2 C. B. 736. 

(b) relating to the last-in, first-out 
method of computing inventory. 

(c) concerning insurance, issues on 
contracts with reserves based on seg- 
regated asset accounts. 

(d) concerning insurance issues re- 
quiring actuarial computations. 
. 03 Procedures to be followed regard- 

ing ruling requests are: 
1. Within 21 calendar days after a rul- 

ing request has been received in the branch 
having jurisdiction, a representative of the 
branch will contact the taxpayer to discuss 
the procedural issues in the ruling re- 
quests covered by this procedure. Con- 
sidering the complexity of some cases or 
the number of issues involved, it may not 
be possible for the branch representative 
to discuss the substantive issues in the rul- 
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ing request during this initial contact. 
However, when possible, as to each issue 
coming within the jurisdiction of the 
branch, the branch representative will tell 
the taxpayer: 

(a) whether the branch representative 
will recommend the Service rule as the 
taxpayer requested, rule adversely on the 
matter, or not rule; 

(b) whether the taxpayer should sub- 
mit additional information or represen- 
tations to enable the service to rule on the 
matter; or 

(c) whether because of the nature of 
the transaction, or the issue presented, a 
tentative conclusion on the issue cannot 
be reached. 

2. When the rulings requested involve 
matters within the jurisdiction of more 
than one branch or more than one office 
in the same branch, a representative of 
the branch that received the original rul- 

ing request will tell the taxpayer within 
the initial 21 calendar day contact period: 
(1) that the rulings requested involving 
matters within the jurisdiction of another 
branch or another office in the same branch 
have been referred to the other branch or 
office for consideration, and (2) that a 
representative of the other branch or of- 
fice will contact the taxpayer within 21 
calendar days after receiving the referral 
to informally discuss the procedural and, 
to the extent possible, the substantive is- 

sues if covered by this procedure. 
3. If something less than a fully favor- 

able ruling is indicated, the branch rep- 
resentative will tell the taxpayer if minor 
modifications of the transaction or ad- 
herence to certain published positions will 

warrant the issuance of a favorable ruling. 
In addition, the branch representative may 
tell the taxpayer what representations must 

be furnished in a document to comply with 

the requirements of the Service. How- 
ever, the branch representative will not 
suggest precise changes that would ma- 

terially alter the form of the proposed 
transaction. If, at the conclusion of the 
discussion, the branch representative de- 
termines that a meeting in the National 
Office wouid better serve the purpose of 
developing or exchanging information, a 
meeting will be offered and an early meet- 

ing date arranged. This meeting will not 
be the taxpayer's conference of right, as 
described in this revenue procedure. 

4. The Service will not be bound by 
the informal opinion expressed by the 
branch representative or any other au- 
thorized Service representative under this 
procedure, and such an opinion cannot 

be relied upon as a basis for obtaining 

retroactive relief under the provisions of 
section 7805(b) of the Code. 

5. The Ruling request will then be 

processed under present procedures. 

SEC. 10. CONFERENCES IN THE NATIONAL 

OFFICE 

. 01 A taxpayer may request a confer- 

ence only in connection with a ruling re- 

quest. Normally, a conference is scheduled 

only when the National Office considers 
it to be helpful in deciding the case or 
when an adverse decision is indicated. If 
conferences are being arranged for more 
than one request for a ruling involving the 
same taxpayer, they will be scheduled so 
as to cause the least inconvenience to the 
taxpayer. If a conference has been re- 
quested, the taxpayer will be notified by 
telephone, if possible, of the time and place 
of the conference. The conference must 
be held within 21 calendar days after such 
contact has been made. Procedures for 
requesting an extension of the 21-day pe- 
riod and notifying the taxpayer or the tax- 
payer's representative of the Service's 
decision are the same as those stated in 
section 8. 05. 

. 02 A taxpayer is entitled, as a matter 
of right, to only one conference in the 
National Office unless one of the circum- 
stances discussed in section 10. 06 devel- 
ops. This conference normally will be held 
at the branch level of the appropriate di- 
vision in the office of the Associate Chief 
Counsel (Technical) and will be attended 
by a person who, at the time of the con- 
ference, has authority to sign the ruling 
letter for tne branch chief in the case being 
discussed. When more than one branch 
has taken an adverse position of an issue 
within its jurisdiction presented in a ruling 
request, or when the position ultimately 
adopted by one branch will affect another 
branch's determination, a representative 
from each branch with the authority to 
sign for the branch chief will attend the 
conference. If more than one subject is 
to be discussed at the conference, the dis- 
cussion will constitute a conference on each 
subject. In order to promote a free and 
open discussion of the issues, the confer- 
ence usually will be held after the branch 
has had an opportunity to study the case. 
However, at the request of the taxpayer 
or representative, the conference of right 
may be held at an earlier stage in the con- 
sideration of the case than the Service or- 
dinarily would designate. No taxpayer has 
a "right" to appeal the action of a branch 
to a division director or to any other of- 
ficial of the Service. 

. 03 In employment tax matters, only 
the party entitled to the ruling is entitled 
to a conference. 

. 04 Since conference procedures are 
informal, no tape, stenographic, or other 
verbatim recording of a conference will 

be made. 
. 05 The senior Service representative 

present at the conference insures that the 
taxpayer has full opportunity to present 
views on all of the issues that are in ques- 
tion. The Service representative explains 
the Service's tentative decision on the 
substantive issues and the reason for that 
decision. If the taxpayer advances pro- 
spective application under section 7805(b) 
of the Code, the Service representative 
will discuss the tentative recommendation 
concerning the request for relief and the 
reason for the tentative recommendation. 
No commitment will be made as to the 
conclusion that the Service will finally 

adopt. 
. 06 An invitation to an additional con- 

ference will be extended if, after the con- 
ference of right, an adverse holding is 
proposed but on a new issue or on the 
same issue but on different grounds from 
those discussed at the first conference. 
There is no right to another conference 
when a proposed holding is reversed at a 
higher level with a result less favorable to 
the taxpayer if the ground or arguments 
on which the reversal is based were dis- 
cussed at the conference of right. The pro- 
vision of this revenue procedure limiting 
the number of conferences to which a tax- 
payer is entitled will not prevent a tax- 
payer from attending further conferences 
when, in the opinion of National Office 
personnel, such conferences are neces- 
sary. All additional conferences of the type 
discussed in this paragraph are held only 
at the invitation of the Service. 

. 07 It is the responsibility of the tax- 
payer to furnish in writing to the National 
Office any additional data, lines of rea- 
soning, precedents, etc. that are proposed 
by the taxpayer and discussed at the con- 
ference but that were not previously or 
adequately presented in writing. The tax- 
payer must furnish the additional infor- 
mation within 21 calendar days. If the 
additional information is not received 
within that time, a ruling will be issued 
on the basis of the information on hand 

or, if appropriate, no ruling will be issued. 
Procedures for requesting an extension of 
the 21-day period and notifying the tax- 

payer or the taxpayer's representative of 
the Service's decision are the same as those 

stated in section 8 05 
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SEC. 11. DISTRICT OFFICE REFERRAL OF 

MATTERS TO THE NATIONAL OFFICE 

. 01 Request for determination letters 
received by District Directors that, under 
the provisions of this revenue procedure, 
may not be acted upon by a District Of- 
fice, will be forwarded to the National 
Office for reply. The District Office will 

let the taxpayer know that this action has 
been taken. District Directors will also 
refer to the National Office any request 
for a determination letter that in their 
judgment should have the attention of the 
National Office. 

. 02 If the request involves an issue on 
which the Service will not issue a ruling 
or determination letter, the request will 

not be forwarded to the National Office. 
The District Office will let the taxpayer 
know that the Service will not issue a rul- 

ing or a determination letter on the issue, 
See section 7. 01 of this revenue proce- 
dure. 

SEC. 12. REFERRAL OF MATTERS TO 

DISTRICT OFFICES 

Requests for rulings received by the 
National Office that, under section 5 of 
this revenue procedure, may not be acted 
upon by the National Office will be for- 
warded to the District Office that has ex- 
amination jurisdiction over the taxpayer's 
return. The taxpayer will be notified of 
this action. If the request is on an issue 
or in an area of the type discussed in sec- 
'tion 7. 01 and it is decided not to issue a 
ruling or an information letter, the Na- 

tional Office will let the taxpayer know 
and the request will then be forwarded to 
the appropriate District Office for asso- 
ciation with the related return. 

SEC. 13. REVIEW OF DETERMINATION 

LETTERS 

Determination letters issued under sec- 
tions 6. 01, 6. 02, 6. 03 and 6. 04 are not 
reviewed by the National Office before 
they are issued. If a taxpayer believes that 
a determination letter of this type is in 

error the taxpayer may ask the District 
Director to reconsider the matter. The 
taxpayer may also ask the District Direc- 
tor to request technical advice from the 
National Office. In such an event the pro- 
cedures in Rev. Proc. 87 — 2 must be fol- 

lowed. 

SEC. 14. WITHDRAWAL OF REQUESTS 

A request for a ruling or determination 
letter may be withdrawn at any time be- 
fore the signing of the letter of reply. If 
a request for a ruling is withdrawn, the 

National Office may give its views on the 

subject matter of the request to the Dis- 

trict Director whose office will have ex- 

amination jurisdiction over the taxpayer's 

return for consideration in connection with 

any later examination of the taxpayer's 
return. Even though a request is with- 

drawn, all correspondence and exhibits 

will be kept by the Service and will not 
be returned to the taxpayer. In appro- 
priate cases, the Service may publish its 

findings in a revenue ruling or revenue 

procedure. 

SEC. 15. ORAL ADVICE TO TAXPAYERS 

. 01 The Service does not issue rulings 

or determination letters on oral requests. 
However, personnel in the rulings divi- 

sions ordinarily will discuss with taxpayers 
or their representatives inquiries regard- 
ing: substantive tax issues; whether the 
Service will rule on particular issues; and 

questions relating to procedural matters 
about submitting ruling requests (includ- 

ing the application of section 8, of this 
revenue procedure, to a particular case). 
Any discussion of substantive issues will 

be at the discretion of the Service on a 
time-available basis, and will not be bind- 

ing on the Service. 
. 02 A taxpayer may seek oral technical 

assistance from a Taxpayer Service Rep- 
resentative in a District Office or Service 
Center when preparing a return or report, 
under other established procedures. Oral 
advice is advisory only and the Service is 
not bound to recognize it in the exami- 
nation of the taxpayer's return. 

SEC. 16, EFFECT OF RUUNGS 

. 01 A taxpayer may not rely on a ruling 
issued to another taxpayer. A ruling, ex- 
cept to the extent incorporated in a clos- 
ing agreement, may be revoked or modified 
at any time under appropriate circum- 
stances. See section 4. 08 for the effect of 
closing agreement. If a ruling is revoked 
or modified, the revocation or modifica- 
tion applies to all years open under the 
statutes, unless the Commissioner or the 
Commissioner's delegate exercises the 
discretionary authority under section 
7805(b) of the Code to limit the retro- 
active effect of the revocation or modifi- 
cation. The manner in which the authority 
generally is exercised is given later in this 
section. For information on rulings relat- 
ing to the sale or lease of articles subject 
to the manufacturer's excise tax and the 
retailer's excise tax, see section 16. 08. 

. 02 When determining a taxpayer's li- 

ability, the District Director must ascer- 

tain whether (1) any ruling previously 

issued to the taxpayer has been properly 

applied, (2) the representations upon which 

the ruling was based reflected an accurate 
statement of the material facts, and (3) 
the transaction actually was carried out 
substantially as proposed. If, in the course 

of determining the tax liability, the Dis- 
trict Director finds that a ruling should be 
modified or revoked, the findings and rec- 
ommendations of the District Director will 

be forwarded to the National Office for 
consideration before further action. Such 
a referral to the National Office will be 
treated as a request for technical advice 
and the procedures of Rev. Proc. 87 — 2 
will be followed. Otherwise the ruling is 
to be applied by the District Office in its 
determination of the taxpayer's liability. 

, 03 Appropriate coordination with the 
National Office will be undertaken if any 
field official having jurisdication over a 
return or other matter proposes to reach 
a conclusion contrary to a ruling previ- 
ously issued to the taxpayer. 

. 04 Except to the extent incorporated 
in a closing agreement, a ruling found to 
be in error or not in accord with the cur- 
rent views of the Service may be modified 
or revoked. Modification or revocation of 
a ruling may be made by (1) a notice to 
the taxpayer to whom the ruling was is- 
sued, (2) an enactment of legislation or 
ratification of a tax treaty, (3) a decision 
of the United States Supreme Court, (4) 
the issuing of temporary or final regula- 
tions, or (5) the issuing of a revenue rul- 

ing, a revenue procedure, or other 
statement published in the Internal Rev- 
enue Bulletin. Consistent with these pro- 
visions, if a ruling relates to a continuing 
action or a series of actions, the ruling 
will ordinarily be applied until any one of 
the actions described above has taken 
place, or until specifically withdrawn. 
Publication of a notice of proposed rule- 

making will not affect the application of 
any ruling issued under the procedures 
stated in this revenue procedure. 

. 05 Except in rare or unusual circum- 
stances, the revocation or modification of 
a ruling will not be applied retroactively 
to the taxpayer for whom the ruling was 
issued or to a taxpayer whose tax liability 
was directly involved in the ruling if (1) 
there has been no misstatement or omis- 
sion of material facts, (2) the facts at the 
time of the transaction are not materially 
different from the facts on which the rul- 

ing was based, (3) there has been no change 
in the applicable law, (4) the ruling was 
originally issued with respect to a pro- 
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spective or proposed transaction, and (5) 
the taxpayer directly involved in the rul- 

ing acted in good faith in reliance upon 
the ruling and the retroactive revocation 
would be to the taxpayer's detriment. For 
example, the tax liability of each share- 
holder is directly involved in a ruling on 
the reorganization of a corporation. How- 
ever, the tax liability of members of an 
industry is not directly involved in a ruling 
issued to one of the members, and the 
holding in a revocation or modification of 
a ruling to one member of an industry may 
be retroactively applied to other members 
of the industry. By the same reasoning, a 
tax practitioner may not obtain the non- 
retroactive application to one client of a 
modification or revocation of a ruling pre- 
viously issued or another client. If a ruling 
is revoked by letter with retroactive ef- 
fect, the letter will, except in fraud cases, 
state the grounds upon which the revo- 
cation is being made and the reasons why 
the revocation is being applied retroac- 
tively. 

. 06 A ruling issued on a particular 
transaction represents a holding of the 
Service on that transaction only. How- 
ever, the application of that ruling to the 
transcation will not be affected by the later 
issuing of regulations (either temporary 
or final), if the conditions specified in sec- 
tion 16. 05 are met. If the ruling is later 
found to be in error or no longer in accord 
with the position of the Service, it will not 
give the taxpayer protection for a like 
transaction in the same year or later year. 

. 07 However, if a ruling is issued cov- 
ering a continuing action or a series of 
actions and it is determined that the ruling 
was in error, or no longer in accord with 
the position of the Service, the Associate 
Chief Counsel (Technical) ordinarily will 

limit the retroactivity of the revocation or 
modification to a date that is not earlier 
than that on which the ruling is modified 
or revoked. To illustrate, if a taxpayer 
receives a ruling that certain payments are 
excludable from gross income for federal 
income tax purposes and it is later deter- 
mined that the ruling is in error or no 
longer in accord with the position of the 
Service, the Associate Chief Counsel 
(Technical) ordinarily will restrict the ret- 
roactive application of the revocation or 
modification of the ruling. If a taxpayer 
rendered service or provided a facility that 
is subject to the excise tax on services or 
facilities, and in reliance on a ruling issued 
to the same taxpayer did not pass the tax 
on to the user of the service of the facility, 
the Associate Chief Counsel (Technical) 

ordinarily will restrict retroactive appli- 

cation of the revocation or modification 

of the ruling, If an employer incurred li- 

ability under the Federal Insurance Con- 

tributions Act, but in reliance on a ruling 

made to the same employer, neither col- 
lected the employee tax nor paid the em- 

ployee and employer taxes under the Act, 
the Associate Chief Counsel (Technical) 
ordinarily will restrict the retroactive ap- 

plication of the revocation or modification 
of the ruling for both the employer tax 
and the employee tax. In the last situa- 

tion, however, the restriction of retroac- 
tive application ordinarily will be 
conditioned on the furnishing by the em- 

ployer of wage data, as may be required 

by section 31. 6011(a)-1 of the Employ- 
ment Tax Regulations. 

. 08 A ruling holding that the sale or 
lease of a particular article is subject to 
the manufacturer's excise tax or the re- 
tailer's excise tax may not retroactively 
revoke or modify an earlier ruling holding 
that the sale or lease of such an article 
was not taxable, if the taxpayer to whom 

the ruling was issued, in reliance upon the 
earlier ruling, parted with possession or 
ownership of the article without passing 
the tax on the to customer. Section 1108(b), 
Revenue Act of 1926. 

. 09 For rulings involving completed 
transactions, other than those described 
in sections 16. 07 and 16. 08, taxpayers will 

not be given the protection against ret- 
roactive revocation provided in section 
16. 05, since they will not have entered 
into the transactions in reliance on the 
ruling. 

SEC. 17. EFFECT OF DETERMINATION 

LETTERS 

A determination letter issued by a Dis- 
trict Director has the same effect as a rul- 

ing issued to a taxpayer under section 16 
of this revenue procedure. However, if 
the District Director is of the opinion that 
a conclusion contrary to that expressed in 
the determination letter is indicated, the 
matter need not be referred to the Na- 
tional Office. A District Director may not 
limit the modification or revocation of a 
determination letter but may refer the 
matter to the National Office for the pos- 
sible exercise by the Commissioner or the 
Commissioner's delegate of the authority 
to limit the modification or revocation. 

SEC. 18. EFFECT OF INFORIRATION 

LETTERS 

An information letter used by the Na- 
tional Office or by a District Director is 
advisory only and the provisions of sec- 
tion 16 do not apply. 

SEC. 1$. PROCEDURE FOR REQUESTING 

APPLICATION OF SECTION 7SOS(b) IN ME 
CASE OF RULINGS AND DETERMINATION 

LETTERS 

. 01 Pursuant to section 7805(b) of the 
Code, it is within the discretion of the 
Commissioner or the Commissioner's del- 
egate to prescribe the extent, if any, to 
which any ruling (including termination 
letters) will be applied without retroactive 
effect. 

A taxpayer to whom a ruling or deter- 
mination letter has been issued may re- 
quest that the Associate Chief Counsel 
(Technical), the Commissioner's dele- 
gate, exercise the discretionary authority 
under section 7805(b) of the Code to limit 
the retroactive effect of any subsequent 
revocation or modification of the ruling 
or determination letter. 

. 02 In the case of a ruling, a request to 
limit the retroactive effect of the revo- 
cation or modification of a ruling must be 
in the form of, and meet the requirements 
for, a ruling request generally. These re- 
quirements are set forth in section 8 of 
this revenue procedure. Specifically, the 
request must state that it is being made 
pursuant to section 7805(b), contain a 
statement of the relief sought and an ex- 
planation of the reasons and arguments 
in support of the relief requested, and also 
be accompanied by any documents bear- 
ing on the request. The explanation in 

support of the application of section 
7805(b) should include a discussion of the 
five items enumerated in section 16. 05 of 
this revenue procedure as they relate to 
the taxpayer's particular situation. 

A request for the application of section 
7805(b) of the Code may take the form 
of a separate request for ruling when, for 
example, a revenue ruling has the effect 
of modifying or revoking a ruling previ- 

ously issued to the taxpayer or when the 
Service notifies the taxpayer of a change 
in position that will have the effect of re- 

voking or modifying such a ruling. How- 

ever, when such notice is given by the 

District Director during the course of an 

examination of the taxpayer's return, or 
during consideration by the Chief, Ap- 

peals Office, a request to limit the ret- 
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roactive effect of the modification or 
revocation of a ruling must be made in 
the form of a request for technical advice. 
See section 12. 03 of Rev. Proc. 87 — 2. When 
germane to a pending ruling request, a 
request for the application of section 
7805(b) may be made as part of the re- 

quest, either initially or at any time before 
the ruling is issued. When a ruling that 
concerns a continuing transaction is mod- 
ified or revoked by, for example, a sub- 

sequent revenue ruling, a request to limit 
the retroactive effect of the modification 
or revocation of the ruling must be made 
before the return is examined that con- 
tains the transaction that is the subject of 
the request for ruling. 

. 03 When a request for the application 
of section 7805(b) of the Code is made in 

a separate ruling request, the taxpayer has 
the right to a conference in the National 
Office in accordance with the provisions 
of section 10 of this revenue procedure. 
If the request is made initially as part of 
a pending ruling request or is made before 
the conference of right is held on the sub- 

stantive issues, the section 7805(b) issue 
will be discussed at the taxpayer's one 
conference of right. (See section 10. 05 of 
this revenue procedure), If the request for 
the application of section 7805(b) is made 
as part of a pending ruling request after 
a conference has been held on the sub- 

stantive issue, and the Service determines 
that there is justification for having de- 

layed the request, then the taxpayer will 

have the right to one conference of right 
concerning the application of section 
7805(b) with the conference limited to 
discussion of this issue. 

. 04 In the case of a determination letter 
that the District Director proposes to 
modify or revoke, a request to limit the 
modification or revocation of the deter- 
mination letter must be made by request- 

ing the District Director who issued the 
determination letter to seek technical ad- 

vice from the National Office, since a Dis- 

trict Director has not been delegated 
authority under sectin 7805(b) of the Code 
to limit the modification or revocation of 
a determination letter. See section 12. 03 
of the Rev, Proc. 87 — 2. The Taxpayer's 

request must state that it is being made 

pursuant to section 7805(b), contain a 
statement of the relief sought and an ex- 

planation of the reasons and arguments 

in support of the relief requested, and also 
be accompanied by any documents bear- 

ing on the request. The explanation in 

support of the application of section 

7805(b) should include a discussion of the 

five items enumerated in section 16, 05 of 

this revenue procedure as they relate to 

the taxpayer's particular situation. 

. 05 When technical advice is requested 

with respect to the application of section 

7805(b) of the Code under the circum- 

stances set forth in . 04 above, the tax- 

payer has a right to a conference in the 

National Office to the same extent as does 

any taxpayer who is the subject of a tech- 

nical advice request. See section 8 of Rev. 
Proc. 87-2. 

SEC. 20. EFFECT ON OTHER DOCUMENTS 

Rev. Proc. 86 — 1, as modified by Rev. 
Proc. 86 — 12, is superseded. 

26 CFR 601. 205t Examination of returns and claims 

for refund, credit or abotemetu, determination of cor- 

rect tax liability. 
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SECTION 1. PURPOSE 

The purpose of this revenue procedure 
is to update Rev. Proc. 86-2, 1986-1 C. B. 
408, which provides revised procedures 
for furnishing technical advice to District 
Directors and Chiefs, Appeals Offices, by 

the Associate Chief Counsel (Technical). 
It also tells taxpayers about their rights 

when a District Director or a Chief, Ap- 

peals Office, requests such advice. Changes 

to this revenue procedure will be incor- 

porated annually in a new revenue pro- 
cedure published as the second revenue 
procedure of the year. 

SEC. 2. SCOPE 

. 01 The Chief Counsel through the As- 
sociate Chief Counsel (Technical) pro- 
vides principles and rules for uniformly 

interpreting and applying the federal tax 
laws under the jurisdiction of the Asso- 

ciate Chief Counsel (Technical). The pro- 
cedures for obtaining rulings, closing 
agreements, and information letters on 
specific tax issues involving the interpre- 

tation or application of the federal tax 
laws and income tax treaties relating to 
international transactions are under the 
jurisdiction of the Associate Chief Coun- 

sel (International. ) See Rev. Proc. 87-5, 
page 535, this Bulletin. The procedures for 

obtaining technical advice specifically ap- 

plicable to federal firearms, alcohol and 

tobacco taxes under subtitle E of the 
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Internal Revenue Code are under the ju- 
risdiction of the Bureau of Alcohol. To- 
bacco and Firearms. The procedures for 

obtaining technical advice specifically on 

employee plans and exempt organizations 

are under the jurisdiction of the Assistant 

Commissioner (Employee Plans and Ex- 

empt Organizations). See Rev. Proc. 80- 

26, 1980 — 1 C. B. 671. The procedures that 

apply to technical advice for employee 

plans and exempt organizations are fol- 

lowed in obtaining technical advice on ex- 
emptionn 

of farmers' cooperatives from tax 
under section 521 of the Code, even though 

the Associate Chief Counsel (Technical) 
has jurisdiction for issuing technical ad- 

vice under this section. The Associate Chief 
Counsel (Technical) also has the jurisdic- 
tion for issuing technical advice under sec- 
tion 526, on shipowners' protection and 
indemnity associations; section 527 (a), 
(b), (c), (d), (e), and (g), on political or- 
ganizations; and section 528, on certain 
homeowners' associations, under this rev- 
enue procedure. 

. 02 In the Office of the Associate Chief 
Counsel (Technical), the authority to is- 

sue technical advice has been largely re- 
delegated to the Branch Chiefs in the 
Individual Tax Division and the Corpo- 
ration Tax Division. 

SEC. 3. CHANGES 

. 01 Consistent with section 9. 02(a), 
sections 5. 03 and 5. 04 are amended to 
provide that the National Office may re- 

fuse to provide technical advice when the 
District Director or the Chief, Appeals 
Office and the taxpayer cannot agree on 
material facts. Also, section 5. 04 is 
amended to provide that when the Dis- 
trict Director or the Appeals Office, and 
the taxpayer cannot agree on material facts 
which are essential to a preliminary as- 
sessment of a case, the District Director 
or Appeals Office may refuse to refer the 
taxpayer initiated request for technical 
advice to the National Office. 

. 02 Section 6. 03 is amended to require 
that the District Director and Appeals Of- 
fice notify the taxpayer upon being in- 

formed whether a denial of technical advice 
is approved or disapproved by the As- 
sistant Commissioner (Examination). 

. 03 Section 6. 04 is amended to extend 
from 30 days to 45 days the period within 
which to consider and notify the District 
Director or the Appeals Office of the ap- 
proval or disapproval of its denial of a 
taxpayer's request for referral of an issue 
to the National Office for technical ad- 
vice. 

. 04 Sections 8. 06 and 9. 03 are amended 
to provide that if additional information 
is sent to the National Office from the 
taxpayer, a copy of the additional infor- 
mation must also be sent to the District 
Director or Chief, Appeals Office. This 
is in order to give the District Director or 
Chief, Appeals Office the opportunity to 
comment on the additional information. 

. 05 A new section 8. 03 is added to pro- 
vide a procedure to facilitate holding a 
conference on both the substantive issues 

and the request for section 7805(b) relief 
in the event of a final adverse determi- 

nation by the Service. 

SEC. 4. DEFINmONS AND NATURE OF 

TECHNICAL ADVICE 

. 01 For purposes of this revenue pro- 
cedure, the word "taxpayer" includes all 

persons subject to any provision of the 
Internal Revenue Code and, when ap- 
propriate, their representatives and is- 

suers of section 103 obligations. 
. 02 Any reference to the National Of- 

fice means only the Office of the Asso- 
ciate Chief Counsel (Technical). 

. 03 Any reference to District Director 
or District Office includes the office of the 
Director of the Foreign Operations Dis- 
trict, where appropriate. Any reference 
to Chief, Appeals Office, includes Asso- 
ciate Chief, Appeals Office. 

. 04 "Technical advice" means advice or 
guidance furnished by the National Oflice 
upon requests of a District or an Appeals 
Office in response to any technical or pro- 
cedural question that develops during any 
stage of any proceeding on the interpre- 
tation and proper application of tax law, 
tax treaties, regulations, revenue rulings, 
or other precedents published by the Na- 

tional Office to a specific set of facts. Such 

proceedings include (1) the examination 
of a taxpayer's return, (2) consideration 
of a taxpayer's claim for refund or credit, 
or (3) any other matter involving a specific 

taxpayer under the jurisdiction of the 
Chief, Examination Division, such as the 
consideration of a taxpayer's application 
to enter into an agreement about the use- 

ful life method, and rate of depreciation 
of business property provided by section 

167(d) of the Code. These proceedings 
include an examination to determine 
whether obligations issued are described 

in section 103(a). They also include pro- 

cessing and considering nondocketed cases 

in an Appeals Office. Technical advice is 

furnished as a way of helping Service per- 

sonnel close cases and establish and main- 

tain consistent holdings throughout the 



Internal Revenue Service. A District Di- 
rector or an Appeals Office may raise an 
issue in any tax period, even though tech- 
nical advice may have been asked for and 
furnished for the same or a similar issue 
for another tax period. Technical advice 
does not include memoranda on matters 
of general technical application furnished 
to District or Appeals Offices when the 
issues are not raised in connection with a 
proceeding involving a specific taxpayer. 

. 05 If a District Director, Chief, Ap- 
peals Office, or a taxpayer requests tech- 
nical advice on a determination letter under 
section 521 of the Code, the procedures 
under Rev. Proc. 80 — 26, 1980 — 1 C. B. 671, 
and Rev. Proc. 84-46, 1984-1 C. B. 541, 
as well as section 601. 201(n) of the State- 
ment of Procedural Rules, must be fol- 
lowed. 

. 06 Only the National Office can re- 
voke a ruling letter. Therefore, if a Dis- 
trict Director or a Chief, Appeals Office, 
thinks that a ruling letter previously is- 
sued to a taxpayer should be modified or 
revoked, the procedures in section 5 of 
this revenue procedure must be followed. 

. 07 The provisions of this revenue pro- 
cedure apply only to a case under the ju- 
risdiction of a District Director or Chief, 
Appeals Office. Technical advice may be 
requested on issues considered in a prior 
Appeals disposition, not based on mutual 
concessions for the same tax period of the 
same taxpayer, if the Appeals Office that 
had the case concurs in the request. A 
District Director may not request tech- 
nical advice on an issue if an Appeals Of- 
fice is currently considering an identical 
issue of the same taxpayer (or of a related 
taxpayer within the meaning of section 
267 of the Code or a member of an affil- 

iated group of which the taxpayer is also 
a member within the meaning of section 
1504). A case remains under the jurisdic- 
tion of the District Director even though 
an Appeals Office has the identical issue 
under consideration in the case of another 
taxpayer (not related within the meaning 
of sections 267 and 1504, respectively) in 

an entirely different transaction. With re- 
spect to the same taxpayer or the same 
transaction, when the issue is under the 
jurisdiction of an Appeals Office, and the 
applicability of more than one kind of tax 
is dependent upon the resolution of that 
issue, a District Director may not request 
technical advice on the applicability of any 

of the taxes involved. 

SEC. S. REQUESTING TECHNICAL ADVICE 

. 01 The District Director or Chief, Ap- 

peals Office is responsible for determining 
whether to request technical advice on any 

issue being considered. Each request must 

be submitted through channels and signed 
by a person who is authorized to sign for 
the District Director or Chief, Appeals 
Office, and should include, in writing, a 

statement of applicable law and the ar- 

guments submitted by the District or Ap- 

peals Office in support of its position on 
the issue or issues. All requests for tech- 
nical advice from Appeals Offices should 

be submitted to Associate Chief Counsel 
(Technical) through the Director, Ap- 
peals Division, CC:AP:PT. However, 
while the case is under the jurisdiction of 
the District Director or the Chief, Ap- 
peals Office, a taxpayer may request that 
an issue be referred to the National Office 
for technical advice. All requests for tech- 
nical advice should be made at the earliest 
possible stage of the proceedings. The 
grounds for a request are that a lack of 
uniformity exists on the disposition of the 
issue or that the issue is unusual or com- 
plex enough to warrant consideration by 
the National Office. Taxpayers may also 
request technical advice when seeking an 
extension of time fixed by regulations for 
making an election or application for re- 
lief pursuant to section 1. 9100-1 of the 
Income Tax Regulations. See section 5. 11 
of this revenue procedure for additional 
information. Although taxpayers are en- 
couraged to make written requests setting 
forth the facts, law, and argument on the 
issue, and reasons for requesting National 
Office technical advice, they may make 
the request orally. If, after considering 
the taxpayer's request, the examining of- 
ficer or Appeals Officer thinks that the 
circumstances do not warrant referral of 
the case to the National Office, the ex- 
amining officer or Appeals Officer will tell 
the taxpayer. (See section 6 for taxpayer's 
appeal rights when an examining officer 
or an Appeals Officer declines to request 
technical advice). 

. 02 When technical advice is going to 
be requested, whether or not on the re- 
quest of the taxpayer, the taxpayer will 
be told about it and given a copy of the 
arguments submitted by the District Di- 
rector or Chief, Appeals Oflice, in sup- 
port of its position on the issue or issues, 
except as noted in section 5. 10. If the ex- 
amining Officer or the Appeals Officer 
initiates the aciton, the Service will give 
the taxpayer a copy of the statement of 
the pertinent facts and the questions pro- 
posed for submission to the National Of- 
fice. The request for technical advice 
should be worded to avoid possible mis- 

understanding in the National Office of 
the facts or the specific points at issue. 

. 03 If the Service initiates the request 
for technical advice, the taxpayer has 10 
calendar days after receiving the state- 
ment of facts and specific questions to in- 

dicate in writing any disagreement about 
them. The taxpayer must justify in writing 
an extension of time beyond the 10 cal- 
endar days. The justification must be ap- 
proved by the Chief, Examination 
Division, or the Chief, Appeals Office. 
Every effort should be made to reach 
agreement on the facts and the specific 
points at issue. If agreement cannot be 
reached, the taxpayer may send, within 
10 calendar days after receipt of notice, 
a statement of the taxpayer's understand- 
ing of the new specific points at issue. This 
statement will be forwarded to the Na- 
tional Office with the request for technical 
advice. The taxpayer must justify in writ- 

ing an extension of time beyond the 10 
calendar days. The justification must be 
approved by the Chief, Examination Di- 
vision, or the Chief, Appeals Office. When 
the District Director or the Chief, Ap- 
peals Office and the taxpayer cannot agree 
on material facts, the National Office, at 
its discretion, may refuse to provide tech- 
nical advice. 

. 04 If the taxpayer initiates the action 
to request technical advice and the tax- 
payer's statement of the facts and points 
at issue is not wholly acceptable to the 
District or Appeals Office, the Service will 

tell the taxpayer in writing what the areas 
of disagreement are. The taxpayer has 10 
calendar days after receiving the written 
notice to reply to it. The taxpayer must 
justify in writing an extension of time be- 
yond the 10 calendar days. The justifi- 
cation must be approved by the Chief, 
Examination Division or the Chief, Ap- 
peals Office. If agreement cannot be 
reached, both the statements of the tax- 
payer and the District or Appeals Office 
will be forwarded to the National Office 
with the request for technical advice. When 
the disagreement involves material facts 
essential to the preliminary assessment of 
the case, the District Director or Chief, 
Appeals Office, may, at its discretion, re- 
fuse referral to the National Office of a 
taxpayer initiated request for technical 
advice or alternatively, the National Of- 
fice may refuse to provide technical ad- 
vice. 

. 05 If it has not already been done, the 
taxpayer may submit a statement explain- 
ing the taxpayer's position on the issues 
and citing precedents that the taxpayer 
believes will bear on the case. This state- 
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ment will be forwarded to the National 
Office with the request for technical ad- 
vice. If the taxpayer's statement is re- 
ceived after the request for technical advice 
has been forwarded to the National Of- 
fice, it will be forwarded there to be as- 
sociated with the request for technical 
advice. The taxpayer is encouraged to 
comment on any legislation, tax treaties, 
regulations, revenue rulings, revenue 
procedures, or court decisions contrary to 
the taxpayer's position. 

. 06 At the time the taxpayer is told that 
the matter is being referred to the Na- 
tional Office, the taxpayer will also be 
told about the right to a conference in the 
National Office if an adverse decision is 
indicated and will be asked to say whether 
such a conference is desired. 

. 07 In connection with requests for 
technical advice, the taxpayer also has the 
same 10 days as in sections 5. 03 and 5. 04 
to submit the statement described in sec- 
tion 5. 09 of proposed deletions under sec- 
tion 6110(c) of the Code. If the taxpayer 
does not submit the statement, the Dis- 
trict Director or the Chief, Appeals Of- 
fice, will tell the taxpayer that such a 
statement is required. If the District Di- 
rector or the Chief, Appeals Office, does 
not receive that statement within 10 days 
after such notification, the District Direc- 
tor or the Chief, Appeals Office, may de- 
cline to submit the request for technical 
advice. If the District Director or the Chief, 
Appeals Office, decides to request tech- 
nical advice in a case in which the tax- 
payer has not submitted the statement of 
proposed deletions, the National Office 
will make those deletions that the Com- 
missioner determines are required by sec- 
tion 6110(c). 

. 08 The requirements for submitting 
statements and other material for pro- 
posed deletions in technical advice mem- 
oranda before public inspection is allowed 
do not apply for requests for any docu- 
ments to which section 6104 of the Code 
applies. 

. 09 To help the National Office make 
the deletions required by section 6110(c) 
of the Code in technical advice memo- 
randa to be made open to public inspec- 
tion under section 6110(a), a deletions 
statement must accompany requests. The 
statement must either state that no infor- 
mation other than names, addresses, and 
identifying numbers need be deleted, or 
if more information is proposed to be de- 
leted, the statement must indicate the 
deletions proposed by the taxpayer. If the 

. 12 Form 4463, Request for Technical 
Advice, should be used for transmitting 
requests for technical advice to the Na- 
tional Office. 

. 13 Any authorized representative, as 
described in section 8. 10 of Rev. Proc. 
87 — 1, whether or not enrolled to practice, 
must comply with the conference and 
practice requirements of the Statement of 
Procedural Rules (26 CFR 601). Form 
2848, Power of Attorney, and Form 2848- 
D. Authorization and Declaration, may 
be used with regard to requests for tech- 
nical advice under this revenue proce- 
dure. 

latter alternative is chosen, the statement 
must be made in a separate document, 
and it must be accompanied by a copy of 
all statements of facts and supporting doc- 
uments that are submitted to the National 
Office under sections 5. 03 and 5. 04. The 
material that the taxpayer wants deleted 
must be shown in brackets. The statement 
of proposed deletions must show the stat- 

utory basis, under section 6110(c), for each 
proposed deletion. The statement of pro- 
posed deletions must not appear or be 
referred to anywhere in the request for 
technical advice. If the taxpayer decides 
to request additional deletions under sec- 
tion 6110(c) before the National Office 
replies to the request of technical advice, 
the taxpayer may submit additional state- 
ments. The procedures in this paragraph 
also apply to additional information sub- 

mitted during consideration of the tech- 
nical advice request. 

. 10 The provisions of this section (about 
referring issues upon the taxpayer's re- 
quest, telling the taxpayer about the re- 
ferral of issues, giving the taxpayer a copy 
of the arguments submitted by the District 
Director or Chief, Appeals Office, in sup- 
port of its position on the issue or issues, 
submitting proposed deletions, and grant- 
ing conferences in the National Office) do 
not apply to technical advice memoranda, 
described in section 6110(g)(5)(A) of the 
Code, on cases involving criminal or civil 
fraud investigations and jeopardy or ter- 
mination assessments. However, in these 
cases the taxpayer may provide the state- 
ment of proposed deletions to the Na- 
tional Office after all proceedings in the 
investigations or assessments are com- 
plete but before the Commissioner mails 
the notice, under section 6110(f)(1), of 
intention to disclose the technical advice 
memorandum. 

. 11 See Rev. Proc. 79-63, 1979-2 C. B. 
578, which concerns applications for ex- 
tension of time for making an election or 
application for relief pursuant to section 
1. 9100-1 of the Income Tax Regulations. 
If a taxpayer requests an extension of time 
under section 1. 9100-1 during an exami- 
nation or when being considered by an 
Appeals Office, the procedures of Rev. 
Proc. 87-2 are applicable, except for Sec. 
6. The examination officer or Appeals Of- 
ficer is not authorized to deny consider- 
ation of a request for technical advice that 
involves section 1. 9100-1 relief. All such 
requests must be referred to the National 
Office. See section 4. 03 of Rev. Proc. 79— 
63. 

SEC. 6 APPEAL DY TAXPAYERS OF DNTRICT 

OR APPEALS OFFICE DETERNIIIATION IIOT 

TO SEEK TECIINICAL ADVICE 

. 01 If the examining officer or Appeals 
Officer thinks that a taxpayer's request for 
referral of an issue to the National Office 
for technical advice does not warrant re- 
ferral, the examining officer or Appeals 
Officer will tell the taxpayer. 

. 02 The taxpayer may appeal the de- 
cision of the examining officer or the Ap- 
peals Offic not to request technical advice 

by submitting to that official, within 10 
calendar days after being told of the de- 
cision, a statement of the facts, law, and 
arguments on the issue, and the reasons 
why the taxpayer believes the matter 
should be referred to the National Office 
for technical advice. The taxpayer must 

justify in writing a request for an exten- 
sion of time beyond the 10 calendar days. 
The justification must be approved by the 
Chief, Examination Division, or the Chief, 
Appeals Office. 

. 03 The examining officer or the Ap- 
peals Officer submits the taxpayer's state- 
ment through channels to the Chief, 
Examination Division, or the Chief, Ap- 
peals Office, along with the examining of- 
ficer's or the Appeals Officer's statement 
of why the issue should not be referred 
to the National Office. The Chief deter- 
mines, on the basis of the statement, 
whether technical advice will be re- 
quested. If the Chief determines that 
technical advice is not warranted and pro- 
poses to deny the request, the taxpayer is 
told in writing about the determination. 
In the letter to the taxpayer, the Chief 
states the reasons for the proposed denial 

(except in unusual situations when doing 

so would be prejudicial to the best inter- 

ests of the Government). The taxpayer 

has 10 calendar days after receiving the 
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letter to notify the Chief of agreement or 
disagreement with the proposed denial. 
The taxpayer may not appeal the decision 
of the Chief, Examination Division, or 
the Chief, Appeals Office, not to request 
technical advice from the National Office. 
However, if the taxpayer does not agree 
with the proposed denial, all data on the 
issue for which technical advice has been 
sought, including the taxpayer's written 
request and statements, will be submitted 
to the Assistant Commissioner (Exami- 
nation) or the Director, Appeals Divi- 
sion, for review. If the Assistant 
Commissioner (Examination) or the Di- 
rector, Appeals Division, thinks the cir- 
cumstances warrant it, he or she may 
consult the Associate Chief Counsel 
(Technical) or his or her representatives, 
After this review, the District Office or 
the Appeals Office is notified whether the 
proposed denial is approved or disap- 
proved, and, in turn, the District Office 
or the Appeals Office will notify the tax- 
payer. 

. 04 While the matter is being re- 
viewed, the District Office or the Appeals 
Office suspends action on the issue (ex- 
cept when the delay would prejudice the 
Government's interest) until it is notified 
that the proposed denial is approved or 
disapproved. This notification is made 
within 45 calendar days after receipt of 
the data. The review is solely on the basis 
of the written record and no conference 
is held on the matter. 

SEC. 7. WITHDRAWAL OF REQUESTS 

. 01 Only a District Director or Chief, 
Appeals Office may withdraw a request 
for technical advice, even a request ini- 

tiated by the taxpayer. The withdrawal 

request may be made at any time before 
the responding transmittal memorandum 
is signed. The District Director or Chief, 
Appeals Office, must notify the taxpayer 
in writing of an intent to withdraw the 
request for technical advice except (1) 
when the period of limitation on assess- 
ment is about to expire and the taxpayer 
has declined to sign a consent to extend 
the period, or (2) when such notification 
would be prejudicial to the best interests 
of the government. If the taxpayer does 
not agree that the request for technical 
advice should be withdrawn, the proce- 
dure in section 6 of this revenue proce- 
dure must be followed. 

. 02 When a request for technical ad- 
vice is withdrawn, the National Office may 
send its views to the District Director or 

the Chief, Appeals office, when acknowl- 

edging the withdrawal request. In an Ap- 

peals case, acknowledgment of the 
withdrawal request should be sent to the 

appropriate Appeals Office, through the 
Director, Appeals Division, CC:AP:PT, 
In appropriate cases, the subject matter 

may be published as a revenue ruling or 
as a revenue procedure. 

SEC. 8. CONFERENCES IN THE NATIONAL 

OFRCE 

. 01 If after an analysis of the technical 
advice request it appears that advice ad- 

verse to the taxpayer will be given, and 

if a conference has been requested, the 
taxpayer will be told, by telephone if pos- 
sible, the time and place of the confer- 
ence. The conference must be held within 

21 calendar days after such contact has 
been made. If conferences are being ar- 

ranged for more than one request for 
technical advice for the same taxpayer, 
they will be scheduled to cause the least 
inconvenience to the taxpayer. An exten- 
sion of the 21-day period will be granted 
only if the taxpayer justifies it in writing 
and the Chief or Assistant Chief of the 
technical branch to which the case is as- 

signed approves it. Because the purpose 
of these procedures is to facilitate the 
technical advice process, requests for ex- 
tensions should be justified by compelling 
facts and circumstances. The request for 
extension should be submitted before the 
end of the 214ay period. If unusual cir- 
cumstances near the end of the 21-day 
period make a written request impracti- 
cal, within the 21-day period the National 
Office should be told orally about the 
problem and of the forthcoming written 
request for extension. These requests must 
be promptly submitted. The taxpayer or 
taxpayer's representative will be told 
promptly and later in writing of the ap- 
proval or denial of the requested exten- 
sion. There is no right to appeal the denial 
of an extension request. If it is not advised 
of problems with meeting the 21-day pe- 
riod, or if the request is not sent promptly 
after the National Office is notified of 
problems with meeting the 21-day period, 
the Service will process the case on the 
basis of the existing record. 

. 02 A taxpayer is entitled by right to 
only one conference in the National 
Office unless one of the circumstances dis- 
cussed in this section exists. This confer- 
ence is normally held at the branch level 
in the appropriate division (Individual Tax 
Division or Corporation Tax Division) of 

the office of the Associate Chief Counsel 
(Technical). It is attended by a person 
who has authority to sign the transmittal 
memorandum discussed in section 9. 07 on 
behalf of the Branch Chief. When more 
than one branch has taken an adverse po- 
sition on an issue within its jurisdiction 
presented in a request for technical ad- 
vice, or when the position ultimately 
adopted by one branch will affect another 
branch's determination, a representative 
from each branch with authority to sign 
for the Branch Chief will attend the con- 
ference. In appropriate cases, the exam- 
ining officer or the Appeals Officer may 
also attend the conference to clarify the 
facts in the case. If more than one subject 
is discussed at the conference, the dis- 

cussion constitutes a conference for each 
subject. To promote a free and open dis- 
cussion of the issues, the conference usu- 

ally is held after the branch has an 
opportunity to study the case. However, 
the taxpayer may request that the con- 
ference of right be held at a stage earlier 
in the consideration of the case than the 
Service would ordinarily designate. The 
taxpayer has no right to appeal the action 
of a branch to a Division Director or to 
any other official of the Service. 

, 03 In order to issue technical advice 
memoranda in a more efficient manner, 
the Branch representatives may offer the 
taxpayer an option of delaying the con- 
ference in order to submit a brief re- 
questing section 7805(b) relief, discussed 
in section 12 of this revenue procedure, 
in the event of a final adverse determi- 
nation by the Service. In such cases, a 
conference on the tentatively adverse po- 
sition and the section 7805(b) relief re- 
quest will be scheduled within 10 days of 
receipt of the taxpayer's section 7805(b) 
request. 

. 04 Because conference procedures are 
informal, no tape, stenographic, or other 
verbatim recording of a conference is 
made. 

. 05 The senior Service representative 
at the conference ensures that the tax- 
payer has full opportunity to present views 
on all the issues in question. The Service 
representatives explain the Service's ten- 
tative decision on the substantive issues 
and the reasons for it. If prospective ap- 
plication under section 7805(b) of the Code 
is advanced by the taxpayer, the Service 
representative will discuss the tentative 
recommendation concerning the request 
for relief and the reason for the tentative 
recommendation. No commitment will be 
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made as to the conclusion that the Service 
will finally adopt. 

. 06 An invitation to an additional con- 
ference is made if, after the conference 
of right, and adverse holding is proposed 
either (1) on a new issue or (2) on the 
same issue but on grounds different from 
those discussed at the first conference. 
When a proposed holding is reversed at 
a higher level with a result less favorable 
to the taxpayer, the taxpayer has no right 
to another conference if the grounds or 
arguments on which the reversal is based 
were discussed at the conference of right. 
The limitation on the number of confer- 
ences to which a taxpayer is entitled does 
not prevent inviting a taxpayer to attend 
further conferences when National Office 
personnel think they are necessary. These 
additional conferences are held only at 
the invitation of the National Office. 

. 07 The taxpayer is responsible for fur- 

nishing in writing to the National Office 
within 21 calendar days after the confer- 
ence any additional data, lines of reason- 

ing, precedents etc. , that the taxpayer 
proposed and that were discussed at the 
conference but not previously or ade- 

quately presented in writing. A copy of 
the additional material submitted by the 

taxpayer must be sent by the taxpayer to 
the District Director or the Chief, Ap- 
peals Office, for comment. If the addi- 

tional information is not received within 

21 days, the technical advice memoran- 

dum will be issued on the basis of the 
existing record. An extension of the 21- 

day period may be granted only if the 

taxpayer justifies it in writing and the Chief 
or the Assistant Chief of the Technical 
branch to which the case is assigned ap- 
proves it. Procedures for requesting an 

extension of the 21-day period and noti- 

fying the taxpayer or the taxpayer's rep- 
resentative of the Service's decision are 
the same as those in section 8. 01. Any 
additional material should be submitted 
in duplicate to the National Office. If the 
additional information would have a sig- 

nificant impact on the facts in the request 
for technical advice, the National Office 
sends a copy to the District Director or 
the Chief, Appeals Office, for comment 

on the facts contained in the additional 

information submitted. The District Di- 
rector or the Chief, Appeals Office, gives 

the matter prompt attention. 

. 08 A taxpayer must get information 

on the status of the request for technical 

advice by contacting the District or Ap- 

peals Office that requested the technical 

advice. 
. 09 A District Director or a Chief, Ap- 

peals Office, may get current information 

on the status of the request for technical 

advice by calling the person whose name 

and telephone number are shown on the 

acknowledgement of receipt of the re- 

quest for technical advice. 

SEC. 9. PREPARATION OF TECHNICAL 

ADVICE MEMORANDUM BY THE NATIONAL 

OFFICE 

. 01 Requests for technical advice gen- 

erally are given priority and processed ex- 

peditiously. As soon as the request for 

technical advice is assigned, the technical 

employee analyzes the file to see whether 

it meets all requirements of section 5. If 
it does not comply with the requirements 

of section 5. 09 relating to the statement 

of proposed deletions, the National Office 
makes the deletions from the technical 
advice memorandum that the Commis- 

sioner determines are required by section 

6110(c) of the Code. 
. 02 Usually, within 21 calendar days 

after the Branch Office receives the re- 

quest for technical advice, a representa- 
tive of the Branch telephones the District 
or Appeals Office to discuss the proce- 
dural and substantive issues in the request 
that come within the Branch's jurisdic- 
tion. The Branch representative informs 

the District or Appeals Office. 

(a) that the case is being returned be- 

cause substantial additional information 
is required to resolve an issue, because 
significant unresolved factual variances 
exist between the statement of facts sub- 

mitted by the District or Appeals Office 
and the taxpayer, or because major pro- 
cedural problems cannot be resolved by 
phone (A request for technical advice wifi 

not be returned or reply delayed merely 
because additional information not essen- 
tial to the preliminary assessment of the 
case is needed. ); or 

(b) that the case is not being returned 
but more information is needed or minor 
procedural deficiencies exist; or 

(c) what the Branch representative's 
tentative conclusion is and the estimated 
date that the technical advice memoran- 
dum will be mailed; or 

(d) that a tentative conclusion has not 
been reached because of the complexity 
of the issue and the estimated date the 
tentative conclusion wiL' be made. 

. 03 Within 21 calendar days after the 
Branch receives the additional informa- 

tion requested in section 9. 02(b), the 
Branch representative telephones the 
District or Appeals Office to discuss the 
procedural and substantive issues in the 
request that come within the jurisdiction 
of the Branch. The representative indi- 

cates either (1) the tentative conclusion 
and the estimated date the techncial ad- 

vice memorandum will be mailed, or (2) 
the fact that a tentative conclusion has not 
been reached because of the complexity 
of the issue and the estimated date the 
tentative conclusion will be made. 

. 04 Because the Branch representa- 
tive's tentative conclusion may change 
during the preparation and review of the 
techncial advice memorandum, it is not, 
under any circumstances, considered fi- 

nal. The District or Appeals Office may 

not tell the taxpayer what the tentative 
conclusion is. 

. 05 When the technical advice request 
concerns matters within the jurisdiction 
of more than one Branch or more than 

one office in the same Branch, a repre- 
sentative of the Branch that received the 
original technical advice request informs 

the District or Appeals Office within the 
initial 21 calendar day period: (1) that the 
matters within the jurisdiction of another 
Branch or another office in the same 

Branch have been referred to the other 
Branch or office for consideration, and (2) 
that a representative of the other Branch 
or office will contact the District or Ap- 
peals Office about the referral of the tech- 

nical advice request within 21 calendar 

days after receiving it in accordance with 

section 9. 02. 
. 06 If during the analysis and devel- 

opment of the case it is determined, after 
discussion with the Branch Chief or re- 
viewer, that additional information essen- 

tial to the preliminary assessment of the 
case is needed, a Branch representative 
will obtain the additional information in 

the most expeditious manner possible from 

the taxpayer or the District Director or 
Chief, Appeals Office. Any additional in- 

formation requested from the taxpayer by 

the National Office must be submitted by 

letter appended by a penalties of perjury 
statement within 21 calendar days after 

the request for information is made. A 
written request for an extension of time 

to submit additional material must be re- 

ceived by the National Oflice within the 

21-day period, setting forth compelling 

facts and circumstances justifying the pro- 

posed extension. The Branch Chief of the 

Branch to which the case is assigned will 
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determine whether to grant or deny the 
request for an extension of the 21-day pe- 
riod. There is no right to appeal the denial 
of an extension request. If the National 
Office does not receive the submission 
within the period of 21 days, plus any ex- 
tensions granted by the Branch Chief, the 
National Office will issue the technical ad- 
vice memorandum based on the existing 
record. 

. 07 Any additional information sub- 
mitted by the taxpayer should be sent to 
the National Office and a copy sent to 
either the District Director or the Chief, 
Appeals Office for comments on the ad- 
ditional information. If the District Di- 
rector of Chief, Appeals Office has 
comments, they must be furnished 
promptly to the National Office Rulings 
Branch. 

, 08 Generally, before replying to the 
request for technical advice, the National 
Office informs the taxpayer orally or in 
writing of the material likely to appear in 
the technical advice memorandum which 
the taxpayer proposed be deleted but which 
the Service determined should not be de- 
leted. If so informed, the taxpayer may 
submit within 10 calendar days any fur- 
ther information, arguments, or other 
material that should be deleted. The Ser- 
vice attempts, if possible, to resolve all 
disagreements about proposed deletions 
before the National Office replies to the 
request for technical advice. However, the 
taxpayer does not have the right to a con- 
ference to resolve any disagreements about 
material to be deleted from the text of the 
technical advice memorandum. These 
matters, however, may be considered at 
any conference otherwise scheduled for 
the request. 

. 09 Replies to requests for technical 
advice are addressed to the District Di- 
rector or the Chief, Appeals Office. When 
a request for technical advice is from Ap- 
peals, the response to the appropriate 
Appeals Office will be routed through the 
Director, Appeals Division. CC:AP:PT. 
The replies to technical advice requests 
are in two parts. Each part identifies the 

taxpayer by name, address, identification 

number, and year or years involved. The 
first part of the reply is a transmittal mem- 

orandum. In unusual cases it is a way of 
giving the District or Appeals Office ad- 

ministrative information or other infor- 

mation that under the nondisclosure 
statutes or for other reasons, may not be 
discussed with the taxpayer. The second 
part (the "technical advice memoran- 

dum") contains: (1) a statement of the 

issues; (2) a statement of the pertinent 
facts in the issues; (3) a statement of the 

pertinent law, tax treaties, regulations, 
revenue rulings and other precedents 
published in the Bulletin, and court de- 

cisions; (4) a discussion of the rationale 
developed by the National Office; and (5) 
the conclusions of the National Office. The 
conclusions give direct answers, when- 

ever possible, to the specific questions of 
the District or Appeals Office. The dis- 

cussion of the issues is in enough detail 
so the District or Appeals officials know 

the reasoning underlying the conclusion. 
Accompanying the technical advice mem- 

orandum is a notice, under section 
6110(f)(1) of the Code, of intention to 
disclose a technical advice memorandum 

(including a copy of the version proposed 
to be open to public inspection and no- 
tations of third party communications un- 

der section 6110(d)). The District Director 
or the Chief, Appeals Office, forwards 
this notice to the taxpayer when the Dis- 
trict Director or the Chief, Appeals Office 
gives a copy of the technical advice mem- 

orandum to the taxpayer according to sec- 
tion 9, 08. 

. 10 A copy of the technical advice 
memorandum will be given to the tax- 

payer only after it has been adopted by 
the District Director or the Chief Appeals 
Office. However, in the case of technical 
advice memoranda described in section 
6110(g)(5)(A) of the Code, relating to cases 
involving criminal or civil fraud investi- 
gations and jeopardy or termination as- 

sessments, a copy of the technical advice 
memorandum is not given to the taxpayer 
until all proceedings in the investigations 
or assessments are completed. 

. 11 If after receiving the notice under 
section 6110(f)(1) of the Code of intention 
to disclose the technical advice memoran- 
dum the taxpayer wants to protest the dis- 
closure of certain information in it, the 
taxpayer must submit a written statement 
within 20 calendar days identifying those 
deletions not made by the Service that the 
taxpayer believes should have been made. 
The taxpayer must also submit a copy of 
the version of the technical advice mem- 

orandum proposed to be open to public 
inspection with brackets around deletions 
that are proposed by the taxpayer but that 
have not been made by the National Of- 
fice. Generally, the National Office does 
not consider the deletion of any material 
that the taxpayer has not proposed be de- 
leted before the National Office reply is 

sent to the request for technical advice to 
the District Director or the Chief, Ap- 
peals Office. Within 20 days after it re- 
ceives the taxpayers's response to the notice 
under section 6110(f)(1), the National Of- 
fice must mail the taxpayer its final ad- 
ministrative conclusion about the deletions 
to be made. 

SEC. 10. ACTION ON TECHNICAL ADVICE IN 

DISTRICT AND APPEALS OFFICE 

. 01 The District Director or the Chief, 
Appeals Office, must process the taxpay- 
er's case on the basis of the conclusions 
in the technical advice memorandum un- 

less (1) the District Director or the Chief, 
Appeals Office, thinks that the conclu- 
sions reached by the National Office in a 
technical advice memorandum should be 
reconsidered, or (2) the Chief, Appeals 
Office, in the case of technical advice un- 

favorable to the taxpayer, decides to set- 
tle the issue in the usual manner under 
existing authority. 

. 02 The District Director or the Chief, 
Appeals Office, gives the taxpayer (1) a 
copy of the technical advice memoran- 
dum described in section 9. 07, and (2) the 
notice under section 6110(f)(1) of the Code 
of intention to disclose the technical ad- 
vice memorandum (including a copy of 
the version proposed to be open to public 
inspection and notations of third party 
communications under section 6110(d)). 
This requirement does not apply to tech- 
nical advice memoranda involving civil 
fraud or criminal investigations; jeopardy 
or termination assessments, as described 
in section 5. 10; or documents to which 
section 6104 applies. 

. 03 In those cases in which the National 
Office tells the District Director or the 
Chief, Appeals Office, that a copy of the 
technical advice memorandum should not 
be given to the taxpayer, the District Di- 
rector or the Chief, Appeals Office tells 
this to the taxpayer if the taxpayer re- 
quests a copy. 

SEC. 11. EFFECT OF TECHNICAL ADVICE 

. 01 A taxpayer may not rely on a ruling 
issued to, or a technical advice memoran- 
dum received from the Service by, an- 
other taxpayer. Except in rare or unusual 
circumstances, a holding in a technical ad- 
vice memorandum that is favorable to the 
taxpayer is applied retroactively. More- 
over, since technical advice, as described 
in section 4. 04 of this revenue procedure, 
is issued only on closed transactions, a 
holding that is adverse to the taxpayer is 
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also applied retroactively unless the As- 
sociate Chief Counsel (Technical) exer- 
cises the discretionary authority under 
section 7805(b) of the Code to limit the 
retroactive effect of the holding. 

. 02 A holding that modifies or revokes 
a holding in prior technical advice mem- 
orandum is applied retroactively, with one 
exception. If the new holding is less fa- 
vorable to the taxpayer than the earlier 
one, it generally is not applied to the pe- 
riod in which the taxpayer relied on the 
prior holding in situations involving con- 
tinuing transactions. 

. 03 If a technical advice memorandum 
relates to a continuing action or a series 
of actions, it is ordinarily applied until 

specifically withdrawn or until the conclu- 
sion is modified or revoked by enactment 
of legislation, ratification of a tax treaty, 
or issuance of a United States Supreme 
Court decision, regulations (temporary or 
final), a revenue ruling, or other state- 
ment published in the Internal Revenue 
Bulletin. Publication of a notice of pro- 
posed rulemaking does not affect the ap- 
plication of a technical advice mem- 

orandum. 

. 04 Generally, a technical advice mem- 

orandum that revokes or modifies a letter 
ruling or another technical advice mem- 

orandum is not applied retroactively for 
either the taxpayer to whom or for whom 
the ruling or memorandum was originally 
issued or for a taxpayer whose tax liability 
was directly involved in such ruling or 
memorandum if: (1) there has been no 
misstatement or omission of material facts; 
(2) the facts at the time of the transaction 
are not materially different from the 
fa cts on which the ruling or memorandum 
was based; (3) there has been no change 
in the applicable law; (4) in the case of a 
ruling it was originally issued on a pro- 
spective or proposed transaction; and (5) 
the taxpayer directly involved in the rul- 

ing or memorandum acted in good faith 
in relying on the ruling or memorandum 
and the retroactive revocation would be 
to the taxpayer's detriment. For example, 
the tax liability of each shareholder is di- 

rectly involved in a ruling or memoran- 

dum on the reorganization of a 
corporation. However, the tax liability of 
members of an industry is not directly in- 

volved in a ruling or memorandum issued 
to one of the members, and the holding 

in a revocation or modification of a ruling 

or memorandum to one member of an 

industry may be retroactively applied to 
other members of the industry. By the 

made in the form of a request for technical 
advice. See section 5 of this revenue pro- 
cedure. However, the taxpayer must also 
submit a statement, which will be for- 
warded to the National Office with the 
request for technical advice, that the re- 
quest for technical advice is being made 
pursuant to section 7805(b) of the Code. 
This statement must also set forth the re- 
lief sought and an explanation of the rea- 
sons and arguments in support of the relief 
requested, and it must be accompanied 
by any documents bearing on the request. 
The explanation in support of the appli- 
cation of section 7805(b) should include 
a discussion of the five items enumerated 
in section 11. 04 of this revenue procedure 
as they relate to the taxpayer's particular 
situation. The taxpayer's request for relief 
pursuant to section 7805(b) must be for- 
warded by the District Director or the 
Chief, Appeals Office to the National Of- 
fice for consideration. 

. 04 A request to limit the retroactive 
effect of a holding in a technical advice 
memorandum that does not modify or re- 
voke a technical advice memorandum may 
be made as part of that technical advice 
request, either initially, or at any time 
before the technical advice memorandum 
is issued by the National Office. In such 
a case, the taxpayer must also submit a 
statement in support of the application of 
section 7805(b) of the Code, as described 
in . 03 above. 

. 05 When a request for technical ad- 
vice concerns only the application of sec- 
tion 7805(b) of the Code, the taxpayer has 
the right to a conference in the National 
Office in accordance with the provisions 
of section 8 of this revenue procedure. If 
the request for application of section 
7805(b) is included in the request for tech- 
nical advice on the substantive issues or 
is made before the conference of right on 
the substantive issues, the section 7805(b) 
issues will be discussed at the taxpayer's 
one conference of right. If the request for 
the application of section 7805(b) is made 
as part of a pending technical advice re- 

quest after a conference has been held on 
the substantive issue, and the Service de- 

termines that there is justification for hav- 

ing delayed the request, then the taxpayer 
will have the right to one conference of 
right concerning the application of section 

7805(b) with the conference limited to 
discussion of this issue. 

same reasoning, a tax practitioner may 

not obtain the nonretroactive application 
to one client of a modification or revo- 

cation of a ruling or memorandum pre- 
viously issued to another client. When a 

ruling to a taxpayer or a memorandum 

involving a taxpayer is revoked with ret- 
roactive effect, the notice to the taxpayer, 
except in fraud cases, sets forth the grounds 

on which the revocation is being made 

and the reasons why the revocation is being 

applied retroactively. 

SEC. 12. PROCEDURES FOR RE/VESTING 

APPUCATION OF SECTION 7SOS(b) IN THE 

CASE OF TECHNICAL AOICE 

SEC. 13 EFFECT ON OTHER DOCUMENTS 

Rev. Proc. 86-2 is superseded. 

. 01 Pursuant to section 7805(b) of the 
Code, it is within the discretion of the 
Commissioner or the Commisioner's del- 

egate to prescribe the extent, if any, to 
which any ruling (including technical ad- 

vice) will be applied without retroactive 
effect. 

A taxpayer who has received a tech- 
nical advice memorandum or with respect 
to whom a technical advice request is 

pending may request that the Associate 
Chief Counsel (Technical), the Commis- 
sioner's delegate, exercise the discretion- 
ary authority under section 7805(b) of the 
Code to limit the retroactive effect of any 
holding stated in the technical advice 
memorandum or to limit the retroactive 
effect of any subsequent modification or 
revotion of the technical advice memo- 
randum. 

. 02 When a technical advice memo- 
randum that concerns a continuing trans- 
action is modified or revoked by, for 
example, a subsequent revenue ruling or 
final regualtions, a request to limit the 
retroactive effect of the modification or 
revocation of the technical advice mem- 
orandum must be made in the form of a 
request for a ruling when the request is 
submitted before the return is examined 
that contains the transaction that is the 
subject of the request for ruling. See sec- 
tion 19. 02 of Rev. Proc. 87-1, page 503, 
this Bulletin. 

. 03 When a taxpayer is informed of the 
modification or revocation of a technical 
advice memorandum, ruling letter, or de- 
termination letter during the course of an 
examination of the taxpayer's return by 
the District Director or during consider- 
ation by the Chief, Appeals Office, a re- 
quest to limit the retroactive application 
of the modification or revocation of the 
technical advice memorandum, ruling let- 
ter, or determination letter must itself be 
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26 CFR 60l. 20I. Rulings und derermmuiion leners: 

ReL Proc. 87-3 

SECTION 1. PURPOSE AND NATURE OF 

CHANGES 

. 01 The purpose of this revenue pro- 
cedure is to update Rev. Proc. 86-3, 1986- 
I C. B. 416, as amplified and modified by 
subsequent revenue procedures, by pro- 
viding a revised list of those areas of the 
Internal Revenue Code under the juris- 
dication of the Associate Chief Counsel 
(Technical) in which the Internal Reve- 
nue Service will not issue advance rulings 
or determination letters. When applica- 
ble, the Tax Reform Act of 1986 will be 
referred to as "TRA 1986. " 

. 02 Changes. 
1 Old Sections 3. 33, 3. 34, 4. 22, 4. 23 

4. 24, 4. 25, 4. 26 and 4. 27 have been de- 
leted, and will appear in Rev. Proc. 87— 

6, page 541, this Bulletin, which provides 
a revised list of the areas involving Inter- 
national transactions in which the Internal 
Revenue Service will not or ordinarily will 

not issue advance rulings or determina- 
tion letters. 

2 Old Section 5. 06 has been deleted as 
a result of section 103(o) of the Internal 
Revenue Code. 

3 New Section 5. 18, which refers to 
section 368, supersedes old section 5. 19. 
See Rev. Proc. 86-44, 1986-2 C. B. 730. 

4 Old Section 5. 37 has been deleted. 
See Rev. Proc. 86 — 29, 1986 — I C. B. 659. 

SEC. 2. BACKGROUND AND SCOPE OF 

APPLICATION 

. 01 Background 
Whenever appropriate in the interest 

of sound tax administration, it is the pol- 

icy of the Service to answer inquiries of 
individuals and organizations regarding 
their status for tax purposes and the tax 

effects of their acts or transactions, prior 

to the filing of returns or reports that are 

required by the revenue laws. 

There are, however, certain areas in 

which, because of the inherently factual 

nature of the problems involved, or for 
other reasons, the Service will not issue 

advance rulings or determination letters. 
These areas are set forth in three sections 

of this revenue procedure. Section 3 re- 

flects those areas in which advance rulings 

and determinations will not be issued. 

Section 4 sets forth those areas in which 

they will not ordinarily be issued. "Not 
ordinarily" connotes that unique and 

compelling reasons must be demonstrated 

to justify a ruling or determination letter. 
Those sections reflect a number of specific 

questions and problems as well as general 

areas. Section 5 lists specific areas for which 

the Service is temporarily not issuing ad- 

vance rulings and determinations because 

those matters are under extensive study. 

With respect to the items listed, reve- 

nue rulings or revenue procedures may 

be published in the Internal Revenue Bul- 

letin from time to time to provide general 

guidelines regarding the position of the 

Service. 
Additions or deletions to this revenue 

procedure as well as restatement of items 

listed will be made by modification of this 

revenue procedure. Changes will be pub- 

lished as they occur throughout the year 
and will be incorporated annually in a new 

revenue procedure published as the third 

revenue procedure of the year. These lists 

should not be considered all inclusive. 

Decisions not to rule on individual cases, 
as contrasted with those that present sig- 

nificant pattern issues, are not reported 
in this revenue procedure and will not be 
added to subsequent revisions. 

The authority and general procedures 
of the Technical Function of the National 
Office of the Internal Revenue Service or 
the Offices of the District Directors of the 
Internal Revenue with respect to the is- 

suance of advance rulings and determi- 
nation letters with respect to Code sections 
under the jurisdiction of the Associate 
Chief Counsel (Technical) are outlined in 

Rev. Proc. 87-1, page 503, this Bulletin. 
For a list of the areas involving interna- 

tional transactions in which the Internal 
Revenue Service will not or ordinarily will 

not issue advance rulings or determination 

letters see Rev. Proc. 87 — 6. 
. 02 Scope of Application. 
This revenue procedure is not to be 

considered as precluding the submission 
of requests for technical advice to the Na- 

tional Office from the Office of a District 
Director of the Internal Revenue or a 

Chief, Appeals Office. 

SEC. 3. AREAS IN WHICH RULINGS OR 

DETERMINATION LETTERS WILL NOT BE 

ISSUED 

. 01 Specific questions and problems. 
1. Section 79. — Group Term Life In- 

surance Purchased for Employees. — 
Whether a group insurance plan for 10 or 
more employees qualifies as group-term 
insurance if the amount of insurance is 

not computed under a formula that would 

meet the requirements of section 1. 79— 

1(c)(2)(ii) if the group consisted of fewer 

than 10 employees. 
2. Section 83. — Property Transferred 

in Connection with Performance of Ser- 

vices. — Whether a restriction constitutes 
a substantial risk of forfeiture if the em- 

ployee is a controlling shareholder. Also, 
whether a transfer has occurred if the 

amount of property involves a nonre- 

course obligation. 
3. Section 105(h). — Amount Paid to 

Highly Compensated Individuals under 
Discriminatory Self-Insurance Medical 
Expense Reimbursement Plan. — Whether, 
following a determintion that a self-in- 

sured medical expense reimbursement plan 

is discriminatory, that plan had previously 
made reasonable efforts to comply with 

tax discrimination rules. 
4. Section 117. — Scholarships and Fel- 

lowship Grants. — Whether as employer- 
related scholarship or fellowship grant is 

excludable from the employee's gross in- 

come if there is no intermediary private 
foundation distributing the grants, as there 
was in Rev. Proc. 76 — 47, 1976 — 2 C. B. 670. 

5. Section 119. — Meals or Lodging 
Furnished for the Convenience of the 
Employer. — Whether the value of meals 
or lodging is excludable from gross in- 

come by an employee who is a controlling 
shareholder of the employer. 

6. Sections 121 and 1034. — One-Time 
Exclusion of Gain from Sale of Principal 
Residence by Individual Who Has At- 
tained Age 55; Rollover of Gain on Sale 
of Principal Residence. — Whether prop- 
erty qualifies as the taxpayer's principal 
residence. 

7. Section 162. — Trade or Business 
Expenses. — Whether compensation is 
reasonable in amount. 

8. Section 163. — Interest. — The in- 
come tax consequences of transactions in- 

volving a "shared appreciation mortgage" 
(SAM) loans in which a taxpayer, bor- 
rowing money to purchase real property, 
pays a fixed rate of interest on the mort- 

gage loan below the prevailing market rate 
and will also pay the lender a percentage 
of the appreciation in value of the real 
property upon termination of the mort- 

gage. This applies to all SAM arrange- 
ments where the loan proceeds are used 
for commercial or business activities, or 
where used to finance a personal resi- 
dence if the facts are not similar to those 
described in Rev. Rul. 83 — 51, 1983 — 1 C. B, 
48. (Also sections 61, 451, 461, 856, 1001, 
and 7701). 

9. Section 170. — Charitable, Etc. , 
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Contributions and Gifts. — Whether a 
charitable lead interest qualifies as a guar- 
anteed annuity interest for purposes of 
section 170(f)(2)(B) of the Code if that 
interest may be prepaid before the expi- 
ration of the specified term of that interest 
or before the death of the life or lives used 
to measure the term of such interest. 

10. Section 170. — Charitable, Etc. , 
Contributions and Gifts. — Whether a. tax- 
payer who advances funds to a charitable 
organization and receives therefor a 
promissory note may deduct as contri- 
butions, in one taxable year or in each of 
several years, amounts forgiven by the 
taxpayer in each of several years by en- 
dorsement on the note. 

11. Section 213(a). — Medical, Dental, 
Etc. , Expenses. — Whether a capital ex- 
penditure for an item that is ordinarily 
used for personal, living, or family pur- 
poses, such as a swimming pool, has as 
its primary purpose the medical care of 
the taxpayer or the taxpayer's spouse or 
dependent, or is related directly to such 
medical care. 

12. Section 264(b). — Certain Amounts 
Paid in Connection with Insurance con- 
tracts. — Whether "substantially all" the 
premiums of a contract of insurance are 
paid within a period of 4 years from the 
date on which the contract is purchased. 
Also, whether an amount deposited is in 

payment of a "substantial number" of fu- 

ture premiums on such a contract. 
13. Section 264(c)(1). — Certain 

Amounts Paid in Connection with Insur- 

ance Contracts. — Whether section 
264(c)(1) of the Code applies. 

14. Section 269. — Acquisitions Made 
to Evade or Avoid Income Tax. — Whether 
an acquisition is within the meaning of 
section 269 of the Code. 

15. Section 274. — Disallowance of 
Certain Entertainment, Etc. , Ex- 
penses. — Whether a taxpayer who is trav- 

eling away from home on business may, 
in lieu of substantiating the actual cost of 
meals, deduct a fixed per-day amount for 
meal expenses that differs from the amount 
prescribed in Rev, Proc. 83 — 71, 1983 — 2 

C. B. 590, or any later revenue procedure 
that modifies Rev. Proc. 83 — 71. 

16. Section 302. — Distributions in Re- 
demption of Stock. — Whether section 
302(b) of the Code applies when the con- 

sideration given in redemption by a cor- 
poration consists entirely or partly of its 
notes payable, and the shareholder's stock 

is held in escrow or as security for pay- 
ment of the notes with the possibility that 

tion 346(a) (pre-TEFRA section 
346(a)(1)), in partial liquidation under 
section 302(b)(4) and (e) (Pre-TEFRA 
sections 346(a)(2) and (b)) or in redemp- 
tion of stock under section 302(a), fol- 
lowed by a sale of the property, whether 
the sale can be deemed to have been made 

by the corporation under the doctrine of 
Commissioner v. Court Holding Com- 

pany, 324 U. S. 331 (1945), 1945 C. B. 58. 
22. Section 312. — Effect on Earnings 

and Profits. — The determination of the 
amount of earnings and profits of a cor- 
poration, 

23. Section 368(a)(1)(B). — Defini- 
tions Relating to Corporate Reorganiza- 
tions. — The acceptability of an estimation 
procedure or the acceptability of a specific 
sampling procedure to determine the ba- 
sis of stock acquired by an acquiring cor- 
poration in a reorganization described in 

section 368(a)(1)(B). 
24. Section 368(a)(1)(E). — Defini- 

tions Relating to Corporate Reorganiza- 
tions. — Whether a transaction constitutes 
a corporate recapitalization within the 
meaning of section 368(a)(1)(E) of the 
Code (or a transaction that also qualifies 
under section 1036) except when the re- 
capitalization is an integral part of a larger 
transaction and it is impossible to deter- 
mine the tax consequences of the larger 
transaction without making a determi- 
nation with regard to the recapitalization. 

25. Section 451. — General Rule for 
Taxable Year of Inclusion. — The tax con- 
sequences of a nonqualified unfunded de- 
ferred compensation arrangement with 

respect to a controlling shareholder em- 

ployee eligible to participate in the ar- 
rangement. 

26. Sections 451 and 457. — General 
Rule for Taxable Year of Inclusion; De- 
ferred Compensation Plans with Respect 
to Service for State and Local Govern- 
ments. — The tax consequences of uni- 

dentified independent contractors in 

nonqualified unfunded deferred compen- 
sation plans. This applies to plans estab- 
lished under section 451 of the Code by 
employers in the private sector and to el- 

igible state plans under section 457. How- 

ever, a ruling with respect to a specific 
independent contractor's participation in 

such a plan may be issued. 
27. Section 453. — Revolving Credit 

Sales as Installment Sales. — Whether a 
proposed sampling procedure will be ac- 

ceptable by the Service for the purpose 
of determining the portion of revolving 

credit balances to be treated as install- 

the stock may or will be returned to the 
shareholder in the future, upon the hap- 

pening of specified defaults by the cor- 
poration. 

17. Section 302. — Distributions in Re- 

demption of Stock. — Whether section 
302(b) of the Code applies when the con- 

sideration given in redemption by a cor- 

poration in exchange for a shareholder's 

stock consists entirely or partly of the cor- 
poration's promise to pay an amount based 

on, or contingent on, future earnings of 
the corporation, when the promise to pay 
is contingent on working capital being 
maintained at a certain level, or any other 
similar contingency. 

18. Section 302. — Distributions in Re- 
demption of Stock. — Whether section 
302(b) of the Code applies to a redemp- 
tion of stock if after the redemption the 
distributing corporation uses property that 
is owned by the shareholder from whom 

the stock is redeemed and the payments 

by the corporation for the use of the prop- 
erty are dependent upon the corpora- 
tion's future earnings or are subordinate 
to the claims of the corporation's general 
creditors. Payments for the use of prop- 
erty will not be considered to be depend- 
ent upon future earnings merely because 
they are based on a fixed percentage of 
receipts or sales. 

19. Section 302. — Distributions in Re- 
demption of Stock. — Whether the acqui- 
sition or disposition of stock described in 

section 302(c)(2)(B) of the Code has, or 
did not have, as one of its principal pur- 
poses the avoidance of federal income taxes 
within the meaning of that section, unless 
the facts and circumstances are materially 
identical to those set forth in Rev. Rul. 
56 — 556, 1956-2 C. B. 177, Rev. Rul. 56- 
584, 1956 — 2 C. B. 179, Rev. Rul. 57 — 387, 
1957 — 2 C. B. 225, Rev. Rul. 77 — 293, 1977— 
2 C. B. 91, Rev. Rul. 79 — 67, 1979 — 1 C. B. 
128, or Rev. Rul. 85 — 19, 1985 — 1 C. B. 94. 

20. Section 302(b)(4) and (e) (pre- 
TEFRA sections 346(a)(2) and (b)). — 
Partial Liquidation. — The amount of 
working capital attributable to a business 
or portion of a business terminated that 
may be distributed in partial liquidation. 

21. Sections 311 and 336 (pre-TRA 
1986). — Taxability of Corporation on 
Distribution; General Rule. — Upon dis- 
tribution of property in kind by a cor- 
poration to its shareholders, in complete 
liquidation under section 331 of the Code 
(when under the fact a sale of the property 
by the corporation would not qualify un- 
der pre-TRA 1986 section 337) and sec- 
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ment account balances. See Rev. Proc. 
64-4, 1964 — 1 (Part 1) C. B. 644, and Rev. 
Proc. 65-5, 1965-1 C. B. 720. 

28. Section 641. — Imposition of Tax. — 
Whether the period of administration or 
settlement of an estate is reasonable or 
unduly prolonged. 

29. Section 642(c). — Deduction for 
Amounts Paid or Permanently Set Aside 
for a Charitable Purpose. — Allowance of 
an unlimited deduction for amounts set 
aside by a trust or estate for charitable 
purposes when there is a possibility that 
the corpus of the trust or estate may be 
invaded. 

30. Section 704(b)(2). — Partner's Dis- 
tributive Share Determined. — Whether 
the allocation to a partner under the part- 
nership agreement of income, gain, loss, 
deduction, or credit (or an item thereof) 
has substantial economic effect. 

31. Section 704(e). — Family Partner- 
ships. — Matters relating to the validity of 
a family partnership when capital is not a 
material income producing factor. 

32. Section 856. — Definition of a Real 
Estate Investment Trust. — Whether a 
corporation whose stock is "paired" with 

or "stapled" to stock of another corpo- 
ration will qualify as a real estate invest- 
ment trust under section 856 of the Code 
if the activities of the corporations are 
integrated. 

33. Section 1221. — Capital Asset De- 
fined. — Whether specialty stock allocated 
to an investment account by a registered 
specialist on a national securities ex- 
change is a capital asset. 

34. Section 1551. — Disallowance of 
Surtax Exemption and Accumulated 
Earnings Credit. — Whether a transfer is 

within section 1551 of the Code. 
35. Section 2031. — Definition of Gross 

Estate. — Actuarial factors for valuing in- 

terests in the prospective gross estate of 
a living person. 

36. Section 2055. — Transfers for Pub- 

lic, Charitable and Religious Uses. — 
Whether a charitable lead interest quali- 

ties as a guaranteed annuity interest for 
purposes of section 2055(e)(2)(b) of the 
Code if that interest may be prepaid be- 

fore the expiration of the specified term 

of that interest or before the death of the 

life or lives used to measure the term of 
such interest. 

37. Section 2512. — Valuation of 
Gifts. — Actuarial factors for valuing pro- 

spective or hypothetical gifts of a donor. 
38. Section 2522. — Charitable and 

Similar Gifts. — Whether a charitable lead 

interest for purposes of section 
2522(c)(2)(B) of the Code if that interest 

may be prepaid before the expiration of 
the specified term of that interest or be- 

fore the death of the life or lives used to 
measure the term of such interest. 

39. Section 7701. — Definitions. — 
Whether a foreign arrangement that is a 

participant in a domestic arrangement 

classified as a partnership for U. S. tax 

purposes will itself be classified as a part- 

nership. 
40. Section 7701. — Definitions. — 

Whether a foreign limited liability com- 

pany will be classified as a partnership if 

the taxpayer requests classification as a 
partnership and (1) the taxpayer is a cor- 

poration and less than 20 percent of the 

interests in the limited liability company 
are held by independent parties or (2) the 

taxpayer is not a corporation and inde- 

pendent parties hold only a nominal in- 

terest in the company. 
41. Section 7701. — Definitions. — 

Whether an organization, formed in a state 
that has a statute corresponding to the 
Uniform Limited Partnership Act or the 
Revised Uniform Limited Partnership Act, 
lacks the corporate characteristic of con- 
tinuity of life where, in the case of the 
removal of a general partner, the part- 
nership agreement allows less than a ma- 

jority in interest of limited partners to elect 
a new one to continue the partnership. 

42. Section 7701. — Definitions. — 
Whether a limited partnership will be 
classified as a partnership if the partner- 
ship agreement does not provide that, 
notwithstanding anything to the contrary 
that may be expressed or implied in the 
agreement, the interests of all of the gen- 
eral partners, taken together, in each ma- 

terial item of partnership income, gain, 
loss, deduction, or credit is equal to at 
least one percent of each such item at all 

times during the existence of the part- 
nership. In determining the general part- 
ners' interests in such items, limited 
partnership interests owned by the gen- 
eral partners shall not be taken into ac- 
count. 

43. Section 7701. — Definitions. — 
Whether a limited partnership will be 
classified as a partnership if the partner- 
ship agreement does not expressly pro- 
vide that, upon the dissolution and 
termination of the partnership, the gen- 
eral partners will contribute to the part- 
nership an amount equal to: (a) the deficit 
balances in their capital accounts; or (b) 
the excess of 1. 01 percent of the total cap- 

ital contributions of the limited partners 
over the capital previously contributed by 
the general partners; or (c) the lesser of 
(a) or (b). 

. 02 General Areas 
1. The results of transactions that lack 

bona fide business purpose or have as their 

principal purpose the reduction of federal 
taxes. 

2. A matter upon which a court deci- 
sion adverse to the government has been 
handed down and the question of follow- 

ing the decision or litigating further has 

not yet been resolved. 
3. A matter involving the prospective 

application of the estate tax to the prop- 
erty or the estate of a living person. 

4. A matter involving alternate plans 
of proposed transactions or involving hy- 

pothetical situations. 
5. A matter involving the federal tax 

consequences of any proposed federal, 
state, local or municipal legislation. The 
Service may provide general information 
in response to an inquiry. 

6. Whether reasonable cause exists un- 

der Subtitle F (Procedure and Adminis- 

tration) of the Code. 
7. Whether a proposed transaction 

would subject the taxpayer to a criminal 

penalty. 
8. A request that does not comply with 

the provisions of Rev. Proc 87 — 1. 
9. Whether, under the common law 

rules applicable in determining the em- 

ployer-employee relationship, a profes- 
sional staffing corporation (loan-out 
corporation) or the subscriber is the em- 

ployer of individuals if: 
(a) the loan-out corporation hires em- 

ployees of the subscriber and assigns the 
employees back to thesubscriber or; 

(b) the loan-out corporation assigns 
individuals to subscribers for more than a 
temporary period (1 year or longer). 

SEC. 4. AREAS IN WHICH RULINGS OR 

DETERIBINATION LETTERS WILL NOT 

ORDINARILY BE ISSUED 

. 01 Specific questions and problems. 
1. Sections 38, 39, 46, and 48. — In- 

vestment Tax Credit. — Application of 
these sections where the formal owner- 
ship of property is in a party other than 
the taxpayer, except when title is held 
merely as security. 

2. Section 61. — Gross Income De- 
fined. — Determination as to who is the 
true owner of property in cases involving 
the sale of securities, or participation in- 
terests therein, where the purchaser has 
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the contractual right to cause the security, 
or participation interest therein, to be 
purchased by either the seller or a third 
party. 

3. Sections 61 and 163. — Gross In- 
come Defined; Interest. — Determina- 
tions as to who is the true owner of property 
or the true borrower of money in cases in 
which the formal ownership of the prop- 
erty or liability for the indebtedness is in 
another party. 

4. Section 103. — Interest on Certain 
Governmental Obligations. — Whether the 
interest on state and local governmental 
obligations will be excludable from gross 
income under section 103(a) of the Inter- 
nal Revenue Code if the proceeds of is- 

sues of obligations (other than advance 
refunding issues) are placed in escrow or 
otherwise not expended for a govern- 
mental purpose for an extended period of 
time even though the proceeds are in- 

vested as a yield that will not exceed the 
yield on the governmental obligations prior 
to their expenditure. 

5. Section 103. — Interest on Certain 
Governmental Obligations. — Whether 
municipal bonds will meet the "security 
interest test" under section 103(b)(2)(B) 
of the Code and section 1. 103 — 7(b)(4) of 
the regulations because an underlying ar- 
rangement is inferred, as illustrated in Rev. 
Rul. 80 — 251, 1980 — 2 C. B. 40, and Rev. 
Rul. 80 — 339, 1980 — 2 C. B. 42, when pay- 
ments not pledged as security for the bonds 
are received in respect of the bond-fi- 
nanced property used in the trade or busi- 

ness of nonexempt persons in an amount 
equal to more than 25 percent of the prin- 
cipal or interest payments on the bonds. 

6. Section 103. — Interest on Certain 
Governmental Obligations. — Whether an 
issue of industrial development bonds is 

exempt under section 103(b) of the Code 
when 10 percent or more of the proceeds 
of the issue (minus "neutral costs, " as de- 
scribed in Rev. Rul. 80 — 171, 1980 — 2 C. B. 
44) are used to finance a facility in what 
an owner (or a related person) or a lessee 
(or a related person), who was a user of 
the facility at any time before the bonds 
were issued, will be a user of the facility 
after the bonds are issued. 

7. Section 103. — Interest on Certain 
Governmental Obligations. — Whether 
amounts received as proceeds from thc 
sale of municipal bond financed property 
and pledged to the payment of debt ser- 
vice or pledged as collateral for the 
municipal bond issue are sinking fund 
proceeds within the meaning of section 

1. 103 — 13(g) of the Income Tax Regula- 

tions or replaced proceeds described in 

section 103(c)(2)(B) of the Internal Rev- 

enue Code. 
8. Section 162. — Trade or Business 

Expenses. — Whether the requisite risk 

shifting and risk distribution necessary to 
constitute insurance are present for pur- 

poses of determining the deductibility un- 

der section 162 of amounts paid 
(premiums) by a taxpayer for insurance, 

unless the facts of the transaction are within 

the scope of Rev. Rul. 77 — 316, 1977 — 2 
C. B. 53, or Rev. Rul. 78 — 338, 1978 — 2 C. B, 
107. 

9. Section 167. — Depreciation. 

(a) Useful lives of assets. 

(b) Depreciation rates. 

(c) Salvage value of assets. 
10. Sections 167 and 168. — Deprecia- 

tion; Accelerated Cost Recovery Sys- 
tem. — Application of these sections where 

the formal ownership of property is in a 

party other than the taxpayer, except when 

title is held merely as security. 
11. Section 170(c). — Charitable, etc. , 

Contributions and Gifts. — Whether a tax- 

payer who transfers property to a chari- 
table organization and thereafter leases 
back all or a portion of the transferred 
property, may deduct the fair market value 

of the property transferred and leased back 
as a charitable contribution. 

12. Section 302. — Distribution in Re- 
demption of Stock. — The tax effect of the 
redemption of stock for notes, when the 
payments on the notes are to be made 
over a period in excess of 15 years from 
the date of issuance of such notes. 

13. Section 302(b)(4) and(e) (pre- 
TEFRA section 346(a)(2)). — Partial Liq- 
uidation. — Whether a distribution will 

qualify a distribution in partial liquidation 
under section 302(b)(4) and (e)(1)(A) (pre- 
TEFRA section 346(a)(2)) of the Code 
unless it results in a 20 percent or greater 
reduction in (1) gross revenue, (2) net fair 
market value of assets, and (3) em- 
ployees. 

14. Sections 302(b)(4) and (e) (pre- 
TEFRA sections 346(a)(2) and (b)), 331, 
332, pre-TRA 1986 section 333 and sec- 
tion 346(a) (pre-TEFRA section 
346(a)(1)). — Effects on Recipients of 
Distributions in Corporate Liquida- 
tions. — The tax effect of the liquidation 
of a corporation preceded or followed by 
the reincorporation of all or a part of the 
business and assets when more than a 
nominal amount of the stock (that is, more 
than 20 percent in value) of both the 

liquidating corporation and the trainee 
corporation is owned by the same share- 
holders; or when a liquidation is followed 
by the sales of the corporate assets by the 
shareholders to another corporation in 
which such shareholders own more than 
a nominal amount of the stock (that is, 
more than 20 percent in value). 

15. Section 306. — Disposition of Cer- 
tain Stock. — Whether the distribution or 
disposition or redemption of "section 306 
stock" in a closely held corporation is in 
pursuance of a plan having as one of its 
principal purposes the avoidance of fed- 
eral income taxes within the meaning of 
section 306(b)(4) of the Code. 

16. Section 331 and 346(a). — Gain or 
Loss to Shareholders in Corporate Liq- 
uidations. — The tax effect of the liqui- 
dation of a corporation by a series of 
distributions, when the distributions in 

liquidation are to be made over a period 
in excess of 3 years from the adoption of 
the plan of liquidation. 

17. Section 336 (pre-TRA 1986 section 
337). — Gain or Loss: Certain Liquida- 
tions. — The application of this section to 
a corporation upon the sale of property, 
in connection with its liquidation, to an- 

other corporation, when more than a 
nominal amount of the stock (that is, more 
than 20 percent in value) of both the sell- 

ing corporation and the purchasing cor- 
poration is owned by the same persons. 

18. Section 341. — Collapsible Corpo- 
rations. — Whether a corporation will be 
considered to be a "collapsible corpora- 
tion, " that is, whether it was "formed or 
availed of" with the view of certain tax 
consequences. However, ruling requests 
will be considered on this matter when 

the enterprise (1) has been in existence 
for at least 20 years or has clearly dem- 

onstrated that it has realized two-thirds 

of the taxable income to be derived from 
the manufacturing, constructing, produc- 

ing, or purchasing of property as stated 
in section 341(b)(1)(A) of the Code and 

as described in Rev. Rul. 72 — 48, 1972 — 1 

C. B. 102, (2) has had an aggregate change 

in the shareholders' interests of not more 
than 10 percent during that period (except 
for transfers among family members, as 

defined in section 267(c)(4), or redemp- 

tions of stock to pay death taxes pursuant 

to section 303), and (3) has conducted 

substantially the same trade or business 

during that period. The period referred 

to in (2) and (3) above is the lesser of 20 

years of corporate existence or the period 

in which the enterprise has realized two- 
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thirds of the taxable income from activi- 
ties specified in section 341(b)(1)(A). 

19. Section 351. — Transfers to Con- 
trolled Corporation. — The tax effect of 
the transfer when part of the considera- 
tion received by the transferors consists 
of bonds, debentures, or any other evi- 
dence of indebtedness of the transferee 
and the term of the "indebtedness' is either 
less than 10 years or a determination as 
to whether the "indebtedness" is properly 
classified as debt or equity is required in 
order to establish that the requirements 
of section 351 are met. 

20. Section 355. Distribution of Stock 
and Securities of a Controlled Corpora- 
tion. — Whether the active business re- 
quirement of section 355(b) of the Code 
is met when, within the 5-year period de- 
scribed in section 355(b)(2)(B), a distrib- 
uting corporation acquired control of a 
controlled corporation as a result of the 
distributing corporation transferring cash 
or other liquid or inactive assets to the 
controlled corporation in a transaction in 
which gain or loss was not recognized as 
a result of the transfer meeting the re- 

quirements of section 351(a) or 368 
(a)(1)(D). 

21. Section 816. — Definition of Life 
Insurance Company. — Whether the req- 
uisite risk shifting and risk distribution 
necessary to constitute insurance are pres- 
ent for purposes of determining if a com- 

pany is an "insurance company" under 
section 1. 801 — 3(a) of the regulations, un- 

less the facts of the transaction are within 

the scope of Rev. Rul. 77 — 316, 1977 — 2 
C. B. 53, or Rev. Rul. 78 — 338, 1978 — 2 C. B. 
107. 

22. Section 7701. — Definitions. — 
Whether what is generally known as a for- 

eign corporation will be classified as a 
partnership for U. S. tax purposes if the 

taxpayer requests classification as a part- 
nership. 

23. Section 7701. — Definitions. — 
Whether a foreign partnership will be 
classified as an association for U. S. tax 
purposes if the taxpayer requests classi- 

fication as an association. 
. 02 General areas. 
1. Any matter in which the determi- 

nation requested is primarily one of fact, 
e. g. , market value of property, or whether 

an interest in a corporation is to be treated 
as stock or indebtedness. 

2. The tax effect of any transaction to 
be consummated at some indefinite future 
time. 

3. Any matter dealing with the ques- 

tion of whether property is held primarily 

for sale to customers in the ordinary course 

of trade or business. 

4. The tax effect of a transaction if any 

part of the transaction is involved in liti- 

gation among the parties affected by the 

transaction, except for transactions in- 

volving bankruptcy reorganizations. 

SEC. 5. AREA UNDER EXTENSIVE STUDY IN 

WHICH RULINGS OR DETERMINATION 

LETTERS WILL NOT BE ISSUED UNTIL THE 

SERVICE RESOLVES THE ISSUE THRDUGH 

PUBLICATION OF A REVENUE RULING, 

REVENUE PROCEDURE, REGULATIONS OR 

OTHERWISE 

. 01 Section 61. — Gross Income De- 
fined. — Whether amounts voluntarily de- 

ferred by a taxpayer under a deferred 
compensation plan maintained by an or- 
ganization described in section 501 of the 
Code are currently includible in the tax- 
payer's gross income. 

. 02 Sections 61 and 162. — Gross In- 

come Defined; Trade or Business Ex- 
penses. — The tax consequences with 
respect to a salary reduction arrangement 
under which an employee receives and 

returns salary amounts to the employer. 
(Also sections 3121, 3306 and 3401). 

. 03 Section 79. — Group-Term Life In- 
surance Purchased for Employees. — 
Whether life insurance provided for em- 

ployers under a "retired lives reserve" plan 
will be considered group-term insurance 
(also sections 61, 72, 83, 101, 162, 264, 
and 641). 

. 04 Section 101. — Certain Death Ben- 
efits. — Whether proceeds of "self-in- 
sured" life and survivor benefit plans 
established through a trust qualified un- 

dersection 501(c)(9) of the Code are ex- 
cludable from the beneficiary's gross 
income as amounts paid by reason of the 
death of the insured under section 101(a). 

. 05 Section 103. — Interest on Certain 
Governmental Obligations. — With re- 
spect to requests made pursuant to Rev. 
Proc. 79 — 12, 1979 — 1 C. B. 492, whether 
municipal bonds will meet the "trade or 
business test" and the "security interest 
test" under sections 103(b)(2)(A) and (B) 
of the Code and section 1. 103 — 7(b)(5) of 
the regulations when the proceeds are used 
to finance facilities such as electric energy, 
gas or water facilities and, pursuant to a 
contract to take, or to take or pay for, a 
nonexempt person purchases 75 percent 
or more of the actual output of the facility 
but less than 25 percent of the subpara- 

graph (5) output of the facility as defined 

in section 1. 103 — 7(b)(5)(ii)(b) of the reg- 

ulations. 
. 06 Section 162 — Trade or Business 

Expenses. — Whether payments paid or 
accrued by a corporation to an exempt 
organization as described in section 
501(c)(7), (c)(9), (c)(17) or (c)(20) of the 
Internal Revenue Code, are deductible 
under section 162. 

. 07 Sections 162 and 262. — Commut- 

ing Expenses. — Whether expenses are non- 

deductible commuting expenses. 
. 08 Section 168(f)(8). — Special Rule for 

Leases. — The tax consequences in certain 
areas specifically reserved in the Tem- 

porary Income Tax Regulations under the 

Economic Recovery Act of 1981, relating 
to special rules for leases. The areas spe- 
cifically reserved are: section Sc. 168(f)(8)— 
8(b)(9) on retirements and casualties; sec- 
tion 5c. 168(f)(8) — 9 on the transfer of in- 

vestment tax credit by section 168(f)(8) 
leases; section Sc. 168(f)(8) — 10 on leases 
between related parties; and section 
5c. 168(f)(8) — 11 on consolidated returns. 

. 09 Section 216. — Deduction of Taxes, 
Interest, and Business Depreciation by 
Cooperative Housing Corporation Ten- 
ant-Stockholder. — If a cooperative hous- 

ing corporation, as defined in section 
216(b)(1) of the Code, transfers an inter- 

est in real property to a corporation (not 
a cooperative housing corporation), in ex- 
change for stock or securities of the trans- 
feree corporation, which engages in 
commercial activity with respect to the 
real property interest transferred, whether 

(1) the income of the transferee corpo- 
ration derived from the commercial ac- 
tivity, and (2) any cash and property 
attributable to the real property interest 
transferred that may be distributed by the 
transferee corporation to the cooperative 
housing corporation, will be considered 
as gross income of the cooperative hous- 
ing corporation for the purpose of deter- 
mining whether 80 percent or more of the 
gross income of the cooperative housing 
cooperation is derived from tenant-stock- 
holders within the meaning of section 
216(b)(1)(D). 

. 10 Section 302(b)(4) and (c) (also Pre- 
TEFRA section 346(a)(2) and (b)). — Par- 
tial Liquidation. — Whether the absence 
of an actual redemption of stock is a 
meaningless gesture within the meaning 
of Rev. Rul. 79 — 257, 1979 — 2 C. B. 136, as 
amplified by Rev, Rul. 81 — 3, 1981 — 1 C. B. 
125, when: 

(i) The corporation has outstanding 
more than one class of stock and there 
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are priorities are dividend or liquidating 
distributions or any other differences in 

stock rights, or 
(ii) Either under the terms of the stock 

or as established contractually, there are 
outstanding any rights affecting the cor- 
poration's stock, such as, but not limited 
to, warrants, options, convertible secu- 
rities, shareholder agreements, or rights 
of first refusal. 

. 11 Section 306(b)(4). — Transactions 
Not in Avoidance. — Whether section 
306(b)(4) of the Code applies to the dis- 
tribution and disposition or redemption 
of "section 306 stock" that is subject to 
mandatory redemption. 

. 12 Section 331 pre-TRA 1986 section 
337, and sections 453 and 1239. — The Tax 
Effects of Installment Sales of Property 
Between Entities with Common Owner- 

ship. — The tax effects of a transaction in 

which there is a transfer of property by a 

corporation to a partnership or other non- 

corporate entity (or the transfer of stock 
to such entity followed by a liquidation of 
the corporation) when more than a nom- 

inal amount of the stock of such corpo- 
ration and the capital or beneficial interests 
in the purchasing entity (that is, more than 
20 percent in value) is owned by the same 
persons, and the consideration to be re- 
ceived by the selling corporation or the 
selling shareholders includes an install- 
ment obligation of the purchasing entity. 

. 13 Section 334(b)(2) (pre-TEFRA). — 
Liquidation of Subsidiary. — Whether an 

acquiring corporation may treat the life 
insurance reserves received in the liqui- 
dation as unsecured liabilities assumed. 

. 14 Section 336 (pre-TEFRA). — Dis- 
tribution of Property in Liquidation. — 
Whether the liquidation of a life insurance 
subsidiary is a termination pursuant to 
section 815(d)(2) as in effect before the 
enactment of the Tax Reform Act of 1984. 

. 15 Section 338 (pre-TEFRA section 
334(b)(2)). — Certain Stock Purchases 
Treated as Asset Acquisitions. — The Tax 
consequences, under subchapter L, from 
the stock purchase and the deemed pur- 
chase of the assets of a life insurance sub- 

sidiary. 
. 16 Section 351. — Transfer to Corpo- 

ration Controlled by Transferor. — 
Whether section 351 applies to the trans- 
fer of widely held developed or undevel- 

oped real property or interests therein; 
widely held oil and gas properties or in- 

terests therein; or any similarly held prop- 
erties or interests to a corporation in 

exchange for shares of stock of such cor- 

poration when (i) the transfer is the result 

of solicitation by promoters, brokers, or 
investment houses, or (ii) the transferee 
corporation's stock is issued in a form de- 

signed to render it readily tradable. 
. 17 Section 351. — Transfer to Corpo- 

ration Controlled by Transferor. — 
Whether section 351 of the Code applies 
to the transfer of an interest in real prop- 
erty by a cooperative housing corporation 

(as defined in section 216(b)(1)) to a cor- 
poration in exchange for stock or secu- 

rities of the transferee corporation engages 
in commercial activity with respect to the 
real property interest transferred. 

. 18 Section 368. — Definitions Relating 
to Corporate Reorganizations. — Whether 
a transaction qualifies under either sec- 
tion 368(a)(1)(B) or section 351(a) of the 
Code by reason of Rev. Rul. 67 — 448, 1967— 
2 C. B. 144, when the same transaction is 
structured under sections 368(a)(1)(A) and 

368(a)(2)(E) (as a reverse triangular 
merger) and fails to qualify for an advance 
ruling under those sections merely be- 
cause the "substantially all" requirement 
set forth in section 3. 01 of Rev. Proc. 77— 
37, 1977 — 2 C. B. 568 as amplified by Rev. 
Proc. 86-42, 1986-2 C. B. 722, is not 
met. 

. 19 Section 422A. — Incentive Stock 
Options. — Whether Holding (1) of Rev. 
Rul. 80 — 244, 1980 — 2 C. B. 234, relating to 
section 1036, applies to incentive stock 
options. 

. 20 Section 565. — Whether the con- 
sent dividend procedure under section 565 
applies to corporations other than those 
corporations to which sections 535, 545, 
556, 852, and 857 are applicable. 

. 21 Section 671. — Trust Income De- 
ductions, and Credits Attributable to 
Grantor and Others as Substantial Own- 
ers. — Whether the grantor will be consid- 
ered the owner of any portion of a trust 
when (1) the trust corpus consists or will 

consist substantially of insurance policies 
on the life of the grantor or the grantor's 
spouse, (2) the trustee or any other per- 
son has a power to apply the trust's in- 

come or corpus to the payment of 
premiums on policies of insurance on the 
life of the grantor or the grantor's spouse, 
(3) the trustee or any other person has a 
power to use the trust's assets to make 
loans to the grantor's estate or to pur- 
chase assets from the grantor's estate, and 
(4) there is a right or power in any person 
that would cause the grantor to be treated 
as the owner of afi or a portion of the 
trust under sections 673 to 677. 

. 22 Section 704(e). — Family Partner- 
ships. — Any matter relating to a family 
partnership in which, on formation of the 
partnership or other specified date, there 
is a special allocation of an item of in- 
come, gain, loss deduction or credit for 
the purpose of fixing or freezing the value 
of a partner's partnership interest. 

. 23 Section 721. — Nonrecognition of 
Gain or Loss on Contribution. — Whether 
section 721 applies to the contribution of 
widely held developed or undeveloped real 

property or interests therein; widely held 
oil and gas properties or interest therein; 
or any similarly held properties or inter- 
ests to a partnership in exchange for an 
interest in the partnership when (i) the 
contribution is the result of solicitation by 
promoters, brokers, or investment houses, 
or (ii) the interest in the transferee part- 
nership is issued in a form designed to 
render it readily tradable. 

. 24 Section 801(b). — Life Insurance 
Company Taxable Income Defined. — 
Whether the liquidation of a life insurance 
subsidiary pursuant to either section 
334(b)(2) (pre-TEFRA) or section 338 
(added by TEFRA) is a termination un- 

der section 815(d)(2) (as in effect before 
the enactment of the Tax Reform Act of 
1984) causing a distribution from the sub- 
sidiary's policyholders surplus account. 

. 25 Section 805(a)(8). — Other De- 
ductions. — Whether a portion of the pur- 
chase price of the stock of the life insurance 
subsidiary is properly allocable to insur- 

ance in force. 
. 26 Section 811(b)(34). — Amortiza- 

tion of Premium and Accrual of Discount- 
Exception. — Whether the difference be- 
tween the face value of bonds held by a 
life insurance subsidiary liquidating under 
section 334(b)(2) (pre-TEFRA) or sec- 
tion 338 (added by TEFRA) and the 
amount allocable to such bonds pursuant 
to the liquidation is market discount and 

need not be accrued. 
. 27 Section 815(d)(2) as in effect before 

the enactment of the Tax Reform Act of 
1984 — Termination as Life Insurance 

Company. — Whether the liquidation of 
a life insurance subsidiary pursuant to sec- 
tion 334(b)(2) (pre-TEFRA) or section 
338 (added by TEFRA) is a termination 

requiring the application of section 801(c) 
or section 802(b)(3) as in effect before the 

enactment of the Tax Reform act of 1984. 
. 28 Section 816(b). — Life Insurance 

Reserves Defined. — Whether the life in- 

surance reserves acquired in the liquida- 

tion of a life insurance subsidiary qualify 
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as unsecured liabilities assumed by the ac- 
quiring corporation for purposes of sec- 
tion 334(b)(2) (pre-TEFRA) and section 
338 (added by TEFRA). 

. 29 Section 818(b). — Treatment of 
Capital Gains and Losses, etc. — Whether 
the purchase of the stock of a life insur- 
ance subsidiary and its subsequent liqui- 
dation under section 334(b)(2) (Pre- 
TEFRA) or section 338 (added by 
TEFRA) is, in fact, a purchase of the sub- 
sidiary's insurance contracts. 

. 30 Section 1502. — Regulations. — 
Whether a parent cooperative housing 
corporation (as defined in section 
216(b)(1)) will be permitted to file a con- 
solidated income tax return with its trans- 
feree subsidiary if the transferee engages 
in commercial activity with respect to the 
real property interest transferred to it by 
the cooperative housing corporation. 

. 31 Section 2503. — Taxable Gifts. — 
Whether the transfer of property to a trust 
will be a gift of a present interest in prop- 
erty when (1) the trust corpus consists or 
will consist substantially of insurance pol- 
icies on the life of the grantor or the gran- 
tor's spouse, (2) the trustee or any other 
person has a power to apply the trust's 
income or corpus to the payment of pre- 
miums on policies or insurance on the life 
of the grantor of the grantor's spouse, (3) 
the trustee or any other person has a power 
to use the trust's assets to make loans to 
the grantor's estate or to purchase assets 
from the grantor's estate, (4) the trust be- 
neficiaries have the power to withdraw, 
on demand, any additional transfers made 
to the trust, and (5) there is a right or 
power in any person that would cause the 
grantor to be treated as the owner of all 

or a portion of the trust under sections 
673 to 677. 

. 32 Section 2514. — Powers of Ap- 
pointment. — If the beneficiaries of a trust 

permit a power of withdrawal to lapse, 
whether section 2514(e) of the Code will 

be applicable to each beneficiary in regard 
to the power when (1) the trust corpus 
consists or will consist substantially of in- 

surance policies on the life of the grantor 
or the grantor's spouse, (2) the trustee or 
any other person has a power to apply the 
trust's income or corpus to the payment 
of premiums on policies of insurance on 
the life of the grantor or the grantor's 

t 

spouse, (3) the trustee or any other per- 
son has a power to use the trust's assets 
to make loans to the grantor's estate or 
to purchase assets from the grantor's es- 

tate, (4) the trust beneficiaries have the 

power to withdraw, on demand, any ad- 

ditional transfers made to the trust, and 

(5) there is a right or power in any person 
that would cause the grantor to be treated 
as the owner of all or a portion of the 
trust under sections 673 to 677. 

. 33 Sections 3121, 3306, and 3401. — 
Employment Taxes. — Who is the em- 

ployer of an "employee-owner" as de- 

fined as section 269A of the Code. 
. 34 Section 7701. — Definitions. — The 

classification of arrangements formed as 
trusts under local law, in which the trust 
borrows money to purchase equipment or 
property and leases it to third parties, and 

in which the grantor or grantors have a 
beneficial interest in the trust and the power 
to manage the activities of the trust. 

. 35 Section 7701. — Definitions. — The 
classification of limited liability compa- 
nies for federal income tax purposes. 

SEC. 6. EFFECT ON OTHER REVENUE 

PROCEDURES 

Rev. Procs. 86 — 3, 86 — 29, and 86-44 are 
superseded. 

26 CFR 601. 201: Rulings and detenninatian lettets. 

Rev. Proc. 67-4 

CONTENTS 

SECTION 1. PURPOSE 

SECTION 2. RULINGS AND CLOSING 

AGREEMENTS ISSUED BY THK NAllONAL 

OFFICE 

. 01 No Ruling After Return Filed 

. 02 Exception: Section 1. 9100 Requests 

. 03 No Ruling Where Same Issue in Ex- 
amination 

. 04 Trade or Business Group Rulings 

. 05 Rulings Pending Adoption of Regu- 
lations 

. 06 No Hypothetical or Alternative 
Transactions 

. 07 No "Comfort Rulings" 

. 08 No Rule Areas Reserved 

. 09 Section 367 Only Rulings 

. 10 No Legitimacy or Tax Reduction 
Rulings 

. 11 No Rulings on Issues in Litigation 

. 12 No Proposed Legislation Tax Effect 
Rulings 

. 13 Closing Agreements 

. 14 Referral By National Office to Dis- 
trict Office or Assistant Commis- 
sioner (International) 

SECTION 3. DETERMINATIONS UNDER 

SECllON 999(d) OF THE CODE 

SECIION 4. DETERMINATION LETTERS 

SECTION 5. INFORMATION LETTERS 

SECTION 6. INSTRUCTIONS TO TAXPAYERS 

RELATING TO RUUNG REQUESTS 

. 01 Requests Must Be Submitted in Du- 

plicate 
. 02 Required Information 
. 03 Statement of Authorities 
. 04 Statement Required as to Identical 

Issue in Return 
. 05 Penalties of Perjury Statement 
. 06 Disk Submission 
. 07 Signature by Taxpayer or Authorized 

Representative 
. 08 Compliance with Practice Require- 

ments 
. 09 Foreign Representatives 
. 10 Copies of Letter 
. 11 30-Day Close-out Procedure 
. 12 Requests for Expeditious Handling 
. 13 Filing Ruling Letter with Return 

SECTION 7. PUBLIC DISCLOSURE AND 

DELKTIONS PROCEDURES UNDER SECllON 

6110 

. 01 Statement of Deletions Under Sec- 
tion 6110 of the Code 

. 02 Section 6110 Procedures Regarding 
Protest of Disclosure of Ruling Letter 

. 03 Section 6110 Request for Delay 

SECTION B. HANDUNG OF RULING 

REQUESTS AND 21-DAY CONTACT 

. 01 21-Day Contact By Associate Chief 
Counsel (International) 

. 02 21-Day Dual Jurisdiction Contacts 

. 03 21-Day Limit on Submission of Ad- 
ditional Information 

. 04 Pre-Conference Submission 

. 05 Modification of Transaction 

. 06 Informal Opinions Not Binding 

SKCTION 9. CONFERENCES IN THE 

NATIONAL OFFICE 

. 01 Conferences Limited to Pending Rul- 
ing Requests 

. 02 One Conference of Right 

. 03 Verbatim Record of Conference Dis- 
allowed 

. 04 Scope of Conference 

. 05 Additional Conferences at Service 
Request 

. 06 21-Day Post-Conference Submission 

SECTION 10. WITHDRAWAL OF REQUESTS 

. 01 Timing 

. 02 All Submissions Retained by Service 

SECTION 11. ORAL ADVICE TO TAXPAYERS 

SECTION 12. EFFECT OF RULINGS 
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. 01 Reliance By Named Taxpayer Only 

. 02 District Director Review 

. 03 Revocation of Private Letter Ruling 

. 04 Years Affected By Revocation 

SECTION 1S. PROCEDURE FOR 

REI}UESTING APPLICATION OF SECTION 

7BOS(b) IN THE CASE OF RULINGS AND 

DETERMINATION LETTERS 

. 01 Extent of Relief Discretionary 

. 02 Requirements for Relief 

. 03 Conference of Right 

. 04 Appeal of Revocation of Determi- 
nation Letters 

SECTION 1. PURPOSE 

. 01 The purpose of this revenue pro- 
cedure is to provide procedures for ob- 

taining rulings, closing agreements, and 

information letters on federal tax issues 

under the jurisdiction of the Associate 
Chief Counsel (International) and to pro- 
vide information concerning determina- 

tion letters under the jurisdiction of the 
Assistant Commissioner (International) 
and the District Directors. The Associate 
Chief Counsel (International) is respon- 
sible for the uniform interpretation and 

application of the federal income tax laws 

and income tax treaties relating to inter- 

national transactions. This revenue pro- 
cedure is applicable to issues under the 
jurisdiction of the Associate Chief Coun- 

sel (International), regardless of whether 

other issues relevant to a transaction are 
within the jurisdiction of the Associate 
Chief Counsel (Technical). (See section 
6. 01 of this revenue procedure for a du- 

plicate submission requirement. ) 
. 02 The procedures for obtaining rul- 

ings, closing agreements, and information 
letters under the jurisdiction of the As- 

sociate Chief Counsel (Technical) and in- 

formation concerning determination letters 
are found in Rev. Proc. 87-1, page 503, this 

Bulletin, which is updated and reissued 

annually. The procedures for obtaining 
rulings, closing agreements, and infor- 
mation letters under the jurisdiction of 
the Assistant Commissioner (Employee 
Plans and Exempt Organizations) are 
found in Rev. Proc. 83-36, 1983-1 C. B. 
763, which is updated and reissued pe- 
riodically. 

SEC. 2. RUUNGS AND CLOSING 

AGREEMENTS ISSUED BY THE NATIONAL 

OFFICE 

. 01 The Office of Associate Chief 
Counsel (International) (hereafter re- 

regulations project. This section is in- 

applicable to statutory provisions requir- 
ing legislative regulations, Taxpayers are 
advised to contact the National Office or- 
ally or in writing to inquire whether the 
National Office will consider issuing a rul- 

ing absent regulatory guidance. Any pre- 
liminary decision to rule will not be 
binding. 

. 06 A ruling will not be issued on al- 

ternative plans of proposed transactions 
or on hypothetical situations. Addition- 

ally, a ruling will not be issued on trans- 
actions which will not be executed within 

a reasonable period of time. 

. 07 The National Office will not issue 
a "comfort" ruling with respect to an issue 
that is clearly and adequately addressed 

by statute, regulations, decisions of the 
Supreme Court, income tax treaties, rev- 

enue rulings or revenue procedures ab- 

sent extraordinary circumstances (e. g. , a 

request for a ruling required by a govern- 
mental regulatory authority in order to 
effectuate the transaction). See section 6. 03 
below. However, in such cases the Na- 

tional Office will respond to the ruling 

request with a general information letter 
which either indicates the Service's posi- 
tion with respect to the issue addressed 
in the ruling request or directs the tax- 

payer to published guidance relevant to 
the issue. 

. 08 The National Office ordinarily will 

not issue a ruling in certain areas because 
of the factual nature of the issues in- 

volved, or for other reasons. 

. 09 Subject to the other provisions of 
this section (in particular, paragraph . 07), 
the National Office will issue a ruling un- 

der section 367 of the Internal Revenue 
Code even if the taxpayer does not also 

request a ruling as to the characterization 

, of the transaction under the reorganiza- 

tion provisions of the Code. The National 

Office will determine the section 367 con- 

sequences of a transaction based on a tax- 

payer's characterization of the transaction, 

but indicate in the ruling that no opinion 

is expressed as to the characterization of 
the transaction under the reorganization 

provisions. The National Office may de- 

cline, however, to issue a section 367 rul- 

ing in situations in which the taxpayer's 

characterization of the transaction under 

the reorganization provisions is inappro- 

priate. 

. 10 The National Office will not issue 

a ruling with respect to whether a trans- 

action has a bona fide business purpose 

ferred to as the "National Office" ) gen- 

erally will issue rulings on prospective 

transactions and on completed transac- 

tions provided, in the case of completed 

transactions, that the ruling request is 

submitted before the return is filed for the 

year in which the transaction occurred. 

. 02 The National Office will consider a 

request for section 1. 9100 relief even if 

submitted after the return covering the 

issue presented in the section 1. 9100 re- 

quest has been filed, provided that the 

request is submitted before the return is 

examined. Section 1. 9100 requests relate 

to extensions of time for making an elec- 

tion or application for relief under section 

1. 9100 — 1 of the Income Tax Regulations. 
Section 1. 9100 requests permitted under 

this paragraph should be submitted pur- 

suant to Rev. Proc. 79-63, 1979-2 C. B. 
578, and section 6 of this revenue pro- 
cedure. If an examination of the return 

has begun, the taxpayer may request that 

the District Director request technical ad- 

vice from the National Office. 

. 03 The National Office ordinarily does 
not issue a ruling if, at the time the ruling 

is requested, the identical issue is involved 

in the taxpayer's return for an earlier pe- 
riod and (1) that issue is being examined 

by a District Director or the Assistant 
Commissioned (International) or is being 
considered by an Appeals Office, or (2) 
that issue has been examined by a District 
Director or the Assistant Commissioner 
(International) or has been considered by 
an Appeals Office and the statutory pe- 
riod of limitation on either assessment or 
for filing a claim for refund or credit of 
tax has not expired. This limitation does 
not apply if the issue involved in the prior 
year return is the subject of a closing 
agreement. 

. 04 The National Office does not issue 
rulings to business, trade, or industrial as- 

sociations or to similar groups concerning 
the application of the tax laws to members 
of the group. However, it may issue rul- 

ings to these groups or associations on 
their own tax status or liability if the re- 
quest meets the requirements of this rev- 

enue procedure, Furthermore, such groups 
or associations may submit suggestions of 
generic issues that would be appropriately 
addressed in revenue rulings. 

. 05 The National Office will consider 
issuing rulings involving the interpreta- 
tion of a statutory provision in areas in 
which regulatory guidance does not exist, 
regardless of whether there is an open 
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or whether its principal prupose is the re- 
duction of federal taxes. 

. 11 The National Office will not issue 
a ruling on a matter upon which a court 
decision adverse to the government has 
been handed down and the question of 
following the decision or litigating further 
has not yet been resolved. 

. 12 The National Office will not issue 
a ruling on a matter involving the federal 
tax consequences of any proposed fed- 
eral, state, or municipal legislation. 

. 13 At the discretion of the National 
Office, taxpayers may be asked or, at the 
request of the taxpayer, be permitted to 
enter into a closing agreement as a con- 
dition precedent to the issuance of a rul- 

ing. A "closing agreement" is an agreement 
between the Commissioner of Internal 
Revenue or the Commissioner's delegate 
and a taxpayer on specific issues or lia- 

bility that is entered into under the au- 
thority in section 7121 of the Code. If 
closing agreements are requested for each 
person in a class of taxpayers, such agree- 
ments are entered into only if the class 
consists of 25 or less. If the class numbers 
more than 25, a "mass closing agreement" 
may be entered into with the taxpayer 
who represents the class. 

. 14 The National Office may notify the 
District Office or the Assistant Commis- 
sioner (International) that has examina- 
tion jurisdiction over the taxpayer's return 
if the taxpayer has requested a ruling that 
is withdrawn by the taxpayer. 

SEC. 3. DETERMINATIONS UNDER SECTION 

BBB(d) OF THE CODE 

Under Rev. Proc. 77-9, 1977 — I C. B. 
542, the National Office issues determi- 
nations under section 999(d) of the Code 
that may deny certain benefits of the for- 

eign tax credit, deferral of earnings of for- 

eign subsidiaries and domestic international 

sales corporations (DISC), and tax ex- 

emption for foreign trade income of a for- 

eign sales corporation or small foreign sales 

corporation (FSC or small FSC) to a per- 
son, if that person, a member of a con- 
trolled group (within the meaning of 
section 993(a)(3)) that includes that per- 

son, or a foreign corporation of which a 

member of the controlled group is a United 
States shareholder, agrees to participate 

in, or cooperate with, an international 
boycott. Requests for determinations un- 

der Rev. Proc. 77 — 9 shall be submitted to 
the Associate Chief Counsel (Interna- 
tional). 

SEC. 4. DETERMINATION LETTERS ISSUED 

BY DISTRICT DIRECTORS AND THE 

ASSSTANT COMMISSIONER 

(INTERNATIONAL) 

A "determination letter" is a written 

statement issued by a District Director or 
the Assistant Commissioner (Ir. terna- 
tional) in response to a written inquiry by 
a taxpayer that applies the principles and 

precedents previously announced by the 
National Office to a specific set of facts. 
A determination letter is issued only when 

a determination can be made on the basis 

of clearly established rules in the statute 
or regulations, Supreme Court decisions, 
or a revenue ruling that specifically an- 

swers the question presented. A deter- 
mination letter may be issued only with 

respect to completed transactions. A de- 

termination letter usually is not issued for 
a question concerning a return if the same 

question is involved in a prior year's re- 
turn. Determination letters have the same 
effect as a ruling, as described in section 
12 of this revenue procedure. The District 
Director or Assistant Commissioner (In- 
ternational) may modify or revoke a de- 

termination letter. See Rev. Proc. 87 — 1 

for instructions relating to the submission 
of requests for determination letters. 

SEC. S. INFORMATION LETTERS 

An "information letter" is a statement 
issued by either the Office of the Chief 
Counsel, a District Director, or the As- 
sistant Commissioner (International) that 
calls attention to a well-established inter- 
pretation or principle of tax law, without 

applying it to a specific set of facts. At the 
discretion of the National Office, an in- 

formation letter may be issued if a request 
for a ruling indicates that the taxpayer is 

seeking general information or if the re- 

quest for a ruling fails to meet the re- 
quirements of this revenue procedure. An 
information letter is advisory only and has 
no binding effect on the Internal Revenue 
Service. 

SEC. 6. INSTRUCnONS TO TAXPAYERS 

RELATING TO RUUNG REQUESTS 

. 01 A request for a ruling or a closing 
agreement under the jurisdiction of the 
Associate Chief Counsel (International) 
must be submitted in duplicate to the As- 

sociate Chief Counsel (International), In- 

ternal Revenue Service, Washington, D. C. 
20224, Attention CC:IND:S:3, Room 
6545. If the taxpayer fails to submit du- 

plicate requests, the National Office will 

process the request in accordance with the 

provisions of section 6. 11 (30-day close- 
out procedure) of this revenue procedure. 

. 02 Each request for a ruling must con- 
tain a complete statement of all of the 
facts relating to the transaction, includ- 

ing: names, addresses, telephone num- 

bers, and taxpayer identification numbers 
of all interested parties; the location of 
the office (District Director or Assistant 
Commissioner (International)) that has 
or will have examination jurisdiction over 
the return; a full and precise statement of 
the business reasons for the transaction; 
and a detailed description of the trans- 

action. If the request deals with only one 
step of an integrated transaction, the facts 
relating to the entire transaction must be 
submitted. In addition, true copies of all 

contracts, wills, deeds, agreements, in- 

struments, and other documents relating 
to the transaction must be submitted with 

the request. Original documents, such as 
contracts and wills, should not be sub- 

mitted, because they will become part of 
the Service's file and will not be returned. 
All material facts in documents must be 
included in the taxpayer's letter request- 
ing a ruling or in supplemental letters, and 
not merely incorporated by reference, and 
must be accompanied by an analysis of 
their bearing on the issue or issues, spec- 
ifying the applicable provisions. 

. 03 The request must contain a discus- 
sion of any relevant statutory provisions, 
tax treaties, court decisions, regulations, 
revenue rulings, or revenue procedures 
supporting the taxpayer's position. A re- 
quest for a ruling must contain a state- 
ment as to why the law in connection with 
the request is uncertain and specifically 
why the issue is not adequately addressed 
by statute, regulations, decisions of the 
Supreme Court, income tax treaties, rev- 
enue rulings, or revenue procedures. 

. 04 A request for a ruling must contain 
a statement of whether, to the best of the 
knowledge of the taxpayer and the tax- 
payer's representative(s), if any, the iden- 
tical issue is in a prior return of the taxpayer 
or in a return for any year of a related 
taxpayer within the meaning of section 
267 of the Code or of a member of an 
affiliated group of which the taxpayer is 
a member within the meaning of section 
1504. If so, the statement must specify 
whether the issue with respect to the tax- 
payer or a related taxpayer: (1) is being 
examined by a District Director or the 
Assistant Commissioner (International); 
(2) has been examined and the statutory 
period of limitation on either assessment 
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or for filing a claim for refund or credit 
of tax has not expired; (3) is being con- 
sidered by an Appeals Office or has been 
considered by an Appeals Office and the 
statutory period of limitation on either 
assessment or for filing a claim for refund 
or credit of tax has not expired; (4) is the 
subject of a closing agreement; or (5) is 

pending in litigation. The request must 
also contain a statement whether, to the 
best of the knowledge of the taxpayer and 
the taxpayer's representative(s), if any, 
the identical or similar issue has been: (1) 
submitted to the Service by the taxpayer 
or its predecessor and withdrawn before 
a ruling was issued; or (2) ruled on by the 
Service to the taxpayer or its predecessor. 
If so, the statement must specify the date 
of submission, withdrawal, or ruling and 
other details of the Service's considera- 
tion of the issue. If, after the request is 
filed but before a ruling is issued, the tax- 

payer knows that an examination of the 
issue by a District Director or the Assist- 
ant Commissioner (International) has been 
started, the taxpayer must notify the Na- 

tional Office of such action. 
. 05 A request for a ruling and any ac- 

companying factual information or change 
in the request submitted subsequent to 
such initial request must be accompanied 

by a declaration in the following form: 
"Under penalties of perjury, I declare that 
I have examined this request, including 

accompanying documents, and, to the best 
of my knowledge and belief, the facts pre- 
sented in support of the requested ruling 
letter are true, correct, and complete. " 
The declaration must be signed by the 

person or persons on whose behalf the 

request is made and not by the taxpayer's 
representative. The person signing for a 

corporate taxpayer must be an officer of 
the corporate taxpayer who has personal 
knowledge of the facts. The person sign- 

ing for a trust or a partnership must be a 

trustee or a partner who has personal 
knowledge of the facts. 

. 06 At the option of the taxpayer, the 

taxpayer may submit as a part of the rul- 

ing request a draft of the desired letter 
ruling and addenda thereto which the Ser- 
vice may use to prepare the taxpayer's 
letter ruling. Taxpayers are encouraged 

to submit this material on a floppy disk. 

Any materials and disks submitted wifl 

become part of the permanent files of the 
National Office and will not be returned. 

Taxpayers planning to use the disk sub- 

mission procedure should contact Mrs. 
Gladys Cannon of the National Office at 

(202) 566-9051 to coordinate the taxpay- 
er's software with the software used by 

the National Oflice. 
. 07 A request by or for a taxpayer must 

be signed by the taxpayer or the taxpay- 
er's authorized representative. If the re- 

quest is signed by a representative, or if 
the representative is to appear before the 
Service in connection with the request, 
the representative must be: 

(1) an attorney who is a member in 

good standing of the bar of any state, pos- 
session, territory, commonwealth, or the 

District of Columbia, and who files with 

the Service a written declaration that he 

or she is currently qualified as an attorney 
and is authorized to represent the tax- 

payer; 
(2) a certified public accountant who 

is qualified to practice in any state, pos- 
session, territory, commonwealth, or the 
District of Columbia, and who files with 

the Service a written declaration that he 

or she is currently qualified as a certified 
public accountant and is authorized to 
represent the taxpayer; or 

(3) a person, other than an attorney or 
certified public accountant, who is cur- 

rently enrolled to practice before the Ser- 
vice and who files with the Service a written 

declaration that he or she is currently en- 
rolled (including in the declaration either 
the enrollment number or the expiration 
date of the enrollment card) and is au- 

thorized to represent the taxpayer. (See 
Treasury Department Circular No. 230 (31 
CFR Part 10), 1985 — 2 C. B. 742, for the 
rules concerning practice before the Ser- 
vice. ) 

These requirements do not apply to an 
individual representing his or her full-time 

employer, or to a bona fide officer, ad- 
ministrator or administratrix, executor or 
executrix, trustee, etc. , representing a 
corporation, trust, estate, association, or 
organized group. An unenrolled preparer 
of a return (other than an attorney or cer- 
tified public accountant referred to in (1) 
or (2) above) who is not a full-time em- 
ployee or a bona fide officer, administra- 
tor or administratrix, executor or executrix, 
trustee, etc. , may not represent a tax- 
payer in connection with a ruling or a de- 
termination letter. 

. 08 Any authorized representative, 
whether or not enrolled to practice, must 
also comply with Treasury Department 
Circular No. 230 regarding rules of prac- 
tice before the Service and with the con- 
ference and practice requirements of the 
Statement of Procedural Rules (26 CFR 

601). If the National Office believes that 
the taxpayer's representative is not in 
compliance with Treasury Department 
Circular No. 230, the National Office will 

bring the matter to the attention of the 
Director of Practice. Form 2848, Power 
of Attorney, and Form 2848-D, Author- 
ization and Declaration, may be used with 

regard to rulings and closing agreements 
requested under this revenue procedure. 

. 09 A non-resident alien is not au- 
thorized to practice before the Service un- 

less he or she has received a "Letter of 
Authorization" from the Director, Office 
of Director of Practice, pursuant to sec- 
tion 10. 7(b) of Treasury Department Cir- 
cular 230. Practitioners may make a written 

request for a "Letter of Authorization" 
to: Office of Director of Practice, 
PM:HR:DP, Internal Revenue Service, 
1111 Constitution Ave. , N. W. , Washing- 
ton, D. C. 20224. Section 10. 7(b) of Cir- 
cular 230 authorizes the Commissioner to 
allow any person to represent another 
without enrollment for the purpose of a 
particular matter. Unless a "Letter of Au- 
thorization" is obtained, the foreign rep- 
resentative must withdraw from the case, 
In such case, the nonresident alien or for- 

eign entity must submit the ruling on its 
own behalf or through a qualified prac- 
titioner. 

. 10 Copies of a ruling will be sent to 
no more than two representatives. If the 
original of the ruling is to be sent to a 
representative, the power of attorney 
should contain a statement to that effect 
and designate the mailing address of the 

representative. 
. 11 If a request for a ruling does not 

comply with all the provisions of this rev- 

enue procedure, the request will be ac- 

knowledged, and the defect(s) will be 
specified. The taxpayer will be granted 30 
calendar days thereafter to cure such de- 

fect(s). If the National Office does not 
receive a curative submission within the 
30-day period, the file will be closed by 
the National Office. 

. 12 The National Office processes re- 

quests for rulings in order of receipt. A 
request for expeditions treatment must be 
made in writing in a separate letter ac- 

companying the request. The letter in 

which the request is made should state, 
at the top of the first page: "Expeditious 
Handling Is Requested. " The request 
should give a compelling need for such 

treatment. The National Office cannot give 

assurance that any letter will be processed 

by the time requested. 
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. 13 If a return relating to a transaction 
is filed while a ruling relating to that trans- 
action is pending, the taxpayer must no- 
tify the National Office and attach a copy 
of the request to the return. A taxpayer 
who receives a ruling letter relating to a 
transaction before filing the return relat- 
ing to that transaction must attach a copy 
of the ruling letter to the return. 

SEC. 7. PUBLIC DISCLOSURE AND 

DELETION PROCEDURES UNDER SECTION 

6110 

. 01 To assist the Service in making the 
deletions required by section 6110(c) of, 
the Code from the text of a ruling letter 
prior to making it available for public in- 

spection under section 6110(a), a dele- 
tions statement must accompany each 
request. The statement must either state 
that no information other than names, ad- 
dresses, and identifying numbers need be 
deleted or indicate the deletions proposed 
by the person requesting the ruling letter. 
If the latter alternative is chosen, the 
statement must be made in a separate 
document and accompanied by a copy of 
the request for a ruling and supporting 
documents, showing in brackets the dele- 
tions proposed by the person making the 
request. The statement also must indicate 
the statutory basis under section 6110(c) 
for each proposed deletion. The state- 
ment of proposed deletions must not be 
referred to anywhere in the request for a 
ruling. If the person making the request 
decides to request additional deletions be- 
fore the ruling letter is issued, additional 
statements may be submitted. The pro- 
cedures in this paragraph also apply to 
additional information that is submitted 
after the initial request. 

. 02 If, after receiving the notice under 
section 6110(f)(1) of intention to disclose 
the ruling letter (including a copy of the 
version proposed to be open to public in- 

spection and notation of third-party com- 
munications under section 6110(d)), the 
person requesting the ruling letter wants 

to protest the disclosure of certain infor- 
mation in the ruling letter, that person 
must send a written statement within 20 
calendar days to the Service office indi- 

cated on the notice of intention to dis- 

close, identifying those deletions that the 
Service has not made and that the person 
requesting the ruling believes should be 
made. That person must also submit a 

copy of the version of the ruling letter 
proposed to be disclosed on which the 
person indicates, by use of brackets, the 

deletions proposed by the taxpayer that 
have not been made by the Service. Gen- 

erally, the Service will not consider the 
deletion under this subparagraph of any 
material that the taxpayer did not propose 
to be deleted before the ruling letter was 

issued. Within 20 days after it receives the 
response to the notice under section 
6110(f)(1), the Service will mail to that 

person its final administrative conclusion 

regarding the deletions to be made. The 
taxpayer does not have the right to a con- 
ference to resolve any disagreements con- 
cerning material to be deleted from the 
text of a ruling letter. However, these 
matters may be taken up at any confer- 
ence that is otherwise scheduled regard- 

ing the request, 
. 03 After receiving the notice under 

section 6110(f)(1) of intention to disclose 
(but not later than 60 calendar days after 
the notice is mailed), the person request- 
ing a ruling letter may send a request for 
delay of public inspection under either 
section 6110(g)(3) or (4). The request for 
delay must be sent to the Service office 
indicated on the notice of intention to dis- 

close. A request for delay under section 

6110(g)(3) must contain the date on which 

it is expected that the underlying trans- 
action will be completed. The request for 
delay under section 6110(g)(4) must con- 
tain a statement from which the Com- 
missioner may determine whether there 
are good reasons for the delay. 

SEC. 8. HANDLING OF RUUNG REQUESTS 

AND 21-DAY CONTACT 

. 01 Within 21 calendar days after a rul- 

ing request has been received, the tax- 
payer will be contacted to discuss the 
procedural and, if possible, the following 
substantive issues: 

(1) whether the National Office will rule 
as the taxpayer has requested, will rule 
adversely on the matter, or will not rule; 

(2) whether the taxpayer should sub- 
mit additional information or represen- 
tations to enable the National Office to 
rule on the matter; or 

(3) whether, because of the nature of 
the transaction or the issue presented, a 
tentative conclusion on the issue has not 
been reached. 

. 02 When the ruling requested in- 
volves matters within the jurisdiction of 
another office in Chief Counsel, a rep- 
resentative of the Branch that received 
the original ruling request will notify the 
taxpayer within the initial 21 calendar day 
contact period that: (1) the ruling re- 

quested that involves a matter within the 
jurisdiction of another office has been re- 
ferred to that office for consideration; and 

(2) a representative of that other office 

will contact the taxpayer to discuss infor- 

mally the procedural and, to the extent 

possible, the substantive issue within the 
office's jurisdiction to the extent provided 

in section 9. 03 of Rev. Proc. 87 — 1. 
. 03 Any additional information re- 

quested by the Service must be submitted 

by letter appended by a penalties of per- 
jury statement within 21 calendar days after 
the request for information is made to be 
considered part of the ruling request. A 
written request for an extension of time 
to submit additional material must be re- 
ceived by the National Office within the 
21-day period, setting forth compelling 
facts and circumstances justifying the pro- 
posed extension. The Branch Chief of the 
Branch to which the case is assigned will 

determine whether to grant or deny the 
request for an extension of the 21-day pe- 
riod. There is no right to appeal the denial 
of an extension request. If the National 
Office does not receive the submission 
within the period of 21 days, plus any ex- 
tensions granted by the Branch Chief, the 
National Office will either process the case 
on the assumption that no further sub- 
mission will be received or close out the 
case on the day following such period. 

. 04 When additional information is 
needed from the taxpayer and the Ser- 
vice's position is tentatively adverse to the 
taxpayer, the National Office may request 
that the information be submitted at the 
taxpayer conference, instead of delaying 
the conference until the additional infor- 
mation is submitted. 

. 05 If a fully favorable ruling cannot 
be issued, the attorney/tax law specialist 
will tell the taxpayer whether minor mod- 
ifications of the transaction or adherence 
to certain published positions would war- 
rant the issuance of a favorable ruling. 
However, changes that would materially 
alter the form of the proposed transaction 
will not be suggested. If, at the conclusion 
of the discussion, the attorney/tax law 

specialist determines that a meeting with 

the National Office would better serve the 
purpose of developing or exchanging in- 

formation, a meeting will be arranged. 
This meeting will not be the taxpayer's 
conference of right, as described in sec- 
tion 9. 02 of this revenue procedure. 

. 06 The Service will not be bound by 
an informal opinion expressed by the Ser- 
vice's authorized representative in con- 
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nection with a ruling request. Such an 
opinion cannot be relied upon as a basis 
for obtaining retroactive relief under sec- 
tion 7805(b) of the Code. 

SEC. 9. CONFERENCES IN THE NATIONAL 

OFFICE 

. 01 A taxpayer may request a confer- 
ence in connection with a ruling request. 
Normally, a conference is scheduled only 
when the National Office considers it to 
be helpful in deciding the case or when 
an adverse decision is indicated. If a con- 
ferenoe is appropriate, the taxpayer will 

be notified by telephone. The conference 
must be held within 21 calendar days after 
the taxpayer has been notified unless an 
extension of the 21 day period is granted 

by the Branch Chief of the Branch to which 

the case is assigned. 
. 02 A taxpayer is entitled, as a matter 

of right, to only one conference in the 
National Office unless one of the circum- 
stances discussed in section 9. 05 develops. 
This conference normally will be held at 
the Branch level. If more than one subject 
is to be discussed at the conference, the 
discussion will constitute a conference on 
each subject. 

. 03 Since conference procedures are 
informal, no tape, stenographic, or other 
verbatim recording of a conference will 

be made. 
. 04 The taxpayer will be given full op- 

portunity at the conference to present views 

on all of the issues that are in question. 
The Service representative will explain the 
tentative decision of the National Office 
on the substantive issues and the reasons 
for those decisions. If the taxpayer re- 
quested the prospective application of a 
ruling under section 7805(b) of the Code, 
the Service representative will discuss the 
tentative recommendation concerning the 
request for section 7805(b) relief and the 
reason for the tentative recommendation. 
No commitment will be made as to the 
conclusion that the National Office will 

ultimately adopt. 
. 05 An invitation to an additional con- 

ference will be extended if, after the con- 
ference of right, an adverse holding is 

proposed on a new issue or on the same 
issue but on different grounds from those 
discussed at the first conference. The tax- 

payer does not have a right to another 
conference when a proposed holding is 
reversed at a higher level with a result less 
favorable to the taxpayer if the substan- 
tive or procedural grounds for reversal 
were discussed at the conference of right. 

. 06 It is the responsibility of the tax- 

payer to furnish in writing to the National 
Office any additional data, lines of rea- 
soning, precedents, etc. , that are pro- 
posed by the taxpayer and discussed at 
the conference but that were not raised 

prior to the conference by the National 
Office or the taxpayer. The taxpayer must 
furnish the additional information within 

21 calendar days after the conference. If 
the additional information is not received 
within that time, a ruling will be issued 
on the basis of the information on hand 

or, if appropriate, no ruling will be issued. 
Procedures for requesting an extension of 
the 21-day period and notifying the tax- 

payer or the taxpayer's representative of 
the decision of the National Office are the 
same as those stated in section 8. 03. 

SEC. 10, WITHDRAWAL OF REgllESTS 

. 01 A request for a ruling may be with- 
drawn at any time before the signing of 
the letter of reply. If a request for a ruling 
is withdrawn, the National Office may give 
its views on the subject matter of the re- 
quest to the District Director or the As- 
sistant Commissioner (International) 
whose office will have examination juris- 
diction over the taxpayer's return for con- 
sideration in connection with any later 
examination of the taxpayer's return. 

. 02 Even though a request is with- 

drawn, all correspondence and exhibits 
will be kept by the Service and will not 
be returned to the taxpayer. 

SEC. 11. ORAL ADVICE TO TAXPAYERS 

. 01 The National Office does not issue 
rulings on oral requests. However, attor- 
neys and tax law specialists ordinarily will 

discuss with taxpayers or their represen- 
tatives inquiries regarding: substantive tax 
issues; whether the Service will rule on a 
particular issue; and questions relating to 
procedural matters about submitting a 
ruling request. Any discussion of a sub- 
stantive issue will be at the discretion of 
the National Office on a time-available 
basis and will not be binding on the Ser- 
vice. Such an opinion cannot be relied 
upon as a basis for obtaining retroactive 
relief under section 7805(b) of the Code. 

SEC. 12. EFFECT OF INUNGS 

. 01 Other persons may not rely on a 
ruling issued to a taxpayer. Furthermore, 
a ruling issued on a particular transaction 
represents the holding of the National Of- 
fice on that transaction only. It will not 

give the taxpayer protection for a hke 
transaction in the same year or later year. 

. 02 When determining a taxpayer's li- 
ability, the District Director or the As- 
sistant Commissioner (International) must 
ascertain whether (1) any ruling previ- 
ously issued to the taxpayer has been 
properly applied, (2) the representations 
upon which the ruling was based reflected 
an accurate statement of the material facts, 
and (3) the transaction actually camed 
out was substantially as proposed. If the 
District Director or the Assistant Com- 
missioner (International) finds that a rul- 

ing should be modified or revoked, the 
findings and recommendations of the Dis- 
trict Director or the Assistant Commis- 
sioner (International) will be forwarded 
to the National Office and will be treated 
by the National Office as a request for 
technical advice. Otherwise, the ruling 
must be applied by the District Office or 
the Assistant Commissioner (Interna- 
tional) in determining the taxpayer's lia- 

bility. Appropriate coordination with the 
National Office will be undertaken if any 
field official having jurisdiction over a re- 
turn or other matter proposes to reach a 
conclusion contrary to a ruling previously 
issued to the taxpayer. 

. 03 Except to the extent incorporated 
in a closing agreement, a ruling may be 
revoked or modified at any time by (1) 
notice to the taxpayer to whom the ruling 
was issued, (2) enactment of legislation 
or a ratification of a tax treaty, (3) a de- 
cision of the United States Supreme Court, 
(4) the issuance of temporary or final reg- 
ulations, or (5) the issuance of a revenue 

ruling, a revenue procedure, or other 
statement published in the Internal Rev- 
enue Bulletin. Consistent with these pro- 
visions, if a ruling relates to a continuing 
action or a series of actions, the ruling 
will ordinarily be applied until any one of 
the actions described above has taken 
place, or until specifically withdrawn. 
Publication of a notice of proposed rule- 

making will not affect the application of 
a ruling letter. 

. 04 The revocation or modification ap- 

plies to all open taxable years unless the 

Commissioner or the Commissioner's del- 

egate exercises the discretionary author- 

ity under section 7805(b) of the Code to 
limit the retroactive effect of the revo- 

cation or modification. Except in rare or 
unusual circumstances, relief will be 
granted under section 7805(b) if: (1) there 

has been no misstatement or omission of 
material facts; (2) the facts at the time of 
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the transaction are not materially differ- 
ent from the facts on which the ruling was 
based; (3) there has been no change in 
the applicable law; (4) the ruling was orig- 
inally issued with respect to a prospective 
or proposed transaction; and (5) the tax- 
payer directly involved in the ruling acted 
in good faith in reliance upon the ruling 
and the retroactive revocation would be 
to the taxpayer's detriment. If a ruling is 
revoked by letter with retroactive effect, 
the letter will, except in fraud cases, state 
the grounds for revocation and the rea- 
sons for retroactive application of the re- 
vocation. However, the application of a 
ruling to the transaction covered by the 
ruling will not be affected by the later 
issuance of regulations (either temporary 
or final) if the conditions specified above 
are met. 

SEC. 18. PROCEDURE FOR REQUESTING 

APPLICATION OF SECTION 7805(b) IN THE 

CASE OF RULINGS AND DETERMINATION 

LETTERS 

. 01 Pursuant to section 7805(b) of the 
Code, it is mthin the discretion of the 
Commissioner or the Commissioner's del- 

egate to prescribe the extent, if any, to 
which any ruling or determination letter 
will be applied without retroactive effect. 
A taxpayer to whom a ruling or deter- 
mination letter has been issued may re- 
quest that the Associate Chief Counsel 
(International), as the Commissioner's 

delegate, exercise the discretionary au- 

thority under section 7805(b) to limit the 
retroactive effect of any subsequent re- 
vocation or modification of a ruling or 
determination letter. 

. 02 In the case of a ruling, a request 
to limit the retroactive effect of any sub- 

sequent revocation or modification must 

be in the form of, and meet the require- 
ments for, a ruling request as set forth in 

section 6, In addition, the request must 

state: (1) that it is being made pursuant 
to section 7805(b); (2) the relief sought; 
and (3) the reasons and arguments in sup- 

port of the relief requested. The expla- 
nation in support of the request for section 

7805(b) relief should include a discussion 

of the five items enumerated in section 
12. 04 of this revenue procedure as applied 

to the taxpayer's situation. 

, 03 When a request for section 7805(b) 
relief is made, the taxpayer has a right to 
a conference in the National Office in ac- 

cordance with the provisions of section 9 
of this revenue procedure. If the request 
is made either as part of the initial ruling 

request or before the conference of right 

is held on the substantive issues, the sec- 
tion 7805(b) issue will be discussed at the 
taxpayer's one conference of right. If the 

request for section 7805(b) relief is made 

part of a pending ruling request after a 
conference has been held on the substan- 

tive issues, and the National Office de- 

termines that there is justification for 
having delayed the request, then the tax- 

payer will have the right to an additional 
conference, which shall be confined to the 
applicability of section 7805(b). 

. 04 In the case of a determination let- 
ter that a District Director or the Assist- 
ant Commissioner (International) proposes 
to modify or revoke, a request to limit the 
modification or revocation of the deter- 
mination letter must be made by request- 
ing the District Director or the Assistant 
Commissioner (International) who issued 
the determination letter to request tech- 
nical advice from the National Office, since 
a District Director or the Assistant Com- 
missioner (International) has not been 
delegated authority under section 7805(b) 
to limit the modification or revocation of 
determination letters. The taxpayer's re- 
quest must comply with the requirements 
set forth in 13. 02 and be accompanied by 
any documents bearing on the request. 
The taxpayer has a right to a conference 
in the National Office to the same extent 
as does a taxpayer who is the subject of 
a request for technical advice. 

26 CFR 601. 105: Examination of returns and claims 

for refund, credit or abaremenr, determination of cor- 
recr rax liability 
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SECTION 1. PURPOSE 

. 01 The purpose of this revenue pro- 
cedure is to provide procedures for 
furnishing technical advice to District Di- 
rectors, the Assistant Commissioner (In- 
ternational), and Chiefs, Appeals Offices, 
on specific federal income tax issues under 
the jurisdiction of the Associate Chief 
Counsel (International). In addition, it 
provides information to taxpayers about 
their rights when a District Director, the 
Assistant Commissioner (International), 
or a Chief, Appeals Office, requests tech- 
nical advice. The Associate Chief Counsel 
(International) is responsible for the uni- 

form interpretation and application of the 
federal income tax laws and income tax 
treaties relating to international transac- 
tions. This revenue procedure is appli- 
cable to issues under the jurisdiction of 
the Associate Chief Counsel (Interna- 
tional), regardless of whether other issues 
relevant to the transaction are not within 

the jurisdiction of the Associate Chief 
Counsel (International). 

. 02 The procedures for obtaining tech- 
nical advice on issues under the jurisdic- 
tion of the Associate Chief Counsel 
(Technical) are currently found in Rev. 
Proc. 87-2, page 515, this Bulletin, which 
is updated and reissued annually. The 
procedures for obtaining technical advice 
on issues under the jurisdiction of the As- 

sistant Commissioner (Employee Plans and 

Exempt Organizations) are found in Rev. 
Proc. 80-26, 1980 — 1 C. B. 671. 

SEC. 2. NATURE OF TECHNICAL ADVICE 

. 01 "Technical advice" means advice 

or guidance in the form of a memorandum 

furnished by the Office of Associate Chief 
Counsel (International) (hereafter re- 

ferred to as the "National Office" ) upon 
the request of a District Director, the As- 

sistant Commissioner (International), or 
a Chief, Appeals Office, in response to 
any technical or procedural question that 
develops during any stage of any pro- 
ceeding on the interpretation and proper 
application to a specific set of facts of tax 
law, tax treaties, regulations, revenue rul- 

ings or other precedents published by the 
National Office. Such proceedings in- 
clude (1) the examination of a taxpayer's 
return, (2) consideration of a taxpayer's 
claim for refund or credit, or (3) any other 
matter involving a specific taxpayer under 
the jurisdiction of the Examination Di- 
vision. Technical advice is furnished as a 
way of helping Service personnel close 
cases and establish and maintain consist- 
ent holdings throughout the Internal Rev- 
enue Service. Technical advice does not 
include memoranda on matters of general 
technical application furnished to District 
Directors, the Assistant Commissioner 
(International), or Chiefs, Appeals Of- 
fices, when the issues are not raised in 

connection with a proceeding involving a 
specific taxpayer. 

. 02 Only the National Office can re- 
voke a ruling letter. Therefore, if a Dis- 
trict Director, the Assistant Commissioner 
(International) or a Chief, Appeals Of- 
fice, believes that a ruling letter previ- 
ously issued to a taxpayer should be 
modified or revoked, the procedures in 

section 3 of this revenue procedure must 
be followed. 

. 03 A District Director or the Assistant 
Commissioner (International) may not 
request technical advice on an issue if an 

Appeals Office is currently considering an 
identical issue of the same taxpayer (or 
of a related taxpayer within the meaning 
of section 267 of the Internal Revenue 
Code or a member of an affiliated group 
within the meaning of section 1504 of which 

the taxpayer is also a member), in the 
same or a prior taxable year. A case re- 
mains under the jurisdiction of the Dis- 
trict Director or the Assistant Com- 
missioner (International) even though an 

Appeals Office has the identical issue un- 
der consideration in the case of another 
taxpayer (not related within the meaning 
of sections 267 or 1504, respectively) in 
an entirely different transaction. When an 
issue is under the jurisdiction of an Ap- 
peals Office, and the applicability of more 
than one kind of federal tax is dependent 
upon the resolution of that issue, a Dis- 
trict Director or the Assistant Commis- 
sioner (International) may not request 
technical advice on the applicability of any 
of the taxes involved. 

SEC. 3. RE(VESTING TECHNICAL ADVICE 

. 01 The District Director, the Assistant 
Commissioner (International), or a Chief, 
Appeals Office, is responsible for deter- 
mining whether to request technical ad- 
vice on any issue being considered. Each 
request must be submitted through chan- 
nels and signed by a person who is au- 

thorized to sign for the District Director, 
the Assistant Commissioner (Interna- 
tional), or a Chief, Appeals Office, and 
should include, in writing, the arguments 
submitted by the District Director, the 
Assistant Commissioner (International), 
or a Chief, Appeals Office, in support of 
its position on the issues. All requests for 
technical advice from Appeals Offices 
should be submitted to the Associate Chief 
Counsel (International) through the Di- 
rector, Appeals Division, CC:AP:PT. All 
requests for technical advice should be 
made at the earliest possible stage of the 
proceedings. The grounds for a request 
are that a lack of uniformity exists on the 
disposition of the issue or that the issue 

is sufficiently unusual or complex to war- 

rant consideration by the National Office. 
Form 4463, Request for Technical Ad- 
vice, should be used for transmitting re- 
quests for technical advice to the National 
Office. 

. 02 The taxpayer may request the Dis- 
trict Director, the Assistant Commis- 
sioner (International), or a Chief, Appeals 
Office, to refer an issue under their ju- 
risdiction to the National Office for tech- 

nical advice. Taxpayers may also request 
technical advice when seeking an exten- 

sion of time fixed by regulations for mak- 

ing an election or application for relief 

pursuant to section 1. 9100-1 of the In- 

come Tax Regulations. See section 3. 06 
of this revenue procedure for additional 

information. Although taxpayers are en- 

couraged to make written requests setting 

forth the facts, law, and argument on the 

issue, and reasons for requesting National 
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Office technical advice, they may make 
the request orally. If, after considering 
the taxpayer's request, the Examining Of- 
ficer or Appeals Officer thinks that the 
circumstances do not warrant referral of 
the case to the National Office, the Ex- 
amining Officer or Appeals Officer will so 
notify the taxpayer. (See section 4 of this 
revenue procedure for taxpayer's appeal 
rights when an Examining Officer or an 
Appeals Officer declines to request tech- 
nical advice). 

. 03 If the Service initiates the request 
for technical advice, the Service will give 
the taxpayer a copy of the statement of 
the pertinent facts, the issues proposed 
for submission to the National Office, and 
the arguments supporting the position of 
the District Director, the Assistant Com- 
missioner (International), or the Chief, 
Appeals Office. The taxpayer has 10 cal- 
endar days after receiving the statement 
of facts and issues to indicate in writing 

any disagreement with them. Every effort 
should be made to reach agreement on 
the facts and issues. If agreement cannot 
be reached, the taxpayer may send, within 
10 calendar days after receipt of notice 
from the Service, a statement of the tax- 
payer's understanding of the specific points 
at issue. This statement will be forwarded 
to the National Office with the request 
for technical advice. When the District 
Director, the Assistant Commissioner 
(International), or the Chief, Appeals Of- 

fice and the taxpayer cannot agree on ma- 

terial facts, the National Office, at its 
discretion, may refuse to provide tech- 
nical advice. 

. 04 If the taxpayer initiates the request 
for technical advice and the taxpayer's 
statement of the facts and proposed issues 

is not wholly acceptable to the District 
Director, the Assistant Commissioner 
(International) or the Chief, Appeals Of- 

fice, it will notify the taxpayer in writing 

setting forth the areas of disagreement and 

provide the taxpayer a copy of its argu- 

ments in support of its position. The tax- 

payer has 10 calendar days after receiving 

the written notice to reply to it. If agree- 

ment cannot be reached, the statements 

of both the taxpayer and the District Di- 

rector or the Assistant Commissioner (In- 

ternational) or the Chief, Appeals Office, 

will be forwarded to the National Office 

with the request for technical advice. When 

the disagreement involves material facts 

essential to the preliminary assessment of 
the case, the District Director, Assistant 

Commissioner (International), or Chief, 

Appeals Office, may, at its discretion, re- 

fuse referral to the National Office of tax- 

payer's request for technical advice, or 

alternatively, the National Office may re- 

fuse to provide technical advice. The tax- 

payer must submit, at the time of the 

request, a statement explaining the tax- 

payer's position and discussing any rele- 

vant statutory provisions, tax treaties, court 

decisions, regulations, revenue rulings, or 
revenue procedures supporting the tax- 

payer's position. This statement will be 
forwarded to the National Office with the 

request for technical advice. 

. 05 At the time the taxpayer is notified 

that the matter is being referred to the 

National Office, the taxpayer will also be 

notified of the right to a conference in the 

National Office if an adverse decision is 

indicated. 
. 06 For rules concerning applications 

for extension of the time for making an 

election or application for relief pursuant 

to section 1. 9100 — 1 of the regulations, see 
Rev. Proc. 79 — 63, 1979 — 2 C. B. 578. If a 

taxpayer requests an extension of time 

under section 1. 9100 — 1 during an exami- 

nation or during consideration by the Ap- 

peals Office, the procedures of Rev. Proc. 
87-4, page 33, this Bulletin, are applica- 

ble. The Examining Officer or Appeals 
Officer is not authorized to deny consid- 

eration of a request that involves section 
1. 9100 — 1 relief. All such requests must be 
referred to the National Office. See sec- 
tion 4. 03 of Rev. Proc. 79 — 63. 

. 07 Any authorized representative, as 

defined in section 6. 08 of Rev. Proc. 87— 

4, whether or not enrolled to practice, 
must comply with the conference and 

practice requirements of the Statement of 
Procedural Rules (26 CFR 601). Form 
2848, Power of Attorney, and Form 2848- 
D, Authorization and Declaration, may 
be used with regard to requests for tech- 
nical advice under this revenue proce- 
dure. 

SEC. 4. APPEAL BY TAXPAYER OF OISTRICT 

OF APPEALS OFFICE OETERIRINATION NOT 

TO SEEK TECHNICAL AOVICE 

. 01 If the Examining Officer or Ap- 
peals Officer concludes that a taxpayer's 
request for referral of an issue to the Na- 

tional Office for technical advice does not 
warrant referral, the Examining Officer 
or Appeals Officer shall so notify the tax- 
payer. 

. 02 The taxpayer may appeal the de- 

cision of the Examining Officer or the Ap- 

peals Officer not to request technical advice 

by submitting to that official, within 10 
calendar days after being notified of the 
decision, a statement of the facts, law, 

and arguments on the issue, and the rea- 
sons why the taxpayer believes the matter 
should be referred to the National Office 
for technical advice. 

. 03 The Examining Officer or the Ap- 
peals Officer will submit the taxpayer's 
statement through channels to the Chief, 
Examination Division, or the Chief, Ap- 
peals Office, along with the Examining 
Officer's or the Appeals Officer's state- 
ment of why the issue should not be re- 
ferred to the National Office. The Chief 
determines, on the basis of the statement, 
whether technical advice will be re- 
quested. If the Chief determines that 
technical advice is not warranted and pro- 
poses to deny the request, the taxpayer 
will be notified in writing of the reasons 
for the proposed denial (except in unusual 

situations when doing so would be prej- 
udicial to the best interests of the Gov- 
ernment). The taxpayer has 10 calendar 
days after receiving the letter to notify the 
Chief of any disagreement with the pro- 
posed denial. 

. 04 The taxpayer may not appeal the 
decision of the Chief, Examination Di- 
vision, or the Chief, Appeals Office, not 
to request technical advice from the Na- 
tional Office. However, if the taxpayer 
does not agree with the proposed denial, 
the technical advice lile, including the tax- 
payer's written request and statements, 
will be submitted by the District Director 
or Appeals Office to the Assistant Com- 
missioner (International) or the Director, 
Appeals Division, respectively, for re- 
view. The Examining Officer or the Ap- 
peals Officer will suspend action on the 
issue while the denial of technical advice 
is under review (except when delay would 
be prejudicial to the best interests of the 
Government). The Assistant Commis- 
sioner (International) or the Director, 
Appeals Division, may consult the As- 
sociate Chief Counsel (International), if 
appropriate, and will notify the District 
or the Appeals Office within 45 days after 
the receipt of the file whether the pro- 
posed denial is approved or disapproved. 
The review will be based solely on the 
written record, and no conference will be 
held on the matter. The taxpayer will be 
notified of the decision by the District Di- 
rector or the Appeals Office. 
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SEC. 5. IIIIITHQRAWAL OF REQUESTS 

. 01 Only a District Director, the As- 
sistant Commissioner (International) or a 
Chief, Appeals Office, may withdraw a 
request for technical advice, including re- 
quests initiated by the taxpayer. The with- 
drawal request may be made at any time 
before the responding transmittal mem- 
orandum is signed. The District Director 
or Appeals Office must notify the tax- 
payer in writing of intent to withdraw the 
request for technical advice except (1) 
when the period of limitation on assess- 
ment is about to expire and the taxpayer 
has declined to sign a consent to extend 
the period, or (2) when such notification 
would be prejudicial to the best interests 
of the government. If the taxpayer does 
not agree that the request for technical 
advice should be withdrawn, the proce- 
dure in section 4 of this revenue proce- 
dure applies. 

. 02 When a request for technical ad- 
vice is withdrawn, the National Office may 
send its views to the District Director, the 
Assistant Commissioner (International) 
or the Chief, Appeals Office, when ac- 
knowledging the withdrawal request. In 
an Appeals case, acknowledgment of the 
withdrawal request will be sent to the ap- 
propriate Appeals Office through the Di- 
rector, Appeals Division, CC:AP:PT, 

SEC. 6. PREPARATION OF TECHNICAL 

ADVICE MEMORANDUM BV THE NATIONAL 

OFFICE 

. 01 Requests for technical advice gen- 
erally are given priority and processed ex- 
peditiously. As soon as the request for 
technical advice is received, the attorney/ 
tax law specialist to whom the request is 
assigned will examine the file to make cer- 
tain it is sufficiently complete to process 
the request. 

. 02 Within 21 calendar days after the 
technical advice request has been re- 
ceived, the originating office will be con- 
tacted to discuss the following procedural 
and substantive issues: (1) whether the 
case is being returned; (2) whether ad- 
ditional information is necessary to en- 
able the National Office to rule on the 
matter; (3) what tentative conclusions, if 
any, have been reached and the estimated 
date that the technical advice memoran- 
dum will be mailed; and (4) if no conclu- 
sions have been reached because of the 
complexity of the issues, the estimated 
date that the tentative conclusions will be 
reached. 

. 03 Because the tentative conclusions 
of the National Office may change during 

the preparation and review of the tech- 

nical advice memorandum, they should 

not, under any circumstances, be consid- 

ered final. The District Director, Assist- 

ant Commissioner (International) or the 
Chief, Appeals Office, may not advise the 

taxpayer of tentative conclusions. 
. 04 A request for technical advice may 

be returned because substantial addi- 
tional information is required to resolve 
an issue, because significant unresolved 

factual variances exist between the state- 
ments of facts submitted by the originat- 

ing office and the taxpayer, or because 
major procedural problems cannot be re- 
solved by telephone. A request for tech- 
nical advice will not be returned or a reply 
delayed merely because additional infor- 
mation not essential to the preliminary 
assessment of the case is needed or be- 
cause of minor procedural deficiencies. 

. 05 If during the analysis and devel- 

opment of the case it is determined, after 
discussion with the Branch Chief or re- 
viewer, that additional information essen- 
tial to the prelinfinary assessment of the 
case is needed, the attorney/tax law spe- 
cialist will obtain the additional infor- 
mation in the most expeditious manner 
possible from the taxpayer or the District 
Director, Assistant Commissioner (Inter- 
national) or Chief, Appeals Office. Any 
additional material submitted by the tax- 

payer must be sent to the National Office 
and a copy sent either to the District Di- 
rector, the Assistant Commissioner (In- 
ternational) or the Chief, Appeals Office, 
for comment on the facts contained in the 
additional information. If the District Di- 
rector, the Assistant Commissioner (In- 
ternational) or the Chief, Appeals Office, 
has comments, they must be furnished 

promptly to the National Office. 
. 06 Any additional information re- 

quested from the taxpayer by the Service 
must be submitted by letter appended by 
a penalties of perjury statement within 21 
calendar days after the request for infor- 
mation is made. A written request for an 
extension of time to submit additional 
material must be received by the National 
Office within the 21-day period, setting 
forth compelling facts and circumstances 
justifying the proposed extension. The 
Branch Chief of the Branch to which the 
case is assigned will determine whether to 
grant or deny the request for an extension 
of the 21-day period. There is no right to 
appeal the denial of an extension request. 
If the National Office does not receive the 
submission within the period of 21 days, 

plus any extensions granted by the Branch 
Chief, the National Office will issue the 
technical advice memorandum based on 
the existing record, 

. 07 When the technical advice request 
concerns matters outside the jurisdiction 
of the Associate Chief Counsel (Inter- 
national), the representative of the branch 
that received the original technical advice 
request will notify the District Office, the 
Assistant Commissioner (International) 
or the Chief, Appeals Office, within the 
initial 21 calendar day period that: (1) the 
matters outside the jurisdiction of the As- 
sociate Chief Counsel (International) have 
been referred to the appropriate office for 
consideration; and (2) a representative of 
the other office will contact the originat- 
ing office concerning the technical advice 
request within 21 calendar days after re- 
ceiving the referral in accordance with 
section 6. 02 of this revenue procedure. 

. 08 A taxpayer must obtain informa- 
tion on the status of the request for tech- 
nical advice by contacting the office that 
requested the technical advice. The Dis- 
trict Director, Assistant Commissioner 
(International) or Chief, Appeals Office, 
may get current information on the status 
of the request for technical advice by call- 
ing the Branch representative whose name 
and telephone number are shown on the 
acknowledgment of receipt of the tech- 
nical advice request. 

. 09 Replies to requests for technical 
advice will be addressed to the District 
Director, the Assistant Commissioner 
(International) or the Chief, Appeals Of- 
fice. When a request for technical advice 
is from an Appeals Office, the reply will 

be routed through the Director, Appeals 
Division, CC:AP:PT. The reply to tech- 
nical advice requests consists of two parts. 
Each part identifies the taxpayer by name, 
address, identification number, and year 
or years involved. The first part of the 

reply is a transmittal memorandum (Form 
M-6000), which in unusual cases may pro- 
vide the originating office administrative 
information or other information that, 
under the nondisclosure statutes or for 
other reasons, may not be discussed with 

the taxpayer. The second part is the tech- 
nical advice memorandum, which con- 

tains: (1) a statement of the issues; (2) a 
statement of facts pertinent to the issues; 

(3) a statement of the pertinent law; (4) 
a discussion of the rationale underlying 

the conclusions reached by the National 

Office; and (5) the conclusions of the Na- 

tional Office. 
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. 10 A copy of the technical advice 
memorandum will be given to the tax- 
payer only after it has been adopted by 
the District Director, the Assistant Com- 
missioner (International) or the Chief, 
Appeals Office. However, in the case of 
technical advice memoranda described in 
section 6110(g)(5)(A) of the Code, relat- 
ing to cases involving criminal or civil fraud 
investigations and jeopardy or termina- 
tion assessments, a copy of the technical 
advice memorandum will not be given to 
the taxpayer until all proceedings in the 
investigations or assessments are com- 
pleted. 

SEC. 7. PUBLIC DISCLOSURE AND 

DELEllONS PROCEDURES UNDER SECTION 

6110 

. 01 To assist the Service in making the 
deletions required by section 6110(c) of 
the Code from the text of a technical ad- 
vice memorandum prior to making it 
available to public inspection under sec- 
tion 6110(a), a deletions statement must 

accompany each request, whether initi- 
ated by the Service or the taxpayer. Where 
the Service initiates the request, the tax- 

payer must submit a statement of pro- 
posed deletions uiider section 6110(c) to 
the District Director, the Assistant Com- 
missioner (International) or Chief, Ap- 
peals Office, within 10 days after receiving 
the Service's statement of facts and issues. 
If the taxpayer does not submit a dele- 
tions statement, the District Director, the 
Assistant Commissioner (International) 
or the Chief, Appeals Office, will notify 
the taxpayer that a statement is required. 
If the District Director, the Assistant 
Commissioner (International) or the Chief, 
Appeals Office, does not receive that 
statement within 10 days after such no- 
tification, the National Office will make 
those deletions that the Commissioner de- 
termines are required by section 6110(c). 
Where the taxpayer initiates the request 
for technical advice and fails to submit a 
deletions statement, the District Direc- 
tor, the Assistant Commissioner (Inter- 
national) or the Chief, Appeals Office, 
after notifying the taxpayer, may decline 
to submit the request if the taxpayer does 
not provide the required statement within 

10 days after such notification. 
. 02 The statement of proposed dele- 

tions must either state that no information 
other than names, addresses, and iden- 

tifying numbers need be deleted or, if more 
information is proposed to be deleted, in- 

dicate the deletions proposed by the tax- 

payer. If the latter alternative is chosen, 
the statement must be made in a separate 
document and accompanied by a copy of 
all statements of facts and supporting doc- 

uments submitted to the National Office, 
showing in brackets the deletions pro- 

posed by the taxpayer. The statement also 

must indicate the statutory basis under 

section 6110(c) for each proposed dele- 

tion. The statement of proposed deletions 

must not appear or be referred to any- 

where in the request for technical advice. 
If the taxpayer decides to request addi- 

tional deletions under section 6110(c) be- 

fore the National Office replies to the 
request for technical advice, the taxpayer 

may submit additional statements. The 
procedures in this paragraph also apply 
to additional information submitted dur- 

ing consideration of the technical advice 

request. 
. 03 Before replying to the request for 

technical advice, the National Office gen- 

erally will inform the taxpayer orally or 
in writing of the material likely to appear 
in the technical advice memorandum which 

the taxpayer proposed be deleted but which 

the Service determined should not be de- 

leted. The taxpayer may submit within 10 
calendar days any further arguments sup- 

porting the taxpayer's proposed dele- 
tions. The Service attempts, if possible, 
to resolve all disagreements about pro- 
posed deletions before the National Of- 
fice replies to the request for technical 
advice. However, the taxpayer does not 
have the right to a conference to resolve 
any disagreements about material to be 
deleted from the text of the technical ad- 
vice memorandum. These matters, how- 

ever, may be considered at any conference 
otherwise scheduled for the request. 

. 04 Accompanying the technical ad- 
vice memorandum is a notice, under sec- 
tion 6110(f)(1) of the Code, of intention 
to disclose a technical advice memoran- 
dum (including a copy of the version pro- 
posed to be open to public inspection and 
notations of third party communications 
under section 6110(d)). The District Di- 
rector, the Assistant Commissioner (In- 
ternational) or the Chief, Appeals Office, 
will give this notice to the taxpayer when 

it gives a copy of the technical advice 
memorandum to the taxpayer according 
to section 6. 10 of this revenue procedure. 

. 05 If, after receiving the notice under 
section 6110(f)(1) of the Code of intention 
to disclose the technical advice memoran- 

dum, the taxpayer wants to protest the 
disclosure of certain information con- 

tained therein, the taxpayer must submit 

a written statement within 20 calendar days 

identifying those deletions not made by 
the Service that the taxpayer believes 
should have been made. The taxpayer must 

also submit a copy of the version of the 
technical advice memorandum proposed 
to be open to public inspection with 
brackets around deletions that are pro- 
posed by the taxpayer but that have not 
been made by the National Office. Gen- 

erally, the National Office does not con- 
sider the deletion of any material that the 

taxpayer has not proposed to be deleted 
before the National Office reply to the 
request for technical advice is sent to the 
District Director, the Assistant Commis- 

sioner (International) or the Chief, Ap- 
peals Office. Within 20 days after it receives 
the taxpayer's response to the notice un- 

der section 6110(f)(1), the National Office 
must mail the taxpayer its final adminis- 

trative conclusions regarding the dele- 
tions to be made. 

. 06 The provisions of this section do 
not apply to technical advice memoranda, 
described in section 6110(g)(5)(A) of the 
Code, relating to cases involving criminal 
or civil fraud investigations and jeopardy 
or termination assessments. However, in 
these cases the taxpayer may provide the 
statement of proposed deletions to the 
National Office after all proceedings in 
the investigations or assessments are com- 
plete but before the Commissioner mails 
the notice, under section 6110(f)(1), of 
intention to disclose the technical advice 
memorandum. 

. 07 The requirements for submitting 
statements and other material for pro- 
posed deletion in technical advice mem- 
oranda before public inspection is allowed 
do not apply to requests for any docu- 
ments to which section 6104 of the Code 
applies. 

SEC. B. CONFERENCES IN THE NATIONAL 

OFFICE 

. 01 A taxpayer may request a confer- 
ence in connection with a request for tech- 
nical advice. A conference is scheduled 
only when the National Office considers 
it to be helpful in deciding the case or 
when an adverse decision is indicated. If 
a conference is appropriate, the taxpayer 
will be notified by telephone. The con- 
ference must be held within 21 calendar 
days after the taxpayer has been notified 
unless an extension of the 21 day period 
is granted by the Branch Chief of the 
Branch to which the case is assigned. 
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. 02 A taxpayer is entitled, as a matter 
of right, to only one conference in the 
National Office unless one of the circum- 
stances discussed in section 8. 05 of this 
revenue procedure develops. This con- 
ference nortnally will be held at the Branch 
level. The Examining Officer or the Ap- 
peals Officer may also attend the confer- 
ence. If more than one subject is to be 
discussed at the conference, the discus- 
sion will constitute a conference on each 
subject. 

. 03 Since conference procedures are 
informal, no tape, stenographic, or other 
verbatim recording of a conference will 

be made. 
. 04 The taxpayer will be given full op- 

portunity at the conference to present views 

on all of the issues that are in question. 
The Service representative will explain the 
tentative decision of the National Office 
on the substantive issues and the reasons 
for those decisions. If the taxpayer re- 
quested the prospective application of a 
proposed holding under section 7805(b) 
of the Code, the Service representative 
will discuss the tentative recommendation 
concerning the request for section 7805(b) 
relief and the reason for the tentative rec- 
ommendation. No commitment will be 
made as to the conclusion that the Na- 

tional Office will ultimately adopt. 
. 05 An invitation to an additional con- 

ference will be extended if, after the con- 
ference of right, an adverse holding is 

proposed on a new issue or on the same 
issue but on different grounds from those 
discussed at the first conference. The tax- 

payer does not have a right to another 
conference when a proposed holding is 
reversed at a higher level with a result less 
favorable to the taxpayer if the substan- 
tive or procedural grounds for reversal 
were discussed at the conference of right. 

. 06 It is the responsibility of the tax- 

payer to furnish in writing to the National 
Office any additional data, lines of rea- 
soning, precedents, etc. , that are pro- 
posed by the taxpayer and discussed at 
the conference but that were not previ- 
ously or adequately presented in writing. 
The taxpayer must furnish the additional 
information within 21 calendar days after 
the conference. A copy of the additional 
material submitted by the taxpayer must 

be sent by the taxpayer to the District 
Director, the Assistant Commissioner 
(International) or the Chief, Appeals Of- 
fice, for comment. If the additional in- 

formation is not received within that time, 
the technical advice memorandum will be 

issued on the basis of the existing record, 
procedures for requesting an extension of 
the 21-day period and notifying the tax- 

payer or the taxpayer's representative of 
the decision of the National Office are the 
same as those stated in section 6. 06 of this 

revenue procedure. 
. 07 In order to issue technical advice 

memoranda in a more efficient manner, 

the Branch representative may offer the 

taxpayer an option of delaying the con- 

ference in order to submit a brief re- 

questing section 7805(b) relief, discussed 

in section 10 of this revenue procedure, 
in the event of a final adverse determi- 
nation by the Service. In such cases, a 
conference on both the tentatively ad- 

verse position and the section 7805(b) re- 
lief request will be scheduled within 10 
days of receipt of the taxpayer's section 
7805(b) request. 

SEC. 9. EFFECT OF TECHNICAL ADVICE 

. 01 Other persons may not rely on a 
technical advice memorandum issued with 

respect to a taxpayer. 
. 02 The District Director, the Assist- 

ant Commissioner (International) or the 
Chief, Appeals Office, must process the 
taxpayer's case on the basis of the con- 
dusions in the technical advice memoran- 
dum unless (1) the District Director, the 
Assistant Commissioner (International) 
or the Chief, Appeals Office, thinks that 
the conclusions reached by the National 
Office in the technical advice memoran- 
dum should be reconsidered, or (2) the 
Chief, Appeals Office, in the case of tech- 
nical advice unfavorable to the taxpayer, 
decides to settle the issue in the usual 
manner under existing authority. 

. 03 Except in rare or unusual circum- 
stances, a holding in a technical advice 
memorandum that is favorable to the tax- 
payer is applied retroactively. Moreover, 
since technical advice, as described in sec- 
tion 2. 01 of this revenue procedure, is is- 
sued only on closed transactions, a holding 
that is adverse to the taxpayer is also ap- 
plied retroactively unless the Associate 
Chief Counsel (International) exercises 
the discretionary authority under section 
7805(b) of the Code to limit the retro- 
active effect of the holding. 

. 04 If a technical advice memorandum 
relates to a continuing action or a series 
of actions, it is ordinarily applied until 

specifically withdrawn or until the conclu- 
sion is modified or revoked by enactment 
of legislation, ratification of a tax treaty, 
a decision of the United States Supreme 

Court, or the issuance of regulations 
(temporary or final), a revenue ruling, or 
other statement published in the Internal 
Revenue Bulletin. Publication of a notice 
of proposed rulemaking does not affect 
the application of a technical advice mem- 
orandum. 

. 05 Generally, a technical advice 
memorandum that revokes or modifies a 
letter ruling or another technical advice 
memorandum is not applied retroactively 
with respect to a taxpayer whose tax lia- 
bility was directly addressed in the ruling 
or memorandum if: (1) there has been no 
misstatement or omission of material facts; 
(2) the facts at the time of the transaction 
are not materially different from the facts 
on which the ruling or memorandum was 
based; (3) there has been no change in 
the applicable law; (4) in the case of a 
ruling, it was originally issued on a pro- 
spective or proposed transaction; and (5) 
the taxpayer directly involved in the rul- 

ing or memorandum acted in good faith 
in relying on the ruling or memorandum 
and the retroactive revocation would be 
to the taxpayer's detriment. When a rul- 

ing or a memorandum is revoked by a 
technical advice memorandum with ret- 
roactive effect, the notice to the taxpayer, 
except in fraud cases, sets forth the grounds 
on which the revocation is being made 
and the reasons why the revocation is being 
applied retroactively. 

SEC. 10. PROCEDIIRES FOR REgllESllNS 
APPLICATION OF SECTION 7SOS(b) IN THE 

CASE OF TECHNICAL ADVICE 

. 01 Pursuant to section 7805(b) of the 
Code, it is within the discretion of the 
Commissioner or the Commissioner's del- 

egate to prescribe the extent, if any, to 
which any technical advice memorandum 
will be applied without retroactive effect. 
A taxpayer who has received a technical 
advice memorandum or to whom a tech- 
nical advice request is pending may re- 

quest that the Associate Chief Counsel 

(International), as the Commissioner's 

delegate, exercise the discretionary au- 

thority under section 7805(b) to limit the 
retroactive effect of any holding stated in 

the technical advice memorandum or to 
limit the retroactive effect of any subse- 

quent modification or revocation of the 
technical advice memorandum. 

. 02 When. a technical advice memo- 

randum that concerns a continuing trans- 

action is modified or revoked by an action 

other than issuance of another technical 

advice memorandum (for example, a sub- 
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sequent revenue ruling or final regula- 
tions), a request to limit the retroactive 
effect of the modification or revocation of 
the technical advice memorandum must 
be made in the form of a request for a 
ruling if the request is submitted before 
examination of the return that contains 
the transaction that was the subject of the 
technical advice memorandum. See sec- 
tion 13. 02 of Rev. Proc. 87 — 4. 

. 03 When a taxpayer is informed of the 
modification or revocation of a technical 
advice memorandum, ruling letter, or de- 
termination letter during the course of an 
examination of the taxpayer's return by a 
District Director, the Assistant Commis- 
sioner (International) or during consid- 
eration by a Chief, Appeals Office, a 
request to limit the retroactive application 
of the modification or revocation of the 
technical advice memorandum, ruling let- 
ter, or determination letter must itself be 
made in the form of a request for technical 
advice. See section 3 of this revenue pro- 
cedure. The taxpayer must submit a state- 
ment that the request for technical advice 
is being made pursuant to section 7805(b) 
of the Code. This statement must also set 
forth the relief sought and an explanation 
of the reasons and arguments in support 
of the relief requested, and it must be 
accompanied by any documents bearing 
on the request. The explanation in sup- 

port of the application of section 7805(b) 
should include a discussion of the five items 

enumerted in section 9. 05 of this revenue 

procedure as they relate to the taxpayer's 
particular situation. The taxpayer's re- 

quest for relief pursuant to section 7805(b) 
must be forwarded by the District Direc- 

tor, the Assistant Commissioner (Inter- 
national) or the Chief, Appeals Offices to 
the National Office for consideration. 

. 04 A request to limit the retroactive 
effect of a holding in a technical advice 
memorandum that does not modify or re- 

voke a technical advice memorandum may 

be made as part of that technical advice 

request either initially or at any time be- 

fore the technical advice memorandum is 

issued by the National Office. In such a 
case, the taxpayer must also submit a 
statement in support of the application of 
section 7805(b) of the Code, as described 

in section 10. 03 of this revenue proce- 
dure. 

. 05 When a request for technical ad- 

vice concerns only the application of sec- 

tion 7805(b) of the Code, the taxpayer has 

the right to a conference in the National 

Office in accordance with the provisions 

of section 8 of this revenue procedure. If 
the request for application of section 
7805(b) is included in the request for tech- 

nical advice on the substantive issues, the 
section 7805(b) issue will be discussed at 

the taxpayer's one conference of right. If 
the request for the application of section 

7805(b) is made as part of a pending tech- 

nical advice request after a conference has 

been held on the substantive issues, and 

the National Office determines that there 
is justification for having delayed the re- 

quest, then the taxpayer will have the right 

to an additional conference, which shall 

be confined to the applicability of section 

7805(b). 

26 CFR 60i. 201: Rulings and deserminarion leners. 

Rev. Proc. B7-6 

SECTION 1. PURPOSE 

. 01 The purpose of this revenue pro- 
cedure is to provide a list of specific sub- 

ject matters under the jurisdiction of the 
Associate Chief Counsel (International) 
in which the Internal Revenue Service will 

not issue advance rulings or determina- 
tion letters. 

SEC. 2. BACKGROUND AND SCOPE OF 

APPLICATION 

. 01 Background. 
Whenever appropriate in the interest 

of sound tax administration, it is the pol- 
icy of the Service to answer inquiries of 
individuals and organizations regarding 
their status for tax purposes and the tax 
effects of their acts or transactions, prior 
to the filing of returns or reports that are 
required by the Internal Revenue Code. 

There are, however, specific areas in 

which, because of the inherently factual 
nature of the problems involved or for 
other reasons, the Service will not issue 
advance rulings or determination letters. 
These areas, to the extent within the ju- 
risdiction of the Associate Chief Counsel 
(International), are set forth in sections 
of this revenue procedure. Section 3 re- 
flects those areas in which advance rulings 
and determinations will not be issued. 
Section 4 sets forth those areas in which 

they will not ordinarily be issued. "Not 
ordinarily" connotes that unique and 
compelling reasons must be demonstrated 
to justify a ruling or determination letter. 
Those sections reflect a number of specific 
questions and problems as well as general 
areas. 

Additions or deletions to this revenue 

procedure as well as restatement of items 

listed will be made by modification of this 

revenue procedure as they occur. These 
lists should not be considered all inclu- 

sive. Decisions not to rule on individual 

cases, as constrasted with those that pres- 
ent signilicant pattern issues, are not re- 

ported in this revenue procedure and will 

not be added by subsequent revisions. 
General procedure and policies gov- 

erning the issuance of advance rulings un- 

der the jurisdiction of the Associate Chief 
Counsel (International) are outlined in 

Rev. Proc. 87-4, page 529 of this Bulletin. 

Rev. Proc. 87-3, page 523 of this Bulletin. 

provides a list of subject matters under 

the jurisdiction of the Associate Chief 
Counsel (Technical) in which the Service 
will not issue advance rulings or deter- 
mination letters. 

. 02 Scope of Application. 
This revenue procedure is not to be 

considered as precluding the submission 

of requests for technical advice to the Na- 

tional Office by District Directors, the 
Assistant Commissioner (International) 
or Appeals Offices. 

SEC. 3. AREAS IN WHICH RULINGS OR 

DETERMINATION LETTERS WILL NOT BE 

ISSUED 

. 01 Specific questions and problems. 
1. Section 871(g)(1)(B). — Original 

Issue Discount Obligations. — Whether 
a debt instrument having original issue 
discount within the meaning of section 
1273 is not an original issue discount 
obligation within the meaning of sec- 
tion 871(g)(1)(B)(i) when the instru- 
ment is payable 183 days or less from 
the date of original issue (without re- 
gard to the period held by the taxpayer) 
and such debt instrument is issued by 
a domestic corporation and is pur- 
chased by its controlled foreign cor- 
poration. 

2. Section 956(b)(1)(C). — United 
States Property Defined. — Whether an 
indebtedness is excludable from the def- 
inition of the term "obligation" under 
section 1. 956 — 2(d)(2)(ii) of the regu- 
lations because the indebtness is col- 
lected within one year from the time it 
is incurred or matures within one year 
from the time it is incurred but is not 
collected within such period solely by 
reason of the inability or unwillingness 
of the debtor to make payment within 
such period. 

3. Section 7701. — Definitions. — 
Whether a foreign arrangement that is 
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a participant in a domestic arrange- 

ment classified as a partnership for U. S. 
tax purposes will itself be classified as 

a partnership. 
4. Section 7701. — Definitions. — 

Whether a foreign limited liability com- 

pany will be classified as a partnership 

if a taxpayer who is an interest holder 

requests classification as a partnership 
and (1) the taxpayer is a corporation 
and less than 20 percent of the interests 

in the limited liability company are held 

by independent parties or (2) the tax- 

payer is not a corporation and inde- 

pendent parties hold only a nominal 

interest in the company. 
. 02 General Areas. 

1. A matter involving the prospec- 

tive application of the estate tax to the 

property or the estate of a living per- 

son. 
2. A matter involving the federal tax 

consequences of any proposed federal, 

state, local or municipal legislation. The 

Service may provide general informa- 

tion in response to an inquiry. 

3. Whether reasonable cause exists 

under Subtitle F (Procedure and 
Administration) of the Code. 

4. Whether a proposed transaction 

would subject the taxpayer to a crim- 

inal penalty. 
5. A request that does not comply 

with the provisions of Rev. Proc. 87— 

4. 

SEC. 4 AREAS IN WHICH RULINGS OR 

DETERMINATION LETTERS WILL NOT 

ORDINARILY BE ISSUED 

. 01 Specific questions and problems. 

1. Section 367(b). — Inbound Trans- 

fers. — Whether a foreign corporation is 

considered a corporation for purposes of 

any nonrecognition provision contained 

in section 367(b) and related issues, unless 

the ruling presents a significant legal is- 

sue. (These matters are dealt with in de- 

tail in Treas. Reg. ()7. 367(b) — 1 to 12). 
2. Section 864. — Definitions. — 

Whether a taxpayer is engaged in trade 

or business within the United States and 

whether income is effectively connected 

with the conduct of a trade or business 

within the United States. 
3. Section 871. — Tax on Nonresident 

Alien Individuals. — The determination as 

to whether an alien individual is either a 

resident or nonresident of the United States 

will not be made with respect to situations 

in which the determination is dependent 

on factual representations that cannot be 

confirmed until the close of the alien in- 

dividual's affected taxable year(s), in- 

cluding, for example, representations 

concerning an alien individual's projected 

stay and activities in the United States. 

4. Section 892. — Income of Foreign 

Governments and of International Or- 

ganizations. — Whether income received 

by local governmental authorities of the 

United Kingdom from certain United 

States investments of moneys allocable to 

their superannuation funds is exempt from 

federal income taxation. 

5. Section 894. — Income Affected by 

Treaty. — Whether a taxpayer has a per- 

manent establishment in the United States 

for the purpose of any United States In- 

come Tax Treaty. 
6. Section 894. — Income Affected by 

Treaty. — Whether the income received by 

a nonresident alien student for services 

performed for a university or other ac- 

credited educational institution is exempt 

from federal income tax or withholding 

by virtue of the United States income tax 

treaties with the following countries: Bel- 

gium, China, Cyprus, Egypt, Finland, 

France, Iceland, Japan, Korea, Morocco, 
the Netherlands, Norway, Pakistan, the 

Philippines, Poland, Romania, and Trin- 

idad and Tobago. 

7. Section 894. — Income Affected by 

treaty. — Whether the income received by 

a nonresident alien performing research 

or teaching at a university is exempt from 

federal income tax or withholding by vir- 

tue of the United States income tax trea- 

ties with the following countries: Belgium, 

China, Egypt, Finland, France, Hungary, 

Iceland, Italy, Jamaica, Japan, Korea, 
Luxembourg, the Netherlands, Norway, 

the Philippines, Poland, Romania, Swe- 

den, Trinidad and Tobago, the Union of 
Soviet Socialist Republics, and the United 

Kingdom. 
8. Section 894. — Income Affected by 

Treaty. — Whether the income received by 

a nonresident alien teaching at a univer- 

sity is exempt from federal income tax or 
withholding by virtue of the United States 
income tax treaties with the following 

countries: Austria, Denmark, the Federal 

Republic of Germany, Greece, Ireland, 
Pakistan, and Switzerland. 

9. Section 897(e). — Coordination with 

Nonrecognition Provisions. — Whether any 

nonrecognition provision shall apply for 

purposes of section 897, unless the trans- 

action clearly falls within the provision of 
section 897(e)(1). See Rev. Rul. 84-160, 
1984-2 C. B. 125. 

10. Section 901. — Taxes of Foreign 
Countries and of Possessions of United 

States. — Whether a person claiming credit 

has established, based on all of the rele- 

vant facts and circumstances, the amount, 

if any, paid by the dual capacity taxpayer 

pursuant to the qualifying levy, that is not 

paid in exchange for a specific economic 

benefit. Section 1. 901 — 2A(c)(2) of the 

regulations. 
11. Section 992. — Requirements of a 

Domestic International Sales Corpora- 

tion. — The tax effects of a Domestic In- 

ternational Sales Corporation's stock being 

held by individuals who are also share- 

holders in a related supplier corporation. 

12. Section 7701. — Definitions. — 
Whether what is generally known as a for- 

eign corporation will be classified as a 

partnership for U. S. tax purposes if the 

taxpayer requests classification as a part- 

nership. 
' 

13. Section 7701. — Definitions. — 
Whether a foreign partnership will be 

classified as an association for U. S. tax 

purposes if the taxpayer requests classi- 
i 

fication as an association. 

26 CFR 601. 20l: Rulings and determination letters. 

Rov. Proc. 87-7 

SECTION 1. PURPOSE 

As one step in the process of dealing 

more efficiently with the need for guid- 

ance occasioned primarily by the Tax Re- 

form Act of 1986, this revenue procedure 

provides, for specific Code sections, new 

conditions under which the Associate Chief 

Counsel (Technical) will consider re- 

quests for letter rulings pending the adop- 

tion of either temporary or final 

regulations. The objective of these changes 

is to expand the letter rulings process so 

that the Service will be able to issue some 

rulings that previously would have been 

precluded by the provisions of section 

5. 07(2) of Rev. Proc. 87-1, page 503, this 

Bulletin. 

Requests for advance rulings concerning classifi- 

cation of foreign entities under section 7701 should 

be submitted to the Internal Revenue Service, As- 

sociate Chief Counsel (Technical), Attention. 

CC;IND:D:C, Room 6545, 1111 Constitution Ave. , 

N. W. , Washington, D. C. 20224, under the proce- 

dures described in Rev. Proc. 87-1, page 503, this 

Bulletin. The office of the Associate Chief Counsel 

(Technical) coordinates the response to such requests 

with the office of the Associate Chief Counsel (Inter- 

national). 
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SEC. 2. PROCEDURE 

. 01 Section 5. 07(2) of Rev. Proc. 87— 
I is modified to except from its conditions 
the following Code section: 

IRC 
SECTIOI&IS(S) 

(new) 42 
48(g) 
55-58 

old 57(a)(11) 
new 57(a)(2) 

old 58(i)(2)(C) 
old 58(i)(4) 
old 58(i)(6) 
new 59(e) 
71 and 215 

108 
141 
143(k)(9) 

144(a) 
145 
146 
147(b)(4) 

148 
163 

168(e) 

168(f) (2) 

170(e)(4) 

179 
263A 

280A 

303, subject to 
existing no-rule 
limitations 

304(a) 

311, 332, 333, 336, 
337, 338, 361, 368, 
1374 
382, 383 

312 
457 

465(b)(6) 

469 

TRA — 86 
SEC TIOI&IS 

252 
251 
701 

701 

701 

1843 

405 
1301 
1301 

1301 
1301 
1301 
1301 

1301 
511 

201(a) 

201 

231 

202 
803 

143 

1432(b) 

1875 

631, 632, 633 

621 

1804(f) 
1107 

503 

501 

SUBJECT 

Low Income Housing Credit 
Qualified Rehabilitated Buildings 
Alternative Minimum Tax — Individuals and 

Corporations 
Items of Tax Preference — Intangible Drill- 

ing and Development Costs — Oil, Gas, and 
Geothermal 
Optional 10-year Write-off of the Tax Pref- 
erence Relating to Intangible Drilling and 

Development Costs 

Revision of the Rules Regarding Excess 
Front-Loading of Alimony 
Discharge of Indebtedness for Farmers 
Private Activity Bond 
Treatment of Limited Equity Cooperative 
Housing 
Qualified Small Issue Bond (definition) 
Qualified 501(c)(3) Bond 
Volume Cap 
Special Rule for Pooled Financing of 
501(c)(3) Organization 
Arbitrage (other than rebate) 
Nonbusiness Interest Limits Disallow- 
ance for Personal Interest 
Classification of Property for the Accler- 
ated Cost Recovery System 
Normalization of Accelerated Deprecia- 
tion for Public Utility Property 
Charitable Deduction for Donation of Sci- 
entific Equipment 
Expensing of Depreciation Assets 
Capitalization and Inclusion in Inventory 
Costs of Certain Expenses 
Disallowance of Expenses of Business Use 
of a Home 
Rules for Generation Skipping Transfers 

Redemption Through Use of Related Cor- 
porations 
Recognition of Gain or Loss on Distribu- 
tions of Property in Liquidation or S Cor- 
poration Conversion 
Limitation on Net Operating Loss Carry- 
forwards and Excess Credit Carry-forwards 
Distributions of Appreciated Property 
Deferred Compensation Plans — State & 
Local Governments 
Extension of At Risk Limitations to Real 
Estate 
Disallowance of Passive Activity Losses and 
Credits 
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IRC 
SECTIONS(S) 

474 

562 

672 — 673 
846, except 
subsections (d) 
and (e) 
851 

2601 — 2663, 
subject to existing 
no-rule limitations 
3121(w) 

7702, except 
subsections 

(f)(7)(E) and 

(g)(I)(D) 

4611, 4661, 4662 

3121(u) 

TRA — 86 
SECTIONS 

802 

657 

1401-1403 
1023(c) 

653(a)(b) 
(c)(d) 
1431 

1882 

1825 

SRA-86 
SECTIONS 

t)511-513 

COBRA 
SECTIONS 

13205 

SUBJECT 

Simplified Dollar Value LIFO Method for 
Certain Small Businesses 
Certain Distributions by RICs Not Treated 
as Preferential Dividends 
Revision to the Grantor Trust Provisions 
Discounting of Unpaid Losses and Certain 
Unpaid Expenses 

Regulated Investment Companies 

Generation Skipping Transfer Tax 

Voluntary Revocation of Election Out of 
FICA by Churches 
Life Insurance Contract Defined 

Reenactment of Petroleum and Chemical 
Taxes for the Superfund 

Extension of Medicare Tax to Newly Hired 
State and Local Government Employees 

. 02 For Code sections listed in section 
2. 01 above, even if the answer does not 
seem reasonably certain, the approprite 
Branch in the office of the Associate Chief 
Counsel (Technical) will entertain all rul- 

ing requests and do its best to issue a rul- 

ing. However, the Service reserves in all 

cases the right not to rule when the issue 
cannot be properly resolved in advance 
of regulations. 

. 03 When the Service has closed a reg- 
ulations project — see, for example, the 
extensive list published in IR 86 — 167 dated 
December 9, 1986 — or does not intend to 
open a regulations project (see list be- 
low), section 5. 07 of Rev. Proc. 87 — 1 does 
not apply and the appropriate Branch in 

the office of the Associate Chief Counsel 
(Technical) will entertain all ruling re- 
quests unless the issue is covered by the 

no-rule provisions of section 7 of Rev. 
Proc. 87-1 or by Rev. Proc. 87-3, page 
523, or later updates of these two 
revenue procedures. The following is a 
partial list of Tax Reform Act of 1986 
Code sections for which a tentative de- 
cision has been made not to open up a 
regulations project: 

IRC 
SECTIONS(S) 

38, 46 

38, 46 

48(1) 

49 
51 

150(b) and (c) 
162 
168 

TRA — 86 
SECTIONS 

212 

213 

421 

211 
1701 

1301 
142 
203 and 204 

SUBJECT 
Effective 15-year Carryback of Existing 
Carryforwards of Steel Companies 
Effective 15-year Carryback of Existing 
Carryforwards of Qualified Farmers 
Extension of the Energy Investment Credit 
for Solar, Geothermal, Ocean Thermal, and 
Biomass Property 
Repeal of Regular Investment Tax Credit 
Extension and Revison of Targeted Jobs 
Credit 
Change in Use of Facilities 
Educational Travel 
Transitional Rules for Property Deprecia- 
ble Under Section 167(a) of the Code 
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IRC 
SECTIONS(S) 

TRA — 86 
SECTIONS SUBJECT 

265(2) 

274 

301, 302, 1059 

332, 338 

361 

451(f) 
469 
832(b) 

1092 
1254 

1504(a) 

902 

142 

614(e) 

1804(g)(6) 
and (8) 
1804(g) 

821 
502(c) 
1021(c) 

331 
413 

1804(e)(4) 

100% Disallowance of Financial Institution 

Interest Deduction Allowable to Tax-Ex- 

empt Obligations 
Expenditures for Meals, Travel and Enter- 

tainment 
Reduction of Stock Basis for Untaxed Por- 

tion of Extraordinary Dividends 

80-percent Voting and Value Test 

Recognition of Gain on Distributions of 

Property in a Reorganization 

Utilities Using Accrual Accounting 

Transition Rule for Low-Incoine Housing 

Inclusion in Income of 20 Percent of Un- 

earned Premium Reserve 
Straddles — Year End Rule 

Gain From Disposition of Interest in Oil, 

Gas, Geothermal, or Other Mineral Prop- 

erties 
Exception for Alaska Native Corporations 

to File Consolidated Income Tax Returns 

Without Equity Ownership in Subsidiaries 

. 04 The appropriate Branch Chief in 

the office of the Associate Chief Counsel 
(Technical) will discuss with taxpayers or 
their representatives whether a ruling 

concerning any Code section not listed in 

sections 2. 01 and 2. 03 above can be is- 

sued. 

SEC. 3. EFFECT ON OTHER REVENUE 

PROCEDURES 

Rev. Proc. 87 — 1 is modified. 

SEC. 4. EFFECTIVE DATE 

This revenue procedure is effective for 

requests received prior to January 12, 1987, 
the date of its publication in the Internal 

Revenue Bulletin, as well as to those re- 

ceived thereafter. 

26 CFR 60l. 402r Sales races collecred by rerum. 

lA!so Parr l, Section 4064; 48. 4064-I. ) 

Rov. Proc. 87-10 

SECTION 1. PURPOSE 

The purpose of this revenue procedure 
is to amplify Rev. Proc. 86 — 9, 1986-1 C. B. 
530, by adding alternative methods by 
which importers of automobiles can com- 

pute gas guzzler tax liability under section 
4064 of the Internal Revenue Code for 
automobiles that are imported without a 
fuel economy rating assigned by the En- 
vironmental Protection Agency (EPA). 
Specifically, this revenue procedure pro- 
vides additional guidance to those im- 

porters who seek to rebut the presumption 
of a "lowest fuel economy rating" for an 

automobile as set forth in sections 4. 02 
and 4. 03 of Rev. Proc. 86 — 9. 

SEC. 2. BACKGROUND 

. 01 Section 4064 of the Code imposes 
on the sale by the manufacturer (the def- 
inition of which includes an importer) of 
each automobile a tax in accordance with 

the tables set forth in section 4064(a). The 
liability for tax is based on the model year 

of the automobile and the fuel economy 
rating of the model type into which the 
automobile falls. 

. 02 Rev. Proc. 86-9 sets forth guide- 
lines for importers of automobiles to com- 

pute gas guzzler tax liability under section 
4064 of the Code for automobiles that are 
imported without an engine emission 
"certificate of conformity" and fuel econ- 
omy rating assigned by the E. P. A. 

. 03 In general, under section 4. 01 of 
Rev. Proc. 86-9, an importer who installs 
emission controls in order to convert an 
automobile to conform to a prototype au- 
tomobile that is already EPA-certified for 
sale in the United States may use the EPA- 
prescribed fuel economy rating for the 
original manufacturer's certified proto- 
type automobile as listed in Section 4. 01 
of that revenue procedure. 

. 04 In the case of an importer who mod- 
ifies an automobile through the in- 
stallation of emission and safety control 
components and has the automobile tested 
for emission compliance, and no certified 
automobile is available for comparison, 
section 4. 02 of Rev. Proc. 86 — 9 provides 
that the imported automobile is presumed 

to fall within the lowest fuel economy rat- 
ing prescribed for the particular model 
year of the automobile in the tax rate ta- 
bles contained in section 4064(a) of the 
Code. 

. 05 Section 4. 03 of Rev. Proc. 86 — 9 also 
provides for a presumption of a lowest 
fuel economy rating for automobiles that 
are imported under an exemption from 
compliance with the federal emission 
standards by virtue of EPA enforcement 
and regulatory exemptions. 

. 06 Under section 4. 04 of Rev. Proc. 
86 — 9, where an importer believes that an 
ascribed fuel economy rating is inappro- 
priate for a particular vehicle, the im- 

porter may have the vehicle individually 
tested in accordance with EPA proce- 
dures at one of the EPA (Office of Air, 
Noise and Radiation) recognized labo- 
ratories that are capable of conducting 
motor vehicle emissions tests. 

SEC. 3. SCOPE AND OBJECTIVE 

It has come to the attention of the In- 
ternal Revenue Service that the individual 
testing of automobiles in order to rebut 
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the presumption of lowest fuel economy 
rating can be quite burdensome. Accord- 
ingly, in order to allow an importer more 
fiexibility to rebut the presumption, the 
Service will allow other methods of re- 
buttal as described below. 

SEC. 4. PROCEDURE 

. 01 As provided in section 4. 04 or Rev. 
Proc. 86 — 9, where an importer believes 
that the ascribed lowest fuel economy rat- 

ing is inappropriate for a particular ve- 

hicle, the importer may, at its own expense, 
test that particular vehicle for a fuel econ- 
omy rating at an E. P. A. -recognized lab- 

oratory. That importer shall retain the fuel 
economy test documentation for a period 
of three years from the date the tax be- 
comes due or the date the tax is paid, 
whichever is later. 

. 02 In the case of a person who is en- 

gaged in the business of importing auto- 
mobiles, that person may rebut an ascribed 
lowest fuel economy rating by using the 
E. P. A. -recognized laboratory test results 
of a vehicle of the same year, make, model 
and engine that the person has modified 
in the same manner as the vehicle in ques- 
tion. That person shall retain documen- 
tation supporting that fuel economy rating 
for a period pf three years from the date 
the tax becomes due or the date the tax 
is paid, whichever is later. 

. 03 Any person (including a person en- 

gaged in the business of importing auto- 
mobiles who cannot rebut the presumption 
utilizing the method set forth in subsec- 
tion . 02 immediately above) may, as an 
alternative to undergoing an E. P. A. -rec- 
ognized test, rebut an ascribed lowest fuel 
economy rating by using the E. P. A. -rec- 
ognized test results of any vehicle of the 
same year, make, model and engine that 
has been converted or modified in the same 
manner as the vehicle in question. Doc- 
umentation shall be retained by the per- 
son for a three year period as described 
in section 4. 02, and shall consist of (1) the 
year, make, model and engine of the ve- 

hicle that was tested, (2) the fact that the 
vehicle that was tested was modified or 
converted in the same manner as the ve- 

hicle in question, and (3) the E. P. A. -rec- 

ognized test results for the vehicle that 

was tested. 
. 04 The District Director having juris- 

diction may, in those circumstances where 

no test results have been presented as de- 

scribed in subsections . 01, . 02, and . 03 
above, accept a non-ascribed fuel econ- 

omy rating where, to the District Direc- 
tor's satisfaction, the rating can be 

supported by sufficient other documen- 

tation. 
. 05 In the case of those imported ve- 

hicles that are exempted from compliance 

with federal emission standards by virtue 

of EPA enforcement and regulatory ex- 

emptions, and that are accordingly as- 

cribed the lowest fuel economy rating for 

that vehicle's particular model year, the 

District Director having jurisdiction may 

accept a fuel economy rating, other than 

the lowest fuel economy rating, where to 
the District Director's satisfaction the rat- 

ing can be supported by sufficient docu- 

mentation. 

SEC. 5. EFFECT ON OTHER REVENUE 

PROCEDURES 

Rev. Proc. 86-9 is amplified. 

SEC. 6. EFFECTIVE DATE 

This revenue procedure is effective with 

respect to 1980 and later model year au- 

tomobiles. 

26 CFR 601. 602: Tar forms and insiruruons. 

Rov. Proc. 87-11 

SECTION 1. PURPOSE 

This revenue procedure states the In- 

ternal Revenue Service (the Service) re- 

quirements relating to acceptable privately 

designed and printed or computer-pre- 
pared substitute federal tax return forms, 
(i. e. , Forms 1040, 1040A, 1040EZ, 1120, 
1120A, 940, 941, etc. ) and computer-gen- 
erated substitute schedules or forms to be 
attached thereto. It also authorizes the 
use of reproductions of official forms and 

gives direction for the proper completion 
of returns. 

SEC. 2. SCOPE 

This revenue procedure is the guide for 
preparing substitutes for most printed, 
computer-prepared and computer-gen- 
erated tax forms. This procedure does not 
include guidance for Form 1040 — ES, Form 
5498, Form 1096, the Form 1099 series, 
Form W — 9 and the Form W — 2 series. (See 
Sec. 18 and 19 to obtain guidance for the 
excluded forms. ) 

SEC. 3. DEFINITIONS 

. 01 Substitute Form. A tax form (or re- 
lated schedule) that differs in any way from 
the official version and is intended to re- 
place the entire form that is printed and 

distributed by the Service. This term also 
covers those approved substitute forms 
exhibited in this revenue procedure. 

. 02 Pnnted Form. A form produced 
using conventional printing processes. 
Also, a printed form which has been re- 
produced by photocopying or similar 
processes. 

. 03 Preprinted Pin-Fed Form. A printed 
form that has marginal perforations for 
use with automated and high-speed print- 

ing equipment. 

. 04 Computer-Prepared Substitute Form. 
A pre-printed form in which the taxpay- 
er's tax entry information has been in- 

serted by a computer, computer-printer 
or other computer-type equipment, such 

as word-processing equipment. 

. 05 Computer-Generated Substitute 
Form. A form that is entirely prepared 

by the use of a computer printer so that 
all the line numbers, line captions, and 

the tax amount data entries are in the 
same typeface. No graphics usually ap- 

pear on the form. (Most tax returns re- 

quiring signature and establishing tax 
liability may not be computer generated. 
Among them are Forms 1040, 1040A, 
1040EZ, and 1120. ) 

. 06 itfanually Prepared Form. A pre- 
printed reproduced form in which the tax- 
payer's tax entry information is entered 

by an individual using a pen, pencil, type- 
writer, or other non-automated equip- 
ment. 

. 07 Graphics. Those parts of a printed 
tax form that are not tax amount entries 
or called-for information. Generally, these 
are line numbers, captions, shadings, in- 
structions, special indicators, borders, 
rules, and strokes created by typesetting, 
photo-graphics, photo-composition, etc. 

. 08 Acceptable Reproduced Form. A 
photocopy of an original form or of an 
unchanged reproduction proof supplied 
by the Service. (A reproduction is not a 
substitute form. ) 

. 09 Supporting Statement (Supplemen- 

tal Schedule). A document providing de- 

tailed information to support an entry for 
a line(s) on an official or approved sub- 

stitute form and filed with (attached to) 
a tax return. (A supporting statement is 

not a tax form and does not take the place 
of an official form, unless specifically per- 

mitted elsewhere in this procedure). 

. 10 Specific Form Terms. The following 

terms are used throughout this revenue 

procedure in reference to all substitute 

forms. 

1. Format. The overall physical ar- 

rangement and general layout of a sub- 

stitute form, as represented by the official 

form version. 
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2. Sequence. The same numeric and 
logical placement order of data, as re- 
flectd on the official form version. Se- 
quence is an integral part of the total format 
requirement. 

3. Line Reference (Code). The line 
numbers, letters or alpha-numerics used 
to identify each captioned line on the off- 
ical forms; and printed to the immediate 
left of each caption or data entry field. 

4. Item Caption. The textual portion of 
each line on the form, identifying the spe- 
cific data elements required. 

5. Data Entry Field. All ares desig- 
nated on a form for the insertion of data, 
such as dollar amounts, quantities, re- 
sponses, check-boxes, etc. 

SEC. 4. MESSAGE TO TAX RETURN 

PREPARERS 

. 01 If you plan to change or modify any 
tax forms, you must follow these proce- 
dures, and, in many cases, you must get 
official approval before using substitute 
forms. The Service is continuing a pro- 
gram to identify and contact tax return 
preparers using unapproved forms which 
do not conform to this revenue procedure 
and impede processing of the return. 

SEC. 5. HIGHLlGHTS OF PERMITTED 

CHANGES AND REglRREMENTS 

. 01 THINGS YOU CAN DO TO IN- 
TERNAL REVENUE SERVICE 
PRINTED TAX FORMS TO MAKE 
THEM SUITABLE FOR USE AS SUB- 
STITUTE TAX FORMS WITHOUT 
PRIOR APPROVAL. 

1. You can photocopy most tax forms 
and use them instead of the offiical ones. 

(a) See excluded forms in . 02. 7 below. 
2. You can reproduce any current tax 

form as cut sheets, snap-sets, and mar- 

ginally-punched, pin-fed forms, so long as 

you use an official Service version as the 
master copy. Official versions are sup- 

plied by the Service, such as those in the 
taxpayer's tax package, those in Package 
X, those printed in revenue procedures, 
and reproduction proofs sold by the Ser- 
vice. 

3, You can adjust the graphics on spec- 
ified areas of printed Forms 1040 and 
1040A (and other forms) to allow for 
computer-printed or word processor fill- 

in. Only the areas listed in this revenue 
procedure may be adjusted without spe- 
cific prior approval. 

4. You can print and duplicate the sub- 

stitute "worksheet-type" versions of 
Schedules A and B of Form 1040 (see 
exhibits). The Service will accept these 
substitute schedules instead of the official 

versions. These Schedules serve different 

purposes. One allows the form to contain 

state tax information which is blocked out 
before filing with the Service. The other 
allows the form to be used singly or as 

part of a snap-set. 
. 02 THINGS YOU CANNOT DO TO 

INTERNAL REVENUE SERVICE 
PRINTED TAX FORMS TO MAKE 

THEM SUITABLE FOR USE AS SUB- 
STITUTE TAX FORMS. 

1. You cannot, without prior Service 

approval, change any Internal Revenue 
Service tax forms or use your own (non- 
approved) version, unless specifically per- 
mitted by this revenue procedure. Only 
minor changes are permitted to an official 

tax form, as OMB approval was based on 
the specific format and content of each 
form submitted by IRS. 

2. You cannot adjust any of the graph- 
ics on Forms 1040, 1040A and 1040EZ 
(except in those areas specified in revenue 
procedures) without prior approval from 
the Service, 

3. You cannot use your own version of 
Schedule A (Form 1040) unless you first 

get it approved. The Service wants only 
one Schedule A — either yours or ours; 
yours needs prior approval from the Ser- 
vice. 

4. With some exceptions, you cannot 
omit filling out pertinent referenced 
(numbered or lettered) lines of the official 
Schedule A (and other tax forms) when 
attaching a supporting statement. Excep- 
tions to line completion requirements are 
listed in this revenue procedure. 

5. You cannot use your own pre-printed 
label on tax returns filed with the Service. 
The ONLY label permitted is the one pro- 
vided the taxpayers in their tax packages. 
Otherwise, the taxpayer's name, address, 
and other identifying information must be 
entered on the return in the spaces pro- 
vided. 

6. You cannot computer-generate the 
TAX RETURNS THEMSELVES (i. e. 
forms requiring signature and that estab- 
lish tax liability; for example, Forms 1040, 
1040A, 1040EZ, 1120, 940 and 941). These 
forms must be preprinted using conven- 
tional printing processes, photocopying 
or similar reproduction processes. The 
forms may be filled in by a computer, by 
a word processor, or the like, but the forms 
themselves must be printed like the Ser- 
vice versions are. First-time users of forms 
designed using computer graphics must 

receive prior written approval. (See Ex- 
ception in Sec. 22). 

(a) Schedules are considered to be an 

integral part of the tax return itself, and 
therefore cannot be computer-generated, 
when they have been assigned consecu- 
tive page numbers and printed contiguous 
with page one of the return. Form 706, 
United States Estate Tax Return, is an 
example of this situation, where Sched- 
ules A through P are on pages numbered 

as part of the basic return and cannot be 
separately computer-generated. 

(b) However, Schedule 1 of Form 1040A 
is an example of when a schedule can be 
acceptably computer-generated. Al- 
though IRS-printed as a continuation of 
Form 1040A; the two pages of Schedule 
1 do not have consecutive page numbers, 
and may therefore be separated from 
1040A and submitted as a computer-gen- 
erated substitute schedule. 

(c) A "tax return" must remain com- 

plete, with its signature covering the en- 
tire return including all its assigned or 
associated (numbered) pages. 

7. Some Service forms should never be 
reproduced as photocopies, or submitted 
on carbon copies, for intended use as sub- 
stitute forms. This is because only the 
original or official version are acceptable 
for filing with the IRS, due to their use 
in critical Service programs that normally 
require use of only OCR scannable doc- 
uments. 

(a) Forms 1096, 1098, 1099-A, 1099-B, 
1099-DIV, 1099-G, 1099-INT, 1099-MISC, 
1099-OID, 1099-PATR, 1099-R, 5498, 
8109, and 8109-B are the major forms that 
fall in this excluded category. 

(b) Most of these forms have the pro- 
vision for assessment of penalties for the 
submission of non-OCR scannable ver- 
sions. For further information, see Pub- 
lication 1179 (revised annually). 

, 03 THINGS YOU CAN DO TO FILE 
COMPUTER-PREPARED/GENER- 
ATED FORMS. PRIOR APPROVAL 
IS NOT REQUIRED. 

1. You can duplicate the approved, 
computer-generated formats of Schedules 
1, A, B, C, D, E, F, G, R, SE, and W 
(of this revenue procedure), and use them 
without prior approval. 

2. You can fill in official Internal Rev- 
enue Service supplied forms using com- 
puter or word-processing equipment. 
Internal Revenue Service forms are de- 
signed for a vertical spacing of six lines to 
the inch, with money amount columns wide 
enough to allow for the computer printing 
of ten characters. 

3. You can change certain specified 
areas on the Forms 1040 and 1040A 
(spelled out in the revenue procedures) 



to assist computer-printing requirements 
and to allow for a little more room on 
certain lines. 

4. If you meet the requirements, 
standards, and qualifications of this rev- 
enue procedure, you can, without prior 
approval, computer-generate your own 
substitutes of the tax forms (except for 
actual tax returns) not exhibited here. (See 
Agreement in Sec 21). 

SEC. 6. APPROVAL 

. 01 Basic Requirements. Preparers who 
desire to file substitute privately designed 
and printed tax forms and/or computer-, 
generated and computer-prepared tax 
forms must develop such substitutes using 
these guidelines. These substitutes, unless 
excepted by revenue procedure, must be 
approved by the Service before being filed. 

. 02 Requests for Approval 
1. The Service cannot approve your 

substitute form until the official form has 
been published. Please propose your sub- 
stitute after you have examined the offi- 
cial form. 

2. You should know the Service rev- 

enue procedure relating to the official form 
before you attempt to alter the form to 
meet your needs. Any alteration of forms 
must be within the limits acceptable to the 
Service. It is possbile that, from one filing 

period to another, a change in law or a 
change in internal need (processing, au- 

dit, compliance, etc. ) may change the al- 

lowable limits for the alteration of the 
official form. 

3. When specific approval of any sub- 

stitutie form is desired, a sample of the 
proposed substitute should be forwarded 
for consideration by letter to the Internal 
Revenue Service, Attention: Substitute 
Forms Program Coordinator, D:R:R:R, 
1111 Constitution Avenue, N. W. , Wash- 

ington, DC 20224. To expedite multiple 
forms approval, we prefer that your pro- 
posed forms be submitted in separate sets 

by return. For example, Forms 1040 and 
their normally related schedules or at- 
tachments should be separated from Forms 
1120, etc. , if at all possible. Schedules and 
forms (i. e. , Forms 3468, 4136, etc. ) that 
can be used with more than one type of 
return (1040, 1041, 1120, etc. ) should be 
submitted only once for approval, re- 

gardless of the number of different tax 
returns they may ultimately be associated 
with. 

4. As no Service office outside Wash- 

ington, D. C. is authorized to approve 
substitute forms, unnecessary delay may 
result if forms are sent elsewhere for ap- 
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proval. All such forms must be forwarded 

to the above address for formal control, 
review, and official approval. No IRS of- 

fice is authorized to allow deviations from 

this revenue procedure. 

. 03 When to Send Proposed Substitutes. 

Proposed substitutes should be sent to the 
address listed in . 02 above, as much in 

advance of the filing period for the form 

as possible. This is to allow adequate time 

for analysis and response and to permit 

notice to our field offices that your sub- 

stitute is acceptable. Quarterly filed forms, 

such as the Form 941, must be submitted 

by the first day of the last month of the 
quarter. 

. 04 Accompanying Statement. When the 

sample substitute is submitted, there should 

be an accompanying statement that lists 

the form number of each sub. titute re- 

quested and details those items that de- 

viate from the official form in position, 
arrangement, appearance, line numbers, 
additions, deletions, etc. Included with 

each of the items should be a detailed 
reason or justification for the change and 
an approximation of the number of forms 
expected to be filed. 

. 05 ApprovallNon-Approval Letter. The 
Service sends a formal letter of approval/ 
non-approval. Approval letters may con- 
tain qualifications for use of the substi- 

tutes. Non-approval letters may specify 
the changes required for approval, but also 

may require resubmission for approval. 
Telephone contact is used when war- 

ranted. 

. 06 Duration of Approval. 
1. Approvals are good for only one 

calendar year (January through Decem- 
ber) or, in the case of corporation tax 
forms (with the exception noted below), 
for the remainder of the quarters of the 
calendar year. 

2. Please Note: In most cases each new 

filing season requires a new approval, even 
if the official form does not change. But 
see the exceptions in 3 and 4 below. 

3. Exception: Quarterly tax forms in 

the 94X series (941, 942, etc. ) are ap- 
proved only for one quarter. Each new 

quarter requires a new approval. 
4. Exception: Limited continued use 

of a change approved for one tax year may 
be allowed for the same form in the fol- 
lowing tax year. See 07. below for the 
limitations and for other requirements. 
Examples of such changes are the use of 
abbreviated words, revised form spacing, 
compressed text lines, shortened cap- 
tions, etc. , which do not change the con- 
sistency of lines or text on the official forms. 

07 Limited Continued Use of an Ap 
proved Change. 

1. If you received written approval of 
a previous tax year substitute form gov- 
erned by this revenue procedure and wish 
to continue to use the approved change 
in your current tax year substitute form, 
you may revise your form to include this 
change and, without additional written 

approval, use it as a current tax year sub- 
stitute form, provided you comply with 

the requirements in this revenue proce- 
dure. See exception in 2 below. 

2. This means that if you received writ- 

ten approval for a specific change on a 
specific form last year, you may again make 
the same change on the same form this 

year, if the item changed is present on 
this year's official form. Thus, the change 
allowed in last year's approved substitute 
Schedule A, for example, can be contin- 

ued in your new substitute for this year. 
The new substitute does not have to be 
sent to the IRS, and written approval is 
not required. However, the new substi- 
tute must conform to the official current 
year IRS form in other respects: date, Of- 
fice of Management and Budget (OMB) 
approval number, sequence number, Pa- 
perwork Reduction Act Notice State- 
ment, arrangement, item caption, line 
number, line reference, data sequence, 
etc. It must also comply with this revenue 
procedure — which may have eliminated, 
added to, or otherwise changed the guide- 
line which affected the change approved 
last year. Additionally, you will be bound 

by the "Agreement" in Secton 21. 
Exception: Those written approvals 

which stated that the approved change or 
form would not be allowed in any other 
tax year. 

3. This authorization for continued use 
of an approved change is limited to the 
continuation of design logic from an im- 

mediately prior tax year substitute form 
to a current tax year substitute form. 

. 08 Requested Copies. In our letter of 
approval, you may be requested to send 

to the Service eleven (11) copies of each 

approved form. When received, the cop- 
ies will be used to notify Internal Revenue 
Service Centers that your substitute forms 

are approved. The requested forms should 

be assembled in sets. A set constitutes a 
return with the related schedules and forms 

in the same order as they will be filed, 

i. e. , Form 1040, Schedules A, B, C, etc. , 
and associated Forms 2119, 2441, etc. 

. 09 Responsibility. Following the re- 

ceipt of initial approval for a substitute 

forms package, or of a software output 

program to print substitute forms, it is the 



responsibility of the originator (designer 
or distributor) to provide each subsequent 
client firm or individual with the pertinent 
Service forms requirements which must 
be met for continuing acceptability. Ex- 
amples of this responsibility include the 
use of prescribed print paper, font size, 
legibility, state tax data deletion, the legal 
requirement of the Paperwork Reduction 
Act Notice for informing all users of sub- 
stitute forms of the official use and col- 
lection requirements stated in the 
instructions for the official IRS forms, 
completion of documents, etc. 

SEC. 7. OFFICE OF MANAGEMENT 
AND BUOGET (OMB) REQUIRE- 
MENTS FOR ALL SUBSTITUTE FORMS 

i 

. 01 Legal Requirements of the Paper- 
work Reduction Act of 1980. Public Law 
96 — 511 requires that: (1) OMB approve 
all Service tax forms, (2) each IRS form 
contains (in the upper right corner) the 
OMB approval number and any expira- 
tion date, and (3) each IRS form (or its 
instructions) state why IRS is collecting 
the information, how it will be used, and 
whether or not the information is required 
to be furnished. This information must be 
provided to every user of any official or 
substitute tax forms, 

. 02 Application to Substitute Forms 
l. Approval Number and Date Is Re- 

quired. All substitute forms must contain 
in the upper right corner (see Marginal 
Printing, Sec. 11. 02. 1(c)) the OMB num- 

ber and any expiration date that is on the 
official form. 

2. Format Required (3 Options). 
(a) OMB No. XXXX-XXXX (pre- 

ferred) 
or 

OMB PXXXX-XXXX 
(b) OMB No. XXXX-XXXX (pre-, 

ferred) 
Expires XXXXXX (mmddyy) 

or 
OMB kXXXX-XXXX 
Expires XXXXXX (mmddyy) 

(c) OMB No. XXXX-XXXX Ex- 
pires XXXXX (mmddyy) (pre- 
ferred) 

of 
OMB 4 XXXX-XXXX Expires 
XXXXXX (mmddyy) 

3. Required Explanation to Users of 
Substitute Forms. You must also inform 

the users of your substitute forms of the 
Service use and collection requirements 

stated in the instructions for the oflicial 

Service form. If you provide your users 
or customers with the official IRS instruc- 

tions, page 1 of each form must retain the 

Paperwork Reduction Act Notice State- 

ment as on the official forms (usually in 

the lower left corner of the forms). Oth- 

erwise, you must duplicate the material 

in the statement and add the phrase, "For 
Paperwork Reduction Act Notice, See 

Separate Instructions. " 
(a) If the Service instructions are not 

provided to users of your forms, the exact 
text of the Paperwork Reduction Act No- 

tice must be furnished separately. This 

notice reads, "We ask for this information 

to carry out the Internal Revenue laws of 
the United States. We need it to ensure 

that taxpayers are complying with these 

laws and to allow us to figure and collect 

the right amount of tax. You are required 

to give us this information. " 
. 03 Obtaining OMB Number, Date and 

Statement. The OMB approval number, 

expiration date, and use and collection 
requirements may be obtained from the 
official printed form (or its instructions), 
the reproduction proof (or instructions), 
or from the Service. 

SEC. 8. GENERAL GUIDELINES 

. 01 Official Form Is the Standard. Be- 
cause a substitute form is a variation from 
the official form, you should know the 
requirements of the official form for the 
year of use before you modify it to meet 
your needs. For the most frequently used 
tax forms, the quickest way to obtain an 
official form is to request reproduction 
proofs of these forms. (See Sec. 20, ) 

. 02 Design. Each form must follow the 
design of the official form as to format, 
arrangement, item caption, line numbers, 
line references, and sequence. 

. 03 State Tax Information Prohibited. 
State tax information must not appear (be 
visible) on the federal tax return which is 

filed with Internal Revenue Service Cen- 
ter, except where amounts are claimed on 
or required by the. federal return, e. g. , 
line 6, Schedule A (Form 1040). (See Sec. 
12. 05 Block Out Methods. ) 

. 04 Federal and State Columns. When 
a form is designed with both federal and 
state columns, the federal column must 
be to the left of the state column and ad- 

jacent to the line caption. 
. 05 Vertical Alignment of Amount Fields. 
1. When a form is to be computer-pre- 

pared, you may remove the vertical line 

in the amount field that separates dollars 
from cents. When a form is to be com- 

puter generated, vertically align the 
amount entry fields where possible. You 
must also use one of the ten-character 

amount formats shown in Sec. 23. 04. 

Amount fields may be "rounded off' to 
dollars only, where form instructions spe- 

cifically permit such entries. 
2. When a form is to be manually pre- 

pared, the federal column must have a 

vertical line or some type of indicator in 

the amount field to separate dollars from 

cents if the official form has a vertical line. 

The cents columns must be at least I/8- 

inch wide. 
. 06 Sequence Number. Please note that 

most forms have a "sequence number" 
located just below the year designation in 

the upper right corner of the form. The 
Service uses this number to indicate the 
order in which forms are processed when 

filed with a return. On computer-pre- 
pared forms it must be printed no less 

than 12-point, bold-face type and cen- 

tered below the form's year designation. 
On computer-generated forms, place this 

sequence number following the year des- 

ignation for the tax form and separate with 

an asterisk. (See Forms Exhibits at end 

of this Revenue Procedure). 
. 07 Sequence Numbers Required. The 

sequence number is required on most IRS 
forms. Please note that some of the num- 

bers necessarily change each year. The 
specific sequence numbers used on official 
IRS forms must be duplicated on the rep- 
resentative substitute form. If a sequence 
number is not provided on the official form, 
it is not required on a substitute of that 
form either. 

. 08 Paid Preparer's Information and 
Signature Area. 

l. On Forms 1040A, 1040, and 1120, 
etc. , the "Paid Preparer's Use Only" area 
may not be rearranged or relocated. You 
may, however, add three extra lines to 
the paid preparer's address area without 
prior approval. This applies to other tax 
forms as well. 

2. On Form 1040EZ this information 
must be provided at the bottom of the 
form below the taxpayer's signature area. 
As an alternative, the printed Paid Pre- 
parer's Information and Signature Area 
from either a Form 1040 or 1040A may 
be attached to the bottom of Form 1040EZ. 

. 09 Assemblage of Forms. When filing 
a return (i. e. , Form 1040), the return must 
be arranged in this order: (1) the tax re- 
turn, (2) Form 1040 schedules and forms 
in sequence number order, (3) all others 
(Form 1120, 1120S, 1065, 1041, etc. ), let- 
tered schedules (Schedule D, etc. ) in al- 
phabetical order and numbered forms in 
numerical order (Forms 2220, 4626, etc. ), 
(4) supporting statements in the same se- 
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quence as the forms they support, and (5) 
additional information required or vol- 
untarily submitted. In this way, they are 
received in the order in which they must 
be processed. If you do not send them to 
us in this order, the Service has to dis- 

assemble them and place them in this or- 
der before processing is continued. 

SEC. 9. PHYSICAL ASPECTS AND 

REQUIREMENTS: PAPER 

. 01 Paper Content. The paper must be: 
1. Chemical wood writing paper that 

is equal to or better than the quality used 
for the official form; 

2. at least 18 pound (17" x 22", 500 
sheets) or 

3. at least 45 pound (25" x 38", 500 
sheets). 

. 02 Paper Prohibited. Carbon-bonded 
paper is prohibited from use for all sub- 
stitute forms filed with the Service. 

. 03 Paper with Chemical Transfer Prop- 
erties — Limited Use. Chemical transfer 
paper for all substitute forms may be used 
only when the following specifications are 
met. 

1. Each ply within the chemical trans- 
fer set of forms must be labeled. 

2. Only the top ply (ply one and white 
in color), the one which contains chemical 
on the back only (coated back), may be 
filed with the Service. For example, a set 
containing three plies would be con- 
structed as follows; ply one (coated back), 
"Federal Return, File with IRS"; ply two 
(coated front and back), "Taxpayer's 
copy"; and ply three (coated front), "Pre- 
parer's copy. 

" 
3. The file designation, "Federal Re- 

turn, File with IRS, " for ply one must be 
printed in the bottom right margin (just 
below the last line of the form) in 12- 
point, bold-face type. It is not mandatory, 
but recommended, that the file designa- 
tion, "Federal Return, File with IRS, " be 
printed in a contrasting ink for visual em- 
phasis. 

4. Carbon Paper. We prefer that you 
do not attach any carbon paper to any 
return you file ivsth the Service. 

. 04 Paper and Ink Color. We prefer 
that the color of paper substantially du- 

plicate that of the original form. You may 
use white paper. This means that your 
substitute must be printed in black ink 
and may be on white or on the color paper 
the Service form is printed on. An excep- 
tion to this rule is that Forms 1040A, 
1040EZ, and 1040 substitute reproduc- 
tions may be in black ink without the col- 

any substitute forms. 
. 04 Image Size. The image size of pnnted 

substitute forms should be as close as pos- 
sible to that of the official form. You may 
omit any text on both computer-prepared 
and computer-generated forms that is 
solely instructional. 

. 05 Title Area Changes. To allow a larger 
top margin for marginal printing and more 
lines per page (see Sec. 11 below), the 
title line(s) for all substitute forms (not 
including the form's year designation and 
sequence code, when present), may be 
photographically reduced by 40 percent 
or reset as one line of type. When reset 
as one line, the type size may be no smaller 
than 14-point. You may omit "Depart- 
ment of the Treasury, Internal Revenue 
Service" and all references to instructions 
in the form's title area. 

. 06 Remove Government Printing Of- 
fice Symbol. When privately printing sub- 
stitute tax forms, the Government Printing 
Office symbol and/or jacket number must 
be removed. In the same place, using the 
same type size, print the Employer Iden- 
tifying Number (EIN) or the Social Se- 
curity Number (SSN) of the printer or 
designer. 

. 07 Printing On One Side of Paper. 
While it is preferred that both sides of the 
paper be used for substitute and repro- 
duced forms, resulting in the same page 
arrangement as that of the official form 
or schedule, the Service will not object if 
only one side of the paper is used. 

. 08 Photocopy Equipment. The Service 
does not undertake to approve or disap- 
prove the specific equipment or process 
used in reproducing official forms, but re- 
quires only that the reproduced forms sat- 

isfy the conditions stated in the revenue 
procedures. 

. 09 Reproductions. Reproductions of 
official forms and substitute forms which 

do not meet the requirements of this rev- 
enue procedure may not be filed instead 
of the official forms. 

. 10 Removal of Instructions. You may 
remove all references to instructions. No 
prior approval is needed. One exception 
is that the statement "For Paperwork Re- 
duction Act Notice, See Instructions, " 
must be retained or a similar statement 

provided on each form. 

ored screening. Any additional exception 
to this rule requires written approval from 

the Service. 
. 05 Page Size. Substitute or reproduced 

forms and computer-prepared/generated 
substitutes may be the same size as the 
official form (8" x 11", in most cases) or 
they may be the standard commercial size 
(8V~" x 11") exclusive of pin-feed holes. 
The thickness of the stock cannot be less 
than . 003 inch. 

. 06 Lined Paper. Computer-generated 
substitute forms must be submitted on 
quality lined, machine paper. Lined, color- 
barred paper is also acceptable. Lined 

paper assists Service employees during 
processing of the returns by allowing 
speedy and accurate location of tax en- 
tries corresponding to line captions. The 
lines provide the basic means for eye-travel 
from one side of the form to the other, 
and significantly reduces processing er- 
rors. Only original forms should be filed 

with IRS, as copies frequently do not meet 
legibility requirements, especially copies 
of forms originally printed on color-barred 

paper stock. 
. 07 Exception ro Lined Paper Require- 

ment. If your printer has underlining ca- 
pability, you do not have to use lined or 
color-barred paper so long as you under- 

line every other text line on the form. The 
underlining must be a continuous line and 
extend from the left text margin to the 
right text margin and be the same length 
for all lines on the page. 

SEC. 11. PHYSICAL ASPECTS AND 

REQUIREMENTS: MARGINS 

. 01 Margin Size. 
1. The format of a reproduced tax re- 

turn when printed on the page must have 

SEC. 10. PHYSICAL ASPECTS AND 

REQUIRENIENTS: PRINTING 

. 01 Printing Medium. The private 
printing of all substitute tax forms must 
be conventional printing processes, pho- 
tocopying, computer-graphics, or similar 
reproduction processes. 

. 02 Legibility. All forms must have a 
high standard of legibility, both as to 
printing and reproduction and as to fill-in 

matter. The Service reserves the right to 
reject those with poor legibility. The ink 
and printing method used must ensure that 
no part of a form (including text, graph- 
ics, data entries, etc. ) developes "smears" 
or similar quality deterioration, including 
any subsequent copies or reproductions 
made from an approved master substitute 
form; either during preparation or during 
Service processing. 

. 03 Type Font. Almost all federal tax 
forms are printed using "News Gothic" 
as the basic type font. We request that 
you use this type font when composing 
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margins on all sides at least as large as the 
margins on the official form. This allows 
room for Service employees to make the 
necessary entries on the form during pro- 
cessing. 

2, A one-half to one quarter inch mar- 
gin must be maintained across the top, 
bottom, and both sides (exclusive of any 
pin-feed holes) of all computer-generated 
substitutes. The margin area is also used 

by Service employees to make necessary 
entries on the form during processing. 

3. The marginal, perforated strips con- 
taining the pin-feed holes must be re- 
moved prior to filing the form with the 
Service. 

. 02 Marginal Printing. 
1. Non-Tax Material Allowed in Lim- 

ited Areas. 

(a) On any 8- or 8'-inch-wide Service 
or substitute form, you may print your 
logo, company or firm name, identifying 
and collation symbols, etc. , in the left half 
of the top margin. 

(b) With the exception of the actual 
tax return forms (i. e. , Forms 1040, 1040A, 
1040EZ, 1120, 940, 941, etc. ), you may 
also print in the left vertical margin and 
in the left half of the bottom margin. 

(c) Printing is never allowed in the right 

half of the top margin of the tax retuni 
form (i. e. , Forms 1040, 1040A, 1040EZ, 
1120, 940, 941, etc. ). The Service uses this 
area to imprint a File Location Number 
for each return. 

2. Prior Approval Not Required. Prior 
approval is not required for the marginal 
printing allowed in I above when used 
with the unchanged exhibits in this rev- 
enue procedure or when printed on an 
official form, on a photocopy of an official 
form or on an (unchanged) IRS repro- 
duction proof, 

3. Prior Approval Required. The mar- 

ginal printing allowance in 1 above is also 
the guide for the preparation of accept- 
able substitute forms. There is no excep- 
tion to the requirement that no printing 
is allowed in the right half of the top mar- 

gin of the tax return form. 

SEC. 12. APPROVED SUBSTITUTE FORMATS 

FOR FORM 1040 SCHEDULES 

. 01 Exhibits of Approved Formats. Two 
sets of exhibits (Exhibits A-l, B — 1, A — 2 
and B — 2) are at the end of this revenue 

procedure. They are acceptable substi- 

tutes for the official forms. They are in- 

tended to be used in place of the official 

forms and may be used without prior ap- 
proval. Both sets are usable for manual 

entry or computer preparation. Vertical 

spacing is six (6) lines to the inch. You 

may also refer to them as examples of how 

the guidelines in this revenue procedure 

may be used in some spedfic cases. Please 
note that the Service does not supply re- 
production proofs for these exhibits. 

. 02 Printing or Duplication of Exhibits 

A — I and A-2 and B-1 and B — 2. You 

may (1) print these exhibits or (2) dupli- 

cate them photographically or by using 

photo-reproduction techniques, provid- 

ing your printed or reproduced images are 
exactly like the ones in the exhibits. With 
the exception noted below, nothing can 
be changed. 

. 03 EXCEPTION. In Exhibit A — 1 and 

A — 2 you may change the areas containing 
"other" items (lines 2c, 9, lib, 13, 15b, 
16 and 22) as follows: (1) the areas inside 

the perimeter of the boxes containing thc 
dash-leaders (- - -) may be used to print 

any particular deduction item associated 
with the corresponding deduction cate- 

gory, and (2) the dash-leaders may be re- 
moved (but you may not change the 
amount column box size or position). 

. 04 Exhibits A — 1 and A-2. 
1. F~hibit A-1. This substitute Sched- 

ule A format may be used as a single sheet 
or as one of the copies of a snap-set. It is 
designed to be used in place of the official 
Schedule A (Form 1040). 

2. Exhibit A — 2. This substitute Sched- 
ule A format may be used as a single sheet 
when both federal and state tax infor- 
mation is placed on the same form. 

3. No State Tax Information. No state 
tax information can appear on these forins 
when filed with the Form 1040. The state 
column may be present but the state tax 
information must not be visible when filed 
with the Service. We prefer that the entire 
state column be completely blocked our. 

. 05 BLOCK OUT METHODS. A sug- 
gested method to block out the state tax 
information is: (1) place the substitute form 
in a clear plastic folder, (2) on the folder, 
place a strip of opaque material the exact 
width and length of the column you wish 
to block out, then (3) photocopy the sub- 
stitute form while still in the folder. The 
result will be a form with only the federal 
tax information visible. Another method 
is to take a black marking pen and, using 
either vertical or horizontal strokes, cross 
out the state figures. Carbon-interleaved 
sets may be used where the amouns en- 
tered in the state column are filled in with 
black carbon overprint. This copy may be 
filed with the return. 

. 06 Exhibits B — I and B — 2. These ex- 

hibits correspond to Exhibits A-1 and A- 
2, and the provisions in . 04. 1 and 2 above 

apply. Both of these exhibits are accept- 
able for use in place of the official Sched- 

ule B (Form 1040). 
. 07 Exhibits A — 1 and B — I or A-2 and 

B — 2, These exhibits may be used as sets 
when the return calls for both Schedule 

A and B. 
1. Acceptable computer-generated 

formats for the schedules usually attached 
to the Form 1040 are shown in the Ex- 
hibits section of this revenue procedure. 
The exhibits are for Schedules A, B, C, 
D, E, F, G, R, SE and W. Schedule 1 

(Form 1040A) is also included. All are 
acceptable substitutes for the official forms, 

They are intended to be used (without 

change) in place of the official forms and 

may be used without prior approval. All 
lines (including those not used for tax in- 

formation) must be printed. (Any change 
to text or format of an exhibit requires 
prior written approval. ) Vertical spacing 
is six (6) lines to the inch. You may also 
refer to them as examples of how the 
guidelines in this revenue procedure may 
be used in specific cases. 

2. A combination of upper and lower 
case print fonts is acceptable in producing 
the computer-generated exhibits included 
in this procedure. 

3. An exhibit of Form 3903 is included 
as an example, to refiect the computer- 
generation of any other non-schedule tax 
forms. This same logic can be applied to 
any Service form that is normally repro- 
ducible as a substitute form. 

SEC. 13. SPECIFICATIONS FOR FILING 

SUBSTITUTE SCHEDULES K-I 
Prior approval is NOT required for a 

substitute Schedule K-1 that accompanies 
Form 1065 (for partnership), a Form 1120— 
S (for small business corporation), or a 
Form 1041 (for fiduciary) when the sub- 

stitute Schedule K — 1 meets all of the fol- 
lowing requirements. 

. 01 The Schedule K — 1 must contain the 
payer and recipient's name, address and 
SSN/EIN 

. 02 The Schedule K — 1 must contain all 
line items required for use by the tax- 
payer. 

. 03 The line items must be in the same 
order and arrangement as those on the 
official form. 

. 04 The line items must be numbered, 
titled, and/or captioned exactly as shown 
on the official form. 
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. 05 Each taxpayer's information must 
be on a separate sheet of paper. There- 
fore, all continuously printed substitutes 
must be separated, by taxpayer, before 
filing with the Service. 

. 06 Schedules K — 1 for recipients must 
have instructions for required line items 
attached. 

. 07 You may be subject to penalties if 

you file Schedule K — 1 with the Service 
and furnish Schedules K — 1 to partners, 
shareholders, or beneficiaries that do not 
conform to the specifications of this rev- 
enue procedure. 

. 08 The amount of each partner's, 
shareholder's, or beneficiary's share of each 
line item must be shown. The furnishing 

of a total amount for each line item and 
a percentage (or decimal equivalent) to 
be applied to such total amount by the 
partner, shareholder, or beneficiary does 
not satisfy the law and the specifications 
of this revenue procedure. 

. 09 If you file Schedules K-1 not con- 

forming to the above specifications, IRS 
may consider these as not processable and 
return them to you to be filed correctly. 
You may also be subjected to the penalty 
as mentioned in . 07 above. 

SEC. 14. RE(jUIREQ PREPARATION OF 

FORMS 

. 01 Comple(ely Fill In Lines. You must 

completely fill in all the applicable num- 

bered or referenced lines on computer- 

prepared or generated forms (not just the 

totals) but all the items that make up the 
totals as well before attaching any sup- 

porting statement (see Sec. 15 below for 
exceptions). 

. 02 IRS Processing of Forms. The Ser- 

vice processes the return based on infor- 

mation entered on the official forms or 
approved substitutes. References are made 

to attachments only as required by law 

and as processing requirements direct. 
When you fail to complete all the perti- 
nent lines on the official forms, Service 

Tax Examiners have to locate the infor- 

mation on your attachment and write it 

on the proper line of the official form. 
This time consuming process causes de- 

lays in processing the return and increases 

the potential for errors both in transcrip- 

tion and in interpretation. 
. 03 IVotifica(ion of Preparers. The Ser- 

vice is continuing a program to notify pre- 

parers who fail to meet the requirement 

to completely fill in lines. 

SEC. 15. EXCEPTIONS TO LINE 

COMPLETION REQUIREMENTS 

. 01 Zero En(ries. Detailed information 

for any deduction or income category may 

be omitted from the printout if the cate- 

gory total to be reported is zero. How- 

ever, the substitute form must show the 

total (zero when applicable) for each cat- 

egory, This means when no tax infor- 

mation is applicable, leave the line blank. 

. 02 Lines Caprioned "Other" (All 
Forins). It is not necessary to fill in every 

numbered or referenced line of tax forms 

when the line caption calls for "Other, " 
i. e. , "Other (itemize), " "Other (spec- 

ify), 
" "Other (attach schedule), " etc. Ex- 

amples of this exception are lines 2c, 9, 
11b, 13, 15b, and 22 for Schedule A, Form 
l040. When this occurs, you may use a 

supporting statement and enter only the 

total amount of these "Other" items on 

the line of the official form. However, we 

prefer that you use the space on the of- 

ficial form when it is adequate. 
. 03 Schedrde A (Form 1040). All num- 

bered and lettered hnes must be filled in, 
if applicable Supporting statements may 

be used to y'«e the details of the totals 
entered on such lines but may not be used 

as a substitute for a collection of lines. 
For example, the detailed information for 
"Taxes" may not be shown on a sup- 

porting statement (supplemental sched- 

ule) and only line 10 filled in. Lines 6 
through 9 must also be completed. Also, 
for example the details of "State and local 
income taxes" may be shown on a sup- 

porting statement and the total of such 

taxes entered on line 6. Also, the total of 
itemized deductions must be entered on 
line 24. 

. 04 Schedule B (Form 1040). I. ines 2 
and 4 need not be filled in on the form. 
A supporting siatemer. t may be used for 
the details of interest and dividend in- 

come and the appropriate totals of. such 
income entered on lines 3 and 5, unless 
nominee distribution or accrued interest 
criteria apply. (See the tax package in- 

structions concerning interest and divi- 

dends. ) 
. 05 Schedule C (Form 1040). All lines 

must be filled in when applicable, except 
the line where "Other expenses-specify" 
is listed. (See instruction in . 02 above). 

. 06 Schedule E (Form 1040i. 
1. When there are entries on page 1 

for any of Part I, the following require- 
ments must be met: (1) In Part I, lines 1 

and 2, the questions must be answered 
and tax information must be entered on 
the lines provided. 

2. Supporting statements may be used 
for the details of rental and royalty in- 

come and expenses. The appropriate to- 
tals must be carried over and entered in 
the total column for lines 3, 10, 18, 19 and 
22 through 26. 

3. Part II (page 2) — The income and 
loss from various partnerships, estates or 
trusts, and small business corporations also 

may be detailed on a supporting state- 
ment, but the appropriate total income 
and total loss must be entered on lines 27 
through 37. 

4. As applicable, either page 1 or page 
2 may be filed separately and indepen- 
dently of each other, as a valid Schedule 
E. Both pages are not required, unless 

the entered tax data applies to all parts 
of the form. 

. 07 Schedule F (Form 1040). If the cash 
method is used, only page one is needed. 
Otherwise both pages one and two must 

be entirely printed. Page two cannot be 
filed separately. 

SEC. 16. SUPPORTING STATEMENTS 

. 01 Use of Supporting Statements. Sup- 

porting statements are to be used to ex- 
plain an individual line entry on an official 
or substitute form. Unless specifically au- 

thorized by this revenue procedure (see 
Sec. 15), they must not be used to avoid 

completing required lines on the official 
form, or in lieu of a prescribed official 
schedule or form. Supporting statements 
are never to be used until the required 
official return or form they support are 
first totally filled in (completed). It is not 
acceptable to submit a blank or incom- 
plete official form that refers to a sup- 

porting statement, and then to submit the 
form data entries solely on the statement, 
in lieu of completing a tax return or form. 

. 02 Supporting Statements. Supporting 
statements must: (1) provide details and 
explain entries made on the official form, 

(2) furnish all required information in the 
same sequence as called for on the official 
form, (3) furnish any additional infor- 
mation in the order of appearance on the 
form to which it refers, and (4) show tax- 
payer's name and social security number 

(SSN) or employer identification number 

(EIN), as applicable, and (5) clearly iden- 

tify which official form it supports. 
. 03 Cross-Reference. Each supporting 

statement must be referenced to the form 
it supports, and the entry on the form 
must be cross-referenced to the support- 
ing statement. For example, put "State- 
ment X" on the top of the supporting 
statement that contains the identified line 

number and the supporting information, 
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and put "See Statement X" on the line of 
the form that references the statement. 

. 04 Extent of Use. You may attach sup- 
porting statements to explain or support 
any line item on an official or approved 
substitute form. 

. 05 Assemblage. For filing purposes, 
supporting statements are not attached di- 
rectly to their related forms. Rather, all 

supporting statements are assembled in 
the same sequence as the forms they sup- 
port; they are then placed at the back of 
the form package, after the lettered and 
numbered forms (See Sec. 8. 09). 

. 06 Multiple Supporting Statements. 
Supporting statements for each numbered 
or lettered tax form may be on one page 
or may be on multiple pages. But each 
numbered or lettered form must have a 
separate page for its supporting state- 
ment(s). Each page should be the size of 
the form it supports, or it may be 8" x 
11" or 8'" x 11". 

. 07 Not Reviewed for Approval. The 
Service does not give its approval for spe- 
cific supporting statements. The taxpayer 
or the tax practitioner for the taxpayer, 
must meet the needs as they arise, using 
the guidelines in this revenue procedure. 

SEC. 17. SPECIFICATIONS FOR FILING 

SUBSTITUTE FORMS 

. 01 Filing Substitute Forms. Follow the 
same instructions as for filing official forms. 
These instructions are in the taxpayer's 
tax package. 

. 02 Computer-Prepared Tax Forms. For 
filing purposes the Service will accept 
computer-prepared tax returns (i. e. , Forms 
1040, 1040A, 1040EZ, 1120, 940, 941, etc. ) 
filled in by a computer or by word- 

processing equipment or similar manual 

equipment, but these forms must be pre- 
printed. 

. 03 Computer-Generated Forms. For 
filing purposes, the Service will accept 
computer-generated versions of forms that 

are attached to individual and business 

income tax returns, provided the substi- 

tutes and their manner of completion meet 

the guidelines prescribed herein. 

. 04 Combination of Manually Prepared 

and Computer-Prepared(Generated Forms. 

For filing purposes, the Service will accept 
substitute tax forms that contain a com- 

bination of computer-prepared/generated 

and manually filled in information. 

. 05 Taxpayer and Preparer Signatures. 

All taxpayer signatures on forms to be 

filed with the Service must be original sig- 

natures, affixed subsequent to the repro- 

duction process. However, the income tax 

preparer can satisfy the manual signature 

requirement by signing a completed in- 

come tax return form, making a photo- 

copy of the return form, and having the 

taxpayer sign and file the photocopy. (See 
Rev. Rul. 78-370, 1978 — 2 C. B. 336. ) 

. 06 Use Preaddressed Label. When fil- 

ing substitute or reproduced forms, use 

the preaddressed label included in the tax 

package the Service sent to the taxpayer. 
Use of the label avoids larger processing 
costs because it reduces the potential for 
error — the kind of error which can delay 
the receipt of refund and information 

needed by the taxpayer, as well as signif- 

icantly reducing the processing time for 
each return. No other label may be used. 
If taxpayer address is incorrect, line out 
old address and insert new address on the 
preaddressed label provided. 

. 07 Use Internal Revenue Service En- 

velope. When filing substitute or repro- 
duced forms, use the envelope enclosed 
with the taxpayer's tax package. This en- 

velope is coded for sorting into several 
categories. Use of the coded envelope can 
help speed up the processing and reduce 
processing costs. Do not use the Service- 
provided, tax-package envelope for other 
correspondence with the Service, as its 
misuse can delay the correspondence. (See 
Section 37 for the only acceptable excep- 
tion to the use of official IRS envelopes). 

. 08 Voluntarily Submitted Information. 
Additional information required or vol- 
untarily submitted should be on the same 
size paper as the official form and at- 
tached to the return following the sup- 

porting statements. (See Sec. 8. 09. ) 

SEC. 1B. GUIDANCE FROM OTHER REVENUE 

PROCEDURES 

. 01 Guidance for the substitute tax forms 
not covered in this revenue procedure and 
the revenue procedures which govern their 
use, are as follows: 

1. Revenue Procedure 82 — 7, Substi- 
tute Form 1040 — ES requirements, not re- 
printed for distribution. 

2. Revenue Procedure 85-20, IRS 
Publication 1141, Specifications for Pri- 
vate Printing of Substitute Forms W — 2, 
W — 2P, and W — 3. 

3. Revenue Procedure 86 — 7, IRS Pub- 
lication 1149, Magnetic Tape Reporting 
for Windfall Profit Tax Information Re- 
turns. 

4. Revenue Procedure 86-30, IRS 
Publication 1179, Requirements for Re- 
producing Paper Substitutes of Forms 1096, 

1098, 1099 Series, 5498, and W — 2G. 
5. Revenue Procedure 85-53, IRS 

Publication 1187, Filing Forms 1042S on 
Magnetic Tape. 

6. Revenue Procedure 85 — 40, IRS 
Publication 1220, Requirements and Con- 
ditions for Filing Information Returns in 

the Forms 1099, 5498, and W — 2G Series 
on Magnetic Tape. 

7. Revenue Procedure 83 — 63, IRS 
Publication 1223, Specification for Private 
Printing of Substitute Forms W-2C and 
W — 3C. 

8. Revenue Procedure 84 — 65, IRS 
Publication 1253, Requirements and Con- 
ditions for Filing Information Returns in 
the Forms 1099, 5498, and W — 2G Series 
on Cassette or Mini-Disk. 

9. Revenue Procedure 85 — 47, IRS 
Publication 1255, Requirements and Con- 
ditions for Filing Information Returns in 

the Forms 1098, 1099, 5498, and W — 2G 
Series on Magnetic Diskette. 

10. Revenue Procedure 86-32, IRS 
Publication 1311, Requirements and Con- 
ditions for Filing Information Returns in 
the Forms 1098, 1099, 5498 and W — 2G 
Series on 5' inch magnetic diskette. 

SEC. 19. ORDERING REVENUE PROCEDURES 

. 01 If you receive Publication 1045, In- 
formation and Order Blanks for Prepar- 
ers of Federal Income Tax Returns, you 
may use the Form 3975D, Order Blank 
for Revenue Procedures, contained therein 
to order the following revenue proce- 
dures: 

1. Pub. 1141, the revenue procedure 
on specifications for private printing of 
Forms W — 2, W — 2P, and W — 3. 

2. Pub. 1149, the revenue procedure 
on magnetic tape reporting for Windfall 
profit Tax (Forms 6248). 

3. Pub. 1161, the revenue procedure 
on paper substitutes for Form 1042S. 

4. Pub. 1167, the revenue procedure 
on substitute printed, computer-pre- 
pared, and computer-generated tax forms 
and schedules. 

5. Pub. 1179, the revenue procedure 
on paper substitute information returns 
(Forms 1099, 1098, 5498, 1096, and W- 
2G). 

6. Pub. 1192, Catalog of Reproducible 
Forms and instructions. 

7. Pub. 1220, the revenue procedure 
on magnetic tape reporting for informa- 
tion returns (Forms 1099, 1098, 5498, and 
W-2G). 

8. Pub. 1223, the revenue procedure 
on substitute Forms W — 2c and W-3c. 
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9. Pub. 1253, the revenue procedure 
on magnetic cassette/mini-disk reporting 
for information returns (Forms 1099, 1098, 
5498, and W — 2G). 

10. Pub. 1255, the revenue procedure 
on magnetic diskette reporting for infor- 
mation returns (Forms 1099, 1098, 5498, 
and W-2G). 

11. Pub. 1311, the revenue procedure 
on 5' inch magnetic diskette (Forms 1099, 
1098, 5498, and W-2G). 

. 02 The above listed revenue proce- 
dures may be obtained also by writing to: 
Internal Revenue Service Publications, 
P. O. Box 25866, Richmond, VA 23260. 
Be sure to order using IRS Publication 
number. 

SEC. 20. ORDERING REPRODIICTION 

PROOFS 

. 01 The Service provides for the public 
camera-ready, reproduction proofs of 
many of its printed tax forms. These re- 
production proofs can only be ordered by 
using Form 6747, Order for Reproduction 
Proofs. Form 6747 can be obtained by 
written request to Internal Revenue Ser- 
vice, PM:S:FM:P, Attention: Reproduc- 
tion Proof Coordinator, Room 1528, 1111 
Constitution Ave. , N. W. , Washington, DC 
20224. 

1. Recorded forms distribution infor- 
mation is continuously available, and may 
be accessed by dialing 202-566-2473 or 2474 
(not toll-free numbers). This recording 
provides for the receipt of form requests 
and inquiries at the end of the taped mes- 

sage. 
. 02 Basic specifications, such as mar- 

gin, pagination, etc. , will be printed in the 
margins of the reproduction proofs and 
must be removed before printing. The of- 
ficial reproduction proof margins across 
the top, bottom, and sides must be main- 

tained on all reproductions and substitute 
forms. 

. 03 A charge of $1. 00 per page will be 
made for each reproduction proof re- 
gardless of page size. After an order has 
been filled, invoices will be mailed to the 
requestor. 

SEC. 21. AGREEMENT 

Any person or company who uses sub- 

stitute forms and makes all or part of the 
changes specified in. this revenue proce- 
dure, agrees to the following stipulation: 

The Service presumes the changes are 
made in accordance with these proce- 
dures and, as such, will be noninterrup- 

tive to the processing of the tax return. 

Should any of the changes prove to be not 

exactly as described, and as a result be- 

come disruptive to the Service during pro- 

cessing of the tax return, the person or 
company agrees to accept the determi- 

nation of the Service as to whether or not 

the form may continue to be used during 

the filing season, and also agrees to work 

with the Service in correcting noted de- 

ficiencies. Notification of deficiencies may 

be made by letter, phone call, or both. 

SEC. 22. CONDmONS-TAX FORMS (1040A, 
104OEZ, 1040, 1120, 940, 941, Etc. ) 

. 01 PROHIBITED FORMS. 
1. COMPUTER-GENERATED 

VERSIONS. 
Computer-generated versions of a tax 

return form (e. g. , Form 1040, 1040EZ, 
1040A, 1120, 940, 941, etc. ) which re- 

quires a signature are not permitted. Only 
preprinted substitutes of these forms are 
allowed. Approval is extended to con- 
sider certain types of computer-generated 
graphic formats as acceptable "pre- 
printed" substitutes. All such forms must 
have formal approval prior to their use. 

2. COMPUTER-GENERATED 
GRAPHICS — First Time Users. 

First-time users who design substitute 
forms using computer-graphics (e. g. , laser 

printing, dot matrix addressable printing, 
etc. ) must receive prior approval before 
using them. Exception: Experienced users 
who have previously received written ap- 
proval from the Service for tax forms do 
not need written approval before using 
their forms. This assumes that all new re- 
quirements for the tax year have been fully 
compiled with, based on actual compar- 
ison with the final versions of the official 
IRS forms. However, users are bound by 
the agreement in Sec. 21. 

, 02 FILL-IN INFORMATION. 
The tax return form itself (i. e. , 1040, 

1040A, 1040EZ, 1120, 940, 941, etc. ) may 
be filled in by a computer printer or other 
similar automated equipment, but the 
form itself must be created beforehand 
(i. e. , preprinted) using conventional 
printing methods, photocopying, com- 
puter-graphics (laser printing) or other 
similar reproduction processes. 

. 03 CHANGES PERMITTED TO 
THE FORMS 1040, 1040A & 1040EZ. 

1. Certain changes (listed below) are 
permitted to the graphics of the form 
without prior approval, but these changes 
apply only to preprinted forms as de- 
scribed in . 02 above. 

2. Changes not requiring prior ap- 

proval are good only for the annual fihng 
period, January through December. 

3. Other Changes Not Listed. All 
changes not listed here require prior ap- 
proval from the Service BEFORE the form 
may be filed with the Service. 

SEC. 23. CHANGES PERMITTED TO 

GRAPHICS (FORMS 104OA, 1040 AND 

1040EZ). 

Changes Permitted to the Graphics on 
Forms 1040, 1040A and 1040EZ and, 
Where Applicable, on Other Forms as Well 
for Use With Computer-Prepared (i. e. , 
printed forms Only). 

. 01 Adjustments. 
You may make minor vertical and hor- 

izontal spacing adjustments to allow for 
computer or word-processing printing. This 
includes widening the amount columns or 
tax entry areas so long as the adjustments 
do not exceed other provisions stated in 
revenue procedures. No prior approval is 
needed for these changes. However, the 
user of forms with such changes are bound 

by the "Agreement" in Section 21. 
. 02 Name and Address Area. 
1. The horizontal rules and instruc- 

tions within the name and address area 
may be removed and the entire area left 
blank; no line or instruction can remain 
in the area. However, the statement re- 
garding use of the IRS mail label should 
be retained. 

2. The heavy ruled border (when pres- 
ent) that outlines the name and address 
area must not be removed, relocated, ex- 
panded or contracted. 

3. Required Format 

(a) When the name and address area 
is left blank, as provided in 1 above, the 
following format must be used when 
printing the taxpayer's name and address. 
Otherwise, unless the taxpayer's pre- 
printed label is affixed over the infor- 
mation entered in this area, the lines must 
be filled-in as shown. 

1st name line (35 characters maximum) 
In-care-of name line (35 characters 

maximum) 
Street address (35 characters maxi- 

mum) 

City, State (24 char. max. ), one blank 
char. , & zip (five char. ) 

(b) When there is no in-care-of name 

line, the name and address will consist of 
only three lines. Examples of the formats 
follow: 

Example of name and address with no 
in-care-of name line: 
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JOHN AND MARY JONES 
1234 ANYWHERE ST. APT 111 
ANYTOWN, DC 12345 

Example of name and address with in- 
care-of name line: 

JOHN AND MARY JONES 
C/0 THOMAS A. JONES 
4311 SOMEWHERE AVE. 
SAMETOWN, DC 54321 

(c) YOU MAY NOT USE YOUR 
OWN PREADDRESSED LABEL ON 
ANY INTERNAL REVENUE SER- 
VICE FORM. 

(d) The ONLY label that may be used 
is the OFFICIAL INTERNAL REVE- 
NUE SERVICE LABEL SUPPLIED to 
the taxpayer in his/her tax package. Please 
use the official Internal Revenue Service 
supplied label to help reduce errors, and 
to expedite Service input and processing 
of return received. 

(e) For identification purposes, you may 
computer print the taxpayer's name and 
address on the form and afterward affix 
the OFFICIAL INTERNAL REVENUE 
SERVICE SUPPLIED LABEL over the 
computer printed address. This applies 
whether or not the horizontal rules and 
the instructions have been removed from 
the address area. 

. 03 Social Security Number (SSN) AND 
Employer Identification Number (EIN) 
Area. 

1. The vertical lines separating the for- 
mat arrangement of the SSN/EIN may be 
removed. 

2. When the vertical lines are re- 
moved, the SSN and EIN formats must 
be 000-00-0000 or 00-0000000, respec- 
tively. 

. 04 Cents Columns. 
1. You may remove the vertical rule 

that separates the dollars from the cents. 
2. All entries in the amount column 

should have a decimal point following the 
whole dollar amounts whether or not the 
vertical line that separates the dollars from 
the cents is present. 

3. You may omit printing the cents, 
but all amounts entered on the form must 
follow a consistent format. You are 
strongly urged to round off the figures to 
whole dollar amounts, following the of- 
ficial return instructions. 

4. When printing money amounts, you 
must use one of the following ten-char- 

acter formats: (a) 0, 000, 000. (b) 000, 000. 00 
5. When there is no entry for a line, 

leave the line blank. 
. 05 "Paid Preparer's Use Only" Area 
1. On all forms, where present, the paid 

preparer's information area may not be 
rearranged or relocated. 

2. You may add three lines and re- 
move the horizontal rules in the prepar- 
er's address area. 

3. Form 1040EZ preparers must sign 
the return and provide all other required 
information. This information should be 
provided at the bottom of the form below 
the taxpayer's signature area. (See Sec- 
tion 8. ) 

SEC. 24. CHANGES PERMITTED TO FORM 

1040A GRAPHICS 

No prior approval is needed for the fol- 
lowing changes (for use with computer- 
prepared forms only): 

. 01 Line 4. 
The line caption may be compressed 

vertically to one line (to allow for same 
line entry for the name of the qualifying 
unmarried child) by using the following 
caption: 

"Head of household; unmarried child' s 
name. . . " name field 

. 02 Lines 5c and 5d. 
To allow for a two-line field for printing 

dependent children's names, you may 
shorten the caption to: 

"Dep. children" (names field) 
(names field ) 
. 03 Line 5e. 
1. The number of lines for listing "other 

dependents" may be expanded to a max- 
imum of 5. 

2. Column captions may be shortened 
to one line descriptions. 

. 04 Other Lines. 
Any line whose caption takes up two 

or more vertical lines may be compressed 
to one line by using contractions, etc. , and 
by removing instructional references. 

. 05 Page 2 (Form 1040A) 
Afi lines must be present and num- 

bered in the order shown on the official 
form. 

SEC. 25. OTHER CHANGES PROHIBITED 

No other changes to the Form 1040A 
graphics are allowed without prior ap- 
proval. 

SEC. 26. CHANGES PERMITTED TO THE 

FORM 1040 GRAPHICS 

No prior approval is needed for the fol- 
lowing changes (for use with computer- 
prepared forms only): 

. 01 Line 4. This line may be com- 
pressed horizontally (to allow for a larger 
entry area for the name of the qualifying 

unmarried child) by using the following 
caption: 

"Head of household; unmarried child' s 
name" (name field) 

. 02 Line 6e. 
1. The vertical lines separating col- 

umns (1) through (5) may be removed. 
The captions may be shortened to allow 
a one-line caption for each column. 

2. The number of lines for listing "other 
dependents" may be expanded to a max- 
imum of 5 by compressing other noted 
areas and lines. 

. 03 Other Lines. 
Any other line whose caption takes up 

two or more vertical lines may be com- 
pressed to one line by using contractions, 
etc. , and by removing instructional ref- 
erences. 

. 04 Line 22. 
1. This line may be expanded vertically 

to a maximum of 3 lines. 
2. The amount entry box must remain 

a single entry and the cross hatched shad- 

ing must extend down the numbered line 
box to the same number of lines you add. 

. 05 Line 38. You may change the line 
caption to read "Tax" and computer-print 
either the words "FROM TAX TA- 
BLES:" or "FROM SCHEDULE/ 
FORM" and computer-print the appro- 
priate text. 

. 06 Line 39. You may change the cap- 
tion to read: "Additional taxes from Form" 
and computer-print only the form(s) that 
apply. 

. 07 Line 47. You may change the cap- 
tion to read: "General business credit from 
Form" and computer-print only the form(s) 
that apply. 

SEC. 27. OTHER CHANGES PROHIBITED 

No other changes to the Form 1040 
graphics are permitted without prior ap- 
proval. 

SEC. 28. ACCEPTABLE FORMATS OF 

COMPUTER-GENERATED FORMS AND 

SCHEDULES 

1. Exhibits of acceptable computer- 
generated formats for the schedules usu- 
ally attached to the Form 1040 are shown 
in the Exhibits section of this revenue pro- 
cedure. 

2. Use of Acceptable Formats. If your 
computer-generated forms appear exactly 
like the exhibits, no prior authorization is 
needed. 

3. Changes to exhibits are not permit- 
ted without prior approval. Any change 
to the text or format of any of the exhibits 
requires prior written approval. 
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SEC. 29. COMPUTER-GENERATED FORMS 

NOT SHOWN AS EXHIBITS IN THIS REVENUE 

PROCEDURE 

. 01 Those desiring to computer-gen- 
erate forms not shown here may do so, 
but they must design such forms them- 
selves by following the manner and style 
of those in the Exhibits section of this 

publication, and by taking care to observe 
other requirements and conditions stated 
here. 

. 02 Computer-generated forms so de- 

signed do not require prior approval from 
the Service. However, the user of such 

forms is bound by the "Agreement" in 

Sec. 21 above. 
. 03 If you wish, you may submit any 

substitute form to the Service for approval 
consideration, or you may submit only a 
representative sample of your forms. 

SEC. 30. INSTRUCTIONS FOR PREPARING 

COMPUTER-GENERATED SUBSTITUTES 

. 01 Format Arrangement. 
The format of each substitute schedule 

or form must follow the format of the 
official schedule or form as to item cap- 
tions, line references, line numbers, se- 

quence, form arrangement and format, 
etc. Basically try to make the form look 
like the official one, with readability and 

consistency being primary factors. Use 
periods and/or other special characters to 
separate the various parts and sections of 
the form. With the exceptions in . 02 be- 

low, all line numbers and items must be 

printed even though an amount is not en- 

tered on the line. 
. 02 Line Numbers. 
1. When a line on an official form is 

designated by a number or a letter, that 

designation (reference code) must be used 

on a substitute form. 
2. The reference code must be printed 

to the left of the corresponding captioned 
line and also immediately preceding the 
data entry field even if there is no refer- 

ence code immediately preceding the data 

entry field on the official form. 
3. In addition, the reference code that 

is immediately before the data field must 

either be followed by a period or enclosed 

in parentheses. There also must be at least 

two blank spaces between the period or 
the right parentheses and the first digit of 
the data field. (See example below. ) 

4. A decimal point (i. e. , a period) 
should be used for each money amount 

regardless of whether the amount is re- 

ported in dollars and cents or in whole 

dollars, or whether or not the vertical line 

that separates the dollars from the cents 

is present. The decimal points must be 

vertically aligned when possible. 

Example: 
9 REAL ESTATE . . . . . . . 9. 495. 00 

10A GENERAL 
SALES . . . . . . . . . . . . . . . . 10A. 

10B GEN SALES MOTOR 
VEH . . . . . . . . . . . . . . . . . . . 10B. 198. 00 

or 
9 REAL ESTATE . . . . ( 9) 495. 00 

10A GENERAL 
SALES . . . . . . . . . . . . . . . (10A) 

10B GEN SALES MOTOR 
VEH . . . . . . . . . . . . . . . . . . (10B) 198. 00 

. 03 Multiple Page Forms. With the ex- 

ceptions noted below, when printing mul- 

tiple page forms the entire form with all 

its parts and pages must be printed. When 

printed on continuous forms, they must 

be burst and pin-feed holes removed be- 

fore filing with the return. 
. 04 Exception to Forms that must be 

entirely printed in whole or in part. 
1. On Schedule F, depending on which 

accounting method is used (cash or ac- 

crual), the following will apply. If the cash 
accounting method is used, only page one 
of Schedule F needs to be printed. Oth- 

erwise both page one and two must be 

entirely printed. Page two cannot be filed 

separately. 
2. On Schedule E, it is not necessary 

to print both pages if data does not apply. 
Either page one or page two can be printed 

and filed separately. 

SEC. 31. ADDITIONAL INSTRUCTIONS FOR 

ALL FORMS 

. 01 Internal control numbers and iden- 

tifying symbols of the computer preparer 
may be shown on the substitute, if the use 

of such numbers or symbols is acceptable 
to the taxpayer and the taxpayer's rep- 

resentative. If shown, such information 

must not be printed in the top one-half 

inch clear area, from the center to the 

right edge, of any form or schedule re- 

quiring a signature. With the exception of 
the actual tax return form (i. e. , Forms 
1040, 1120, 940, 941, etc. ), you may also 

print in the left vertical and bottom left 

margins. The bottom left margin you may 
use extends 3V2 inches from the left edge 
of the form. (See Sec. 11 for more infor- 

mation on this subject. ) 
. 02 Descriptions for captions, lines, etc. , 

appearing on the substitute forms may be 
limited to one print line by using abbrev- 

iations and contractions and by omitting 

articles, prepositions, etc. However, suf- 

ficient key words must be retained to per- 
mit ready identification of the caption, line 

or item. 
1. Explanatory detail and/or interme- 

diate calculations for derivation of fine 

line totals, may be included on the sub- 

stitute. We prefer that such calculations 

be submitted in the form of a supporting 
statement. If intermediate calculations are 

included on the substitute, the line on 

which they appear may not be numbered 

or lettered. Intermediate calculations may 

not be printed in the right column. This 

column is reserved for official numbered 

and lettered lines that correspond to the 

ones on the official form. If a supporting 

statement is submitted, intermediate cal- 

culations or subtotals may be formatted 

at the preparer's option. 
2. Text prescribed for the official form, 

which is solely instructional in nature, e. g. , 
"Attach this schedule to Form 1040, " "See 
instructions, " etc. , may be omitted from 

the substitute form. 
3. Information for more than one 

schedule or form may not be shown on 

the same printout page. Except for high 

volume computer-generated Schedules A 
and B (Form 1040), almost any form may 

be continued on two or more pages if nec- 

essary. When a form is continued on two 

or more pages, clearly identify at the bot- 

tcm of each page, including page 1, that 

is continued, e. g. , "Page 1, Schedule C 
Continued. " lt is strongly recommended 

that a substitute form not exceed the same 

number of pages used for the official form. 

(a) Both sides of the paper may be 
printed for multiple page official forms; 

but it is unacceptable to intermix single 

page schedules or forms, except for 
Schedules A and B which are printed back 

to back by the Service. For example 

Schedule E can be printed on both sides 

of the paper, because the official form is 

multiple page, with page two continued 

on the back. However, for example, do 

not print Schedule G on the front page 
and Schedule SE on the back, or Schedule 

A on the front and Form 3903 on the 

back, etc. Both pages of a substitute form 

must match the official form version it 

represents. 

4. Identify all computer-prepared sub- 

stitutes clearly; print the form designation 

one-half inch from the top margin and one 

and one-half inches from the left margin; 

print the title centered on the first line of 
print; and print the taxable year and, where 

applicable, the sequence number on the 
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same line one-half to one inch from right 
margin. Include the taxpayer's name and 
SSN on all forms and attachments. Also 
print the OMB number and (when appli- 
cable) the forms expiration date, as re- 
flected on the official form. 

5. The state tax column may be pres- 
ent, but the state tax information must 
NOT be visible on the copy filed with the 
Service. When a form is designed with 
both federal and state columns, the fed- 
eral column must be to the left of the state 
column and adjacent to the line caption. 

6. Attach all payments (check or money 
order, no cash) to the front of the tax 
return. 

7. Negative (or loss) monetary amount 
entries should be enclosed in brackets, or 
signed minus, to assist in the accurate 
computation and input of form data. On 
many official forms the Service pre-prints 
brackets in selected negative data fields, 
and these designations should be retained 
or inserted on affected substitute forms. 

SEC. 32. FILING SUBSTITUTE FORMS WITH 

THE SERVICE 

Follow the same instructions as for fil- 

ing official forms. These instructions are 
in the taxpayer's tax package. 

SEC. 33. SPECIAL FORM 1040EZ OPTICAL 

CHARACTER RECOGNITION (OCR) 

REQUIREMENTS 

. 01 The Form 1040EZ is designed in 

OCR format. IRS has the capability to 
machine read this form by optical char- 

acter recognition (OCR) equipment (Scan- 
Optics-System 540). 

. 02 It is optional to produce the 1040EZ 
substitute as a normal (black and white) 
reproduction, or as an actual OCR ver- 

sion. The following criteria applies if the 
form is to be OCR'scannable. Otherwise, 
you may print this form under the pre- 
vious general guidelines of this Revenue 
Procedure. 

. 03 An acceptable substitute OCR Form 
1040EZ must generally be an exact replica 
of the official OCR reproduction proof 
with respect to layout, content and re- 

quired OCR characteristics. 
. 04 The specific paper requirements 

which must be met for the development 
of substitute (privately printed) forms in- 

clude the following: 
1. Color and quality of paper — Paper 

must be white, OCR grade bond, with no 

flourescent additives or water marks, and 

with zero rag content. 
2. Reflectivity of paper — Must be 80% 

or greater. 

3. Opacity — The paper opacity ratio 
must be 80% nr more. 

4. Paper Weight — Specified paper 
weight is 20 lb. OCR bond (. 0035"). 

5. Dirt — Must not exceed 10 parts per 
million. 

6. Finish (smoothness) — Must be be- 

tween 90 and 160 units (Sheffield). 
7. Porosity — Paper should have a Gur- 

ley reading between 15 and 95. 
8. Gloss — Paper with shiny or lustrous 

appearance (glossy) should be avoided. 
9. Size — Form trim size must be 8" x 

11". 
. 05 The specific ink requirements which 

must be met for this form include the fol- 

lowing: 
1. Print Color — The face of the form 

prints in black and green, the back prints 
in black only. 

2. Ink — Green ink used must be highly 

reflective OCR type, such as Sinclaire and 
Valentine J — 27975, or an exact match. 
Black ink used must be non-reflective. 

3. Face Registration — Black to green 
must be . 02" (plus or minus) both hori- 

zontally and vertically. 
4. Face Screen — Forms contain a green 

screened background equal to a 15% tone 
of a 110-line screen. Follow registration 
marks on repro-proof for screen position- 
ing. Handprint boxes are included on Page 
1 of the reproduction proof and should 
be printed as a 50% value of the recom- 
mended OCR green ink. Inks used for 
handprint boxes must reflect at least 90% 
of the background on which it is printed 
as measured in the visible range. 

5. Face Margins — Approximately '/~" 

head from top trimmed edge to screen (i/2" 

to black image). i/6" outside from trimmed 
edges to screen. Exact margins are pro- 
vided with reproduction proofs. 

6. Back Margins — i/2" head, '/ii, " sides. 
. 06 Typography — Type must be sub- 

stantially identical in both size and shape 
with corresponding type on the official form 
reproduction proof. 

. 07 To assure proper alignment and po- 
sition of hand-printed characters repre- 
senting return lines 1 through 11 tax data, 
they must be hand printed (entered) into 
the pre-printed amount field boxes on the 
form. A P2 lead wooden pencil or blue 
or black ink pen (ball-point, fountain, or 
felt-tipped) are recommended as the writ- 

ing tools which will consistently provide 
the required stroke width and print con- 
trast on entered characters. 

. 08 Reading of handprinted characters 
requires adherance to the following tech- 
niques. 

1. Enter numeric amount digits care- 

fully and clearly. Fill at least 3's of the 

individual character box height, keeping 

the character within the box with no over- 

lapping or touching characters. Specific 

required digit constraints are shown be- 

low. 
2. When entering "fours, " keep the top 

open. 
3. When entering "one, " do not use 

serifs. 
4. When entering "twos, ' do not add 

extra loops. 
5. All character lines must be con- 

nected, with nn gaps. 
. 09 Use Taxpayer's Preaddressed La- 

beh Reproduced OCR Forms 1040EZ must 

have ONLY the taxpayer's preaddressed 
label affixed to be processable as an OCR 
document. Substitute labels and hand- 

written name/address information is not 

acceptable. 
. 10 All the general and detailed pro- 

visions of this Revenue Procedure apply 

(in addition to this specific OCR Section) 
for the development of substitute OCR 
Forms 1040EZ. 

SEC. 34. SPECIAL FORM 112OA OPTICAL 

CHARACTER RECOGNITION (OCR) 

REQUIREMENTS 

. 01 Form 1102A has been developed 
and designed in OCR format. This return 
will be read by Optical Character Rec- 
ognition (OCR) equipment (Recognition 
Equipment Inc. — Input 80 Model B Scan- 
ner), if submitted in acceptable OCR for- 
mat. 

. 02 It is optional to produce the 1120A 
substitute as a normal (black and white) 
reproduction, or as an OCR scannable 
version. The following specific criteria ap- 
plies if the substitute form is to be pro- 
duced for OCR processing. Otherwise, you 
may print this form under the general 
guidelines of this Revenue Procedure. 

. 03 An acceptable substitute OCR Form 
1120A must be an exact replica of the 
official reproduction proof with respect to 
layout, content and required OCR char- 
acteristics. 

, 04 The specific paper requirements for 
this form generally duplicate those spec- 
ified in Section 33, with the following ex- 
ception: 

1. Size — Form 1120A trim size must be 
8sri" x 11". 

. 05 The specific ink requirements which 
must be met for this form include the fol- 
lowing. 

1. Print Color — Black and Maroon. 
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2. Ink — Maroon ink must be highly re- 
flective OCR type, such as Sinclair and 
Valentine J — 31859, or an exact match. 
Blank ink must be non-reflective. 

3. Face Registration — Black to Ma- 
roon must be 0. 015 (i/6i)" (plus or minus) 
both horizontally and vertically. 

4. Handprint Boxes — These handprint 
boxes (for IRS entries and use only) are 
included on Page 2 of the reproduction 
proof, and should be printed as a 50% 
screen value of the recommended OCR 
Maroon ink. Inks used for handprint boxes 
must measure . 19 PCS or less when tested 
using MacBeth PCM = II tester 'C' scale. 

5. Face margins — Minimum margins 
require 11 W~, 

" head, i/i" left and right, and 
i/i6" foot. 

6. Back margins — 1 1'6" head, i/z" left 
and right, and '/ii" foot. Exact margins are 
provided with reproduction proofs. 

. 06 Typography — Type must be sub- 
stantially identical in both size and shape 
with corresponding type on the official form 
reproduction proof. 

. 07 All entries on an OCR Form 1120A 
must be either typed or machine printed, 
to permit OCR scanning. Otherwise the 
return will be manually processed. 

. 08 Use Taxpayer's Preaddressed La- 
bel. Reproduced OCR Forms 1120A must 
have ONLY the taxpayer's preaddressed 
label affixed to be processable as an OCR 
document. Substitute labels and hand- 

written name/address information is not 
acceptable. 

. 09 All general and detailed provisions 
of this Revenue Procedure apply (in ad- 

dition to this specific OCR Section) for 
the development of substitute OCR Forms 
1120A. 

SEC. 35. SPECIAL FORM 941 OPTICAL 

CHARACTER RECOGNmON (OCR) 

REQUIREMENTS 

. 01 The Form 941 is designed in OCR 
format. The Service has the capability to 
machine read this form by Optical Char- 
acter Recognition (OCR) equipment 
(Recognition Equipment Inc-Input 80 
Model B Scanner), if submitted in ac- 

ceptable OCR format. 
. 02 Effective with forms filed for the 

first quarter of 1987, the Form 941 should 

be produced only in OCR scannable for- 

mat. The following specific criteria ap- 

plies if the substitute form is to be produced 

for OCR processing. 
. 03 An acceptable substitute OCR Form 

941 must be an exact replica of the official 

reproduction proof with respect to layout, 

content, and required OCR characteris- 
tics. 

. 04 The specific paper requirements 
which must be met for the development 
of substitute (privately printed) forms 
generally duplicate those specified in sec- 
tion 33, with the following exception: 

1 Size-Form 941 trim size must be 
8i/i" x 11. " 

. 05 The specific ink requirements which 

must be met for these forms include the 
following: 

1. Print Color-Black and Maroon. 
2. Ink-Maroon ink must be a highly 

reflective (not less than 85%) OCR type 
ink, such as Sinclair/Valentine J31859, or 
an exact match. Black ink reflectance must 

not be greater than 15%. 
3. Handprint Boxes (including the 

numbers within the boxes) — These hand- 

print boxes (for IRS entries and use only) 
are included on the reproduction proof, 
and should be printed as a 50% screen 
value of the recommended OCR maroon 
ink. Inks used for handprint boxes must 
measure 15% or less when tested using 
the MacBeth or Kidder testers (see 4i5 

below). 
4. Face Margins-Minimum margins re- 

quire i/i" head; center sides and, i/i6" foot. 
5. Testers — The following two print 

testers may be used for Form 941. Any 
other type tester must first be approved 
by the IRS. 

(a) MacBeth PCM — II 
Use 'C' scale. Range must be between 

. 13 minimum to . 19 maximum. 

(b) Kidder 082 A 
Use infrared scale. PSC values must fall 

in the range of . 32 minimum to . 38 max- 
imum. White calibration disk must be set 
at 100%. Sensitivity must be set at "1". 

SEC. 36. PAPER SUBSTITUTES FOR FORM 

10425 

01. Paper substitutes for Form 1042S 
that totally conform to the specifications 
contained in this procedure may be pri- 
vately printed without prior approval from 
the Internal Revenue Service. Proposed 
substitutes not conforming to these spec- 
ifications must be submitted by withhold- 

ing agents for consideration. 
1. The request should be submitted by 

November 15 of the year prior to the year 
the form is to be used. This is to allow 
the Service adequate time to respond and 
the submitter adequate time to make any 
corrections. These requests should con- 
tain a copy of the proposed form, the need 
for the specific deviation(s), and the num- 

ber of information returns to be printed. 
2. Form 1042S is subject to annual re- 

view and possible change. Withholding 
agents, and form suppliers are cautioned 
against overstocking supplies of the pri- 
vately printed substitutes. 

3. Copies of the official form for the 
reporting year may be obtained from most 
Service offices. The Service provides only 
cut sheets (no carbon interleaves) of these 
forms. Continuous fan-fold/pin-fed forms 
are not provided. 

. 02 Instrucfions for Withholding Agents 
1. Only original copies may be filed with 

the Service. Carbon copies and repro- 
ductions are not acceptable. 

2. The term "Recipient's U. S. tax 
identifying no. , 

" for an individual means 
the social security number (SSN). The SSN 
consists of nine digits separated by hy- 

phens as follows: 000-00-0000. For all other 
recipients, the term means employer 
identification number (EIN). The EIN 
consists of nine digits separated by one 
hyphen as follows: 00-0000000. The tax 
identifying number must be in one of these 
formats. 

3. Withholding agents are requested to 
type or machine print whenever possible, 
provide quality data entries on the forms 
(that is, use black ribbon, insert data in 

the middle of blocks well separated from 
other printing and guidelines), and take 
other measures to guarantee a clear sharp 
image. Withholding agents are not re- 
quired, however, to acquire special equip- 
ment solely for the purpose of preparing 
these forms. 

4. On corrected returns, the words 
CORRECTED RETURN must be typed 
in all capital letters in the top i/i inch, right 
of center margin. All required informa- 
tion must be completed on a corrected 
return since it replaces and supersedes the 
information return previously filed. 

5. Substitute forms prepared in contin- 
uous or strip form must be burst or stripped 
to conform to the size specified for a single 
form before they are filled with the Ser- 
vice. The dimensions are found below. 

(a) Computer cards are acceptable, 
provided they meet all requirements re- 
garding layout, content, and size. 

. 03 Substitute Forms Format Require- 
ments. 

1. Privately printed substitute Forms 
1042S must be exact replicas of the official 
forms with respect to layout and contents. 
Only the dimensions of the substitute form 

may differ and the printing of the Gov- 
ernment Printing Office symbol must be 
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deleted. The exact dimensions are found 
below. 

2. Line 1 must be present, line 2 may 
be omitted if it is not needed. If line 2 is 
omitted, also omit line 3. 

3. None of the boxes can be omitted. 
Each box (a through f) must be present 
and in the exact order. The box for each 
payment amount must contain the appro- 
priate caption. 

4. Color and Quality of Paper. 
(a) Paper for Copy A must be white 

chemical wood bond, or equivalent, 20 
pound (basis 17 x 22- 500), plus or minus 
5 percent. No optical brighteners may be 
added to the pulp or paper during man- 
ufacture. The paper must consist of prin- 
cipally bleached chemical woodpulp and 
be free from unbleached or ground wood- 
pulp or recycled printed paper. It also must& 
be suitably sized to accept ink without 
feathering. 

(b) Copies B and C (For Recipient) and 
D (For Withholding Agent) are provided 
in the official assembly solely for the con- 
venience of the withholding agent. With- 
holding agents may choose the format, 
design, color and quality of the paper used 
for these copies. 

5. Color and Quality of Ink-All print- 

ing must be in a high quality nongloss 

black ink. Bar codes should be free from 

picks and voids. 

6. Typography — Type must be sub- 

stantially identical in size and shape to 
corresponding type on the official form. 
All rules on the document are either 1 

point (0. 015 inch) or 3 point (0. 045). Ver- 
tical rules must be parallel to the left edge 
of the document; horizontal rules, par- 
allel to the top edge. 

Dimensions — The official form is 8 
inches wide x 34 inches deep, exclusive 
of a '/2 inch snap stub on the left side of 
the form. The snap feature is not required 
on substitutes. 

(a) The width of a substitute Copy A 
must be a minimum of 7 inches and a 
maximum of 8 inches, although adher- 
ence to the size of the official form is pre- 
ferred. If the width of the substitute Copy 
A is reduced from that of the official form, 
the width of each field on the substitute 
form must be reduced proportionately. The 
left margin must be '/2 inch and free of all 

printing other than that shown on the of- 
ficial form. 

(b) The depth of a substitute Copy A 
must be a minimum of 3~/~ inches and a 
maximum of 336 inches. 

8. Carbonized forms or "spot car- 
bons" are not permissible. Interleaved 
carbons, if used, must be of good quality 

to preclude smudging and should be black. 
9. Other Copies — Copies B and C are 

required to be furnished for the conven- 
ience of payees who are required to send 
a copy of the form with other Federal 
returns they file. Copy D may be desired 
as a withholding agent's record/copy. 

. 04 Additional Instructions 
1. Arrangement of Assembly — if all 

four parts are present, the parts of the 
assembly shall be arranged from top to 
bottom as follows: Copy A (Original), "For 
Internal Revenue Service, " Copies B and 
C, "For Recipient, " and Copy D, "For 
Withholding Agent. " 

SEC. 37. PROCEOURES FOR PRINTING 

INTERNAL REVENUE SERVICE ENVELOPES 

. 01 Organizations are now permitted 
to produce substitute tax return envel- 
opes. Use of substitute return envelopes 
that comply with the requirements set forth 
in this section will assist in delivery of mail 
by the Postal Service and facilitate inter- 
nal sorting once the envelopes are re- 
ceived at the Internal Revenue Service 
Centers. The permanent five digit ZIP 
codes assigned to the ten service centers 
are listed below. These ZIP codes must 
be utilized when mailing returns to the 
prescribed service center. 

ATLANTA GA 39901 
KANSAS CITY MO 64999 
AUSTIN TX 73301 
PHILADELPHIA PA 19255 
MEMPHIS TN 37501 

ANDOVER MA 
CINCINNATI OH 
HOLTSVILLE NY 
OGDEN UT 
FRESNO CA 

05501 
45999 
00501 
84201 
93888 

. 02 The sorting of returns by form type 
is accomplished by the preprinted bar codes 
on return envelopes that are included in 

each specific type of form or package 
mailed to the taxpayer. The 32 bit bar 
code located on the left and above the 
address on each envelope identifies the 

type of form that person is filing and as- 

sists the Service in consolidating like re- 
turns together for processing. Failure to 
use the envelopes furnished by the Service 
results in additional processing time and 

effort and possibly delays the timely de- 

posit of funds, processing of returns and 
issuance of refund checks. 

. 03 The Internal Revenue Service will 

not furnish or sefi preprinted tax return 
envelopes to taxpayers or tax practition- 
ers. A suitable alternative has been de- 
veloped which will accommodate the 
sorting needs of both the IRS and the 
U. S. Postal Service. The new alternative 
is based on the use of ZIP+4 or 9 digit 
ZIP Codes for mailing various types of 

tax returns to the different area service 
centers. Essentially, the Postal Service will 

utilize the first five digits of a ZIP Code 
to sort and deliver the mail and IRS will 

utilize the last four digits to identify and 
sort the various form types into separate 
groups for processing. The list of add-on 
four digits or +4 portion of the 9 digit 
ZIP Codes with the related form desig- 
nations is provided below and are to be- 
come a permanent part of the five digit 
service center ZIP codes shown above. 

ZIP+ FOUR 
XXXXX-0001 
XXXXX-0002 
XXXXX-0003 
XXXXX-0005 
XXXXX-0006 
XXXXX-0007 
XXXXX-0008 

FORM/PACKAGE 
1040 A/EZ 
1040 Non-Bus 
1040 Bus & Farm 
941 
940 
942 
943 

ZIP + FOUR 
XX3OOI-0011 
XXXXX-0012 
XXXXX-0013 
XXXXX-0020 
XXXXX-0024 
XXXXX-0027 
XXXXX-0031 

FORM/PACKAGE 
1065 
1120 
1120S 
5500C 
5500EZ 
990 
2290 
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. 04 The Internal Revenue Service will 

produce position/design sheets, OCR 
readable addresses with the appropriate 
ZIP+FOUR code(s) and Postnet bar 
code(s) as Reproduction Proofs. Position 
sheet specifications must be followed as 
to size, stock, printing positions, clear areas 
and ink. Orders for each specific form/ 
package ZIP code proof will be processed 
under Section 20 of this Revenue Proce- 
dure. 

1. Any deviations from the specifica- 
tions outlined on the position/design sheets 
must be approved in advance. Use of pre- 
parer company names, addresses and lo- 

gos are permissable so long as prescribed 

clear areas are not invaded. Use of carbon 
based ink is essential for effective address 

and bar code reading. Envelope construc- 

tion can be of side seam or diagonal seam 

design. Continuous pinfed construction is 

not desirable, but is permissable if the 
glued edge is at the top. This requirement 
is firm as mail opening equipment is de- 

signed to slice or otherwise open the bot- 
tom edge of each envelope. 

. 05 The above procedures or guide- 
lines are written for the user having en- 

velopes preprinted. Many practitioners 
may not wish to have volumes of the dif- 

ferent envelopes with differing ZIP Codes/ 
form designations preprinted for reasons 
of low volume, warehousing, waste, etc. 
In this case, the practitioner can type or 
machine print the addresses with the ap- 
propriate ZIP Codes to accommodate 
sorting. If the requirements/guidelines 
outlined in this section cannot be met, 
then use of only the appropriate five digits 
service center ZIP Code is needed. 

SEC. 38. EFFECT ON OTHER DOCUMENTS 

This revenue procedure supersedes 
Revenue Procedure 86-5, 1986-1 C. B. 469. 
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Exhibit A-1 (Preferred Format) 

(Form 1040) 
Oeaarlmonl of the Treasury 
Internal Revenue Serwce 

Nama(s) as shown on Form 1040 

Substitute Schedule A 

Itemized Deductions 
OMB No 1545. 0074 

0186 
Atrachmenr 
Sequence No 07 

Your social socurity numbor 

Medical and 
Dental Expenses 

1 Prescnption medicines and drugs; and insuhn 

2 a Doctors, dentists, nurses, hospitals, insurance premiums 

you paid for medical and dental care, etc. 
b Transportation and lodging 

c Other (list — include heanng aids, dentures, eyeglasses, etc. ) 

2a 
2b 

2c 

3 Add lines I through 2c, and enter the total here 

4 Multiply the amount on Form 1040, line 33, by 556 (. 05) 
5 Subtract line 4 from line 3. If zero or less, enter -0-. Total medic a I an d dental . W 

lil))ii 

Taxes You 

Paid 

6 State and local income taxes 
7 Real estate taxes 

8 a General sales tax (see sales tax tables in instruction booklet) 

b General sales tax on motor vehicles . 

9 Other taxes (list — include personal property taxes) 

ga 
gb 

l// /I/!ii 
10 Add the amounts on lines 6 through 9. Enter the total here. Total taxes 10 

Interest You 
Paid 

11 a Home mortgage interest paid to financial institutions. (Re- 

port deductible points on line 13) 
b Home mortgage mterest you paid to individuals (show that 

person's name and address) 

12 Total credit card and charge account interest you paid 

13 Other interest you paid (list) 0 

1 la 

lib 
12 

13 /l///!it 

14 Add the amounts on lines lla throu h 13. Enter the total here I interest . k Tota 14 

Contributions 
You Made 

15 a Cash contributions. (If you gave $3, 000 or more to any one 

organization, report those contributions on line 15b. ) 
b Cash contributions totaling $3, 000 or more to any one 

organization. (Show to whom you gave and how much you 

gave. ) W 

isa 

15b 

16 
17 

al contributions. & 

16 Other than cash. (You must attach Form 8283 if over $500. ). 
17 Carryover from pnor year 
18 Add the amounts on lines 15a throu h 17. Enter the total here. Tot 18 

, / 

///~ 

/////! 

/i 

Ilziii 

Casually and 19 Total casualty or theft loss(es). (You must attach Form 4684 or similar statement. ) 
Theft losses (See pa e 21 of Instructions. ) . 

Miscellaneous 
Deductions 

20 Union and professionaldues 

21 Tax return preparation fee 
22 Other (list type and amount) 

20 
21 

Summary of 
Itemized 
Deductions 

22 
23 Add the amounts on lines 20 throu h 22. Enter the total here. Total miscellaneous. W 

24 Add the amounts on lines 5, 10, 14, 18, 19, and 23. Enter your answer here. 

( Filing Status box 2 or 5, enter $3, 670) 
25 If You checked Form 1040 Filing Status box 1 or4, enter $2, 480 

Filing Status box 3, enter $1, 835 

26 Subtract line 25 from hne 24. Enter your answer here and on Form 1040, line 34a. (If 
line 25 is more than line 24, see the Instructions for hne 26 on page 22. ) 

23 

24 

25 

26 

/ll/iii 

For Paperwork Reduction Act Notice, see Form 1040 Instructions. Schedule A (Form 1040) 1986 
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Exhibit A. 2 (Acceptable Format) 

(Form 1040) 
Department of the Treasury 
Internal Revenue Service 

Name(s) as shown on Form 1040 

Substitute Schedule A 

Itemized Deductions 
OMB No 1545 0074 

'ilQ86 
Attachment 
Sequence No. 07 

Your social security number 

Medical and 1 Prescnption medicines and drugs; and insulin 
DentaIExPenses 2 a Doctors, dentists, nurses, hospitals, insurance premiums 

you paid for medical and dental care, etc. 
b Transportation and lodging 

c Other (list — include heanng aids, dentures, eyeglasses, etc. ) 

2a 
2b 

Taxes You 
Paid 

3 Add knes 1 through 2c, and enter the total here 

4 Multiply the amount on Form 1040, line 33, by 5% (. 05) 
5 Subtract line 4 from line 3. If zero or less enter -0- 

6 State and local income taxes 
7 Real estate taxes 
8 a General sales tax (see sales tax tables in instruction booklet) 

b General sales tax on motor vehicles . 

9 Other taxes (list — include personal property taxes) 

20 

ga 
gb 

Interest You 

Paid 

10 Add the amounts on lines 6 through 9. Enter the total here . 

11 a Home mortgage interest paid to financial institutions. (Re- 

port deductible points on line 13) 
b Home mortgage interest you paid to indwiduals (show that 

person's name and address) 

12 Total credit card and charge account interest you paid 

13 Other interest you paid (list) W 

10 

11a 

11b 
12 

Contributions 
You Made 

14 Add the amounts on lines 11a throu h 13. Enter the total here . 

15 a Cash contributions, (If you gave $3, 000 or more to any one 

organization, report those contributions on line 15b. ) 
b Cash contributions totahng $3, 000 or more to any one 

organization. (Show to whom you gave and how much you 

gave. ) W 

16 Other than cash. (You must attach Form 8283 if over $500. ) . 
17 Carryover from prior year 
18 Add the amounts on lines 15a throu h 17. Enter the total here 

13 
14 

15a 

15b 

16 
17 
18 

Casualty and 19 Total casualty or theft loss(es). (You must attach Form 4684 or 
Theft Losses similar statement. See a e 21 of instructions. 19 

Miscellaneous 
Deductions 

20 Union and professionaldues 

21 Tax return preparation fee 
22 Other (list type and amount) 

20 
21 

Summary of 
Itemized 
Deductions 

23 Add the amounts on uncs 20 throu h 22. Enter the totalhere 

24 Add the amounts on uncs 5, 10, 14, 18, 19, and 23 

( Fikng Status box 2 or 5, enter $3, 670] 
25 If You checked Fikng Status box 1 or 4, enter $2, 480 

Ftlrm 1040 Filing Status box 3, enter $1, 835 

26 Subtract line 25 from line 24. Enter your answer here and on 
Form 1040, line 34a 

22 
23 

24 

25 

26 

For Paperwork Reduction Act Notice, see Form 1040 Instructions. Schedule A (Form 1040) 1986 
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Exhibit B-1 (Preferred Format) 
Substitute Schedule B 

Schedules A&a Form 1040 1986 Interest and Dividend Income 08 0MB No 15450074 Fa e 2 
Name(s) as shown on Form 1040 Your social security number 

Part I 

Interest 
Income 

If you received more than $400 in interest income, you must complete Part I and list ALL interest received. If you 
received, as a nominee, interest that actually belongs to another person, or you received or paid accrued interest on 
securities transferred between interest payment dates, see page 22. 

Interest income 

1 Interest income from seller-financed mortgages. (See Instructions and list name of 

payer. ) 
2 Other interest income (kst name of payer) W. 

Part II 
Dividend 

3 Add the amounts on lines I and 2. Enter the total here and on Form 1040 line 8 
If you received more than $400 In gross dividends and/or other distributions on stock, complete Part II. If you 
received, as a nominee, dividends that actually belong to another person, see page 23. 

Dwidend income 

4 Diwdend income (list name of payer — include on this line capital gain distnbutions, 

nontaxable distnbutions, etc. ) W 

Amount 

5 Add theamountsonhne4. Enter thetotal here 
' 

6 Capital gain distributions. Enter here and on line 13, 
Schedule D. ' 6 

7 Nontaxable distnbutions. (See Schedule D Instructions for adrust- 

ment to basis. ) 7 

8 Add the amounts on lines 6 and 7. Enter the total here . 

9 Subtract line 8 from line 5. Enter the result here and on Form 1040, line 9a 

/// z///i 

'If you received capital gain distributions for the year and you do not need Schedule 0 to report any other gains or 
losses, do not file that schedule. Instead, enter 40% of your capital gain distributions on Form 2 040, hne 14. 

Part III 
foreign 
Accounts 
and 
foreign 
Trusts 

If you received more than $400 of interest or dividends, OR if you had a foreign account or were a 
grantor of, or a transferor to, a foreign trust, you must answer both questions In Part III. 

10 At any time dunng the tax year, did you have an mterest in or a signature or other authonty over a financial 
~ account in a foreign country (such as a bank account, secunties account, or other financial account)? (See 

page 23 of the Instructions for exceptions and fihng requirements for Form TD F 90-22. 1. ) 
If "Yes, " enter the name of the foreign country 0 

11 Were you the grantor of, or transferor to, a foreign trust which existed during the current tax year, whether or 
not you have any beneficial interest in it? If "Yes, " 

you may have to file Forms 3520, 3520-A, or 926 

Yes No 

For Paperwork Reduction Act Notice, see Form 1040 Instructions. Schedule 8 (Form 1040) 1986 
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Exhibit B-2 (Acceptable Format) 
Substitute Schedule B 

Interest and Dividend Income 
Internal Revenue Service 

tcame(s) as shown on Forr. 1040 

OMB No. 15460074 

1II86 
08 

Your social secunty number 

Part I. — Interest Income 

Interest income Federal 

1 Interest income from seller-financed mortgages. (See Instructions and list name of 

payer. ) 
2 Other interest income (list name of payer) a 

3 Add tne amounts on lines 1 and 2. Enter the total here and on Form 1040, line 8 ~ 

Part II. — Dividend Income 

Dividend income 

4 Dwidend income(list name of payer) & 

Amount 

5 Add the amounts on line 4. Enter the total here 

6 Capital gain distnbutions. Enter here and on line 13, Schedule D. 

7 Nontaxable distributions. (See Schedule D Instructions for adjustment to basis. ) 
8 Add the amounts on lines 6 and 7 Enter the total here 

9 Subtract line 8 from line 5. Enter the result here and on Form 1040, hne 9a . 

Part III. — Foreign Accounts and Foreign Trusts 

10 At any time during the tax year, did you have an interest in or a signature or other authority over a finan- 

cial account in a foreign country (such as a bank account, securities account, or other financial account)? 

(See page 23 of the Instructions for exceptions and filing requirements for Form TD F 90-22. 1. ) 
If "Yes, " write the name of the foreign country P 

11 Were you the grantor of, or transferor to, a foreign trust which existed during the current tax year, whether 

or not you have any beneficial interest in it? If "Yes, " 
you may have to file Forms 3520, 3520-A, or 926 

For Paperwork Reduction Act Notice, see Form 1040 Instructions. 

Yes No 

Schedule 8 (Form 1040) 1986 
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EXHIBIT CG - 1 (SCHEDULE 1 - PAGE 1) 

SCHEDULE 1 INCOME AND DEDUCTIONS 1986 
(FORM 1040A) OMB No. 1545-0085 
JOHN Q. AND MARY J. TAXPAYER SSN 000-00-0000 

PART I DEDUCTION FOR MARRIED WORKING COUPLE 

1. XXX 

2. 0, 000. 00 
3A. 000, 000. 00 
3B. 000, 000. 00 
3C. 000, 000. 00 
4, 
5. X. XX 

6. 000, 000. 00 

(A) SELF (B) SPOUSE 
1 WAGES 

& SALAR I ES & T I PS 
& ETC 1. 000&000 F 00 000, 000. 00 

2. IRA DEDUCTION 2. 
3. LN 1 MINUS LN 2 3. 000, 000. 00 
4. SMALLER OF LN 3(A) OR 3(B) XXXXXXXXXX 4. 000, 000. 00 
5. MULTIPLY LN 4 BY 10'$ XXXXXXXXXX 5. X. 10 
6. DEDUCTION (TO FM 1040A, LN 12) XXXXXXXXXX 6. OOO, OOO. OO 

PART II CHILD AND DEPENDENT CARE CREDIT 
1. NO. OF QUALIFYING PERSONS CARED FOR IN 1986 
2. 1986 EXPENSES INCURRED (MAX $2&400/$4&800) 
3A. EARNED INCOME 
B. SPOUSE EARNED INCOME 
C. SMALLER OF LN 3A or 3B 

4. SMALLER OF LN 2 & 3A OR 3C 
5. TABLE PERCENTAGE APPLIED To LN 15 
6. MULTIPLY LN 4 BY LN 5 (TO FM 1040A, LN 21A) 

Note: This, and all such 
computer-generated forms 
must be printed on either 
lined or color-barred paper. 
See Section 9. 06. 
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EXHIBIT CG-1 (SCHEDULE 1 — PAGE 2) 

SCHEDULE 1 (CON'T)PAGE 2 1986 
(FORM 1040A) OMB NO. 1545-0085 
JOHN Q. AND MARY J. TAXPAYER SSN 000-00-0000 
%%k%%%%%%%%NNk%ik1ki%1NN1%%k11%%1kk1%%1Nkk%%NN%Ni%%k%1%%k%%k%ii%%%k%ii%%1NNN11%%%% 

PART III INTEREST INCOME 
1. PAYERS (LIST) AMOUNT 

( 1ST PAYER) (2ND PAYER) (3RD PAYER) 00, 000. 00 
2. TOTAL OF LINE 1 (TO FM 1040A, LN 7) 2, 000, 000. 00 
1%%%%111k%1%%k%1%111%%%%%1%%k%1k%%ii%%k%1%%ii%%%kNkNN%NNkN%1k%N%%11N1%%kk1%%1%%%1% 

PART IV DIVIDEND INCOME 
1. PAYERS (LIST) AMOUNT 

(1ST PAYER) (2Nj) PAYER)(3RD PAYER) 00, 000. 00 
2. TOTAL OF LI'NE 1 (TO FM 1040A, LN 8A) 2. 000, 000. 00 
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EXHIBIT CG — A (SCHEDULE A) 

SCHEDUI. F, A (FORM 1040) 

JOHN Q. Ec MARY J. TAXPAYER 

ITEMIZED DEDUCTIONS 1986 s 07 
OMB NO. 1545-0074 

SSN 000-00-0000 
"»MEDICAL AND DENTAL EXPENSES»»sass»%%%%%%%%»%"%%%%%%%%%%%%%%%%%%%% 

1 MEDICINE AND DRUGS. 1 

2 A DOCTORS, DENTISTS, NURSES, HOSPITALS, ETC. . . . . . . . . . . . . ~ ~ ~ 2A. 
B TRANSPORTATION. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2B. 
C OTHER (LIST) 

1st 
2nd — OR SEE STATEMENT XX. 2C. 

3 ADD LINES 1 THRU 2C 3 ~ 

4 5'$ OF LINE 33, FORM 1040 . 4. 
5 SUBTRACT LN. 4 FROM LN. 3 (OR ZERO). 5. 

'»»TAXFS»%%%%%%%%%%%%»%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%% 

6 STATE AND LOCAL INCOME. 6. 
7 REAL ESTATE 7. 
8A GENERAL SALES, . . . . . . . , . . . . , . . . , . . . . . . . . . . 8A. 

B GENERAL SALES ON MOTOR VEHICLES. 8B. 
9 OTHER (LIST) - 1ST 

2ND — OR SEE STATEMENT XX , 9, 
10 ADD LINES 6 THRU 9. 10. 

»»INTEREST PAID«s»»ss»sasaaassasssassssassssssasssass%ass%a%sass 
11A HOME MORTGAGE INTEREST TO FINANCIAL INSTITUTIONS. . . . . . . . . . 11A. 

B HOME MORTGAGE INTEREST TO INDIVIDUALS (LIST)- 1st 
2nd OR SEE STATEMENT XX. 11B. 

12 CREDIT CARDS AND CHARGE ACCOUNT INT. . . . . . . . . . . . . . . . . . . 12. 
13 OTHER (I. IST) — 1st 

2nd 
3rd — OR SEE STATEMENT XX 13. 

14 ADD I. INES 11A THRU 13. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14. 
««CPNTRIBUTIPNS«a»%»ass»sass»%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%% aa 

15A CASH CONTRIBUTIONS UNDER $3, 000. 15A. 
8 CASkI CONTRIBUTIONS OF $3, 000 AND OVER (LIST) 

1st 
2nd OR SEF. STATEMENT XX. 15B. 

16 OTHER THAN CASH. 16. 
17 CARRYOVER FROM PRIOR YEARS, ~ ~ ~ ~ ~ 17. 
18 ADD LINES 15A THRU 17 , . . . . . . . . . . . . . . . . . 18. 

a«CASUALTY AND THEFT LOSSES»%"%%%»sass%as%a»%%%»%%as%ass%ass%ass%as 

19 TOTAL CASUALTY/THEFT LOSSES FROM FORM 4684. . . . , . . . . . . . . . . . . 19. 
a»MISCFLI. ANEOUS DEDUCTIONS«sa"%%%%»%%%»ass%sass%sass%»%%%»%%%%%%%%% 

20 UNION AND PROFESSIONAL DUES. 20. 
21 TAX RETURN PREPARATION FEE. . . . . . . . . . . . . . . . . . . . . . . 21 
22 OTHER (LIST) 1st 

2nd 
3rd — OR SEE STATEMENT XX 22. 

23 ADD LINES 20 THRU 22. . ~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23. 
a»SUMMARY OF ITEMIZED DEDUCTIONS»%%%%»sass»%»»sass»sass%%»%%%%%%%%% 

24 ADD LINES 5, 10, 14, 18, 19 AND 23. 24. 
25 FILING STATUS ZERO BRACKET AMOUNT 25. 
26 SUBTRACT LINE 25 FROM LINE 24. . 26. 

FOR PAPERWORK REDUCTION ACT NOTICE, SEE SEPARATE INSTRUCTIONS 

00, 000. 00 

00, 000. 00 
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EXHIBIT CG - B (SCHEDULE B) 

AMOUNT 

SCHEDULE 8 (FORM 1040) INTEREST AND DIVIDEND INCOME 1986 %08 
OMB NO. 1545-0074 

JOHN Q. & MARY J. TAXPAYER SSN 000-00-0000 
%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%1%%%%%%%%%%$%$%$$%%%%$%%%%$$$%$%%$$%$%%% 

PART I INTEREST INGOING 

1. INTEREST INCOME FROM SELLER FINANCED MORTGAGE AMOUNT 

NAME OF PAYER 1. 00, 000. 00 
2. OTHER INTEREST INCOME (LIST) 2. 00, 000. 00 

(1st PAYER) (2nd PAYER) (3rd PAYER) (4th PAYER) 

3. ADD LINES 1 AND 2 . 3. 00, 000. 00 
$%kk$%%%%%%$$%%%%$%%%$%%%%$%%%$$$$%%%$$$%$$%%%%%$$%%%$$%%%$%$%%%%$%%%%$%%%%% 

PART II DIVIDEND INCOME 

4. NAME OF PAYER 

(1st PAYER) (2nd PAYER) (3rd PAYER) (4th PAYER) 4. 
5. TOTAL OF LINE 4. 5. 00, 000. 00 
6. CAPITAL GAIN DISTRIBUTIONS. 6. 
7. NON TAXABLE DISTRIBUTIONS. 7 ~ 

8. ADD LINES 6 and 7 8. 
9. LINE 5 MINUS LINE 8 9. 00, 000. 00 

%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%$%$$$%%%%%%$$%$$%%$$%%$%$%%%%%$%%%%%%%$%%%% 

PART III — FOREIGN ACCOUNTS AND FOREIGN TRUSTS 
10. DID YOU HAVE AN INTEREST IN OR A SIGNATURE OR OTHER AUTHORITY 

OVER A BANK ACCOUNT, SECURITIES ACCOUNT, OR OTHER FINANCIAL !ANS) 
ACCOUNT IN A FOREIGN COUNTRY? COUNTRY NAME 

11. WERE YOU THE GRANTOR OF OR TRANSFEROR TO A FOREIGN TRUST 
WHICH EXISTED DURING THE CURRENT TAX YEAR WHETHER OR NOT 

YOU HAVE ANY BENEFICIAL INTEREST IN IT? (ANS) 
%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%% ~ %$$%%$%%$%%%$$%%%$%$%%$$%%%%%%%%%%% 

FOR PAPERWORK RFDUCTION ACT NOTICE, SEE SEPARATE INSTRUCTIONS 
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EXHIBIT CG - D (SCHEDULE D - PAGE 1) 

0, 000, 000. 

SCHEDULE D CAPTIAL GAINS AND LOSSES 1986%12 
(FORM 1040) OMB NO. 1545-0074 
JOHN Q. AND MARY J. TAXPAYER SSN 000-00-0000 
%1%%%%%%111%1%%%%%1%%%%%%%%%%%%k%kk%kk%%I%%%%%%%%%%%%%%%%%%%%%%%I%%%%%%%%%%I%II%%%I%II 

k%%%%%%%%%%1%1%%%%%1%%1%%%1%%1%%%%%%%%%%% %%%%%%%%%1%%%%%%%%%%%%%%%%%1%%% k%k%% 

1 REPORT HERE TOTAL SALES OF STOCKS, BONDS, ETC. , REPORTED FOR 
1986 BY YOUR BROKER ON FM 1099-B OR EQUIVALENT STATEMENT. 0, 000, 000. 

I%k%1%%%%%%%%%k%I%%%%%%%I%%%%%%%IIIII%%%%%%%%%%%%%%%%%I%1%k%%k%%%%%%%%%k%%%Ik%1I1kkk%% 

%%%%%%%%1%1%%%"%%%PART I - SHORT-TERN CAPITAL GAINS AND LOSSES%%%%%%%%1%%%%%%%%%%%%%%% 

(A) (B) (C) (D) (E) (F) (G) 
KIND OF DATE DATE GROSS COST OR LOSS: (E) GAIN: (D) 
PROPERTY ACQ. SOLD SALE PRICE BASIS LESS (D) LESS (E) 

2A FORM 1099-B TRANSACTIONS 
2B TOTAL (COL. (D)) 
2C OTHER TRANSACTIONS 
(1ST) M/D/I N/D/I 0 

& 
000 & 000 ~ 0 & 000 & 000 ~ 0 & 000 & 000 

(2ND) 
(3RD) OR SEE STATEMENT XX 

0& 000& 000~ 

SCHEDULE D CONTINUED ON PAGE 2 

FOR PAPERWORK REDUCTION ACT NOTICE, SEE SEPARATE INSTRUCTIONS 

3 GAIN FROM SALE/EXC RES. (FM 2119) 3. XXXXXXXXXXXXXXXXX 0, 000, 000. 
4 SHORT-TERM CAP GAIN (FROM FM 6252) 4. XXXXXXXXXXXXXXXXX 

5 NET S-TERM GAIN PARTN/SCORP/FIDUC. . . . . . . . . . . . 5. 0, 000, 000. 0, 000, 000. 
6 SHORT TERN LOSS CARRYOVER (AFTER 1969). . . . . . . 6. XXXXXXXXXXXXX 

7 ADD LINES 2A, 2C, Ec 3 THRU 6 COL (F)h(G). . 7 
8 NET ST GAIN OR LOSS ADD COL. (F) + (G) LN 7 ~ . 8. 0, 000, 000 

%%%%1%%11%%1%%%%% PART II - LONG-TERM CAPITAL GAINS AND LOSSES%%1%%%%%%%%%%%%%%%%%%%%% 

9A. FORM 1099-B TRANSACTIONS 
(1st) N/D/Y M/D/Y 0&000&000 ' 0&000&000 ' 0&000&000 0&000&000 ' 
(2nd) 
(3rd) 

9A FORM 1099-B TRANSACTIONS 
9B TOTAL (COL. (D)) 
9C OTHER TRANSACTIONS 

OR SEE STATEMENT XX 

10 GAIN FROM SALE/EXC RES. (FM 2119 10. XXXXXXXXXXXXXXXXXXXX 
11 LONG-TERM GAIN - INSTALL. SALES (F6252) 11. XXXXXXXXXXXXXXXXXXXX 
12 NET L-TERM GAIN/LOSS PARTN/SCORP/FIDUC 12. 0, 000, 000 0, 000, 000. 
13. CAPITAL GAIN DISTRIBUTIONS . 13. XXXXXXXXXXXXXXXXXXXX 
14. GAIN FROM FORM 4797. . . . . . . . . . . . . . . . . . . . . . . . . 14. XXXXXXXXXXXXXXXXXXXX 
'l5. L-TERM CAPITAL LOSS CARRYOVER AFTER 1969. . . . 15. 0 & 000 & 000 XXXXXXXXXXXXX 
16. TOTAL LINES 9A, 9C, + 10 THRU 15 IN COL. (F)+(G). . . . . . 16. 
1 7 NET L TERN GAIN OR (LOSS) & 

ADD COL ~ (F)+(G) LN 1 6 ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ 1 7 ~ 0& 000& 000 
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EXHIBIT CG - D (SCHEDULE D — PAGE 2) 

CHECK IF ELECTED 
ENTER FACE AMOUNT OF NOTE 

ENTER THE PERCENTAGE OF VALUATION OF NOTE . 
%%%%%%%%%1%%1%11k11%111%%%1%%%%%%1%%%1%%%1k%%%1% 

PART VI RECONCILIATION OF FORMS 1099-B 

. 0, 000, 000. 
~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ XX'ge 
%1%%k%%%%1%%%%%%%%%%%%%%1%%1%%%%%%%%1%kk 

SCHEDULE D (CON'T) PG 2 1986 I 12 
(FORM 1040) 
JOHN Q. & MARY J. TAXPAYER SSN 000-00-0000 

PART III SUMMARY OF PARTS I & II %1%1 1%1%11%1111%%%1%% 

18 ADD LINES 8 & 17. . 18. 
19 IF LINE 18 IS GAIN ENTER SMALLER OF LINE 17 OR 18. . 19. 
20 ENTER 60$ of LINE 19. . 20. 
21 SUBTRACT LINE 20 FROM LINE 18. 21. 
22 IF LN 18 LOSS, ENTER ONE OF THE FOLLOWING AMOUNTS: ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ 22 ~ 

(A) IF LINE 8 IS ZERO OR A NET GAIN, ENTER 50$ OF LINE 18, 
(B) IF LINE 17 IS ZERO OR A NET GAIN, ENTER LINE 18; OR 

(C) IF LN 8 & 17 ARE LOSS, ENTER LN 8 AMT + 50'5 LN 17 
23 ENTER SMALLEST OF LINE 22, $3, 000 OR ADJ TAXABLE INCOME 23. 
%%%%1%%%1%%111%%%%%%%1%%%%%%11%%%%1%%1%%%%%%%1%%%1%%%%%%%%%%%1%%%%1%%%%%%%%1%%%%1%1%%k1% 

PART IV COMPUTATION OF POST-1969 CAPITAL LOSS CARRYOVERS (86 to 87) 
24 ENTER LOSS SHOWN ON LINE By IF NONEi ENTER ZERO ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ 24 ' 
25 ENTER GAIN SHOWN ON LINE 17. 25. 
26 SUBTRACT LINE 25 FROM LINE 24. ~ . . . . . . . . . . . . . . . . . . 26 
27 ENTER SMALLER OF LINE 23 OR LINE 26 27. 
28 SUBTRACT LINE 27 FROM LINE 26. ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ 28 
29 SUBTRACT LINE 27 FROM LINE 23. ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ 29 
30 ENTER LOSS FROM LINE 17. . 30. 
31 ENTER GAIN SHOWN ON LINE 8. . . . . . 31. 
32 SUBTRACT LINE 31 FROM LINE 30. ~ ~ . 32 
33 MULTIPLY AMOUNT ON LINE 29 BY 2 ~ 33. 
34 SUBTRACT LINE 33 FROM LINE 32 . 34. 
1%%%%%%%%%%% 1%%%%%%%%% 1%%%%%%%%%% 1%1%%%1%%% 1%%%%%%1%% 1%%%1%% %%%% 1% 1k%%%%%%% I% 1%%%%%1% 1%% 

PART V COMPLETE IF YOU ELECT OUT OF THE INSTALLMENT METHOD AND ARE REPORTING A NOTE, 
ETC. , AT LESS THAN FACE VALUE 

35 FORM 1040, LINE 22. . . 
36 SCHEDULE C. . . . . . . . . . . . . . . . . 
37 SCHEDULE D. 
38 SCHEDULE E 
39 SCHEDULE F 
40 OTHER (LIST). . . . . 
41 TOTAL OF LINES 35 THRU 40. 

. 35. 
~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ 36 ~ 

~ 37 ' . 38. 
~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ 39 . 40. 

~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ 41 ~ 
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EXHIBIT CG — E (SCHEDULE E — PAGE I) 

SCHEDULE E SUPPLEMENTAL INCOME SCHEDULE 1986 '" 13 
(FORM 1040) OMB NO. 1545 — 0074 
JOHN Q. AND MARY J. TAXPkYER SSN 000-00-0000 

PART I - RENT & ROYALTY INCOME/LOSS 1%$1%%11" 11%""1" 1$" 1111%% 
1. KIND & LOCATION OF EACH RENTAL PROPERTY 
2. WAS PROPERTY USED BY YOU OR FAMILY MORE THAN 14 DAYS OR 10$ OF DAYS RENTED? 

PROPERTY A (AiVS) 
PROPERTY B (ANS) 
PROPERTY C (ANS) 

%%$$$%$%%%%%%%$%%%%$%$%1lA%A$$%%$%$lf$%%$%$$$%%$%$4%$$%%$$%If%1$%$$$$$$%$%$%%$$$%$$$$ 

RENTAL AND ROYALTY INCOME PROPERTIES TOTALS 
A B C 

3. A RENTS RECEIVED 
B ROYALTIES RECEIVED 

1%1%%%%%$%$$%1$111%111%%1%1%$% 

RENTAL AND ROYALTY EXPEN. 
4. ADVERTISING 
5. AUTO AND TRAVEL 
6. CLEANING AND MAINTENANCE 

7. COMMISSIONS 
8 ~ INSURANCE 

9. LEGAL PROF FEES 
10 MORTkGAGE INTEREST PAID 
11 OTHER INTEREST PkID 
12 REPAIRS 
13 SUPPLIES 
14 TAXES NOT WINDFALL 

75 UTILITIES 
16 WAGES AND SALARIES 
17. OTHER (LIST) 

(1ST) 
(2ND) 
(3RD) 
(4TH) OR SEE STATEMENT 
%% 1 1% 1%% 1 1 1% 1 %% 1%%% 1 $1 1%%% 

18. TOTAL EXPENSES 
19 DEPRECIATION EXPENSE 
20 TOTAL (kDD LINES 18 & 19) 
21. INCOME OR (LOSS) 
22. ADD PROFIT PROPERTIES 
23. ADD LOSS PROPERITES 
24. COMBINE LNS 22/23 
25. NET FARM PROFIT/LOSS 
26. TOTAL RENT/ROYALTY INC. 

00, 000. :3. 00, 000, 000. :00, 000. :00, 000. 

%1%$111%1111%11%%1111%111% %1%1%$1%11%11% $1%1111%$1%%% 

: XXXXXXXXXXXXXXXXXX 

: XXXXXXXXXXXXXXXXXX 

: XXXXXXXXXXXXXXXXXX : XXXXXXXXXXXXXXXXXX 

: XXXXXXXXXXXXXXXXXX : XXXXXXXXXXXXXXXXXX : XXXXXXXXXXX XXXXXXX 

: 10. : XXXXXXXXXXXXXXXXXX 

: XXXXXXXXXXXXXXXXXX 
'. XXXXXXXXXXXXXXXXXX 
:XXXXXXXXXXXXXXXXXX 
:XXXXXXXXXXXXXXXXXX 
:XXXXXXXXXXXXXXXXXX 
:XXXXXXXXXXXXXXXXXX 
:XXXXXXXXXXXXXXXXXX 
:XXXXXXXXXXXXXXXXXX 
:XXXXXXXXXXXXXXXXXX 
:XXXXXXXXXXXXXXXXXX 
1% $1 1%% 1% 1% 1% 111% 

4 
5 ' : 
6. : 
7 ~ 

8. : 
9. : 

10. : 
11. : 
12. : 
13 
14. : 
15. : 
16. : 
1 7 l 

0 

%1111%%%%%%1%111%11%1%111 

18. 
19. 
20. 
21. 

1 $% 1 1 1 1% 1%1%% 1 1 

18. 
19. 
20. 
21. 
22. 
23 ' 
24. 
25. 
26. 

XXXXXXXXXXXXXXXXXX 
XXXXXXXXXXXXXXXXXX 

SCHEDULE E CONTINUED ON PAGE 2 

FOR PAPERWORK REDUCTION ACT NOTICE, SEE SEPARATE INSTRUCTIONS 
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EXHIBIT CG - E (SCHEDULE E - PAGE 2) 

SCHEDULE E (CONT'D) PAGE 2 
(FORM 1040) 
JOHN Q. & MARY J. TAXPAYER 

1986%13 
SSN 000-00-0000 

%%k%%%%%%%kkkkkkkkkkkkkkkkk%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%% 

PART II INCOME OR LOSS FROM PARTNERSHIPS, S. CORP. , ESTATES, OR TRUSTS 

(A) NAME (B) CODE (C)FOREIGN (D)EIN (E) NET LOSS (F) NET INCOME 

(x) 00, 000, 000. 00, 000, 000. 
(INSERT INFO HERE & BETWEEN LINES 30 & 31, AS NEEDED OR SEE STATEMENT X) 

27 ADD AMOUNTS IN COLUMNS (E) AND (F) 27. 
28 COMBINE AMOUNTS IN (E) AND (F) ENTER NET INCOME 28. 
29 SEC. 179 DEDUCTION 29. 
30 TOTAL PARTNERSHIP & S CORP. INCOME LINES 28 and 29 30. 
31 ADD AMOUNTS IN COLUMNS (E) AND (F) 31. 
32 TOTAL ESTATE AND TRUST INCOME 32. 

PART III WINDFALL PROFIT TAX SUMMARY 

33 WINDFALL PROFIT TAX CREDIT OR REFUND IN 1986 33. 
34 WINDFALL PROFIT TAX WITHELD IN 1986 34. 
35 COMBINE AMOUNTS ON LINES 33 AND 34 35. 
%%%%%%%%%%%%%%%%%%%%%%%%%%%%%% PART 11t SUMMARY %%%%%%%%%%%%%%%%%%%%%%%%%%%%%kkk 

36 TOTAL INCOME OR (LOSS) 
37 FARMING AND FISHING INCOME 

36. 
37. 

PART V — OPTIONAL DEPRECIATION WORKSHEET%%%%%%%%%%%% 

(B) DATE (C) COST/ (D) PRIOR (E) DEPR (F) (G) CURR YR 
ACQUIRED BASIS YR DEPR METHOD L/R DEPR 

L 0, 000, 000. 

OR SEE STATEMENT XX 

%%%%%%%%%%%%%%% 

(A) PROP 
DESCRIPTION 

PROPERTY A. . . . . . . . ~ 

1ST 2/80 OI000~000 ~ Os000i000 ~ SL 
(ADD LINES AS NEEDED) 
TOTAL PROP A OR SEE STATEMENT XX 
%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%k%%%%%%%%%%%k%%%%k%%%%%% 

PROPERTY B 
1ST 
(ADD LINES AS NEEDED) OR SEE STATEMENT XX 
TOTAL PROP B 
%%%%%%%%%%%%kk%%%%%%kk%%%%%%%%%%%%%%%%%%%%%%%%%kk%%%%%%%%%%%%%%%%%%%%%kk%%%%%%%%%%%% 

(C PROPERTY-ADD AS NEEDED) 
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EXHIBIT CG - F (SCHEDULE F - PAGE I) 

SCHEDULE F FARM INCOME AND EXPENSES 1986 t 14 
(FORM 1040) OMB NO. 1545 0074 
JOHN Q. & MARY J. TAXPAYER SSN 000-00-0000 
A. PRINCIPAL PRODUCT: B AGRICULTURAL ACTIVITY CODE: 

C ACCOUNTING METHOD: CASH ( ) ACCRUAL (X) EIN 00-0000000 
D IF PRIOR YR COMMODITY CR LOAN INCOME ELECTION (X) 
ttttttttttPART I - FARM INCOME - CASH METHODt+ttttttttttttt+ttttttttttt"tttt+tttt 

1 SALES OF LIVESTOCK AND ITEMS FOR RESALE 1 0~000i000 ~ 

2 COST OR BASIS OF LIVESTOCK FOR RESALE 2 ~ 

3 SUBTRACT LN 2 FM LN 1 3. 
4 SALES OF LIVESTOCK & PRODUCTS RAISED 4. 
5A TOTAL DISTRIBUTIONS FM COOPERATIVES (FM 1099-PATR) 5A. 
5B LESS: NONINCOME ITEMS 5B. 
6 NET DISTRIBUTIONS (LN 5A MINUS LN 5B) 6. 
7A AGRICULTURAL PROG PAYMENTS — CASH 7A. 
7B AGRICULTURAL PROG PAYMENTS — MATERIAL & SVCS 7B. 
8 COMMODITY CREDIT LOANS 8. 
9 CROP INSURANCE PROCEEDS INC. ELECTION? ( ) 9. 
10 MACHINE WORK 10. 
11 OTHER INCOME 11. 
12 GROSS INCOME (LN 3, 4, 6, & 7A thru 11, OR PART III, LN 53) 12. 0, 000, 000 $ttttt 

PART II — FARM DEDUCTIONS - CASH & ACCRUAL METHODtttttttttttt$tttt+++$tttt+t 
13 BREEDING FEES 0, 000, 000. 26 MACHINE HIRE 0, 000, 000. 
14 CHEMICALS 27 PENSION/PROFIT SHARING 

15 CONSERVATION EXPENSES 28 RENT OF FARM, PASTURE 
16 DEPRECIATION & SEC 179 29 REPAIRS, MAINTENANCE 

EXPENSE DEDUCTION 30 SEEDS, PLANTS PURCHASED 

17 EMPLOYEE BENEFIT FROG 31 STORGAE, WAREHOUSING 

OTHER THAN LINE 27 32 SUPPLIES PURCHASED 

18 FEED PURCHASED 33 TAXES 

19 FERTILIZERS AND LIME 34 UTILITIES 
20 FREIGHT, TRUCKING 35 VET FEES, MEDICINE 
2 1 GASOLINE i FUEL f OIL 36 OTHER EXPENSES (SPECIFY) 
22 INSURANCE A 

23 INTEREST: B 
a MORTGAGE INT PAID C 

b OTHER INTEREST D 

24A LABOR HIRED E 
B JOBS CREDIT F 

25 NET LABOR G 

(LN 24A MINUS LN 24B) 0, 000, 000. 
0, 000, 000. 

$t$$t$$t t$$$t$$$$$$$$t$$$$$$$$$t$$$$$$$$tt$t$$$tt$tt 
37 TOTAL DEDUCTIONS FM PT II (ADD LN 13 THRU 36H) 37 ' 
38 NET FARM PROFIT/LOSS (LN 12 LESS LN 37) 38. 
39 IF LOSS, DO YOU HAVE AMTS FOR FARM THAT ARE NOT "AT RISK?" (ANS) 

SCHEDULE F CONTINUED ON PAGE 2 

FOR PAPERWORK REDUCITON ACT NOTICE, SEE SEPARATE INSTRUCTIONS 
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EXHIBIT CG F (SCHEDULE F — PAGE 2) 

SCHEDULE F (CON'T) PAGE 2 1986 «14 
JOHN Q. & MARY J. TAXPAYER SSN 000-00-0000 
%%%%%%%«%%%%%%%%%%%%%% PART ZZI FARM INCOME — ACCURAL METHOD 

40 SALES OF LIVESTOCK & PRODUCTS DURING YEAR 40. 0, 000, 000. 
41A TOTAL COOPERATIVE DISTRIBUTIONS 41A. 
41B LESS NONINCOME ITEM 413. 
42 NET DISTRIBUTIONS (LN 41A MINUS 41B) 42. 
43A AGRICULTUAL PROG PAYMENTS - CASH 43A. 
438 AGRICULTUAL PROG PAYMENTS — MATERIAL & SVCS 43B. 
44 COMMODITY CREDIT LOANS 44. 
45 MACHINE WORK 45. 
46 OTHER INCOME 46. 
47 TOTAL (ADD ' 

N 40 and 42 THRU 46) 47 

48 INVENTORY OF LIVESTOCK & PROD BEGIN OF YEAR 48. 
49 COST OF LIVESTOCK & PROD PURCHASE DURING YEAR 49. 
50 ADD LN 48 & 49 50 
51 INVENTORY OF LIVESTOCK & PROD END OF YEAR 51. 
52 COST OF LIVESTOCK & PROD SOLD (LN 50 MINUS LN 51) 52. 
53 GROSS INCOME (LN 47 MINUS LN 52) 53. 

ENTER ALSO ON PART I, LN 12 
%%%%%%%%%%%%%%%%%%%%%%%%%%%%«%%%%«%%%%%%%%%%%%%%%%%%%«%%%%%%%%%%%%%%%%%%%%««%%«%% 
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EXHIBIT CG — G (SCHEDULE G) 

15 
16 

18 

~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ 21 

. 27 

SCHEDULE G INCOME AVERAGING 1986 k 16 
(FORM 1040) OMB NO. 1545-0074 
JOHN Q AND MARY J TAXPAYER SSN 000-00-0000 
%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%k%%%%%%%%%k%%%%%%%%%%%%%%% 

STEP 1 ADD YOUR INCOME FROM 1983-1985 
1983 1 AMOUNT FROM 1983 FORM 1040, LINE 37. 
1984 2 AMOUNT FROM 1984 FORM 1040, LINE 37. 2. 
1985 3 AMOUNT FROM 1985 FORM 1040& LINE 37. . . . . . . . . . . . . . . . . . 3. 

TOTAL 4 ALL INCOME EARNED FROM OUTSIDE THE U. S. OR WITHIN 
U. S. POSSESIONS, EXCLUDED FOR 1983 THRU 1985. . , 4. 

5 ADD LINES 1 THRU 4. 5 ~ 

%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%k%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%% 

STEP 2 FIGURE YOUR AVERAGEABLE INCOME 

6 DIVIDE LINE 5 BY THREE (3) . . . . . . . . . . . . . . . . . . . . . . . . . . 6. 
7 LINE 6 TIMES 140'4 ( 1. 4). . . . . . . . . . . 7, 
8 TAXABLE INCOME FOR 1986 FROM FORM 1040, LN. 37. . . . . . . . . . . . . . . ~ . . 8. 
9 PREMATURE EXCESS DISTRIBUTION. ~ ~ ~ ~ 9. 

10 SUBTRACT LINE 9 FROM LINE 8. 10. 
11 EXCESS COMMUNITY PROP INCOME. 11. 
12 SUBTRACT LINE 11 FROM LINE 10. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12. 
13 AMOUNT FROM LINE 7 ABOVE. 13. 
14 SUBTRACT LINE 13 FROM 12-AVERAGEABLE INCOME . . . . . . . . 14. 

%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%k%%%%%%%%%%%%%%%%%%%k%%%%%%%%%%%%%%%%%%%%%% 

STEP 3 FIGURE YOUR TAX 

15 LINE 14 TIMES 255 (. 25). 
16 AMOUNT FROM LINE 7 ABOVE. 
17 ADD LINES 15 AND 16. 17. 
18 AMOUNT FROM LINE 11 ABOVE. . . . . . . . . . . . . 
19 ADD LINES 17 AND 18. 19. 
20 TAX ON AMOUNT ON LINE 19. . . . . . . . . . . . . . . . . . . . . . 20. 
21 TAX ON AMOUNT ON LINE 17. 
22 TAX ON AMOUNT ON LINE 16. . . . . . . . . . . . . . . . 22. 
23 SUBTRACT LINE 22 FROM LINE 21 
24 LINE 23 TIMES 3. . . . . . . . . . 24. 
25 TAX ON AMOUNT ON LINE 8. 
26 TAX ON AMOUNT ON LINE 10. , , . . . , . . . . . . . . . . 26. 
27 SUBTRACT LINE 26 FROM LINE 25. 
28 ADD LINES 20, 24, & 27 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28. 

FOR PAPERWORK REDUCTION ACT NOTICE, SEE SEPARATE INSTRUCTIONS 
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EXHIBIT CG-R (SCHEDULE R-PAGE 1) 

SCHEDULE R CREDIT FOR THE ELDER' Y AND DISABLED 1986%17 
(FORM 1040) OMB NO. 1545-0074 
JOHN Q. AND MARY J. TAXPAYER SSN 000-00-0000 
~ %%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%ask%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%% ~ %%%%%%%%%%%%%ask 

PART I - FILING STATUS AND AGE 

STATUS (END OF 1986) CHECK ONLY ONE ANSWER: 
SINGLE 65 OR OVER 1. (X) 

UNDER 65, RETIRED ON DISABILITY 2 ( ) 
MARRIED BOTH 65 OR OVER 3. () 
FILING BOTH UNDER 65, ONE DISABILITY RET 4. () 
JOINTLY BOTH UNDER 65 BOTH DISABILITY RET 5. () 

ONE 65, ONE UNDER 65 ON DIS RET 6. () 
ONE 65, ONE UNDER 65 NOT DIS RET 7. () 

MARRIED 65 AND DID NOT LIVE W/SPOUSE IN 1986 8. ( ) 
FIL ING SEP UNDER 65, DIS RET A NOT LIVE W/SPOUSE 9. ( ) 
askaaaakakakasaakaaaakaaapART ZZ STATEMENT OF PERMANENT AND TOTAL DISABILITY%%%%%%%" 

CHECK IF STATEMENT FILED IN 1983 OR EARLIER, OR AFTER 1983 WITH BOX B CHECKED BY 

PHYSICIAN, AND YOU WERE UNABLE TO WORK IN 1986. ( ) 
PHYSICIAN'S STATFMENT 

I CERTIFY THAT 
N'NK ~ DTSABL~ &. RSON 

WAS PERMANENTLY AND TOTALLY DISABLED ON JANUARY 1, 1976, OR JANUARY 1, 1977, OR WAS 

PERMANENTLY AND TOTALLY DISABLED ON THE DATE HE OR SHE RETIRED. DATE RETIRED IF RETIRED 
AFTER DECEMBER 31, 1976: 

PHYSICIAN: SIGN YOUR NAME ON EITHER LINE A OR B BELOW & CHECK THE BOX. 

A. DISABILITY HAS LASTFD, OR CAN BE EXPECTED TO LAST CONTINUOUSLY FOR AT t EAST 
A YEAR. 

PHYSICIANS SIGNATURE DATE A. ( ) 

B. THERE IS NO REASONABLE PROBABILITY THAT THE DISABLED CONDITION WILL EVER 
IMPROVE. 

PHYSICIANS SIGNATURE DATE B. ( ) 

PHYSICIAN'S NAME: PHYSICIAN'S ADDRESS: 

%ask%%%%%%%a%%%%%a%%%a%%%a%a%%%%%a%%%%%a%%%%%a%k%%%%%%%%%%a%a%a%a%a%%%%%a%%%%%%%%%%%%%%% 

FOR PAPERWORK REDUCTION A T NOTICE, SEE SEPARATE INSTRUCTIONS 
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EXHIBIT CG-R (SCHEDULE R - PAGE 2) 

SCHEDULE R (CON&T) PAGE 2 1986 
(FORM 1040) 
JOHN Q. & MARY J. TAXPAYER SSN 000-00-0000 
k%k%%%%%%%%%%%%k%%%kkkkk%%k%%%%%k%%%%kkk%%%%kk%kk%%%%%%%%%%%%%k%%%%%%%%%%%%%%%%%%%%%%%% 

PART III - FIGURE CREDIT 
10. ENTER $5, 000, 47, 500 OR 43, 750 10. 00, 000. 00 
11 ' TAXABLE DISABILITY INCOME 11 ~ 

12. ENTER SMALLER AMOUNT FROM LINE 10 OR LINE 11 12. 
13. NON-TAXABLE PENSION, ANNUITY & DISABILITY AMOUNTS 13. 
13A. NON-TAXABLE SOCIAL SECURITY BENEFIT 13A. 
13B. NON-TAXABLE RAILROAD RETIREMENT BENEFIT 13B. 
13C. ADD LINES 13A AND 13B, OR ZERO 13C. 
14. ENTER AMOUNT FROM FORM 1040, LN 33 14. 
15. ENTER $7, 500, $10, 000 OR 45~000 15. 
16. SUBTRACT LINE 15 FROM LINE 14, OR ZERO 16. 
17. DIVIDE LINE 16 BY 2 17 ~ 

18. ENTER TOTAL OF LINE 13 AND LINE 17 18. 
19. SUBTRACT LINE 18 FROM LINE 12 19. 
20. PERCENTAGE USED TO FIGURE CREDIT 20. X. 15 
21. MULTIPLY LINE 19 BY 15'5 ( ~ 15) 21. 
(ENTER THIS AMOUNT ON FORM 1040, LINE 42) 
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EXHIBIT CG - SE (SCHEDULE SE) 

SCHEDULE SE 1986% 18 
COMPUTATION OF SOCIAL SECURITY SELF-EMPLOYMENT TAX 

(FORM '1040) OMB NO. 1545-0074 
JOHN Q AND MARY J. TAXPAYER SSN 000-00-0000 
%%%%%k%1%%%%%%%%%%%%%11%1%1%%%1%%1%%%%%%%%%1%%1%%%1%1%%%1%1%k%%%%%%%%1%%1%%%%%%%1 

PART I — REGULAR COMPUTATION OF NET EARNINGS FROM SELF-EMPLOYMENT 

1 NET PROFIT OR (LOSS) FROM SCHEDULE F, LN. 38, 
AND FARM PARTNERSHIPS, SCHEDULE K-1 ( 1065), LN. 13A . . . . ~ . ~ . 1. 

2 NET PROFIT OR (LOSS) FROM SCHEDULE C, LN ~ 32, AND 

SCHEDULE K-1(FORM 1065), LN. 13A . . . ~ ~ ~ ~ . 2. 
FORM 4361 FILED (ANS) 

%k%%%%%%%1%%%%%%%%%%%%k%%k%%%%k%1%k%%k%%%%%%k%%%%%%%%%%%%%k%%1k%%%%1%%1%k%%%%1k%% 

PART II - OPTIONAL COMPUTATION OF NET EARNINGS FROM SELF"EMPLOYMENT 

3. 1, 600. 00 3 MAXIMUM INCOME FOR OPTIONAL METHOD 

4 FARM OPTIONAL METHOD -2/3 RDS OF GROSS INCOME 
FROM SCH, F, LN. 12 AND FARM PARTNERSHIPS, 
SCH. K-1 (1065), LN. 13B, OR $1, 600, WHICHEVER 
IS SMALLER. . ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ e ~ ~ ~ ~ ~ ~ ~ 4 ~ 

5 SUBTRACT LINE 4 FROM LINE 3. . . . . . . . . . ~ . ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ 5. 
6 NONFARM OPTIONAL METHOD - SMALLER, 2/3 RDS GROSS 

INCOME FROM SCH, C, LN. 5, AND SCH. K-1 (1065)i 
LINE 13C (OTHER THAN FARMING), $1, 600, OR, IF 
YOU ELECTED FARM OPTIONAL METHOD, AMOUNT ON 

LINE 5. ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ i ~ ~ ~ ~ ~ I ~ ~ 6. 
%1%%%%%%k%%%%%%1k%%%%%%%%%%1%1%1%%%%%%%%%%%%%%%%%%%%%%1%%%%1%%%k%%%%%%1%%%%%1%%1%%%% 

PART III — COMPUTATION OF SOCIAL SECURITY SELF-EMPLOYMENT TAX 

7 AMOUNT FROM PART I, LINE 1, OH, PART II, LINE 4. . . . . . . . ~ 

8 AMOUNT FROM PART I, LINE 2, OR, PART II, LINE 6. . . . . . . . . 
9 ADD LINES 7 AND 8. 
10 LARGEST AMOUNT SUBJECT TO SOCIAL SECURITY OR RRTA TAX. ~ . 
11A TOTAL SOC. SEC. WAGES FROM W-2 AND RRTA COMPENSATION. . . . 
11B UNREPORTED TIPS SUBJECT TO SS (FORM 4137) OR RRTA. . . ~ . . . 
11C ADD LINES 11A AND 11B. 
12A SUBTRACT LINE 11C FROM LINE 10. 
12B QUALIFIED U. S. GOVT WAGES. 
12C FORM W-2 ELECTING CHURCH & ORG WAGES. 
13 SMALLER OF LINE 9 OR 12A 
14 SELF-EMPLOYMENT TAX - ENTER ON FORM 1040, LINE 50. . . . . 

~ 7 . . . . 8. . 9. 
. . . 10. 
. . . 11A. . . . 11B. 

11C. 
12A 
12B. 
12C. 
13 ' 

. . . 14. 

42, 000. 00 

FOR PAPERWORK REDUCTION ACT NOTICE, SEE SEPARATE INSTRUCTIONS 
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EXHIBIT CG-W (SCHEDULE W) 

SCHEDULE W DEDUCTION FOR MARRIED WORKING COUPLE 1986120 
(FORM 1040) OMB No. 1545-0074 
JOHN Q AND MARY J TAXPAYER SSN 000-00-0000 
I1%%11INII%%%II1%I%1kk%1%%IN%%k%%%%k%1k%%II%%%%%I%1%k%Ilk%%I1%%k%11%k%k%%k%%%%%I%11 

STEP 1 FIGURE YOUR EARNED INCOME (A) SELF (B) SPOUSE 
1 WAGES~ SALARIES~ TIPS~ ETC' FM 1040 (LN 7) 1 ~ 000 F 000 1 ~ 000~00' 
2 NET PROFIT/LOSS FM SELF-EMP. 2. 2. 
. 3 TOTAL EARNED INCOME (LN 1 PLUS LN 2) 3 ~ 3 ~ 

II%I%I%11%%%%II%%k%k%I%I%%%k%%%I%IN%k%II%k%II%%%Ik1%%%k%%%Ik%kI%%%%%%%%k1k%1%1%1%%% 

STEP 2 FIGURE YOUR QUALIFIED EARNED INCOME 
4 ADJUSTMENTS FM 1040 (LN 25, 26, 27 A 31) 4. 4. 
5 QUAL. EARNED INCOME (LN 3 MINUS LN 4) 5. 000, 000 5. 000, 000. 
%k%%III%%1111k%k%%II%%11k%%%%%k%IIIII%11%%II%%IkN1%%%I%kI%i%%I%%N%I1%%%%kk%1kN1k1%1 

STEP 3 FIGURE YOUR DEDUCTION 
6 ENTER SMALLER OF LN 5A OR 5B XXXXXX 6. 00 ) 000. 
7 PERCENT USED XXXXXX 7. X. 10 
8 MULTIPLY LN 6 BY 10$— XXXXXX 8. 000, 000. 

DEDUCTION (ENTER ON FORM 1040 LN 30) 
%%II%1k%1k%k%I%II%%%k%k%1k%%I%1I%%%%IkI1k11II%%N%k%INN%%k%1k%II%II%III%k%Nkk%%N%%%% 

FOR PAPERWORK REDUCTION ACT NOTICE, SEE SEPARATE INSTRUCTIONS 
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EXHIBIT CG 3903 

FORM 3903 

(FORM 3903) 

MOVING EXPENSE ADJUSTMENT 1986 %62 

OHB NO. 1545-0062 

JOHN Q. A HARY J. TAXPAYER SSN 000-00-0000 
%% ~ %%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%% 

A. MILES FM OLD RESIDENCE TO NEW WORK PLACE A. 0, 000 
B. MILES FM OLD RESIDENCE TO OLD WORK PLACE B. 
C. LINE A MINUS LINE B C. 
%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%% 

1. 00)000. 00 
2. 
3. 

5. 
6. 

8. 
9. 
10. 

1. TRANSPORTATION EXPENSE 
2. TRAVEL EXPENSES MOVING FM OLD TO NEW RESIDENCE 
3. PRE-HOVE TRAVEL EXPENSES FOR NEW RESIDENCE 
4. TEMPORARY LIVING EXPENSES 
5. ADD LINES 3 AND 4 
6. ENTER SMALLER OF LN 5 OR $1500 
7. EXPENSES OF: 

(X) SELl. ING OR EXCHANGING OLD RESIDENCE 
B. ( ) LEASE ON OLD RENTAL RSIDENCE 7. 

8. EXPENSES OF: 
A. (X) BUYING A NEW RESIDENCE 
B. ( ) LEASE ON NEW RENTAL RESIDENCE 

9. ADD LINES 6, 7, Ec 8 
10. ENTER SMALLER OF LN 9 OR 43000 
11. ADD LINES 1, 2, A 10. 

MOVING EXPENSE DEDUCTION (ENTER ON FM 1040, LN 24) 11. 00, 000. 00 
%%% ~ %%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%% 

FOR PAPERWORK REDUCTION ACT NOTICE, SEE SEPARATE INSTRUCTIONS 
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26 CFR 601. 602s Tax forms ond inssrucrions. 

Roti. Proc. 87-12 

PART A-GENERAL 

SECTION 1. PURPOSE AND NATURE OF 

CHANGES 

The purpose of this revenue procedure 
is to update Rev. Proc. 86-7, 1986-1 C. B. 
512, concerning the requirements and 
conditions for filing annual information 
returns for windfall profit tax on magnetic 
tape instead of on paper returns. Speci- 
fications for filing Form 6248, Annual In- 
formation Return of Windfall Profit Tax, 
are contained in this procedure. For tax 
year 1986 there are no changes to the rec- 
ord layouts; however, there are several 
changes as follows which may affect the 
filing of Forms 6248: 

. 01 Part A, Sec. 2 now outlines the 
mandatory magnetic media filing require- 
ments for Forms 6248, and provides in- 

formation about securing waivers under 
certain conditions. 

. 02 Part A, Sec. 4. 01 has been revised 
to indicate that the magnetic tape re- 

porting package will be mailed at least 60 
days prior to the due date of the return. 

. 03 Part A, Sec. 4. 03 has been ex- 
panded to clarify the conditions that must 
be met in order for a transmitter, service 
bureau or disbursing agent to sign the af- 
fidavit appearing on Forms 4804 and 6248- 
T. 

. 04 Part A, Sec. 4. 07 has been added 
to provide retention requirements for in- 

formation returns filed with Internal Rev- 
enue Service (IRS). 

. 05 Part A, Sec. 6. 01 now contains new 

information required in a request for an 

extension of time to file. 
. 06 Part A, Sec. 7. 02 now specifies that 

if a filer's tape is unprocessable, the filer 

will have 30 days to correct the problem 
and return a replacement tape to IRS. 

. 07 Part A, Sec. 11 now gives a land 
carrier address in addition to the Postal 
Service address and also provides an IRS 
National Computer Center telephone 
number for questions related to magnetic 
media processing. 

. 08 In Part B, Sec. 4, the ZIP Code 
ranges have been deleted from the table 
of valid state abbreviations. However, it 
remains the filer's responsibility to ensure 
that correct ZIP Codes are used. 

SEC. 2. MANDATORY MAGNE11C MEDIA 

FIUNG REQUIREMENTS AND RE(UESTS FOR 

WAIVERS 

. 01 Section 6011(e) of the Internal Rev- 

582 1987 — 1 C. B. 

to file within 30 days of receipt of the 
application. No magnetic tape returns may 
be filed with IRS until authorization to 
file is received. 

enue Code, as amended by the Interest 

and Dividend Tax Compliance Act of 1983, 
1983 — 2 C, B. 352, 359, requires that any 

person, including corporations, partner- 

ships, individuals, estates and trusts, re- 

quired to file 500 or more Forms 6248 in 

1987 (for tax year 1986) must file such 

returns on magnetic media. This require- 

ment applies separately to Forms 6248 re- 

porting original, corrected, suspense, or 
corrected suspense information. For Forms 

6248 filed in 1988 (for tax year 1987) and 

subsequent years, reporting on magnetic 

media is required if 250 or more Forms 
6248 are filed. There is a penalty of $50 

per document for each document not suo- 

mitted on magnetic media. The maximum 

penalty is $50, 000. 

. 02 The requirements shall not apply if 
it will cause undue hardship, Any person 
required to file returns on magnetic media 

may request a waiver from the filing re- 

quirements by submitting Form 8508, Re- 
quest for Waiver From Filing Information 
Returns on Magnetic Media, to the IRS 
National Computer Center, if filing on 
magnetic media would be an undue hard- 

ship. For Forms 6248, waiver requests must 
be filed at least 90 days prior to the due 
date of the return and can only be re- 
quested for one tax year at a time. Waiv- 
ers are granted on a case-by-case basis 
and may be approved at the discretion of 
the IRS National Computer Center. If the 
request is approved, do not send a copy 
of the approved waiver to the service cen- 
ter. Retain the approved waiver for a rec- 
ord. An approved waiver from filing 
information returns on magnetic media 
does not provide exemption from filing; 
acceptable paper Forms 6248 must still be 
filed. 

. 03 The IRS will assist new filers with 
their initial magnetic tape submission by 
reviewing test tapes in advance of the fil- 

ing season. Approved payers or trans- 
mitters who wish to submit test tapes should 
contact the Magnetic Media Specialist at 
the IRS National Computer Center. See 
Part A, Sec. 11 for the correct address. 

. 04 Once authorization to file on mag- 
netic tape has been granted to a payer or 
transmitter, it will remain in effect in suc- 
ceeding years, provided that all the re- 
quirements of this revenue procedure are 
met and there are no equipment changes 
by the filer. If a filer discontinues filing 
on magnetic tape, a Magnetic Media Spe- 
cialist at the IRS National Computer Cen- 
ter should be contacted before this method 
of filing may be resumed. 

. 05 Upon receiving approval to file on 
magnetic tape, each transmitter will be 
assigned a unique five-character Trans- 
mitter Control Code (TCC). This code 
should be included on any correspond- 
ence concerning magnetic media report- 
ing. 

SEC. 4. RUNG OF TAPE REPORT 

. 01 A magnenc tape reportmg package, 
which includes all the necessary trans- 
mittals, labels, and instructions, will be 
mailed to all approved filers at least 60 
days prior to the date the returns are due 
to IRS. 

SEC. 3. APPUCA110N FOR MAGNETIC 

MEDIA REPORTING 

. 01 For the purpose of this revenue pro- 
cedure only, the first purchasers, filers, 
and payers are equivalent to each other, 
and are considered to be the person mak- 
ing the payments. The producer, recipi- 
ent, or payee is the receiver of the pay- 
ments. The transmitter is the organization 
preparing the tape file. Payers or trans- 
mitters who decide to file information re- 
turns on magnetic tape must complete 
Form 4419, Application for Magnetic Me- 
dia Reporting of Information Returns. In- 
structions for completing the application 
appear on the reverse side of the form. 

. 02 The IRS will act on an application 
and notify the applicant of authorization 

. 02 Payers may submit a portion of their 
information returns on magnetic tape and 
the remainder on paper forms provided 

there is no duplicate filing. If the total 
number of returns filed exceeds the 
amounts shown in Sec. 2. 01 above, a waiver 
must be secured in order to file any re- 
turns on paper. A Form 6248 — T, Sum- 
mary and Transmittal of Windfall Profit 
Tax, must accompany paper submissions 
and a Form 4804, Transmittal of Infor- 
mation Returns Reported on Magnetic 
Media, must accompany magnetic tape 
submissions. See Part A, Sec. 11 for in- 

formation on where to file. 

. 03 The affidavit that appears on Form 
6248 — T and Form 4804 must be signed by 
the payer. However, the transmitter, ser- 

vice bureau, or the disbursing agent may 

sign the affidavit on behalf of the payer 

if three conditions are met. The condi- 

tions are that the agent must: 



(a) have the authority to sign the af- 
fidavit under an agency agreement (either 
oral, written, or implied) that is valid un- 

der state law; 

(b)(i) have the responsibility (either 
oral, written or implied) conferred on it 
by the payer to request the taxpayer iden- 
tification numbers of payees reported on 
magnetic tape or paper returns; OR 

(ii) if the return of more than one payer 
is included in a single tape submission, 
covered by a single Form 4804, each payer 
has attested by affidavit to the transmit- 
ter, service bureau, or disbursing agent 
that the payer has complied with the law 
in attempting to secure correct taxpayer 
identification numbers; and 

(c) sign the affidavit and add the cap- 
tion "For: (name of payer). " 

. 04 Although a duly authorized agent 
signs the affidavit, the payer is held re- 
sponsible for the accuracy of the Form 
4804 and will be liable for penalties for 
failure to comply with filing requirements. 

. 05 The preceding requirements also 

apply to paper filers submitting Form 6248— 
T. The failure of duly authorized agents 
of paper filers to comply with filing re- 
quirements for Form 6248 — T and attach- 
ments does not relieve the payers of any 
penalties that may arise as a result of such 
failure to comply. 

. 06 If a portion of the returns is sub- 

mitted on paper documents, include a 

statement on the Form 6248-T that the 
remaining returns are being filed on mag- 

netic tapes. 

. 07 Payers are required to either retain 

a copy of the information returns filed 

with IRS or be able to reconstruct the data 
for at least three years. 

SEC. S. FIUNG DATES 

. 01 Magnetic tape reporting to IRS for 
Forms 6248 is on a calendar year basis. 

. 02 The dates prescribed for filing pa- 
per returns with IRS will also apply to 
magnetic tape filing. Tapes must be sub- 

mitted to the IRS National Computer 
Center by April 30. Copies required to 
be furnished to the producer or other re- 

cipients must be furnished by March 31. 

SEC. 6. EXTENSIONS OF llME TO FILE 

. 01 If a payer or transmitter is unable 

to submit the tape file by the April 30 due 

date, a letter requesting an extension must 

be filed before April 30. The letter should 

be sent to the attention of the Magnetic 
Media Specialist at the IRS National 
Computer Center. The request should in- 

elude the filer's name, address, taxpayer 
identification number and, if assigned, the 
filer"s transmitter control code. Also pro- 

vide the tax year, expected number of re- 

turns that will be filed late, the reason for 

the delay, and the expected filing date. 
Give the name and telephone number of 
a person to contact who is familiar with 

the request. If filing for multiple payers, 
the request must include a list of all payers 

and their taxpayer identification num- 

bers. 
. 02 If an extension is granted by the 

IRS, a copy of the letter granting the ex- 

tension must be attached to the transmit- 

tal Form 4804 when the file is submitted. 

SEC. 7. PROCESSING OF TAPE REIURNS 

. 01 The IRS will process tax informa- 

tion from the tapes. Tapes that are re- 

ceived timely by the IRS will be returned 

to the filer within six months of receipt. 
. 02 All tapes submitted must conform 

totally to this revenue procedure. If tapes 
are unprocessable, they will be returned 
to the filer for correction. Unprocessable 
tapes must be corrected and returned to 
the IRS National Computer Center within 

30 days of receipt by the filer. Corrected 
files will be returned by the IRS within 

six months of receipt. 

SEC. B. CORRECTED RETURNS, SUBSTITUTE 

FORMS AND COMPUTER-GENERATED 

FORMS 

. 01 If returns must be corrected or 
amended, approved magnetic media filers 

should make every attempt to provide such 

corrections on tape, Note that the re- 

quirements of Sec. 2. 01 above also apply 
to corrected returns. Form 4804 must ac- 

company the shipment and be marked 
"Magnetic Media Correction" on the top 
margin of the form. Corrected or amended 
Forms 6248 data must be filed in accord- 
ance with Rev. Proc. 83-86, 1983 — 2 C. B. 
604. 

. 02 If corrections are not submitted on 
tape, payers must submit them on official 
Forms 6248 (Copy A). Substitute forms 
that have been previously approved by 
the IRS, or computer-generated forms that 
are exact facsimiles of the official form 
(except for minor page size or print style 
deviations), may be submitted without re- 
obtaining the IRS's approval before using 
the form. In all other cases, the IRS's 
approval must be obtained before a sub- 
stitute or computer-generated form can 
be used. Publication 1167, containing 
specifications for paper returns, is avail- 

able from most IRS offices. 

. 03 Requests for approval of com- 

puter-generated or substitute forms should 

be sent to the following address with a 

copy of the proposed form: 

Internal Revenue Service 
Attn: Substitute Forms Program 

Room 7033 D:R:R:I 
1111 Constitution Avenue N. W. 
Washington, D. C. 20224 

. 04 Form 6248 instructions are to be 
followed when paper returns are filed to 
correct returns submitted on magnetic 
media. The caption "Magnetic Media 
Correction" must appear on the top right 
corner of the form. SEND PAPER COR- 
RECTIONS TO THE APPROPRIATE 
SERVICE CENTER, as prescribed in the 
instructions for Form 6248-T. 

SEC. 9. TAXPAYER IDENTIFICATION 

NUMBERS 

. 01 Under section 6109 of the Internal 
Revenue Code, recipients of income are 
required to furnish taxpayer identification 
numbers (TINs) to the payer whether or 
not the payee is required to file a tax re- 
turn. 

. 02 Payers are expected to keep to a 
minimum those statements submitted 
without TINs. It is particularly important 
that correct social security and employer 
identification numbers for payees be pro- 
vided on magnetic media or paper forms 
submitted to the IRS. 

. 03 For each omission of a required 
TIN, Section 6676 of the Code imposes a 
$50 penalty, unless the payer or payee 
responsible for furnishing the number es- 
tablishes reasonable cause for not having 
done so. 

. 04 The TIN to be furnished depends 
primarily upon the manner in which the 
account is maintained or set up on the 
record of the payer. The number to be 
provided must be that of the owner of 
record. If the account is recorded in more 
than one name, furnish the TIN and name 
of one of the holders of record. For those 
engaged in a trade or business (including 
employee trusts, retirement systems, etc. ) 
the TIN is the employer identification 
number (EIN), without hyphens. For in- 
dividuals, it is a social security number 
(SSN), without hyphens. 

. 05 Sole proprietors who are payers 
should show their EIN and/or their SSN 
in the Filer/Transmitter "G" Record. The 
tables provided in Part A, Sec. 9. 06 will 
help determine the number to be fur- 
nished to IRS. 
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. 06 Any person required to file an in- 
formation return that is based, in whole 
or in part, upon information received from 
another person MUST include the TIN of 

that person on the return. The tables pro- 
vided in Part A, Sec. 9. 06 will help de- 

termine the number to be furnished to 
IRS. 

Table 1. Guidelines for Social Security Numbers 

If the producer/recipient is: 

1. An individual The individual The individual 

In tape positions 2 — 10 of the Producer/ In tape positions 20-339 of the Pro- 
Recipient "H" Record, enter the SSN ducer/Recipient "H" Record, enter the 
of: name of: 

2. A joint account of two or more in- The actual or principal owner of the ac- The individual whose SSN is entered 
dividuals, a husband and wife or adult count 
and minor 

3. An account in the name of the guard- 
ian or committee for a designated 
ward, minor, or incompetent person 

4. A custodian of a minor (Uniform Gifts 
to Minors Act) 

5. a. The usual revocable savings trust 
account (grantor is also trustee) 

b. So-called trust account that is not 
a legal or valid trust under state 
law 

The minor The minor 

The grantor-trustee 

The actual owner 

The grantor-trustee 

The actual owner 

The ward, minor, or incompetent per- The individual whose SSN is entered 
son 

6. A sole proprietor 

7. A grantor trust described in section 
1. 671-4(b) of the Income Tax Reg- 
ulations 

The owner 

The grantor 

The owner 

The grantor 

If the producer/recipient is: 

Table 2. Guidelines for Employer Identification Numbers 

Intapepositions11-19ofthe Producer/ In tape positions 20-339 of the Pro- 
Recipient "H" Record, enter the EIN ducer/Recipient "H" Record, enter the 
of: name of: 

1. A valid trust, estate or pension trust 

2. A corporation 

3. A religious, charitable or educational 
organization 

4. A partnership held in the name of 
the business 

The corporation 

The organization 

The partnership The partnership 

Legal entity (Do not furnish the iden- The legal trust, estate or pension trust 
tification number of the personal rep- 
resentative or trustee unless the name 
of the representative or trustee is des- 
ignated in the account title) 

The corporation 

The organization 

5. An association, club, or other tax- 
exempt organization 

6. A broker or registered nominee 

7. An account with the Department of 
Agriculture in the name of a public 
entity (such as a state or local gov- 

ernment, school district or prison that 
receives agriculture program pay- 
ments) 

The organization 

The broker or nominee 

The public entity 

The organization 

The broker or nominee 

The public entity 
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SEC. 10. EFFECT ON PAPER RETURNS 

. 01 Magnetic tape reporting of Form 
6248 applies only to the original (Copy 
A). 

. 02 Payers are permitted considerable 
fiexibility in designing the copy of the in- 
formation return to be furnished to the 
payee. The payer may combine the in- 
formation return data with other reports 
or financial or commercial notices, or ex- 
pand them to include other information. 
This is permissible as long as all required 
information present on the official form 
is included and the payees' copies are con- 
ducive to proper reporting of income on 
tax returns. Payers must include the mes- 
sage "This information is being furnished 
on Form 6248 to the Internal Revenue 
Service" on the recipients' copies. 

. 03 If a portion of the returns is re- 
ported on magnetic tape and the remain- 
der is reported on paper forms, those 
returns not submitted on magnetic tape 
must be filed on official Forms 6248. Also 
see Sec. 4. 02 above for waiver consider- 
ations. 

SEC. 11. ADDITIONAL INFORMATION 

. 01 All ihagnetic media files (including 
current reporting, corrected records and 
test tapes) are to be submitted to the IRS 
National Computer Center at the ad- 
dresses shown below. In addition, all cor- 
respondence or contacts regarding mag- 
netic media related forms, publications, 
information, application for reporting on 
magnetic media, waivers and requests for 
extensions of time to file will be directed 
to: 

(If by Postal Service) 
Magnetic Media Reporting 
Internal Revenue Service 
National Computer Center 
P. O. Box 1359 
Martinsburg, WV 25401-1359 

(If by land carrier) 
Magnetic Media Reporting 
Internal Revenue Service 
National Computer Center 
Route 9 and Needy Road 
Martinsburg, WV 25401 

. 02 Magnetic Media Specialists will be 
available to answer magnetic media re- 
lated questions at telephone number (304) 
263-8700, between the hours of 8:30 a. m. 
and 8 p. m. Eastern Time. All requests for 
assistance not related to magnetic media 
processing should be directed to local IRS 
offices or to the local toll-free number. 

. 03 Only magnetic media reporting is 

to be submitted to the National Computer 
Center. SEND ALL PAPER FORMS 
6248 TO THE APPROPRIATE INTER- 
NAL REVENUE SERVICE CENTER 
AS PRESCRIBED IN THE INSTRUC- 
TIONS FOR FORM 6248-T. 

PART B;MAGNETIC TAPE SPECIFICATIONS 

SECllON 1. GENERAL 

. 01 The magnetic tape specifications 
contained in this part prescribe the re- 
quired format and contents of the records 
to be included in the file. THESE SPEC- 
IFICATIONS MUST BE ADHERED TO 
UNLESS DEVIATIONS HAVE BEEN 
SPECIFICALLY GRAÃIED BY THE 
IRS IN WRITING. 

, 02 In most instances, the IRS will be 
able to process tape files that meet any 
one set of the following specifications: 

(a) 9 track EBCDIC (Extended Bi- 
nary Coded Decimal Interchange Code) 
with 

(1) Odd Parity and 

(2) A density of 800, 1600, or 6250 BPI 
(b) 9-track ASCII (American Stand- 

ard Coded Information Interchange) with 

(1) Odd Parity 
(2) A density of 800, 1600, or 6250 BPI 
(c) 7-track BCD (Binary Coded Dec- 

imal) with 

(1) Either Even or Odd Parity and 
(2) A density of 556 or 800 BPI 
. 03 All tape files must have the follow- 

ing characteristics: 

(a) Type of tape — Vz inch Mylar base, 
oxide coated; and 

(b) Interrecord Gap 
(1) . 75 inch for 556 or 800 BPI density 

7-track 

(2) . 6 inch for 800 or 1600 BPI density 
9-track 

(3) . 3 inch for 6250 BPI density 9-track 
. 04 The IRS programs are capable of 

accommodating some minor deviations. 
Filers who can substantially conform to 
these specifications, but do require some 
minor deviations, must contact the Mag- 
netic Media Specialist at the IRS National 
Computer Center. UNDER NO CIR- 
CUMSTANCES MAY TAPES DE- 
VIATING FROM THE SPECIFI- 
CATIONS IN THIS REVENUE PRO- 
CEDURE BE SUBMITTED WITH- 
OUT PRIOR WRITTEN APPROVAL 
FROM THE IRS. 

SEC. 2. RECORD LENGTH 

. 01 The tape records prescribed in these 
specifications may be blocked or un- 

blocked, subject to the following: 

(a) A block must not exceed 14, 500 
tape positions. 

(b) If the use of blocked records would 
result in a short block, all remaining po- 
sitions of the block must be filled with 9s. 
Do not pad a block with blanks. 

(c) All records, except the header and 
trailer labels, may be blocked. 

. 02 All records, other than header and 
trailer records, must be 1, 450 characters 
in length. 

SEC. 3. OPTIONS FOR FIUNG 

. 01 For filing convenience, this pro- 
cedure contains two options for using 
header labels and Filer/Transmitter "G" 
Records. For purposes of this procedure 
the following conventions must be used: 

Header label: 
1. Payers may use standard headers; 

however, they must begin with 1HDR, 
HDR1, HDR2, VOLI or VOL2. 

2. Consist of either 80 or 120 positions 
each. 

Trailer label: 
1. Standard trailer labels may be used; 

however, they must begin with 1EOR, 
1EOF, EOR1, or EOF1. 

2. Consist of either 80 or 120 positions 
each. 

Record mark: 
1. Special character used to separate 

blocked records on tape. 
2. Can be written only at the end of a 

record or block. 
3. For odd parity tapes, use BCD bit 

configuration 011010 ("A82"). 

Tape mark: 
1. Used to signify the physical end of 

the recording on tape. 
2. Must be even parity, BCD config- 

uration 001111 ("8421"). 
3. May follow the header label(s) and 

precede and/or follow the trailer label(s). 
Option 1: When using this option, a cor- 
rect Filer/Transmitter "G" Record, de- 
scribed in Part B, Sec. 5 is to be the first 
record on each reel. Filers using this op- 
tion may have header labels preceding the 
"G" Record; however, headers are not 
required. The reel sequence number must 
appear in positions 3-5 of each "G" Rec- 
ord and must be incremented by 1 on each 
tape reel of the file after the first reel. 

Option 2: Requires a header label as the 
first record on each reel. The header label 
must contain the reel sequence number 
and it must be incremented by 1 on each 
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reel. The "G" Record will contain the 
location of the reel sequence number in 
the header label. If the system generates 
a four digit reel sequence number, ignore 
the first digit when determining the lo- 
cation of the reel sequence in the "G" 
Record. 

Example 1: If the header label reel 
sequence is four digits (e. g. , 0001) and 
is in positions 28-31, enter 29 as the 
location in positions 3 and 4 of the "G" 
Record and also enter an "X" in po- 
sition 5 of the "G" Record. 

Example 2: If the header label reel 
sequence number is 3 digits (e. g. , 001) 
and is in positions 10-12, enter 10 as 

the location in positions 3 and 4 of the 
"G" Record. This option requires a 
trailer label at the end of each reel. 
Aho, ignore the "J" Record instruc- 

tions in this part if you use option 2. 

SEC. I. VAUD STATE ASDRENATIONS 

The following table gives the list of valid 
state abbreviations to be used in the"G" 
and "H" records. The valid abbreviations 
for the U. S. territories American Samoa, 
Guam, Puerto Rico and the Virgin Islands 
are also included. If the producer lives in 
a foreign country, a period followed by a 
blank (". Il") should be entered in the two 
position state field and blanks should be 
entered for ZIP Code. The table lists the 
only valid data entries for state informa- 
fioil. 

Table 3. VALID STATE ABBREVIATIONS 

Alabama 
Alaska 
American Samoa 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
Dist. of Columbia 
Florida 
Georgia 
Guam 
Hawaii 
Idaho 
Hlinois 
Indiana 
Iowa 
Kansas 

AL 
AK 
AS 
AZ 
AR 
CA 
CO 
CI' 
DE 
DC 
FL 

GA 
GU 
HI 
ID 
IL 
IN 
IA 
KS 

Kentucky 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 
Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

KY 
LA 
ME 
MD 
MA 
MI 

MS 
MO 
MT 
NE 
NV 
NH 
NJ 

NM 
NY 
NC 
ND 
OH 

Oklahoma 
Oregon 
Pennsylvania 
Puerto Rico 
Rhode Island 
South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 
Vermont 
Virginia 
Virgin Islands 
Washington 
West Virginia 
Wisconsin 
Wyoming 

Foreign City 

OK 
OR 
PA 
PR 
RI 
SC 
SD 
TN 
Tx 
UT 
VT 
VA 
VI 

WA 
WV 
WI 

WY 

FOOTNOTE: "5" denotes a blank 

SEC. S. RLHI/TRANSMITTER "G" RECORD 

. 01 This record identifies the filer and 
the transmitter of the tape file and pro- 
vides parameters for the processing of the 
succeeding records. The IRS computer 
programs rely on the parameters supplied 
in this record in the processing of the tape 
file. 

. 02 The number of "G" Records ap- 
pearing on a tape reel will depend on the 
number of filers for whom data is present. 
A transmitter may include Producer/Re- 
cipient "H" Records for more than one 
filer on a tape reel; however, each series 
of separate Producer/Recipient "H" Rec- 
ord(s) must be preceded by a "G" Rec- 

ord. All "G" Records must be 1, 450 
characters in length. 

. 03 A separate "G" Record is required 
for each type of return, for example, orig- 
inal, corrected. 

Tape 
Position Field Title 

RECORD NAME: FILER/TRANSMITTER "G" RECORD 

Length Description and Remarks 

1 Record Type 

Filing Year 

Reel Sequence Number 

1 Enter "G". 

1 Must be the rightmost digit of the year for which WPT data 
is being reported (e. g. , if data is for 1986 enter a 6). This 
number must be incremented each year. 

3 Sequential number of the reel within the tape file upon which 

this record appears (see explanation of Option 1 and Option 
2 filing). Position 5 must contain an "X" if you are using 

Option 2. 
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RECORD NAME: FILEWIRANSMITTER "G" RECORD (continued) 

Tape 
Position Field Title 

"G" Record Length 

Length Description and Remarks 

Enter 1450. 

10-13 "H" Record Length 

14-17 "I" Record Length 

Enter 1450. 

Enter 1450. 

18 

19-27 

Type of Account 
Filer's TIN 

Filer's Taxpayer 
Identification Number 

Filer's Name 

Filer's Street Address 35 

This field is used to identify the data in tape positions 19-27 

as either an EIN or an SSN. Use one of the following codes 

as appropriate: 
0 Use the digit "0" if the number provided is an SSN. 

1 Use the digit "1" if the number provided is an EIN. 
2 Use the digit "2" if it is not known if the number pro- 

vided is an SSN or EIN. 
3 Use the digit "3" if no number is provided (positions 

19-27 should be blank filled in this case). 

Enter the taxpayer identification number of the filer (SSN or 

EIN as appropriate). If no TIN is provided leave blank. 

Enter the name of the filer as used in normal business. Ab- 

breviate any extraneous data other than the name as neces- 

sary. Left justify and blank fill. 

Enter the street address of the filer. Left justify and blank 

fill. 

103-115 Filer's City 

116-117 Filer's State 

118-126 Filer's ZIP Code 

13 Enter the city of the filer. Left justify and blank fill. 

Enter the two digit abbreviation of the filer's state. (See Table 
of Valid State Abbreviations in Part B, Sec. 4. ) 

Enter the nine digit ZIP Code of the filer. If ZIP Code of the 

filer is not known, this field must be blank. If you do not have 

the nine digit ZIP Code, LEFT JUSTIFY the five digit ZIP 
Code and fill the remaining four positions with ZEROS. 

127 Type of Filing 
Indicator 

Enter a zero "0" if the documents being filed are original 
returns. 
Enter "1" if the documents are corrected returns (adjustments 
to previously supplied returns). 
Enter "2" if the documents are "Corrected Suspense Ac- 
counts" (proceeds are released from suspense). 
Enter "3" if the documents are "Suspense Accounts" (pro- 
ceeds being held in suspense). 

128-178 Reserved 

179-183 Transmitter Control Code 

Transmitter Code 

185-193 Reserved 

194-233 Transmitter's Name 

Transmitter's Street 
Address' 

Transmitter's City' 

282-283 Transmitter's State 

51 

35 

13 

Reserved for IRS use. Blank fill. 

Enter the 5 digit transmitter control code assigned by IRS. 

If the filer of these Forms 6248 and the transmitter are the 
same, enter the digit "0" in this location and blank fill the 
rest of the record. If they are not the same, enter the digit 
"1" and supply the information indicated for the remainder 
of the record. 

Reserved for IRS use. Blank fill. 

Enter the name of the transmitter. Left justify and blank fill. 

Enter the street address of the transmitter. Left justify and 
blank lill. 

Enter the city of transmitter. Left justify and blank fill. 

Enter the abbreviation of state of transmitter. 
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RECORD NAME: FILER/I'RANSMHTER "G" RECORD (continued) 

Tape 
Position Field Title Length Description and Remarks 

284 — 292 Transmitter's ZIP Code' 

293-1450 Reserved 

9 Enter the nine digit ZIP Code of transmitter. If you do not 
have the nine digit ZIP Code, LEFT JUSTIFY the five digit 
ZIP Code and fill the remaining four positions with ZEROS. 

1158 Reserved for IRS use. Blank fill. 

If file is being transmitted by filer, then the Transmitter Name, Street Address, City, State and ZIP Code can be blank filled. 

SEC. 6. PRODUCER/REClPIENT "Rn RECORD 

. 01 This record is used to provide the 
information contained in Part I, II, III, 
IV, and V of Form 6248. All "H" Records 
must be of the same fixed length. Records 
may be blocked or unblocked. A block 
may not exceed 14, 500 positions. Do not 
pad unused blocks with blank records, fill 

with 9s. Zero fill any barrel or liability 
field for which data is not present. Right 
justify and zero fill any barrel or liability 
field for which data is present. Blank fill 

any other field for which data is not pres- 
ent. 

. 02 Each field must contain data (dol- 
lars, barrels, etc. ) covering only the in- 

terest of the producer/recipient for whom 

the Form 6248 is prepared. 

. 03 All amount fields in this section 
should be expressed in whole dollars with- 

out decimals. All quantities of oil should 
be expressed in whole barrels without 
decimals or fractions. 

. 04 Amount fields and barrel fields may 
be signed or unsigned. Unsigned fields will 

always be considered positive. If signed 
decimal data is used, the rightmost (units) 
position of the field must be used to carry 

the sign of the field (negative or positive) 
as an overpunch character, This is the only 
format permissible for the entry of signed 
decimal data. If the computer system can- 
not conform to this standard, or if there 
are any questions about entering data in 
this format, please contact the Magnetic 
Media Specialist at the National Com- 
puter Center. 

. 05 All "H" Records must be 1450 
characters long. 

RECORD NAME: PRODUCER/RECIPIENT "H" RECORD 

Tape 
Position 

2-10 

11-19 

Field Title 

Record Type 

Producer's SSN 

Producer's EIN 

Length Description and Remarks 

1 Enter "H". 

9 Enter SSN of Producer, without hyphens, if available. Oth- 
erwise, blank fill. 

9 Enter EIN number of Producer, without hyphens, if available. 
Otherwise, blank fill. 

NOTE: 'The following 8 fields are for the Producer Name/Address information. If the name/address fields contain less than 40 
characters, do not pack information from more than one name/address field into any one of the following name/address 
fields. If the name/address fields are longer than 40 characters each, contact the Magnetic Media Specialist at the IRS 
National Computer Center for instructions on entering the data. The IRS encourages use of the 2 character state 
abbreviations. Valid characters for these name lines are: Alphabetic, Numeric, Blanks, "&", "-", "/', "%%u", commas, 
and periods. 

20-59 Producer's 1st 
Name/Address Line 

Producer's 2nd 
Name/Address Line 

40 Enter data from the first Name/Address field for this Pro- 
ducer. 

40 Enter data from the second Name/Address field for this Pro- 
ducer. 

100-139 Producer's 3rd 40 Enter data from the third Name/Address field for this Pro- 
Name/Address Line ducer. If no data is present, enter blanks. 

140-179 Producer's 4th 40 Enter data from the fourth Name/Address field for this Pro- 
Name/Address Line ducer. If no data is present, enter blanks. 

180-219 Producer's 5th 40 Enter data from the fifth Name/Address field for this pro- 
Name/Address Line ducer. If no data is present, enter blanks. 

220-259 Producer's 6th 40 Enter data from the sixth Name/Address field for this Pro- 
Name/Address Line ducer. If no data is present, enter blanks. 

260-299 Producer's 7th 
Name/Address Line 

40 Enter data from the seventh Name/Address field for this Pro- 
ducer. If no data is present, enter blanks. 
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RECORD NAME: PRODUCER/RECIPIENT "H" RECORD — continued 

Tape 
Position Field Title Length Description and Remarks 

300-339 Producer's 8th 40 
Name/Address Line 

Producer ZIP Code 

349-351 Type of Producer 

352-354 Producer Status 

Enter data from the eighth Name/Address field for this Pro- 

ducer. If no data is present, enter blanks. 

Enter the nine digit ZIP Code of the Producer. If there is no 

nine digit ZIP Code, LEFT JUSTIFY the five digit ZIP Code 

and fill the remaining four positions with ZEROS. (See Part 

B, Sec. 4). THE PRODUCER/RECIPIENT ZIP CODE 
MUST BE ENTERED HERE EVEN IF PROVIDED IN 

ONE OF THE ABOVE NAME/ADDRESS LINES. 

Use up to 3 of the codes below to indicate the Type of Pro- 

ducer. AT LEAST ONE OF THE CODES MUST BE USED. 
LEFT JUSTIFY AND BLANK FILL. 
Type of Producer Code 

(Unable to determine) 0 
Individual 1 

Partnership 2 

Corporation 3 
Estate 4 
Trust 5 

US Citizen or Entity, or Resident Alien 6 
Resident of US Possession 7 
Foreign Citizen or Non-Resident Alien 8 

Use up to 3 of the following codes to indicate the status of 
the producer. AT LEAST ONE CODE MUST BE USED. 
LEFT JUSTIFY AND BLANK FILL. 
Producer Status Code 
(Unable to determine) 0 
Independent Producer 1 
Member of "related group" 2 
Producer with no withholding 3 
Royalty Owner 4 
Integrated Oil Company 5 
Operator 6 
Working Interest 7 
Trust Beneficiary 8 

355 — 364 Exempt Tier One 

365-374 Exempt Tier Two 

375-384 Exempt Newly Discovered 

385-394 Exempt Incremental Tertiary 

395-404 Exempt Heavy 

405-414 Total Exempt Barrels 

10 

10 

10 

10 

10 

10 

Enter the number of barrels of Exempt Tier One Oil. Enter 
in whole barrels, right justified and zero filled. 

Enter the number of barrels of Exempt Tier Two Oil (not to 
include Exempt Stripper Well Oil). Enter in whole barrels, 
right justified and zero filled. 

Enter the number of barrels of Exempt Newly Discovered 
Oil. Enter in whole barrels, right justified and zero filled. 

Enter the number of barrels of Exempt Incremental Tertiary 
Oil. Enter in whole barrels, right justified and zero filled. 

Enter the number of barrels of Exempt Heavy Oil. Enter in 
whole barrels, right justified and zero filled. 

Enter the total number of barrels of exempt oil. Enter in 
whole barrels, right justified and zero filled. 
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RECORD NAME: PRODUCER/RECIPIENT "H" RECORD — continued 

Tape 
Position Field Title Length Description and Remarks 

415-419 Type of Exempt Oil Use up to 4 of the following codes to indicate 
exempt oil. Left justify and blank fill. 

Type of Exempt Oil 
Qualified 
Governmental Interests 
Qualified 
Charitable Interests 
Exempt Indian Oil 
Exempt Alaskan Oil 

the type of 

Code 

420-429 

430-439 

Qualified Royalty 1st Quarter 

Qualified Royalty 2nd Quarter 

10 

10 

Enter the number of certified barrels of Qualified Royalty 
Owner Oil removed in the first calendar quarter. Enter in 

whole barrels, right justified and zero filled. 

Enter the number of certified barrels of Qualified Royalty 
Owner Oil removed in the second calendar quarter. Enter in 

whole barrels, right justified and zero filled. 

440-449 Qualified Royalty 3rd Quarter 

450 — 459 Qualified Royalty 4th Quarter 

460-469 Total Qualified Royalty 

470-604 Reserved 

10 

10 

10 

135 

Enter the number of certified barrels of Qualified Royalty 
Owner Oil removed in the third calendar quarter. Enter in 

whole barrels, right justified and zero filled. 

Enter the number of certified barrels of Qualified Royalty 
Owner Oil removed in the fourth calendar quarter. Enter in 

whole barrels, right justified and zero filled. 

Enter the total number of certified barrels of Qualified Roy- 
alty Owner Oil. Enter in whole barrels, right justified and 

zero filled. 

Reserved for IRS use. Blank fill. 

605-616 Number of Barrels Other Oil 70% Rate 12 Enter the number of taxable barrels of Tier One Oil other 
than Sadlerochit Oil, subject to the 70% tax rate, removed 
this tax year. Enter in whole barrels, right justified and zero 
filled. 

617-628 Exempt Stripper Well Oil 

629-652 Reserved 

653-664 Tax Liability Other Oil 70% Rate 

12 

24 

12 

Enter the total number of barrels of Exempt Stripper Well 
Oil. Enter in whole barrels, right justified and zero filled. 

Reserved for IRS use. Blank fill. 

Enter the tax liability for Tier One Oil other than Sadlerochit 
Oil, subject to the 70% tax rate, removed this tax year. Enter 
in dollars only, right justified and zero filled. 

665 — 676 Number of Barrels Other Oil 50% Rate 12 Enter the number of taxable barrels of Tier One Oil other 
than Sadlerochit Oil, subject to the 50% tax rate, removed 
this tax year. Enter in whole barrels, right justified and zero 
filled. 

677 — 712 Reserved 

713-724 Tax Liability Other Oil 50% Rate 

36 

12 

Reserved for IRS use. Blank fill. 

Enter the tax liability for Tier One Oil other than Sadlerochit 
Oil, subject to the 50% tax rate, removed this tax year. Enter 
in dollars only, right justified and zero filled. 

725-736 Number of Barrels Sadlerochit Oil 70% 
Rate 

12 Enter the number of taxable barrels of Tier One Sadlerochit 
Oil, subject to the 70% tax rate, removed this tax year. Enter 
in whole barrels, right justified and zero filled. 

737-772 

773-784 

Reserved 36 

Tax Liability Sadlerochit Oil 70% Rate 12 

Reserved for IRS use. Blank fill. 

Enter the tax liability for Tier One Sadlerochit Oil, subject 
to the 70% tax rate, removed this tax year. Enter in dollars 

only, right justified and zero filled. 
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RECORD NAME: PRODUCER/RECIPIENT "H" RECORD — continued 

Tape 
Position 

785-796 

Field Title 

Number of Barrels Sadlerochit Oil 50% 
Rate 

Length 

12 

Description and Remarks 

Enter the number of taxable barrels of Tier One Sadlerochit 
Oil, subject to the 50% tax rate, removed this tax year. Enter 
in whole barrels, right justified and zero filled. 

797 — 832 Reserved 36 Reserved for IRS use. Blank fill. 

833-844 Tax Liability Sadlerochit Oil 50% Rate 12 Enter the tax liability for Tier One Sadlerochit Oil, subject 
to the 50% tax rate, removed this tax year. Enter in dollars 

only, right justified and zero filled. 

845-856 Number of Barrels Tier Two Oil 60% 
Rate 

12 Enter the number of taxable barrels of Tier Two Oil subject 
to a 60% tax rate, removed this tax year. Enter in whole 
barrels, right justified and zero filled. 

857-892 Reserved 36 Reserved for IRS use. Blank fill. 

893-904 

905 — 916 

Tax Liability Tier Two Oil 60% Rate 

Number of Barrels Tier Two Oil 30% 
Rate 

12 

12 

Enter the tax liability for the Tier Two Oil, subject to a 60% 
tax rate, removed this tax year. Enter in dollars only, right 
justified and zero filled. 

Enter the number of taxable barrels of Tier Two Oil, subject 
to a 30% tax rate, removed this tax year. Enter in whole 
barrels, right justified and zero filled. 

917-952 Reserved 36 Reserved for IRS use. Blank fill. 

953-964 

965-976 

Tax Liability Tier Two Oil 30% Rate 

Number of Barrels Newly Discovered 
Oil 22V~% Rate 

12 

12 

Enter the tax liability for the Tier Two Oil, subject to a 30% 
tax rate, removed this tax year. Enter in dollars only, right 
justified and zero filled. 

Enter the number of taxable barrels of Newly Discovered Oil, 
taxed at the 22'% rate, removed this tax year. Enter in whole 
barrels, right justified and zero filled. 

977 — 1012 Reserved 36 Reserved for IRS use. Blank fill. 

1013 — 1024 Tax Liability Newly Discovered Oil 12 
22Yz% Rate 

1025 — 1036 Number of Barrels Incremental Oil 30% 12 
Rate 

Enter the tax liability for the Newly Discovered Oil, taxed at 
the 22Vz% rate, removed this tax year. Enter in dollars only, 
right justified and zero filled. 

Enter the number of taxable barrels of Incremental Tertiary 
Oil, taxed at the 30% rate, removed this tax year. Enter in 
whole barrels, right justified and zero filled, 

1037 — 1072 Reserved 36 Reserved for IRS use. Blank fill. 

1073 — 1084 Tax Liability Incremental Oil 30% Rate 12 

1085 — 1096 Number of Barrels Heavy Oil 30% Rate 12 

Enter the tax liability for the Incremental Tertiary Oil, taxed 
at the 30% rate, removed this tax year. Enter in dollars only, 
right justified and zero filled. 

Enter the number of taxable barrels of Heavy Oil, taxed at 
the 30% rate, removed this tax year. Enter in whole barrels, 
right justified and zero filled. 

1097-1132 Reserved 36 Reserved for IRS use. Blank fill. 

1133 — 1144 Tax Liability Heavy Oil 30% Rate 12 Enter the tax liability for the Heavy Oil, taxed at the 30% 
rate, removed this tax year. Enter in dollars only, right jus- 
tified and zero filled. 

1145 — 1156 Total Taxable Barrels 

1157-1168 Total Tax Liability 

12 

12 

Enter the total number of taxable barrels of oil removed this 
tax year for all classes of taxable crude oil. Enter in whole 
barrels, right justified and zero filled. 

Enter the total tax liability for all oil, removed this tax year. 
Enter in dollars only, right justified and zero filled. 
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RECORD NAME: PRODUCER/RECIPIENT "H" RECORD — continued 

Tape 
Position Field Title Length Description and Remarks 

1169-1180 Tax Withheld Oil Removed This Tax 12 
Year 

Enter the amount of windfall profit tax withheld with respect 
to oil removed this tax year. Enter in dollars only, right jus- 
tified and zero filled. 

1181 — 1192 Underwithheld Tax 

1193-1204 Overwithheld Tax 

1205-1216 WPT Withheld From Payments 

12 

12 

12 

Enter the amount of windfall profit tax underwithheld, if any. 
Enter in dollars only, right justified and zero filled. If no 
underwithholding, zero fill this field. 

Enter the amount of windfall profit tax overwithheld, if any. 
Enter in dollars only, right justified and zero filled. If no 
overwithholding, zero fill this field. 

Enter the amount of windfall profit tax withheld from pay- 
ments made during this tax year, regardless of when the li- 

ability for the tax arose. Enter in dollars only, right justified 
and zero filled. 

1217-1219 Originator(s) of 1st Form 6248 Indi- 3 
cator 

1220-1259 Originator's Name (Person furnishing 40 
Form 6248 information to payer/filer/ 
first purchaser) 

1260-1268 Originator's TIN 

Enter the total number of originators for this form. Right 
justify and zero fill. If none, zero fill. 

If the information on this Form 6248 is based on information 
from another Form 6248, enter the name of the person who 
furnished the Form 6248. Left justify and blank fill. If not 
present, blank fill. 

If available, enter the TIN of the originator. If no data is 
available, blank fill. 

1269-1308 Second Originator's Name 

1309-1317 Second Originator's TIN 

1318-1357 Third Originator's Name 

1358-1366 Third Originator's TIN 

1367-1372 Preparation Date 

1373-1382 Owners I. D. 

1383-1450 Reserved 

10 

68 

If the information on this Form 6248 is based on information 
compiled from two or more Forms 6248, enter the name of 
the second person who furnished a Form 6248. If not present, 
blank fill. 

If available, enter the TIN of the second originator. If no 
data is available, blank fill. 

If the information on this Form 6248 is based on information 
compiled from three or more Forms 6248, enter the name of 
the third person who furnished a Form 6248. If not present, 
blank fill. 

If available, enter the TIN of the third originator. If no data 
is available, blank fill. 

Enter the date of preparation of this form. If unknown, blank 
fill. 

Enter up to 10 characters of the filer's account number for 
the owner/producer. If no data, blank fill. 

Reserved for IRS use, Blank fill. 
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m. 'F. mO OF FiLER 'P RECORO 

. 01 The End of Filer "I" Record is a 
summary record for a given filer. This rec- 
ord must be 1450 characters long. 

. 02 The "I" Record will contain the 

number of documents transmitted for each 
individual filer. The "I" Record must be 
written after the last Producer "H" Rec- 
ord for each filer. For each "G" Record 
on the file there must be a corresponding 

"I" Record. 
. 03 The "I" Record cannot be fol- 

lowed by a Tape Mark. 

Tape 
Position Field Title 

RECORD NAME: END OF FILER "I" RECORD 

Length Description and Remarks 

1 Record Type 

2-7 Number of 6248s for This Filer 

Filer's Name 

Type of Account Filer's TIN 

1 Enter "I". 

6 Enter the number of "H" Records for this filer. This number 
should also be shown on Form 4804. Right justify, zero fill. 

This field must be unsigned. 

40 Enter the name of the filer. Use the same name as shown on 
the Filer/Transmitter "G" Record. Left justify, blank fill. 

1 This position is used to identify the data in tape positions 49 
thru 57 as either an EIN or SSN. Use one of the following 
codes as appropriate: 

49-57 Filer's Account Number 

Total Tax Liability 

0 Use the digit "0" if the number provided is an SSN. 
1 Use the digit "1" if the number provided is an EIN. 
2 Use the digit "2" if it is not known whether the number 
provided is an SSN or EIN. 
3 Use the digit "3" if no number is provided (positions 49- 
57 should be blank filled in this case). 

9 Enter the TIN of the filer (SSN or EIN as appropriate). If 
no TIN is provided, leave blank. 

12 Enter the sum of the Total Tax Liability fields from all Pro- 
ducer/Recipient "H" Records in this file. This amount should 
be shown on Form 4804. This field may be signed or unsigned 
decimal data, in dollars only. 

70-1450 Reserved 1381 Reserved for IRS use. Blank fill. 

SEC. 8. END OF REEL "J" REIIRO been reached, but all the records of the "I" Record on the Reel. 
file have not been written. This record . 04 If a "J" Record is not used or the 

. 01 The End of Reel "J" Record will indicates that there are additional reels in system is unable to generate it, delete it; 
be present for Option 1 only. It must be the file. however, the last "H" Record on the tape 
1450 characters long. . 03 Each "J" Record must contain a 'MUST' be followed by a Tape Mark. 

. 02 Write this record when the end of count of Forms 6248 reported on all "H" . 05 All fields in this record must be 
the normal writing area of the reel has Records not summarized in the preceding unsigned. 

RECORD NAME: END OF REEL "J" RECORD 

Tape 
Position Field Title Length Description and Remarks 

1 Record Type 

2-7 Number of 6248s 

Reserved 

1 Enter "J". 

6 Enter the number of "H" Records not summarized in a pre- 
vious "I" Record. Right justify, zero fill. 

23 Zero fill. 

31-1450 Reserved 1420 Reserved for IRS use. Blank fill. 
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SEC. 9. END OF TRANSMISSION uRu 

RECORQ 

. 01 The End of Transmission "K" 
Record is a summary of the number of 
filers and the number of tapes in the entire 

RECORD 

file. Record. 
. 02 Thisrecordshouldbewrittenafter . 04 The "K" Record must be 1450 

the last "I" Record in the file. characters long. 
. 03 Only a Tape Mark or Tape Mark . 05 All fields in this record must be 

and Trailer Labels may follow the "K" unsigned. 

NAME: END OF TRANSMISSION "K" RECORD 

Tape 
Position Field Title Length Description and Remarks 

1 Record Type 1 Enter "K". 

2-5 

9 — 30 

Number of Filers 

Number of Tapes 

Reserved 

4 Enter the number of filers in the transmission. Right justify 
and zero fill. 

3 Enter the total number of tapes in the transmission. Right 
justify and zero fill. 

22 Enter zeros. 

31-1450 Reserved 

SEC. 10. TAPE lAYOUTS-OPTION 1 

(Reel sequence number is in the "G" 
Record) 

1420 Enter blanks, 

The following chart shows, by type of 
file, the record types to be used in the first 

two and the last three records to be wri;. - 

ten on a tape. 

Type of File 
First 

record 
type 

Second 
record 

type 

Second from 
last record 

type 

Next to 
last record 

type 

Last 
record 

type 

Single filer, single reels 
Single filer, multiple reels: 

Reel 1 
Last reel 

G 
G 

H 

H 
H 

H 

H 
H 

H J(TM) 
I' K 

Multiple filers, single reel: 
First filer 
Subsequent filers . . . . . 
Final filer 

G 
G 
G 

H 
H 
H 

H 
H 
H 

H 
H 
I 

I 
I 
K 

Multiple filers, multiple reels: first filer's records split between reel 1 and reel 2; second filer's records split between reel 2 and 
reel 3: 

Reel 1: 
Filer 1 

Reel 2: 
Filer 1 

Filer 2 
Reel 3: 

Filer 2 
Filer 3 

Reel 4: 
Last Filer 

G 
G 

G 
G 

H 
H 

H 
H 

H 

H 

H 
H 

H 
H 

H 

H 
H 

H 
H 

J(TM)' 

12 

J(TM)' 

12 

I 

Multiple filers, single transmitter, 
File 1: filer 1: last reel 
File 2: filer 2: 

Reel 1 
Last reel 

File 3: filer 3: last reel 

separate files for each filer: 
G 

G 
G 
G 

H 
H 
H 

H 

H 
H 
H 

I K 

H J(TM) 
I' K 
I K 

'If the system cannot produce the End of Reel "J" Record, the final "H" Record on an intermediate reel MUST be followed 

by a Tape Mark. 
'Must contain the "Number of 6248s" summarizing all "H" Records on this and previous reels for this filer, not summarized 

on a previous "I" Record. 
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SEC. 11. TAPE LAYOIITSOPTION 2 

(Reel Sequence Number is in the 
Header Label) 

Where the header label is the first rec- is the first record, and the last three rec- 

ord, the following chart shows, by type of ords written on a tape reel prior to the 

file, the record types to be used in the 2nd trailer label. 

and 3rd records, where the header label 

Type of File 

Single filer, single reel 
Single filer, multiple reels: 

First reel 
Last reel 

Multiple filers, single reel: 
First fiier 
Subsequent filers 
Final filer 

Second 
record 

type 

G 
H 

G 
G 
G 

Third 
record 

H 

H 
H 

H 
H 
H 

Second from 
last record 

type 

H 

H 
H 

H 
H 
H 

Next to 
last record 

type 

H 
Il 

H 
H 
I 

Last 
record 

H 
K 

I 
I 
K 

Multiple filers, multiple reels: first filer's records split between reel 1 and reel 2; second filer's records split between reel 2 and 

reel 3: 

Reel 1: 
Filer 1 . 

Reel 2: 
Filer 1 . 
Filer 2 . 

Reel 3: 
Filer 2 . 
Filer 3 . 

Reel 4: 
Filer 4 . 

H 
G 

H 
G 

H 

H 
H 

H 
H 

H 

H 

H 
H 

H 
H 

H 

H 

H 
H 

H 
H 

H 

Il 

H 

Multiple filers, single transmitter, 
File 1: filer 1: last reel 
(could be multiple reel) 
File 2: filer 2: 

Reel 1 . 
Last reel . 

separate files for each filer: 
H 

G 
H 

H 

H 
H 

H 

H 
H 

H 
Il 

H 
K 

'Must contain the "Number of 6248s" summarizing all "H" Records on this and previous reels for this filer not summarized 
in a previous "I" record. 

' 

SEC. 12. EFFECT ON OMER DOCUMENTS 

Rev. Proc. 86-7 is superseded. 
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26 CFR 601. 403: lritscellaneoas excise taxes collected 
by relttrn. 

(Also Part I, Sections 4371, 4374; 46. 437l-2, 46. 4374- 
l. l 

Rov. Proc. 87-13 

SECTION 1. PURPOSE 

This revenue procedure provides in- 
structions for establishing exemption from 
the section 4371 excise tax on insurance 
policies issued by a Barbados insurer or 
reinsurer when the exemption is based on 
the provisions of the United States — Bar- 
bados Income Tax Convention (the 
"Convention" ). This revenue procedure 
also applies to any other treaties provid- 
ing a qualified exemption from the insur- 

ance excise tax under a Limitation of 
Benefits Article similar to Article 22 of 
the Convention. 

SEC. 2. BACKGROUND 

. 01 Section 4371 of the Internal Rev- 
enue Code imposes a tax on each policy 
of insurance or reinsurance issued by any 
foreign insurer or reinsurer. 

. 02 Section 4374 of the Code provides 
that the tax imposed by section 4371 shall 
be paid by any person who makes, signs, 
issues, or sells any of the documents and 
instruments subject to the tax, or for whose 
use or benefit the same are made, signed, 
issued or sold. 

. 03 Section 46. 4374 — 1(a) of the Excise 
Tax Regulations provides that, in the case 

of premiums paid on or after January 1, 
1966, the tax imposed by section 4371 of 
the Code shall be paid on the basis of a 
return. Such tax shall be remitted by the 
person who makes the payment of the 
premium to a foreign insurer or reinsurer 
or to any nonresident agent, solicitor, or 
broker. The phrase "person who makes 
the payment" means the resident person 
who actually transfers the money, check, 
or its equivalent to the foreign insurer or 
reinsurer (including transfers to any bank, 
trust fund, or similar recipient designated 

by the foreign insurer or reinsurer), or 
to any nonresident agent, solicitor, or 
broker. 

. 04 Pursuant to treaties between the 

United States and several countries, pol- 

icies issued by a foreign insurer or rein- 

surer that is a resident of any of such 

countries may be exempt from the tax im- 

posed by section 4371 of the Code. One 
such treaty is the Convention. 

SEC. 3. EXEMPTION PROCEDURE 

. 01 A person required to remit the ex- 

cise tax on foreign insurance or reinsur- 

ance on account of premiums paid to a 

Barbados insurance company during any 

taxable period may consider the premi- 

ums paid to the foreign insurer or rein- 

surer exempt under the Convention only 

if the conditions of paragraph . 02 of this 

section are satisfied and if the Barbados 
insurer or reinsurer is certified by the 
Ministry of Finance and Planning of Bar- 
bados as having been a resident of 
Barbados (1) during the three months 

preceding the taxable period in which the 

premiums are paid to the Barbados in- 

surance company or (2) during the taxable 

period. Such certification may be in the 
form of a list compiled by the Ministry of 
Finance and Planning of all insurers or 
reinsurers that were residents. A copy of 
such a list or of any individual certification 
upon which an exemption is based must 

be retained by the person required to re- 

mit the excise tax. The person required 
to remit the excise tax may not consider 
the policy exempt if prior to filing the re- 
turn for the taxable period such person 
has knowledge that the Barbados insurer 
or reinsurer did not qualify for benefits 
under the Convention during the taxable 
period. 

. 02 In addition, the person otherwise 
required to remit the tax may consider the 
policy exempt only if, prior to filing the 
return for the taxable period, such person 
has knowledge that there was in effect for 
such taxable period a closing agreement 
between the Internal Revenue Service and 
the Barbados insurer or reinsurer as pro- 
vided by section 3. 06. As part of the clos- 
ing agreement, the Barbados insurer or 
reinsurer must agree to be liable as a 
United States taxpayer for Federal excise 
tax under section 4371 of the Code if it is 
determined that premiums paid to the 
Barbados insurer or reinsurer are not en- 
titled to exemption under the Convention 
from the tax imposed by section 4371 of 
the Code. 

. 03 A Barbados insurer or reinsurer 
cannot qualify for exemption under the 
Convention to the extent that the risks 
covered by the premiums it receives are 
reinsured with a person not entitled to the 
benefits of the Convention or any other 
convention (Article 2(1)(a) of the Con- 
vention). 

. 04 A Barbados insurer or reinsurer 
cannot qualify for exemption from the 
section 4371 tax under the Convention, if 
at any time during the taxable period 50 
percent or less of its shares are owned, 
directly or indirectly, by any combination 
of one or more individual residents of 

Barbados or the United States or citizens 
of the United States (Article 22(1)(a) of 
the Convention). In applying this test, 
shares that are not registered to a named 
shareholder of the Barbados insurer or 
reinsurer or of an intermediary company 
will be considered owned directly or in- 

directly by an individual who is neither a 
resident of Barbados nor a citizen or res- 
ident of the United States. 

. 05 Furthermore, a Barbados insurer 
or reinsurer cannot qualify for exemption 
under the Convention, from the tax im- 

posed by section 4371 of the Code, if its 
income for a taxable period is used in sub- 
stantial part, directly or indirectly, to meet 
liabilities (including liabilities for interest 
or royalties) to persons who are neither 
residents of Barbados nor citizens or res- 
idents of the United States (Article 22(1)(b) 
of the Convention). For purposes of this 
requirement, the Service will consider the 
taxable period to be the calendar year or 
the annual accounting period used by the 
insurer or reinsurer for fmancial account- 
ing purposes. 

For purposes of this test, the term "li- 
abilities" refers to payments that reduce 
gross premiums or are deductible against 
gross income, including interest, royal- 
ties, and premiums paid in connection with 

reinsuring risks. The Service generally will 

not consider a taxpayer to pay a substan- 

tial portion of its income to meet liabilities 
to persons who are neither residents of 
Barbados nor citizens or residents of the 
United States if (1) payments to persons 
described in this subparagraph . 05 do not 
exceed 50 percent of gross income for the 
taxable period (including investment in- 
come attributable to its insurance busi- 
ness but excluding investment income not 
attributable to its insurance business); and 

(2) reinsurance premiums paid to persons 
described in subparagraph . 05 are less than 
50 percent of the insurer's or reinsurer's 
worldwide premium income. 

In the case of the test set forth in (1) 
above, a lesser percentage may be applied 
upon examination if the amount of annual 
reinsurance premiums exceeds 50 percent 
of worldwide premium income. However, 
payments referred to in the test set forth 
in (1) above will generally be considered 
substantial if they exceed 50 percent of 
worldwide premium income, regardless 
of the level of reinsurance. 

. 06 A foreign insurer or reinsurer who 
wishes to have its policies considered ex- 

empt from the excise tax under the Con- 
vention must enter into the following form 

of closing agreement: 
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CLOSING AGREEMENT OF FINAL 
DETERMINATION COVERING 

SPECIFIC MATTERS 

Under section 7121 of the Internal 
Revenue Code, 

(Taxpayer's name, address, and iden- 
tifying number; if taxpayer has no iden- 
tifying number, indicate date of application 
for number) and the Commissioner of In- 
ternal Revenue make the following clos- 
ing agreement: 

WHEREAS, the business profits arti- 
cle (Article 7 of the United States-Bar- 
bados Income Tax Convention, the 
"Convention" ) exempts insurance or 
reinsurance premiums paid to a resident 
of Barbados from the Federal excise tax 
imposed by section 4371 et seq. of the 
Internal Revenue Code of 1954, as 
amended (the "Code" ) only to the extent 
that the Barbados insurer or reinsurer does 
not reinsure such risks with a person not 
entitled to exemption from such tax under 
the Convention or another convention 
(Article 2(1)(a) of the Convention) and 
only if the insurer or reinsurer qualifies 
under Article 22 of the Convention; 

WHEREAS, section 3. 02, 3. 03, 3. 04, 
and 3. 05 of Rev. Proc. 87 — 13 provide that 
the person required to remit the tax should 

consider the policy exempt only if, prior 
to filing the return for the taxable period, 
such person has knowledge that the Bar- 
bados insurer or reinsurer has entered into 
a closing agreement to be liable as a United 
States taxpayer for Federal excise tax due 
under section 4371 er seq. of the Code on 
premiums from policies reinsured with 

reinsurers that are not entitled to exemp- 
tion from the excise tax under the Con- 
vention or any other convention and on 
premiums paid or accrued when the Bar- 
bados insurer or reinsurer did not qualify 
under the Convention for exemption from 
the excise tax imposed by section 4371 et 

seq. of the Code; 

WHEREAS, the Barbados insurer or 
reinsurer represents that it is and will con- 
tinue to be eligible for benefits under the 
Convention; and 

WHEREAS, the Barbados insurer or 
reinsurer (hereinafter referred to as "the 
taxpayer") wishes to have its policies of 
insurance or reinsurance considered ex- 
empt from tax under the Convention; IT 
IS HEREBY DETERMINED AND 
AGREED THAT; 

(1) Taxpayer shall, for purposes of this 
closing agreement, be liable as a United 
States Taxpayer for the Federal excise tax 

due under section 4371 et seq. of the Code 
on premiums from policies reinsured with 

reinsurers that are not entitled to exemp- 
tion from the excise tax under the Con- 
vention or any other convention and from 
policies issued or outstanding when Tax- 

payer did not qualify under the Conven- 

tion for exemption from the excise tax 
imposed by section 4371 er seq. of the 
Code. 

(2)(a) Returns of Federal excise tax due 
under and pursuant to this closing agree- 
ment and sections 4371 et seq. of the Code 
shall be made by Taxpayer, or by Tax- 
payer's authorized representative on Tax- 
payer's behalf, by filing Form 720, 
Quarterly Federal Excise Tax Return, for 
each return period covered by this closing 
agreement. 

(b) If Taxpayer reinsures, in whole or 
in part, a policy of insurance or reinsur- 
ance with any person(s) not entitled to 
exemption from the excise tax under the 
Convention or any other convention or if 
Taxpayer issues or has outstanding a pol- 
icy or policies when the Taxpayer did not 
qualify under the Convention for exemp- 
tion from the excise tax imposed by sec- 
tion 4371 et seq. of the Code, the tax 
reportable on the return, Form 720, shall 
be computed on the basis of the percent- 
age of such policy reinsured or on the 
basis of the premium accrued or received 
during the time period when Taxpayer did 
not qualify for exemption under the Con- 
vention. For purposes of the preceding 
sentence, Taxpayer may consider a rein- 
surer to be entitled to exemption from the 
excise tax under the Convention or an- 
other convention if the reinsurer is a party 
to a closing agreement with the Internal 
Revenue Service under this Convention 
or another convention, or the reinsurer 
provides evidence that it is a resident of 
the United States or the United Kingdom. 

(c) Forms 720 shall be filed with the 
Director, Internal Revenue Service Cen- 
ter, Philadelphia, Pennsylvania 19255, 
U. S. A. 

(d) Taxpayer, or Taxpayer's author- 
ized representative, shall make the re- 
quired Federal tax deposits of the Federal 
excise tax in such manner and at such times 
as are prescribed by regulations and ex- 
plained in the instructions for Form 720. 

(3) Taxpayer agrees that, for purposes 
of determining its Federal excise tax lia- 
bility pursuant to this closing agreement 
and for purposes of verifying Taxpayer's 
entitlement to benefits under the Con- 
vention, Taxpayer will maintain for a pe- 

riod of 5 years from the end of each taxable 
period to which this closing agreement ap- 
plies accounts and records of items of in- 

surance and reinsurance that will be made 
available upon written request by the In- 
ternal Revenue Service at the place mu- 

tually agreed upon by the Service and 

Taxpayer. Taxpayer will also maintain for 
5 years and make available for inspection 
records to establish eligibility for Con- 
vention benefits, including records about 
payment of liabilities described in section 
3. 05 of Rev. Proc. 87 — 13. Taxpayer will 

be allowed 60 days, or other period of 
time determined as reasonable by the Dis- 
trict Director of Internal Revenue, within 
which to make available its accounts and 
records. 

(4) If it is determined that there is an 
underpayment in respect of any excise tax 
determined to be due pursuant to this 
closing agreement and sections 4371 er seq. 
of the Code, the Internal Revenue Service 
shall issue a statement of notice and de- 
mand for the tax due plus any interest and 
applicable penalties. Notice of any un- 
derpayment shall be sent to the Taxpayer 
at the name and address shown on the 
Form 720, if a Form 720 was filed for the 
period for which an underpayment is de- 
termined by the Internal Revenue Ser- 
vice, or otherwise to the Taxpayer's 
registered address in Barbados. Payment 
of all additional amounts due shall be made 
in accordance with the terms specified in 
the statement of notice and demand. Col- 
lection of such amounts not paid per no- 
tice and demand shall be in accordance 
with paragraph 5 hereof. 

(5)(a) As security for payment of tax, 
taxpayer shall cause an irrevocable letter 
of credit to be issued by a United States 
bank that is a member of the Federal Re- 
serve System in favor of the Internal Rev- 
enue Service in the amount of $ 
(amount to be agreed upon by Taxpayer 
and the Internal Revenue Service) or such 
amount as may from time to time be mu- 
tually agreed upon by Taxpayer and the 
Service. Such letter of credit must be in 
effect within 90 days of the effective date 
of this closing agreement. 

(b) Such letter of credit may be drawn 
upon to the extent that: 

(1) The Service issues a statement of 
notice and demand for any tax shown on 
a Form 720 (original or amended return) 
that is not paid with such return; 

(2) Any proposed additional excise tax 
due has been sustained by the Internal 
Revenue Service Regional Director of 
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Appeals having jurisdiction over such 
matter, or 

(3) The time for filing a protest of such 
proposed additional tax due has expired, 
provided that the statement of notice and 
demand shall have been issued as pro- 
vided in paragraph 4 hereof. 

(c) If, after the conditions in para- 
graph 5(b) hereof have been met, the tax 
is not paid in accordance with the terms 
of the statement of notice and demand, 
collection of such amounts will be made 

by resorting to such letter of credit, to the 
extent thereof, before any levy or pro- 
ceeding in court for collection is instituted 
against Taxpayer. 

(d) If such letter of credit is drawn upon, 
it must be reinstated to (amount as may 
have been agreed upon by the Service and 

Taxpayer) within 60 days after the date 
drawn upon. 

(6)(a) Solely by reason of the execu- 
tion by Taxpayer and the Commissioner 
of this closing agreement, any person oth- 
erwise required to remit the federal excise 
tax on foreign insurance or reinsurance 
policies pursuant to section 46. 4374-1(a) 
of the Excise Tax Regulations may con- 
sider premiums paid to Taxpayer after the 
effective date of this agreement as exempt 
under the Convention from the Federal 
excise tax. 

(b) Taxpayer agrees that the Commis- 

sioner may disclose Taxpayer's name as 
an insurer or reinsurer that qualifies for 
exemption from the excise tax under the 
Convention by publication or otherwise. 

(7)(a) This closing agreement shall in- 

clude, as an attachment hereto, a state- 
ment from the Competent Authority of 
Barbados certifying that Taxpayer is a 
resident of Barbados as defined in the 
Convention and a statement from the 

Taxpayer that Taxpayer is not disqualified 

from receiving benefits under the Con- 
vention by reason of Article 22 of the 
Convention. Taxpayer shall submit such 

information in its statement as will estab- 

lish its entitlement to benefits under the 
Convention. 

(b) The statement from the Compe- 
tent Authority of Barbados certifying that 

Taxpayer is a resident of Barbados shall 

be effective for a period of 3 calendar 

years beginning with the year of receipt. 
Taxpayer agrees to renew the certificate 

of residency every three years, and its own 

certification of eligibility for benefits un- 

der the Convention every year, on or be- 

fore the expiration date of the original 

certificate. Taxpayer agrees to provide an 

original and one copy of the recertifica- 

tion along with a photocopy of this closing 

agreement to; 

Internal Revenue Service 

1111 Constitution Ave. N. W. 
Washington, D. C. 20224, U. S. A. 

Attn: CC:INTL:l 

Recertification as to residency shall be ef- 

fective for 3 calendar years. Taxpayer also 

agrees to notify the Competent Authority 
of Barbados and the Internal Revenue 

Service of any change that results in its 

disqualification from receiving Treaty 
benefits. 

(8)(a) This closing agreement shall be 
effective for the taxable period immedi- 

ately following the taxable period within 

which the agreement is signed by the 
Commissioner. This agreement shall 
thereafter continue in effect unless ter- 
minated as provided in subparagraph (b) 
of this paragraph. 

(b) This agreement may be terminated 

by either Taxpayer or the Commissioner 

by giving the other written notice of the 
notifying party's intent to terminate. The 
decision to terminate is solely at the dis- 

cretion of the party giving such notice. 
This agreement shall be terminated on the 

last day of the return period immediately 
following the return period within which 
the written notice of termination is given. 

(c) Taxpayer hereby agrees to file a re- 
turn, Form 720, marked "Final Return" 
for the taxable period within which this 
agreement terminates pursuant to para- 
graph (8)(b) hereof and to furnish a du- 

plicate of such "Final Return" to: 

Internal Revenue Service 
1111 Constitution Ave. , N. W. 

Washington, D. C. 20224, U. S. A. 
Attn: CC:INTL:1 

(d) Taxpayer agrees that the letter of 
credit issued pursuant to paragraph 5 
hereof shall remain in effect for a period 
of not less than 60 days after the "Final 
Return" has been filed in accordance with 

subparagraph (c) hereof, or until the ex- 
amination of Taxpayer's returns is com- 
pleted and any additional tax due has been 
paid, whichever is later. 

WHEREAS, the determinations set 
forth above are hereby agreed to by said 
taxpayer: 

NOW THIS CLOSING AGREE- 
MENT WITNESSETH, that the said tax- 
payer and said Commissioner of Internal 
Revenue hereby mutually agree that the 
determinations set forth shall be final and 
conclusive, subject, however, to reopen- 

mg m the event of fraud, malfeasance, or 
misrepresentation of material fact, and 
provided that any change or modification 
of applicable statutes or tax conventions 
will render this agreement ineffective to 
the extent that it is dependent upon such 
statutes or tax conventions. 

IN WITNESS WHEREOF, the above 
parties have subscribed their names to 
these presents, in triplicate. 
Signed this (Date) day of (Month), (Year) 
By 
Title 

Commissioner of Internal Revenue 

By 
Associate Chief Counsel (Interna- 
tional) 

By 
Associate Commissioner (Opera- 
tions) 

(Date) 

. 07 Any Barbados insurer or reinsurer 
wishing to enter into a closing agreement 
under this revenue procedure should re- 

quest a ruling to establish eligibility to 
enter into such an agreement. The ruling 

request must be submitted in accordance 
with Rev. Proc. 87-4, page 529, this 

Bulletin, or any successor procedure. The 
request must set forth sufficient informa- 

tion to establish that the requester is a 

foreign insurer or reinsurer of hazards, 

risks, losses, or liabilities in the United 

States, that requester is a resident of Bar- 
bados, and that the requester qualifies un- 

der the Convention for exemption from 

the Federal excise tax imposed by section 
4371 of the Code. The request must be 
accompanied by: the insurer or reinsur- 
er's most current prospectus; except in the 
case of entities (either the requester or 
shareholder(s) of requester) publicly traded 
on a recognized stock exchange in the 
United States or Barbados in which case 
the names and addresses of individual 

beneficial owners need not be provided, 
a list of names and addresses of the re- 
quester's shareholders (including, in the 
event that any direct shareholders are 
persons other than individuals, the names 

and addresses of those individuals who 

hold shares indirectly through such direct 

shareholders); information as to the per- 

centage of outstanding shares of each class 

of stock owned by each shareholder; a 

statement, with respect to the calendar 

year immediately preceding the request, 

as to (1) the ratio which payments on li- 

abilities to persons described in section 

3. 05 bore to the insurer or reinsurer's 
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worldwide income (including investment 
income attributable to its insurance busi- 

ness, but excluding investment income not 
attributable to its insurance income), and 

(2) the ratio which reinsurance premiums 
paid to persons described in section 3. 05 
bore to the insurer or reinsurer's world- 
wide premium income; and a copy of Form 
A filed by the requester with the Barba- 
dos Ministry of Finance and Planning un- 

der the Exempt Insurance Act of 1983 
(Act 1983 — 9) or any successor legislation. 
If the insurer or reinsurer was not in busi- 

ness during the calendar year immediately 

preceding the request, the statement as 
to the ratios of liabilities to worldwide 

income and of reinsurance premiums to 
worldwide premium income should be a 
representation as to what these ratios are 
expected to be during the insurer or rein- 
surer's first calendar year of business. 

The request must be accompanied by 
three copies of the Closing Agreement 
with an original signature on each copy 
and an original and two copies of the Cer- 

tificate of residency required by para- 

graph 7 of the Agreement. 

SEC. 4. PERIODIC LISTING OF 
AGREEMENTS 

The Service will periodically publish in 

the Internal Revenue Bulletin a list of for- 

eign insurers or reinsurers that have en- 

tered into closing agreements under this 

revenue procedure and also those whose 

closing agreements are terminated so that 

the exemption no longer applies. 

SEC. 5. OTHER TREATIES 

These procedures may also be used by 
insurers or reinsurers claiming benefits 

under the United States Conventions with 

Cyprus or any country that has a similar 

anti-treaty shopping and qualified exemp- 
tion convention with the United States 

which enters into force after the effective 

date of this revenue procedure. The Of- 

fice of Associate Chief Counsel (Inter- 
national) should be contacted with regard 

to appropriate modifications to these pro- 
cedures that apply to these latter conven- 

tions. Taxpayers claiming benefits under 

the treaties with France, Hungary, and 

the United Kingdom should continue to 
follow Rev. Proc. 84-82, 1984-2 C. B. 779. 

SEC. 6. EFFECTIVE DATE 

This revenue procedure is effective April 

13, 1987, the date of its publication in the 

Internal Revenue Bulletin. 

SEC. /. EFFECT ON OTHER 
DOCUMENTS 

Paragraph (6)(a) in the closing agree- 
ment in Rev. Proc. 84-82, 1984-2 C. B. 
779, is modified to state that the closing 
agreement provides an exemption from 
the Federal excise tax for premiums paid 
to the Taxpayer, rather than policies is- 

sued by the taxpayer, after the effective 
date of the agreement. Also, the ad- 
dresses in paragraphs (7)(b) and (8)(c) of 
the closing agreement in this revenue pro- 
cedure should be substituted for the ad- 

dresses in paragraphs (7)(b) and (8)(c) of 
the closing agreement in Rev. Proc. 84— 
82. The signature of the Associate Chief 
Counsel (International) should be substi- 

tuted for the signature of the Associate 
Chief Counsel (Technical) in the closing 
agreement in Rev. Proc. 84-82. 

26 CFR 601. 104: Collection functions. 

Rev. Proc. 87-14 

CONTENTS 

Part A. General 

Section 1. Purpose 
Section 2. Nature of Changes 
Section 3. Definitions 
Section 4. Reporting Schedules/ 

Transmittal Forms 
Section 5. Submission Dates for Mag- 

netic Tapes 
Section 6. Internal Revenue Process- 

ing of Magnetic Tapes 
Section 7. Pre-Offset Address Re- 

quest Processing 
Section 8. Annual Debtor Master File 

Processing 
Section 9. Agency Address File 
Section 10. Weekly Debtor Master File 

Processing 

Part B. Magnetic Tape Specifications 

Section 1. Introduction 
Section 2. Tape and File Specifica- 

tions 
Section 3. Logical Sequence of Files 
Section 4. Reserved 
Section 5. Transmitter-Annual Pre- 

Offset Address Request Record 
Section 6. Transmitter-Annual Pre- 

Offset Data Control Record 
Section 7. Service-Annual Pre-Offset 

Unprocessahle Records 

Section 8. Service-Annual Pre-Offset 
Address Request Record 

Section 9. Service-Annual Pre-Offset 
Data Control Record 

Section 10. Transmitter-Annual Cer- 
tification Record 

Section 11. Transmitter-Annual Cer- 
tification Data Control Record 

Section 12. Service-Annual Unpro- 
cessable Certification Record 

Section 13. Service-Annual No Match 
Record 

Section 14. Service-Annual No Match 
Data Control Record 

Section 15. Transmitter-Agency Ad- 
dress Record 

Section 16. Transmitter-Agency Ad- 
dress Data Control Record 

Section 17. Transmitter-Weekly Up- 
date Record 

Section 18. Transmitter-Weekly Up- 
date Data Control Record 

Section 19. Service-Weekly Unpro- 
cessable Update Record 

Section 20. Service-Weekly Collec- 
tion (Offset/Claim) Record 

Section 21. Service-Weekly Collec- 
tion (Offset/Claim) Data Control 
Record 

Section 22. Transmitter-Header Rec- 
ord 

Section 23. Service-Header Record 

PART A. GENERAL 

SECTION 1. PURPOSE 

. 01 The purpose of this Revenue Pro- 
cedure is to provide the requirements and 
conditions for filing annual certification 
on magnetic tape of federal debts which 
are eligible for the Federal Income Tax 
Refund Offset Program. This Revenue 
Procedure is issued under the authority 
contained in Section 7805 of the Internal 
Revenue Code of 1954 (68A STAT. 1153; 
26 U. S. C. 7805) and in Section 3720A of 
Subchapter 37 of Title 31 United States 
Code (98 STAT. 1153; 31 U. S. C. 3720A). 

. 02 Included in this Revenue Proce- 
dure are requirements for: 

(a) submitting Pre-Offset Address 
Request records to secure the address 
from the taxpayer's latest income tax 
return to be used by the agency when 
notifying a taxpayer of potential offset. 

(b) submitting Annual Certification 
Claim records for inclusion on the 
Debtor Master File. 

(c) submitting Federal Agency's ad- 
dresses and contacts on magnetic tape 
for inclusion on IRS offset notices to 
taxpayers. 
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(d) submitting Weekly Updates to 
1) delete or decrease a previously cer- 
tified debt or 2) indicate that the fed- 
eral agency has repaid a previous federal 
income tax refund offset. 
. 03 The Internal Revenue Service 

(IRS), upon receipt of Annual Certifica- 
tion records, will mark matching individ- 
ual taxpayer accounts to prohibit refunding 
of overpayments to the taxpayer. When 
refundable credits (usually resultant from 
the filing of a current year tax return) are 
processed, an offset record is generated 
to the agency for the amount of obligation 
or the amount of the refund whichever is 
less. This offset record will also refiect 
current taxpayer identifying information 
valid for the offset tax year, Le. , SSN 
name(s), and current address. Claims may 
be filed by an "injured spouse" to recover 
their portion of any joint overpayment 
which is not subject to offset by submit- 
ting Form 1040X and Form 8379. 

. 04 Sections 6103(1)(10)(B) and 
6103(1)(11)(B) of the Internal Revenue 
Code explicitly restrict participating agen- 
cies' use of return information provided 
in connection with agencies' requests for 
reductions under IRC 6402(c) and (d). 
Agencies are permitted to use return in- 
formation "only for the purpose of, and 
to the extent necessary in, establishing ap- 
propriate agency records or in the defense 
of any litigation or administrative proce- 
dure ensuing from a reduction made un- 

der Section 6402(c) or (d). " Agencies using 
the information for other than the Federal 
Tax Refund Offset Program can be sus- 

pended from the program. 
. 05 Specifications for the following 

agency submitted records are contained 
in this Revenue Procedure: 

(a) Transmitter-Annual Pre-Offset 
Address Request Record 

(b) Transmitter-Annual Pre-Offset 
Data Control Record 

(c) Transmitter-Annual Certifica- 
tion Record 

(d) Transmitter-Annual Certifica- 
tion Data Control Record 

(e) Transmitter-Agency Address 
Record 

(f) Transmitter-Agency Address 
Data Control Record 

(g) Transmitter-Weekly Update 
Record 

(h) Transmitter-Weekly Update 
Data Control Record 
. 06 Specifications for the following IRS 

records returned to the Federal Agency 
are contained in this Revenue Procedure: 

(a) Service-Annual Pre-Offset Un- 

processable Record 

(b) Service-Annual Pre-Offset Ad- 

dress Request Record 

(c) Service-Annual Pre-Offset Data 
Control Record 

(d) Service-Annual Unprocessable 
Certification Record 

(e) Service-Annual No Match Rec- 
ord 

(f) Service-Annual No Match Data 
Control Record 

(g) Service-Weekly Unprocessable 
Update Record 

(h) Service-Weekly Collection (Off- 
set/Claim) Record 

(i) Service-Weekly Collection (Off- 
set/Claim) Data Control Record 
. 07 Specifications for Header records 

are contained in Section 22 for Transmit- 
ter files and Section 23 for IRS files. 

OLD SECTION 
NUMBER 
Part A, Sec. 2 
Part A, Sec. 3 
Part A, Sec. 4 
Part A, Sec. 5 
Part A, Sec. 6 
Part A, Sec. 7 
Part A, Sec. 8 
Part B, Sec. 2 
Part B, Sec. 5 

Part B, Sec. 6 
Part B, Sec. 7 
Part B, Sec. 8 
Part B, Sec. 9 
Part B, Sec. 10 
Part B, Sec. 11 
Part B, Sec. 12 

NEW SECTION 
NUMBER 
Part A, Sec. 3 
Part A, Sec. 4 
Part A, Sec. 5 
Part A, Sec. 6 
Part A, Sec. 8 
Part A, Sec. 10 
Part A, Sec. 7 
Part A, Sec. 3 
Part B, Sec. 10 
Part B, Sec. 11 
Part B, Sec. 12 
Part B, Sec. 13 
Part B, Sec. 14 
Part B, Sec. 17 
Part B, Sec. 18 
Part B, Sec. 19 

SEC. 2. NATURE OF CHANGES 

. 01 This section contains highlights of 
changes from the unpublished 1986 ver- 
sion of this Revenue Procedure, 

. 02 Authorization statement is moved 
to Part A, sec. 1. 01. 

. 03 References to individual partici- 
pating agencies have been deleted. 

. 04 Definitions are moved from Part 
B, Sec. 2 to Part A, Sec. 3. 

. 05 Sections and some text have been 
rearranged to conform to the chronolog- 
ical order of Tax Offset Program proc- 
essing. The program order is: 

(1) Annual Pre-Offset Address Re- 
quest Processing 

(2) Annual Certification Processing 

(3) Agency Address Processing 
(4) Weekly Update Processing 
Specific Section changes are as follows: 

Part B, Sec. 13 
Part B, Sec. 14 
Part B, Sec. 15 
Part B, Sec. 16 
Part B, Sec. 17 
Part B, Sec. 18 
Part B, Sec. 19 
Part B, Sec. 20 
Part B, Sec. 21 

Part B, Sec. 20 
Part B, Sec. 21 
Part B, Sec. 5 
Part B, Sec. 6 
Part B, Sec. 7 
Part B, Sec. 8 
Part B, Sec. 9 
Part B, Sec. 15 
Part B, Sec. 16 

The text changes were made in Part A, 
Sec. 1. 04, 1. 05, 4. 03, 5. 02. 

. 06 The return of collection (offset/ 
claim) tapes to each agency will be done 
weekly instead of monthly. 

. 07 The name of the Service-Monthly 
Claim Record has been changed to Ser- 
vice-Weekly Collection (Offset/Claim) 
Record. 

. 08 The name of the various Trans- 
mitter and Service "CONTROL" records 
have been changed to "DATA CON- 
TROL" records. 

. 09 The Monthly Reporting Schedule 
Dates have been updated for 1987. The 
run dates and shipping dates have been 
deleted as the collection file will now be 
returned weekly. The inclusive cycles for 
each monthly reporting period have been 
added. (Part A. Sec. 4. 01) 

. 10 Program Run Numbers have been 
added for inclusion in Agency Transmittal 
letters. (Part A, Sec. 4. 03) 

. 11 A new pre-printed tape transmittal 
form for agency use is included. (Part A, 
Sec. 4. 04) 

. 12 Date added to transmittal letter. 
(Part A, Sec. 4. 03) 

. 13 Choice of Street Address or P. O. 
Box for the National Computer Center 
address added. (Part A, Sec. 3, 4. 05, 5. 01) 

. 14 Reference to Debtor Master File 
Analyst at the National Office deleted from 

tape transmittal letter. (Part A, Sec. 4. 03, 
5. 01) 

. 15 Notification of Agency tapes 
shipped to IRS will be made to the Debtor 
Master File Coordinator at the National 
Computer Center. (Part A, Sec. 5. 01) 

. 16 Submission dates for Test and Pro- 
duction tapes updated. (Part A, Sec. 5. 02) 

. 17 Explanation for the range of SSN's 
used for testing clarified. (Part A, Sec. 
5. 03) 

. 18 Explanation for return of entire 
Transmitter Tape included for appropri- 
ate files. (Part A, Sec. 6. 01, 7. 03, 8. 03, 
10. 04) 

. 19 Reference to an annual notice for 
accounts established on the Debtor Mas- 

ter File deleted. 
. 20 Lme added to Change of Agency 
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Address letter to indicate whether the ad- 
dress is being changed or added. (Part A, 
Sec. 9. 03) 

. 21 A requestor Signature/Title/Date 
line has been added to the Change of 
Agency Address letter. (Part A, Sec. 9. 03) 

. 22 Definition of Spousal Claim re- 
worded. (Part A, Sec. 3) 

. 23 Nature of Changes Section added. 
(Part A, Sec. 2) 

. 24 IRS delete notice (CP — 50) will no 
longer be generated. 

. 25 Annual Pre-Offset Claim Record 
renamed to Annual Pre-Offset Address 
Request Record. 

. 26 Definition of 'Agency Code' ex- 
panded. (Part A, Sec. 3) 

. 27 Definition of 'Local Code' added. 
(Part A, Sec. 3) 

. 28 Monthly Reporting Schedule 
changed to Weekly Reporting Schedule. 
Chart of effective dates for offsets by cycle 
added. (Part A, Sec. 4. 01) 

. 29 Reference to multiple runnings of 
Pre-Offset Address Requests added. (Part 

A, Sec. 5. 02) 
. 30 Requirement for an Agency Toll- 

Free telephone number added. (Part A, 
Sec. 9. 01) 

. 31 Agency Address record expanded 
to allow 3 agency telephone numbers. (Part 

A, Exhibit A — 3, Part B, Sec. 15) 
. 32 Sequence of Transmitter and Ser- 

vice files added. (Part B, Sec. 3) 
. 33 BLKSIZE changes for ANSI la- 

bels. (Part B, Sec. 2. 07, 2. 08) 
. 34 Phone numbers for IRS DMF Pro- 

gram Coordinator changed. (Part A, Sec. 
3. 01, 7. 01) 

. 35 Use of Tape Transmittal Form 3220 
limited. (Part A, Sec. 4. 04) 

. 36 SSN testing range explanation re- 
worded. (Part A, Sec. 5. 03) 

. 37 Reference to information returned 
on offset records added. (Part A, Sec. 
1. 03) 

. 38 Restrictions on the use of taxpayer 
data added. (Part A, Sec. 1. 04, 7. 08) 

. 39 Information regarding Effective 
Dates and Shipping Dates of Weekly Col- 
lection files added. (Part A, Sec. 4. 01) 

. 40 Requirement to send weekly up- 

date tapes added. (Part A, Sec. 4. 02) 
. 41 Final due dates updated and fur- 

ther defined as "receipt date. " (Part A, 
Sec. 5. 02) 

. 42 Reference to offset reversals added. 
(Part A, Sec. 10. 05) 

. 43 Example of offset notice (CP-47) 
added. (Part A, Sec. 10. 05, Exhibit A-4) 

. 44 File name for Pre-Offset and An- 

nual Unprocessable Files corrected (Part 
B, Sec. 23. 02) 

. 45 Requirement for local code "000" 
specified (Part A, Sec. 3, 9. 01, Part B, 
Sec. B) 

. 46 Office symbols for DMP Program 
staff changed (Part A, Sec. 4. 01, 7. 01 Ex- 
hibit A — 3) 

. 47 Various editorial changes. 

SEC. 3. DEFINITIONS 

ELEMENT 
Agency Code 

Agency Case 
Number 

Delinquent Date 

DMF Account 

File 

IMF 

Invalid Segment 

Local Code 

NCC 

Name Control 

DESCRIPTION 
This is a two digit numeric code assigned by IRS to identify the Federal Agency involved. The term "agency", 
as used in this document, is meant to be the Department level within the Federal Government. One agency 
code will be assigned to an Agency (Department). Different functions within a Department may be assigned 
a sub-agency code or a series of sub-agency codes (see definition below). 

This is the identifying number of the obligor's file at the submitting agency. Field is optional. Use is rec- 
ommended when an agency does not use the SSN as the primary account/case number. 

Date the obligation became delinquent. 

A record that has been created as a result of certification by a federal agency's claim that has matched an 
account on the Individual Master File. This record consists of an entity section and at least one agency 
subsection. 

For the purpose of this revenue procedure, a file consists of all tape records submitted by a Transmitter. 

The Individual Master File is a comprehensive file containing entity information and transaction activity for 
each individual taxpayer account. 

The portion of the IMF which contains all SSN's which are currently considered invalid. Records submitted 
for invalid SSN's will be returned to the submitting agency and will not cause a refund freeze or allow a 
refund offset. 

This is a three digit code used to associate an Agency Address Record (Agency Name, Address, telephone 
numbers) with an individual obligor for use on IRS offset notices. A local code of "000" is required for each 
subagency. 

National Computer Center Route 9 & Needy Road (for courier service or UPS) 
or 

P. O. Box 1208 (if using USPS) 
Martinsburg, W. Va. 25401 
FTS 933-8345 
NON-FTS (304) 267-2911 EXT 345 

When cases (original certifications and updates) are submitted to the IRS for processing, the SSN and Name 
Control are used for matching against the taxpayer's account. Records that do not match exactly on SSN 
and Name Control will be returned to the submitting agency. To ensure that submissions are processable, 
the following examples demonstrate the proper manner to derive the Name Control field. 
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NAME 
Mark D'Allesandro 
Pedro Torres-Lopes 
Joe McCarthy 
Mr. Eng U 
Mary X-Williams 
Juan De Jesus 

SSN 

ELEMENT DESCRIPTION 
NAME NAME CONTROL NAME CONTROL 
John Brown BROW DALL 
John A. Lee LF. E* TORR 
James P. En Sr. EN* MCCA 
John O' Neill ONEI U* 

Mary Van Buren VANB X-WI 
John Diben Edetto DIBE DEJE 
John A. El-Roy EL-R 
*Name Controls of less than four (4) significant characters must be left justified and blank filled, Embedded blanks 
are not allowed. A single hyphen is allowed in all but the first digit of the name control. 

Obligor The person against whom a Federal Agency has certified a delinquent debt. 

Special Character Any character that is not a numeral, a letter or a blank. 

Spousal Claim An amended return filed by a spouse whose share of a joint overpayment was applied to the other spouses 
debt. The amount of the claim will be refunded to the non obligated spouse. The refund will be addressed 
to both taxpayers. 

SSA Social Security Administration 

Social Security Number assigned by SSA. 

Subagency Code This is a two digit alpha-numeric code assigned by the agency. The agency must consider the types of 
delinquent accounts an obligor may have. If multiple accounts are present, a separate subagency code must 

be used to collect each debt. If the agency has no subagencies, this field will be zero. All subagency codes 
assigned by an agency MUST be approved by IRS, 

Transmitter Participating Federal Agencies preparing tape files. 

NCC 
CYCLE 
8705 
8706 
8707 
8708 
8709 
8710 
8711 
8712 
8713 
8714 
8715 
8716 
8717 
8718 
8719 
8720 

DATE 
02-16-87 
02-23-87 
03-02-87 
03-09-87 
03-16-87 
03-23-87 
03-30-87 
04-06-87 
04-13-87 
04-20-87 
04-27-87 
05-04-87 
05-11-87 
05-18-87 
05-25-87 
06-01-87 

NCC 
CYCLE 
8721 
8722 
8723 
8724 
8725 
8726 
8727 
8728 
8729 
8730 
8731 
8732 
8733 
8734 
8735 
8736 

SEC. 4. REPORTING SCHEDULES/ 

TRANICITTAL FORINS 

. 01 WEEKLY REPORTING/ 
TRANSFER OF FUNDS SCHED- 
ULE — The actual transfer of funds in this 
program will be coordinated by the IRS 
DMF Program Coordinator, Returns 
Processing & Accounting Division 
(D:R:R:A), 1111 Constitution Ave. NW, 
Washington, D. C. 20224. (FTS 343-0147, 
48, 49; non-FTS (202) 343-0147, 48, 49), 
and each participating agency. The IRS 
will provide the participating agencies with 

a transaction file containing collection 

DATE 
06-08-87 
06-15-87 
06-22-87 
06-29-87 
07-06-87 
07-13-87 
07-20-87 
07-27-87 
08-03-87 
08-10-87 
08-17-87 
08-24-87 
08-31-87 
09-07-87 
09-14-87 
09-21-87 

NCC 
CYCLE 
8737 
8738 
8739 
8740 
8741 
8742 
8743 
8744 
8745 
8746 
8747 
8748 
8749 
8750 
8751 
8752 

DATE 
09-28-87 
10-05-87 
10-12-87 
10-19-87 
10-26-87 
11-02-87 
11-09-87 
11-16-87 
11-23-87 
11-30-87 
12-07-87 
12-14-87 
12-21-87 
12-28-87 
01-04-88 
01-11-88 

(offset/claim) information in the form of 
magnetic tapes (Service-Weekly Collec- 
tion (Offset/Claim) File) on a cycle 
(weekly) basis. The actual transfer of funds 
will be made on a weekly basis. The fol- 
lowing chart shows each offset cycle (week) 

and the effective date (transfer of funds) 
for that cycle. Note that these are all Mon- 

day dates. If the date happens to be a 
Federal Holiday, the transfer of funds will 

take place the next workday. Also note 
that the Weekly Collection Tape will be 
shipped approximately one week before 
the Effective Date. 

. 02 WEEKLY UPDATE SCHED- 
ULE — Each agency may submit weekly 
update information to either delete or de- 
crease an obligation amount or to indicate 
an agency refund/repayment has been 
made. These tapes must be received by 
the National Computer Center no later 
than Thursday night of each week in order 
to meet NCC's weekly update cycle. Any 
tape received after this time may not be 
input until the following week. IRS will 

return any records found unprocessable 
to the participating agency within seven 
days. NOTE: Agencies must send weekly 
updates as timely as possible to prevent 
erroneous offsets or refunds from occur- 
ring. 

. 03 TRANSMITTAL LETTER— 
Tapes submitted to IRS must be accom- 
panied by a letter as detailed in Exhibit 
A — 1 in Part A, Section 4. 05 below. Use 
the following chart to determine run title 
and file name. The symbol ¹¹ in the file 

name is replaced with your agency code 
(Le. , 01) as assigned by IRS. 
IRS will acknowledge receipt of Agency 
tapes by returning a signed copy of the 
transmittal letter. If the Agency does not 
receive the acknowledgment within one 
week, they must contact the NCC Debtor 
Master File Coordinator at FI'S 937-8345 
(NON-FTS (304) 267-2911 EXT 345) to 
verify receipt of tape. 

. 04 TAPE TRANSMITTAL FORM- 
IRS/NCC will supply each agency with 
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TYPE OF DATA 

Pre-Offset Address 
Request Records 
Annual Certification Records 
Agency Address Records 
Weekly Update Records 

RUN TITLE 

440-3A Annual Pre-Offset 
440 — 3A Annual 

440 — 20 Agency Address 
445 — 12 W 

FILE NAME 

440 — PO — ¹¹ 
440 — AC — ¹¹ 
440 — AA — ¹¹ 
445 — WK — ¹¹ 

This trasmittal form will be supplied for below. transmittal documents separately. This 

use with the TRANSMITTER — pre-printed forms(Form 3220) to be corn- form is in addition to the Transmittal Let- 

WEEKLY UPDATE PRODUCTION file pleted and shipped along with each tape teroutlined in Part A, Section 4. 03 above. 

only. See Exhibit A — 2in Part A, Sec. 4. 05 file sent to IRS. Do not ship tapes and 

. 05 EXHIBITS 

EXHIBIT A — 1 — TRANSMITI'AL LETI'ER 

Internal Revenue Service 
National Computer Center 
Route 9 & Needy Road (for courier service or UPS) 

or 
P. O. Box 1208 (if using USPS) 
Martinsburg, W. Va. 25401 

Attention Debtor Master File Coordinator: 

Enclosed please find a tape for the IRS Tax Refund Offset Project for submission to the DMF (select run title 
from Section 4. 03 above) Run. 

File Name: 
Number of Records: 
Tape Number: 
Number of Blocks: 

select from Sec. 4. 03 above 

CIRCLE EACH WHICH IS APPLICABLE 

PRODUCTION TAPE Original or Replacement 

TEST TAPE Original or Replacement 

NCC: Please sign below and return one copy to the submitting 
agency and 

keep one copy for your files. 

NCC Acknowledg- 
ment 

Date 
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EXHIBIT A-2 — TAPE TRAhlsMITTAL FORM 3220 

i)dry 
JOB AUN NUMBER ' CHAAGE-OUT 

STORAGE , 
'~~ REMOTE LOG 

MEDIA i )&, TRANSMITTAL 

ANICN CI ~ ~ d P 
CTCCE 

NUMBER I IPW I BT 
, 

IPNC NINA ' OP CODA 

pj )II IGOI 
T R A 4 5 M I TT A i 

'cUMBER 

GP d 

io 5 CV 445WKK&d 

T 5ERIAI 
, 
')OB. RUN. AGUE. 0 Mf 0'A CREAT'QN aC vd/Ndl RRQQ 3LQCK 

O'C 40 CROMI EQUENCE CATE C 
5 us 40 QI, NT 

E""QRS 

S 
ditlGldii . 'INGCNGII NCIIL NINPNN 

R oE REco 5 
C 

VCVBER OH BLOCI(S 

ROUTING/REMARKS 

AGENCY BB INPUT FOR WEEKLY )I V e 445 I Ndg) 

5CHEDUUNG CQNTROI. S 

PRON c FEDERAL AGENCY NAVE 

ADDRESS/MANE OF COPING:TER FA . ::. Y 

TAPE WAS SEN ~ FROM 

I'OURTOWN, USA 

I 

SIGNA Tua5 CATE 

)A ~ ~ d f -A ~ t C d )BBQ C 
. ~ ~ 
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EXHIBIT A — 2 — TAPE TRANSMITTAL FORM 3220 CON'T 

Four items must be filled in prior to shipping a tape file: 

Item A 

Item B 
Item C 

insert a Transmittal Number here. This number can be used as reference when calling NCC to verify receipt of tapes. 

insert original reel number. (Upon receipt, NCC will assign a number of its own under Serial No. ) 

insert number of records on the file. This should include data records only. 

Item D insert number of data blocks on the file. 

Additional notes for Form 3220 

The ¹¹ symbols will be the actual agency code assigned by IRS. 

A unique number for each agency will be assigned and placed in box 17. 

*NCC may add a 2 or 3 digit literal to the file I. D. for each agency. 

SEC. 5. SUBMISSION DATES FOR 

MAGNETIC TAPES 

. 01 IRS requires participating agencies 
to provide test tapes for the purpose of 
compatibility testing as soon as possible 
after July 1. Tapes must be mailed to: 

Internal Revenue Service 
National Computer Center 

Route 9 & Needy Road (for courier 
service or UPS) 

or 
P. O. Box 1208 (if using USPS) 
Martinsburg, West Virginia 25401 
ATTN: DEBTOR MASTER FILE 
COORDINATOR 
. 02 The following final due dates have 

been established for the submission of 
TEST tapes and PRODUCTION tapes. 
Please note that all tapes must be received 

at NCC no later than the final dates shown 

below. Submission of tapes prior to these 
dates is acceptable and encouraged. A 
TEST tape must be submitted prior to a 

PRODUCTION tape. 

TAPE FILE 

(a) Transmitter-Annual Pre-Offset Ad- 
dress Request Record Tape 

(b) Transmitter-Annual Certification Rec- 
ord Tape 

(c) Transmitter Agency Address File Tape 

(d) Transmitter-Weekly Update Record 
Tape 

Nov. 14, 1986 **Jan. 2, 1987 

Dec. 1, 1986 
Dec. 15, 1986 

Jan. 2, 1987 
Starting Jan. 29, 
1987 and every 
Thursday evening 
thereafter 

FINAL Due Dates for 
TEST TAPE(s) PROD TAPE(s) 

Aug. 30, 1986 'Oct. 2, 1986 

'There are three Pre-offset production runs 

tentatively scheduled. Oct. 2, 1986, is the 
due date for the final run. The due date 
for the first two runs are August 7, 1986, 
and Sept. 11, 1986, respectively. An agency 

may submit production tapes for any or 
all of these runs provided a test tape has 
been provided first. 
**If a Transmitter-Annual Certification 
Record Tape is received after this date, 
there is no guarantee it will be included 
in the annual certification processing. If 
it is not so included, the accounts on those 
tapes will not be subject to offset for the 
entire calendar year. 

. 03 TESTING LIMITATIONS — These 
limitations apply to TEST TAPES only. 
Due to the volume of records processed 

by IRS, the IMF files are segmented by 
SSN ranges to expedite computer proc- 
essing. The first segment (SSN range 001— 
01 — 0001 thru 023 — 99 — 9999) is used for 
production testing. IRS will process any 
and all TEST TAPES submitted by an 

agency. Afi records will be subjected to 
initial validity (processable/unprocessa- 

ble) tests. Those records not within the 
SSN range will not be matched to the IMF 
(Pre-Offset and Annual Certification) or 
the DMF (Weekly Update Records). The 
Agency Address File is not subject to this 
limitation as the file does not contain SSN's. 
IRS will return any and all SERVICE files 

created during testing back to the agency. 
. 04 UPON SHIPMENT OF PRO- 

DUCTION TAPES, PLEASE NOTIFY 
THE DEBTOR MASTER FILE CO- 
ORDINATOR AT THE IRS NA- 
TIONAL COMPUTER CENTER ON 
FTS 937-8345 (NON-FTS (304) — 267 — 2911 
EXT 345). Please limit these calls to Mon- 

day through Friday between the hours of 
8:00 AM and 4:00 PM (Eastern Time). 

SEC. 6. INTERNAL REVENUE PROCESSING 

OF MAGNETIC TAPES 

. 01 All tapes submitted must conform 
exactly to this Revenue Procedure. IF 
TAPES ARE UNPROCESSABLE, 
THEY WILL BE RETURNED TO THE 
SUBMITTING AGENCY FOR COR- 
RECTION AND REPLACEMENT. Files 

received from agencies that contain any 
of the following error conditions will be 
returned in their entirety as unprocessa- 
ble. The National Computer Center will 

contact the Agency when an unprocess- 
able file is being returned. 

(a) A record contains an invalid 

money amount field (non-numeric). 

(b) The control record does not 
balance with the data records on count 
and/or amount. 
. 02 Each unprocessable record will be 

returned intact with an error code in- 

serted in the record explaining the reason 
for its return. Part B Sec. 7, 12 and 19 
contain the Unprocessable Record lay- 
outs which include explanations for each 
error code. 

SEC. 7. PRE-OFFSET ADDRESS RE(VEST 
PROCESSING 

. 01 Prior to submission of Annual Cer- 
tification Records, Federal agencies may 
obtain the latest address information from 
an individual's tax account by submitting 
Annual Pre-Offset Address Request Rec- 
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ords to IRS. Transmitter-Annual Pre- 
Offset Address Request Records must 
contain aH elements as specified in Part 
B, Sec. 5 & 6 of this Revenue Procedure. 
Agencies must contact the IRS DMF Pro- 
gram Coordinator, Returns Processing & 
Accounting Division (D:R:R'. A), 1111 
Constitution Ave. NW, Washington, D. C. 
20224, (FTS343-0147, 48, 49, 50, 52, NON- 
FTS (202) 343-0147, 48, 49, 50, 52), to 
schedule their participation in Pre-Offset 
Processing. This processing may begin as 
early as mid to late July. Pre-Offset TEST 
tapes must be received no later than Au- 
gust 30, 1986. Pre-Offset PRODUC- 
TION tapes must be received no later than 
October 2, 1986, to be included in the last 
scheduled processing cycle. 

. 02 Upon receipt of a tape containing 
Transmitter-Annual Pre-Offset Address 
Request Records, IRS will first validate 
aH records. Those records deemed un- 

processable will be returned to the sub- 

mitting agency containing aH elements as 
specified in Part B, Sec. 7 of this Revenue 
Procedure. Those records which are proc- 
essable will be matched against the In- 
dividual Master File (IMF). 

. 03 Files received from agencies that 
contain any of the following error con- 
ditions will be returned in their entirety 
as unprocessable. The National Com- 
puter Center will contact the Agency when 
an unprocessable file will be returned. 

(a) A record contains an invalid 
money amount field (non-numeric). 

(b) The control record does not bal- 
ance with the data records on count 
and/or amount. 
. 04 Records not matching the IMF on 

SSN and Name Control will be returned 
to the submitting agency containing aH 

elements as specified in Part B, Sec. 8 & 
9. 

. 05 Records matching the IMF on SSN 
but not on Name Control will cause ex- 
traction of the name line for the SSN as 
contained on the IMF. The format of the 
record returned from IRS is specified in 
Part B, Sec. 8 & 9. 

NOTE: The return by IRS of a name 
line does NOT imply the SSN is correct 
and the agency name control field is wrong. 
The agency MUST examine each of these 
records manually (Le. , not via a computer 
program!) to determine if the name line 

IRS has is truly the obligor the agency is 

attempting to obtain an address for and 
subsequently certify for offset. Under NO 
circumstances may an agency routinely use 

the name and/or name control supplied 

by IRS. 

the submitting agency containing aH ele- 
ments as specified in Part B, Sec. 13 & 14 
of this Revenue Procedure, 

. 05 Records finding a match on the IMF 
will create a refund freeze condition. The 
Debtor Master File (DMF) is initialized 
annually only from processable certifica- 
tion records that match the IMF. The DMF 
file can be updated on a weekly basis 
through offsets and claims from the IMF, 
and through decreases, deletes and agency 
refund repayments from the submitting 
agencies. New accounts cannot be added 
to the file after the beginning of the cal- 
endar year. 

. 06 Accounts on the DMF will be 
prioritized and federal income tax refunds 
offset based on the following criteria: 

(a) Office of Child Support En- 
forcement (AFDC)-Aid to Families with 

Dependent Children claims and state 
foster care and adoption assistance pro- 
gram claims. 

(b) AH other participating agencies 
based on the date the debt became past 
due. (In the event the date the debt 
became past due is the same, the ac- 
count with the larger obligation will be 
subject to offset first. ) 

(c) Office of Child Support Enforce- 
ment-(non-AFDC) NON-Aid to Fam- 
ilies with Dependent Children claims. 

. 06 Records matching the IMF on both 
SSN and Name Control will cause ex- 

traction of the Street Address, City, State 
and ZIP Code as contained on the IMF. 
The format of the record returned from 
IRS is specified in Part B, Sec. 8 & 9. 

. 07 Because of the similarity in the Pre- 

Offset and Annual Certification Process, 
participation in Pre-Offset wiH aHow Fed- 
eral Agencies to not only receive obligors 
addresses but also test and review the con- 

dition of their data prior to Annual Cer- 
tification. The submitting agency will be 
able to review the Unprocessable and No- 

Match records prior to Annual Certifi- 
cation. Records failing any validity checks 
at Annual Certification may result in the 
loss of an Offset(s) for that processing 
year. 

. 08 Agencies are reminded that using 

any data provided by IRS for other than 
this program is a confiict with Disclosure 
provisions and can result in suspension 
from the program. See statement in Part 
A, Sec. 1. 04. 

SEC. 8. ANNDAL DEBTOR MASTER FILE 

PROCESSING 

. 01 The federal agencies participating 
in this program must submit their Annual 
Certification records in accordance with 

the specifications in Part B, Sec. 10 & 11 
of this Revenue Procedure. A TEST tape 
of Annual Certification records must be 
received no later than November 14, 1986. 
The PRODUCTION file must be re- 
ceived no later than January 2, 1987. 

. 02 Upon receipt of a tape containing 
the Annual Certification records, IRS will 

validate aH records. Those deemed un- 

processable will be returned on a separate 
tape file to the submitting agency con- 
taining aH elements as specified in Part B, 
Sec. 12 of this Revenue Procedure in- 

cluding the error reason code. Those rec- 
ords which are processable will be matched 
against the Individual Master File (IMF). 

. 03 Tapes received from agencies that 
contain any of the following error con- 
ditions will be returned in their entirety 
as unprocessable. The National Com- 
puter Center will contact the Agency when 
an unprocessable tape is being returned. 

(a) A record contains an invalid 
money amount field (non-numeric). 

(b) The control record does not 
balance with the data records 

on count and/or amount. 
. 04 Those records that do not find a 

match on the Individual Master File (IMF) 
will be returned on a separate tape file to 

SEC. tL AGENCY ADDRESS FILE 

. 01 An Agency Address File will be 
created annually by IRS and will contain 
address and contact point information 
which will be included on aH related IRS 
generated taxpayer correspondences. A 
central address (local code "000") for each 
Subagency or at the option of the agency, 
local addresses (additional local codes), 
must be provided for inclusion on IRS 
notices. Agencies will have the ability to 
correct/update address information 
throughout the processing year. The first 

line of the address (Agency Name field) 
must contain the name of the participating 
agency (Le. , U. S. Department of Edu- 
cation, Office of Child Support Enforce- 
ment, etc. ) This field will display as the 
first address line on the notice the tax- 

payer receives at the time his refund is 

offset and must clearly identify which 

agency has received the collection. No 
reference will be made to IRS within the 
Agency Address. At least one address with 

local code "000" is required for each sub- 

agency. 
It is required by IRS that the Agency 

supply at least one toll free telephone 
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number. Space is provided for three phone 
numbers. More than one toll free number 
may be used. 

NOTE: The toll free number(s) do not 
have to be different for each local code. 
The Agency may assign one toll free num- 
ber for all subagencies. 

Initial address information must be 
submitted on magnetic tape except as noted 
below. A TEST tape MUST be submitted 
no later than December 1, 1986. The 
PRODUCTION tape must be submitted 
no later than January 2, 1987. All mag- 
netic media address information must 

conform to the specifications in Part B, 
Sec. 15 & 16 of this Revenue Procedure. 

NOTE: If an Agency has 5 or less Ad- 

dress records, the address informati&m may 

be submitted via the Updates to Agency 
Address File procedure as described in 

9. 02 below. 
. 02 UPDATES TO AGENCY AD- 

DRESS FILE 
Revisions to the Agency Address tape 

submitted at the beginning of the pro- 
cessing year may be submitted whenever 

necessary. A memorandum must be mailed 

to the National Oflice, Returns Process- 

ing & Accounting Division, Attn; Debtor 
Master File Coordinator, in the format 
outlined in 9. 03 below. Agencies will be 
notified when the update(s) have been 
completed. NOTE: Complete address in- 

formation, including telephone number, 
must be submitted for all updates (addi- 
tions and changes). 

. 03 CHANGE OF ADDRESS LET- 
TER — A memorandum, in the format 
shown in Fxhibit A — 3 below, must be used 
to notify IRS of changes or additions to 
the Agency Address File. 

EXHIBIT A — 3 — CHANGE OF ADDRESS LETTER 

Internal Revenue Service 
Returns Processing & Accounting Division D:R:R:A 
Room 7046 
1111 Constitution Ave N. W. 
Washington, D. C. 20224 

Attention Debtor Master File Coordinator: 

Enclosed please find a list of address changes 

agency code 
subagency code 
local code 
local telephone number 
toll free (In-State) number 
toll free (out of state) 
Agency Name 
address line ¹1 
address line ¹2 
address line ¹3 
address line ¹4 

This is to (check one) ~DD CHANGE the above 
address. 

IRS: Please sign acknowledgment below and return one copy. A copy is enclosed for your files. 

Requester 
SIGNATURE/TITLE DATE 

D:R:R:A Acknowledgment Date 

SEC. 10. WEEKLY DEBTOR IRASTER FILE 

PROCESSING 

. 01 Federal Agencies are encouraged 
to submit Transmitter Weekly Update 
Records. These records must be in ac- 
cordance with specifications in Part B, 
Sections 17 & 18 of this Revenue Proce- 
dure. A TEST file must be received no 
later than December 15, 1986. PRO- 
DUCTION files must be received no later 

than each THURSDAY night, beginning 
January 29, 1987, if they are to be timely 
processed that week. Tapes received later 
than Thursday will not be processed until 
the following week. 

. 02 Weekly updates can include the 
following types of records: 

(a) DECREASES — the record used 

by the submitting agency to reduce a 

previously certified amount of obliga- 

tion. IRS will reduce the current amount 
of obligation by the amount reflected 
in the DECREASE record. The re- 
maining obligation, when greater than 
$25. 00, will be subject to refund offset 
whenever credits become available. 

(b) DELETES — this record is bas- 
ically the same as a DECREASE rec- 
ord except that when the amount of 
decrease is applied to the outstanding 
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obligation amount, as reflected by IRS, 
the result is $25. 00 or less. In this case, 
IRS will consider the record as a DE- 
LETE. A DELETE record must be used 
whenever a submitting agency intends 
to eliminate a previously certified case 
from the DMF. 

It should be noted that whenever IRS 
processes a DELETE record, the ob- 
ligor will no longer be subjected to the 
refund offset program for that agency/ 
subagency combination, for the re- 
mainder of the processing year. 

(c) AGENCY REFUND/REPAY- 
MENT — this record is used to alert IRS 
that an agency has directly repaid either 
a portion or the entire amount of an 
IRS offset. This record should be for- 
warded to IRS at the earliest possible 
date. Failure to send this record to IRS 
whenever this situation arises could re- 
sult in IRS erroneously allowing an in- 

jured spousal claim and billing the 
agency for the amount. The amount of 
repayment by the agency is included in 
the record. IRS will only process this 

type of record if an offset has occurred 
during the current processing year. 
. 03 Upon receipt of the tape contain- 

ing the Transmitter Weekly Update Rec- 
ords, IRS will first validate all records. 
Those deemed unprocessable will be re- 
turned to the submitting agency intact with 

an error code inserted into the record as 
specified in Part B, Sec. 19 of this Rev- 
enue Procedure. Records which are proc- 
essable will be used to update the Debtor 
Master File. 

. 04 Files received from agencies that 
contain any of the following error con- 
ditions will be returned in their entirety 
as unprocessable. The National Com- 
puter Center will contact the Agency when 

an unprocessable file is being returned. 

(a) A record contains an invalid 
money amount field (non-numeric). 

(b) The control record does not bal- 
ance with the data records on count 
and/or amount. 

. 05 Each week IRS will process indi- 

vidual income tax data including 1040 tax 
returns, injured spouse claims and other 
tax related reversals. These actions will 

be reflected on the Debtor Master File as 
follows: 

(a) Offsets are made on individual 

income tax return refunds where the 
taxpayer has a liability on the Debtor 
Master File. A notice (CP47) advising 

the taxpayer of the offset will be gen- 
erated by IRS (see Exhibit A-4). In- 

dividual offset records will be sent 
weekly to the submitting federal agency 

on the Service-Weekly Collection (Off- 
set/Claim) Record File as specified in 

Part B, Sec. 20 & 21 of this Revenue 
Procedure. 

(b) Injured spouse claims are filed 

as amended returns by a non obligated 

spouse from an original "Married Fil- 

ing Jointly" return. The non obligated 
spouse may be entitled to either all or 
a portion of the refund, depending upon 

his/her share of the income earned and 

credits claimed, which was previously 
offset. IRS will process the claim and 
refund the appropriate amount to the 
injured spouse. The amount allowed 
will in turn be charged to the submit- 

ting agency and reflected on the Ser- 
vice-Weekly Collection (Offset/Claim) 
Record file as specified in Part B, Sec. 
20 & 21. Other tax related reversals, 
such as bankruptcy cases or erroneous 
offsets of payments received in re- 

sponse to proposed tax assessments, will 

also be included on this file. 

PART B. MAGNETIC TAPE SPECIFICATIONS 

SECTION 1. INTRODUCTION 

. 01 The magnetic tape specifications 
define the required format and contents 
of the records to be included in the file. 
These specifications must be adhered to. 
Deviations from these requirements must 
be preapproved by IRS. These specifi- 
cations are for the participating agency 
that sends the magnetic tapes to NCC and 
is not intended to mandate subagency to 
agency specifications. 

IRS for the Agency 
. 06 All tape files must have the follow- 

ing characteristics: 
(a) Type of tape — Yz inch Mylar 

base, oxide coated, and 

(b) Interblock Gap — i/4 inch. 
. 07 The logical record size (LRECL) 

and blocksize (BLKSIZE) for TRANS- 
MITTER FILES are as follows: 

FILE LRECL BLKSIZE 
Annual Pre-Offset 100 Note 1 

Address Request 
File 

Annual Certifica- 100 Note 1 

tion File 
Agency Address File 300 Note 1 

Weekly Update File 31 Note 1 

Note 1: BLKSIZE can be any multiple 
of the LRECL but may not exceed 32, 000. 

. 08 The logical record size (LRECL) 
and blocksize (BLKSIZE) for SERVICE 
FILES are as follows: 
FILE LRECL BLKSIZE 
Annual Pre-Offset 100 2000 

Unprocessable 
File 

Annual Pre-Offset 165 1980 
Address Request 
File 

Annual Unprocess- 100 2000 
able Certification 
File 

Annual No-Match 135 2025 
File 

Weekly Unprocess- 31 2046 
able Update File 

Weekly Collection 186 2046 
(Offset/Claim) 
File 

SEC. 2. TAPE AND FILE SPECIFICATIONS 

. 01 All records submitted by an Agency 
must be of a fixed length and conform to 
the given Record Specifications provided 
herein. 

. 02 All records except the Header and 
Trailer Labels must be blocked. 

. 03 All files must be in 9 channel AS- 
CII (American National Standard Code 
for Information Interchange) with odd 
parity. 

. 04 All files must contain ANSI 
(American National Standard Institute) 
Header and Trailer Labels. Specific Header 
Label file information is specified in Part 
B, Sec. 22 & 23. 

. 05. Tape Density (BPI) must be as 
follows: 

(a) 1600 or 6250 for tapes sub- 
mitted to IRS (preferably 6250) 

(b) 1600 for all tapes created by 

. 09 IRS programs may be capable of 
accommodating some minor deviations 
from these specifications. Federal Agen- 
cies that do require minor deviations, must 

contact the DMF Coordinator at the Na- 

tional Office on FTS 566-9229 (NON-FTS 
(202) 566-9229). Tapes from participating 
agencies will be submitted to: 

IRS 
National Computer Center 
Route 9 &. Needy Road (for courier 
service or UPS) 

OI' 

P. O. Box 1208 (if using USPS) 
Martinsburg, West Virginia 25401 
ATTN: DEBTOR MASTER FILE 
COORDINATOR 

Under no circumstances may tapes de- 

viating from the specifications in this Rev- 

enue Procedure be submitted without prior 

written approval from IRS. 
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EXHIBIT 1-4 — OFFSET NOTICE (CP-47) 

0epartment p( the Treemrry 

gj|I Internal Reventre gerstos 

. 'ZMF)(IS, TN 37 501 

— A: E a SA» Cu&i03C"'t 

GOODY LAVE 

WINSTON, SALE. '1 NC 2 -O, O'-1 

CP ~ 7 

Oste ot thh rtotlte 

T Pened 

lss'stance , t'" r»v t n r' ut 

'. 'our ~ rr co ua, '. uu nuu 'r ' to 

". ererans' Administ rat ion 
Regional Office 6 Insurance Center 

3ishop Henry '«hippie Federal 3uilding 
P. 0. 3ox 1930 
St . Paul, Md. 5. '111 

or call: 
555-1212 (Local) 
(S14) 555-1212 (ln State/Toll Free) 
1-SOO-526-2912 (Nationwide/Toll Free) 

(IRS numbers are listed below) 

OVERPAID TAX APPLIL t TO PAST DUE OBLJCAT JON VA 

AS REQUIRED BY SUBSECTION 6402(C) OR (D) Of THE INTERNAL REVENUE CODE ~ WE HAVE APPLIED 
ALL OR PART Of YOUR OVKRPAYMENT OF TAX TO FULLY OR PARTIALl. Y SATISFY A PAST-DUE ObLICATION 
REFERRED TO Ug BT ANOTHER GOVERNMENT AGENCY. INFORMATION AbOUT THE AIR)UNT OF YOUR ObLIGATIOH 
'MAS SUPPLIED BY THE REFERRING ACENCY, WHICH HAS THK RESPONSIbILITY FOR COMPLYING WITH Tllb LAN 

ON REFERRINC DEbTS TO THE IRS. IF YOU HAVE ANY QUESTIONS ABOUT THIS OBLIGATION OR BELIEVE THE 

AIH)UHT IS IN ERROR, YOU MUST CONTACT THAT ACENCY. THE AGENCY'5 ADDRKS5 . ~i PHC&JE t "U)0)ER ARE 

0:. 'DI3I ABOVE. 
IF TllIS 'MAS A JOINT RETURN. THE SPOUSE WHO JS NOT LIABLE FOR THE PAST-DUE ObLICATION 

(THE INJURED SPOUSE) MAY OLJECT TO HAVING HIS OR HER SHARK OF THE OVERPAYMENT APPLIED ACAINST 
THE OTHER SPOUSE'5 ObLICATION. IF SO ~ FILE PORN 1040X, AMENDED U. S. INDIVIDUAL INCE)ME TAX 

RETURN, INDICATINC "INJURED SPOUSE" ~ AND FORM 8379, INJURED SPOUSE ALLOCATION. (TO QUALIFY 

A5 AN INJURED SPOUSE, YOU MUST RAVE HAD INCOME THAT WAS JIEPORTED ON THK JOINT RETURN). YOU 

MU5T P'ILK THE PORMS 1040X AND 8379 using the»?UWUtIED FILJNC JOINT RETURN STATUS AND SHOULD 

SHOW THE SAME SOCIAL SECURITY NUMBERS OF BOTH SPOUSES IN THE SAME ORDER AS THEY APPEAR ON 

THE ORIGINAL TAX RETURN. IT SHOULD CLEARLY INDICATE HOW ANY INCOME, ITEMIZED DEDUCTIONS, 

EXXk!PTIONS, CREDITS AND TAX PAYMENTS AS ORIGINALLY CLAIMED 6NOULD BE DIVIDED BETMEEN THE 

TWO SPOUSES, YOU )HIST FURNISH THIS INFORMATION BEFORE ANY ADJUSTMENT CAH bE MADE, THE 

INJURED SPOUSE MUST SICN THE RETURN. 

THE SERVICE CENTER WILL PIGURE THE DIV'(SION Of THE TAX LIABILITY AND REFUND. IN 

COMhTJNITY PROPERTY STATESo THE JOINT OVERPAYMENT MUST BE DIVIDED ACCORDI'. IC TO THK STATE LAWS. 

IF YOU RAVE ANY QUESTIONS ABOUT YOUR JOINT OVERPAYMENTS, AS IT AFFECTS THE INJURED 

gPOIJSE, YOU MAY CALL OR WRITE US - SEE THE INFORMATION IN THE UPPER OR LOWER LEFT CORNER. 

ObLICOR ' S SSN" XXX-XX-XXXX TAX STATEMENT 

YOUR OVERPAID TAX ON RETUJL'I. 

AMOUNT Of OVERPAID TAX APPLIED TO THE 

5103. 70 
$103. 70 

AMOUNT TO BE APPLIED TO OTHER OBLIGATIONS, 

REFUNDED, OR APPLIED TO YOUR ESTIMATED TA X. . . . 00 

(If YOU ARE OUE A REFUND FROM TNE INTERNAL REVENUE SERVICE YOUR CHECK WILL BE MAILED 

TOU IN 6 TO 8 WEEKS. ANY INTEREST OUE YOU WILL SE ADDED). FOR REFUND JNFOR'IATION, CALL: 

274-3711 LOCAL GREENSBORO 

1-800-424- 1040 OTHER NUM 
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SEC. 3. LOGICAL SE(UENCE OF FILES 

. 01 TRANSMITTER FILFS may be 
in any logical sequence as long as the 
DATA CONTROL record is the very last 
record of each file. 

. 02 SERVICE FILES 
(a) SERVICE-ANNUAL PRE- 

OFFSET UNPROCFSSABLE FILE 
will be in the same sequence as re- 
ceived on the Transmitter-Annual Pre- 
Offset Address Request File. NOTE: 
there will NOT be a Data Control rec- 
ord on this file. 

(b) SERVICE-ANNUAL PRE- 
OFFSET ADDRESS REQUEST FILE 
will be in Social Security Number (SSN) 
order. 

(c) SERVICE-ANNUAL UN- 
PROCESSABLE FILE will be in the 
same sequence as received on the 
Transmitter-Annual Certification File. 

NOTE: there will NOT be a Data Con- 

trol record on this file. 

(d) SERVICE-ANNUAL NO 
MATCH FILE will be in Social Secu- 

rity Number (SSN) order. 

(e) SERVICE-WEFKLY UN- 
PROCESSABLE FILE will be in the 
same sequence as received on the 
Transmitter-Weekly Update File. 
NOTE: there will NOT be a Data Con- 
trol record on this file. 

(f) SERVICE-WEEKLY COL- 
LECTION (OFFSET/CLAIM) FILE 
will be in Social Security Number (SSN) 
within Subagency order. NOTE: There 
will be a Data Control record (CNTL) 
following the data for each Subagency. 
In addition, there will be a Cumulative 

Control record (CUM) present as the 
very last record on the file. 

SEC. 4. RESERVED 

SEC. 5. TRANSNITTER-ANNUAL PRE- 

OFFSET ADDRESS REQUEST RECORD 

The Annual Pre-Offset Address Re- 
quest Record contains information on po- 
tential obligors. These records are 
formated identically to the Annual Cer- 
tification Record and are used by the 
agency as a means for obtaining the latest 
address information and checking status 
of data. The address will be appended to 
the end of the incoming record. All rec- 
ords will be returned to the participating 
agency. ONLY ONE RECORD AL- 
LOWED PER SSN WITH THE SAME 
AGENCY CODE AND SUBAGENCY 
CODE. RECORDS WITH THE SAME 
SSN, AGENCY CODE, SUBAGENCY 
CODE WILL CAUSE THE FIRST 
RECORD TO BE ACCEPTED AND 
THE SUBSEQUENT RECORDS TO BE 
REJECTED AS DUPLICATES. 

RECORD NAME: TRANSMITTER-ANNUAL PRE-OFFSET ADDRESS REQUEST RECORD 

Tape 
Position 

1 — 2 

Field Title 

Agency Code 

Subagency Code 

Subagency 
Priority Code 

Name Control 

Length Description and Remarks 

2 REQUIRED. Code assigned to Agency by IRS 

REQUIRED. Code Assigned by Agency and recognized and ap- 
proved by IRS. (See Definitions — Part A, Sec. 3) 

REQUIRED. Indicates subagency with highest priority for OCSE. 
Must be 0 or 1 for agencies 01 or 02. Zero filled for all other agencies. 

REQUIRED. Enter the first 4 significant characters of the obligor's 
last name. Last names of less than four characters must be left 
justified filling the unused positions with blanks. Embedded blanks 
must be removed. (See Definitions — Part A, Sec. 3) 

10-19 

20-39 

40-54 

55-64 

65-66 

67-69 

70-84 

SSN 

Last Name 

First Name 

Amount Owed 

Agency 
Information 

Local Code 

Agency Case 
Number 

10 

20 

15 

10 

15 

REQUIRED. Enter the obligor's Social Security Number as as- 
signed by SSA. Right justify. The first numeric will be zero. 

REQUIRED. Enter the obligors Last Name. Left justify and fill 

with blanks. Hyphens and apostrophes are allowed but no other 
special characters. 

REQUIRED. Enter the obligor's First Name. Left justify and fill 
with blanks. It may contain embedded blanks but no numerics. 
Hyphens are allowed but no other special characters. 

REQUIRED. Enter the amount owed by the obligor. The amount 
must be entered in dollars and cents. Do not enter dollar signs, 
commas, decimal points or negative amounts. The Amount Owed 
must be right justified and unused positions must be zero filled. 

OPTIONAL. Information as necessary to be determined by each 
agency. If not used, fill with blanks. 

REQUIRED. FIPS code for OCSE only. Must be numeric. If not 
available or if agency/subagency has only one Local Code, fill with 
zeros (See Definitions, Part A, Sec. 3). 

OPTIONAL. Identifies account for agency files. Use is recom- 
mended when an agency does not use the SSN as the primary ac- 
count/case number. If not used, fill with blanks. 

610 1987 — 1 C. B. 



RECORD NAME: TRANSMITTER-ANNUAL PRE-OFFSET ADDRESS REQUEST RECORD~ontinued 

Tape 
Position 

85-86 

87-92 

93 — 100 

Field Title 

Blanks 

Delinquent Date 

Blanks 

Length Description and Remarks 

REQUIRED. Fill with Blanks. 

REQUIRED. The date at which the obligation was delinquent. 

Format of YYMMDD. Not required for OCSE-zero filled for agen- 

cies 01 and 02. 

REQUIRED. Fill with blanks. 

SEC. 6. TRANSIIIITTER-ANNUAL PRE- ter Annual Pre-Offset tape file. This rec- 

OFFSET DATA CONTROL RECORD ord must appear as the last data record 
Identifies the cumulative counts and on the 

tapefile 
which�issubmitted�to�IR. 

amounts for all records on the Transmit- If the Record Count or Obligation Amount 

does not balance when the tape is proc- 
essed, the complete tape file will be re- 
jected, causing that agency not to be able 

to participate in Pre-Offset. 

RECORD NAME: TRANSMITTER-ANNUAL PRE-OFFSET CONTROL RECORD 

Tape 
Position 

5 — 12 

13-24 

Field Title 

Record ID 

Record Count 

Obligation 
Amount 

Length 

12 

Description and Remarks 

REQUIRED. Enter the constant "CNTL". This identifies the end 

of processable records. 

REQUIRED. Enter record count of Annual Pre-Offset records. 

REQUIRED. Enter the cumulative total amount for all records, 
right justified, zero filled. 

25 — 100 Filler 76 REQUIRED. Fill with Blanks. 

SEC. 7. SERVICE-ANNUAL PRE-OFFSET be unprocessable during validity process- Address Request Record except in posi- 
UNPROCESSADLE RECORD ing. All fields remain the same as input tions 85 & 86 where IRS inserts an error 

Identifies records which were found to on the Transmitter Annual Pre-Offset code. 

RECORD NAME: SERVICE-ANNUAL PRE-OFFSET UNPROCESSABLE RECORD 

Tape 
Position 

1 — 2 

10-19 

20-39 

40-54 

55 — 64 

Field Title 

Agency Code 

Subagency Code 

Subagency 
Priority Code 

Name Control 

SSN 

Last Name 

First Name 

Amount Owed 

Length 

10 

20 

15 

10 

Description and Remarks 

PRESENT. Code assigned to Agency by IRS. 

PRESENT. Code Assigned by Agency and recognized and ap- 
proved by IRS. (See Definitions, Part A, Sec. 3. ) 

PRESENT. Indicates subagency with highest priority for OCSE. 
Must be 0 or I for agencies 01 or 02. Zero filled for other agencies. 

PRESENT. The first 4 significant characters of the obligor's last 
name. Last names of less than four characters will be left justified 
filling the unused positions with blanks. (See Definitions, Part A, 
Sec. 3. ) 

PRESENT. The obligor's Social Security Number as assigned by 
SSA. Right justify. The first numeric must be zero. 

PRESENT. The obligors Last Name. Left justified and filled with 
blanks. 

PRESENT. Enter the obligor's First Name. Left justified and filled 
with blanks. It must not contain any embedded blanks or numerics. 

PRESENT. The amount owed by the obligor. The amount will be 
entered in dollars and cents. The Amount Owed will be right jus- 
tified and unused positions must be zero filled. 
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RECORD NAME: SERVICE-ANNUAL PRE-OFFSET UNPROCESSABLE RECORD — Continued 

Tape 
Position 

65 — 66 

67 — 69 

70-84 

85-86 

87-92 

Field Title 

Agency 
Information 

Local Code 

Agency Case 
Number 

Error Code 

Delinquent Date 

Length 

15 

Description and Remarks 

PRESENT. Information as provided by each agency and approved 
by IRS. 

PRESENT. FIPS code used by OCSE. For other agencies as ap- 
proved by IRS. 

PRESENT. Identifies account number for agency files. Use is rec- 
ommended when an agency does not use the SSN as the primary 
account/case number. If not used, fill with blanks. 

PRESENT. IRS will insert the appropriate error code: 
01 — invalid agency code 
02 — invalid subagency code 
03 — invalid name control 
04 — invalid SSN 
05 — obligation (Amount Owed field) is less than tolerance 
06 — deliquent date too old 
07 — invalid delinquent date format 
08 — priority code not 0 or 1 

09 — duplicate record (same SSN, agency, and subagency) 
10 — Last and First Name blank 

PRESENT. The date at which the obligation was delinquent. For- 
mat of YYMMDD. Not required for OCSE-zero lilled for agencies 
01 and 02. No alpha characters allowed. 

93-100 Blanks 8 Required. Fill with blanks. 

SEC. 8. SERVICE-AkkUAL PRE-OFFSET information for all obligor accounts that 
ADDRESS REQUEST RECORD have been matched to the IMF. The Error 

This Service Annual Pre-Offset Ad- Code will be set and the address or name- 
dress Request Record contains address line may be appended to the end of the 

incoming record. These records will be 
returned to the participating agency an- 

nually. 

RECORD NAME: SERVICE-ANNUAL PRE-OFFSET ADDRESS REQUEST RECORD 

Tape 
Position 

1 — 2 

10-19 

20-39 

40-54 

Field Title 

Agency Code 

Subagency Code 

Subagency 
Priority Code 

Name Control 

SSN 

Last Name 

First Name 

Amount Owed 

Length 

10 

20 

15 

10 

Description and Remarks 

PRESENT. Code assigned to Agency by IRS 

PRESENT. Code Assigned by Agency and recognized and ap- 
proved by IRS. (See Definitions, Part A Sec. 3) 

PRESENT. Indicates subagency with highest priority for OCSE. 
Must be 0 or 1 for agencies 01 or 02. Zero filled for all other agencies. 

PRESENT. Enter the first 4 significant characters of the obligor's 
last name. Last names of less than four characters should be left 
justified filling the unused positions with blanks. Embedded blanks 
must be removed. (See Definitions, Part A Sec, 3) 

PRESENT. Enter the obligor's Social Security Number as assigned 

by SSA. Right justify. The first numeric will be zero. 

PRFSENT. Enter the obligors Last Name as provided by the agency. 
Left justified and filled with blanks. 

PRESENT. Enter the obligor's First Name as provided by the agency. 
Left justified and filled with blanks. 

PRESENT. Enter the amount owed by the obligor. The amount 
must be entered in dollars and cents. Do not enter dollar signs, 
commas, decimal points or negative amounts. The Amount Owed 
must be right justified and unused positions must be zero filled. 
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RECORD NAME: SERVICE-ANNUAL PRE-OFFSET ADDRESS REQUEST RECORD — continued 

Tape 
Position 

65 — 66 

67-69 

Field Title 

Agency Infor- 
mation 

Local Code 

Length Description and Remarks 

2 PRESENT. For use by each agency. If not used, fill with blanks. 

PRESENT. FIPS code for OCSE. For other agencies, as approved 

by IRS. 

70-84 

85-86 

87-92 

93 — 100 

101-135 

136-160 

161-165 

Agency Case 
Number 

Error Code 

Delinquent Date 

Blanks 

Street Address/ 
Name 

City and State 

ZIP Code 

15 

35 

25 

PRESENT. Identifies account number for agency files. Use is rec- 
ommended when an agency does not use the SSN as the primary 

account/case number. If not used, fill with blanks. 

PRESENT. The IRS will insert the appropriate code from the table 
below. 
ERROR CODE 

00 
EXPLANATION: 
Record matched to IMF, Address information 
follows. 
SSN does not match IMF. 
Name Control does not match IMF. IMF 
Nameline data follows. 
SSN is listed on invalid segment of the IMF 
or another condition causes the record to go 
unpostable. 

01 
02 

03 

PRESENT. The date at which the obligation was delinquent. For- 
mat of YYMMDD. Not required for OCSE-zero filled for agencies 
01 and 02. 

PRESENT. Filled with blanks. 

PRESENT. If the Error Code is 00, field contains latest mailing 
address of obligor. NOTE: The street address may be blank. If the 
Error Code is 02, the entire name as it appears on the IMF, formated 
Last Name, First Name. (Example: Public, John & Mary) will ap- 
pear in this field. For Error Codes 01 and 03, this field will be filled 
with blanks. 

PRESENT. The obligor's ZIP Code if the Error Code equals 00; 
otherwise blanked filled. 

PRESENT. The obligor's city and state of residence if the Error 
Code is 00; otherwise blanked filled. Note: the City/State field may 
contain City/Country for foreign address. 

SEC. 9. SERVICE-ANNUAL PRE-OFFSET matched and unmatched records on IRS data record on the tape file that IRS will 

DATA CONTROL RECORD Annual Pre-Offset Address Request tape return to the participating agency. 
Identifies the cumulative counts of all file. This record will appear as the last 

RECORD NAME: SERVICE-ANNUAL PRE-OFFSET CONTROL RECORD 

Tape 
Position 

14 

5 — 12 

13 — 20 

Field Title 

Record ID 

Total Match 

Total No Match 

Length Description and Remarks 

PRESENT. Enter the constant "CNTL". This identifies the end of 
processable records. 

PRESENT. Enter the cumulative record count for all records that 
have been correctly matched with a corresponding IMF account. 

PRESENT. Enter the cumulative record count for all records unable 
to be correctly matched with a corresponding IMF account. 

21-165 Filler 145 PRESENT. Filled with blanks. 

1987 — 1 C. B. 613 



SEC. 10. TRANSMITTER-ANNUAL 

CERTIFICATION RECORP 

Records submitted to initialize the 
Debtor Master File identifying the obligor 
and amount of obligation. These records 

are submitted annually by the Agency for 
each obligor having a delinquent debt to 
that agency. ONLY ONE RECORD AL- 

LOWED PER SSN WITH THE SAME 
AGENCY CODE AND SUBAGENCY 
CODE. RECORDS WITH THE SAME 

SSN, AGENCY CODE, SUBAGENCY 
CODE WILL CAUSE THE FIRST 
RECORD TO BE ACCEPTED AND 
THE LATER RECORDS TO BE RE- 
JECTED AS DUPLICATES. 

RECORD NAME: TRANSMITTER-ANNUAL CERTIFICATION RECORD 

Tape 
Position 

1-2 

Field Title 

Agency Code 

Subagency Code 

Subagency 
Priority Code 

Name Control 

Length Description and Remarks 

2 REQUIRED. Code assigned to Agency by IRS 

REQUIRED. Code Assigned by Agency and recognized and ap- 
proved by IRS. (See Definitions — Part A Sec. 3) 

REQUIRED. Indicates subagency with highest priority for OCSE. 
Must be 0 or 1 for agencies 01 or 02. Zero filled by other agencies. 

REQURIED. Enter the first 4 significant characters of the obligor's 
last name. Last names of less than four characters should be left 
justified filling the unused positions with blanks. Apostrophes and 
embedded blanks must be removed, a hyphen is allowed in position 
2, 3 or 4. (See Definitions, Part A, Sec. 3) 

10-19 

20-39 

40 — 54 

55 — 64 

65-66 

67-69 

70-84 

85-86 

87 — 92 

93 — 100 

SSN 

Last Name 

First Name 

Amount Owed 

Agency Infor- 
mation 

Local Code 

Agency Case 
Number 

Blanks 

Delinquent Date 

Blanks 

10 

20 

15 

10 

15 

REQUIRED. Enter the obligors Social Security Number as as- 

signed by SSA. Right justify. The first numeric must be zero. 

REQUIRED. Enter the obligors Last Name. Left justify and fill 

with blanks. It may contain embedded blanks. Hyphens and apos- 
trophes are allowed but no other special characters. 

REQUIRED. Enter the obligor's First Name. Left justify and fill 

with blanks. It may contain embedded blanks but no numerics. 
Hyphens are allowed but no other special characters. 

REQUIRED. Enter the amount owed by the obligor. The amount 
must be entered in dollars and cents and must be unsigned. The 
Amount Owed must be right justified and unused positions must 
be zero filled. Amount owed may never be less than $25. 00. Higher 
minimum obligation amounts may be assigned by agency and rec- 
ognized and approved by IRS. 

OPTIONAL. Information as necessary to be determined by each 
agency and as recognized and approved by IRS. If not used, fill 

with blanks. 

REQUIRED. FIPS code for OCSE only. Must be numeric. If not 
available of if agency/subagency has oniy one Local Code, fill with 
zeros (See Definitions, Part A, Sec. 3). 

OPTIONAL. Identifies account number for agency tiles. Use is 
recommended when an agency does not use the SSN as the primary 
account/case number. If not used, fill with blanks. 

REQUIRED. Fill with Blanks. 

REQUIRED. The date at which the obligation was delinquent. 
Format of YYMMDD. Not required for OCSE-zero filled for agen- 
cies 01 and 02. No alpha characters allowed. 

REQUIRED. Fill with blanks. 

SEC. 11. TRANSMITTER — ANNPAL ter Annual Certification tape file. This 

CERTIFICATION pATA CONTROL RECORp record must appear as the last data record 
Identifies the cumulative counts and on the tape file which is submitted to IRS. 

amounts for all records on the Transmit- If the Record Count or Obligation Amount 

does not balance when the tape is proc- 
essed, the complete tape file wifi be re- 

jected, potentially resulting in that agency 
not being able to participate for that year. 
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RECORD NAME: TRANSMITTER — ANNUAL CERTIFICATION CONTROL RECORD 

Tape 
Position 

14 

5-12 

13-24 

Field Title 

Record ID 

Record Count 

Obligation 
Amount 

Length 

12 

Description and Remarks 

REQUIRED. Enter the constant "CNTL". This identifies the end 

of processable records tape file. 

REQUIRED. Enter the number of Annual Certification records. 

Right justify and fill with zeroes. 

REQUIRED. Enter the cumulative total of Amount Owed for all 

obligors. The amount must be entered in dollars and cents. Do not 

enter dollar signs, commas, decimal points or negative amounts. 

The Obligation Amount must be right justified and unused positions 

must be zero filled. 

25 — 100 Filler 76 REQUIRED. Fill with Blanks. 

SEC. 12. SERVICE — ANNUAL ing. All fields remain the same as input 
UNPROCESSARLE CERTIFICATION RECORO 

Identifies records which were found to Record except in positions 85 & 86 where 
be unprocessable during validity process- IRS inserts an error code. 

RECORD NAME: SERVICE — ANNUAL UNPROCESSABLE CERTIFICATION RECORD 

Tape 
Position 

1 — 2 

ID19 

20-39 

40-54 

55-64 

67-69 

70-84 

Field Title 

Agency Code 

Subagency Code 

Subagency 
Priority Code 

Name Control 

SSN 

Last Name 

First Name 

Amount Owed 

Agency 
Information 

Local Code 

Agency Case 
Number 

Length 

10 

20 

15 

10 

15 

Description and Remarks 

PRESENT. Code assigned to Agency by IRS. 

PRESENT. Code Assigned by Agency and recognized and ap- 
proved by IRS. (See Definitions — Part A, Sec. 3) 

PRESENT. Indicates subagency with highest priority for OCSE. 
Must be 0 or 1 for agencies 01 or 02. Zero filled by other agencies. 

PRESENT. Enter the first 4 significant characters of the obligor's 
last name. Last names of less than four characters will be left justified 
filling the unused positions with blanks. Apostrophes and embedded 
blanks must be removed, hyphens are allowed in position 2, 3 or 
4. (See Definitions — Part A, Sec. 3) 

PRESENT. The obligor's Social Security Number as assigned by 
SSA. Right justify and first numeric must be zero. 

PRESENT. The obligor's Last Name. Left justified and filled with 

blanks. It will contain last name of obligor as submitted by the 
agency. 

PRESENT. Enter the obligor's First Name. Left justified and filled 
with blanks. It will contain first name of obligor as submitted by 
the agency. 

PRESENT. The amount owed by the obligor. The amount will be 
entered in dollars and cents. The Amount Owed will be right jus- 
tified and unused positions must be zero filled. 

PRESENT. Information as provided by each agency and approved 
by IRS. 

PRESENT. FIPS code for OCSE. For other agencies, as approved 
by IRS. 

PRESENT. Identifies account number for agency files. Use is rec- 
ommended when an agency does not use the SSN as the primarv 
account/case number. If not used, fill with blanks. 
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RECORD NAME: SERVICE — ANNUAL UNPROCESSABLE CERTIFICATION RECORD — Continued 

Tape 
Position 

85-86 

87 — 92 

93 — 100 

Field Title 

Error Code 

Delinquent Date 

Blanks 

Length Description and Remarks 

PRESENT. IRS will insert error code which applies: 
01 — invalid agency code 
02 — invalid subagency 
03 — invalid name control 
04 — invalid SSN 
05 — obligation (Amount Owed field) less than tolerance 
06 — delinquent date too old 
07 — invalid delinquent date format 
08 — priority code not 0 or 1 
~uplicate record 

(same SSN, Agency and Subagency) 
10 — Last and First Name Blank 

PRESENT. The date at which the obligation was delinquent. For- 
mat of YYMMDD. Not required for OCSE — zero filled for agencies 
01 and 02. No alpha characters allowed. 

PRESENT. Filled with blanks. 

SEC. 13. SERVICE — ANNUAL NO MATCH Individual Master File. The explanation 

RECORD for this can be found in the Error Code 
Identifies Transmitter Annual Certifi- Field of the record. A fixed field is added 

cation Records which do not match the to the end of the input record and the IRS 

Nameline is inserted on all no match code 
02 records. All other fields remain the 
same as input on the Transmitter Annual 
Certification Record. 

RECORD NAME: SERVICE — ANNUAL NO MATCH RECORD 

Tape 
Position 

1 — 2 

10-19 

20-39 

40-54 

55-64 

65-66 

Field Title 

Agency Code 

Subagency Code 

Subagency 
Priority Code 

Name Control 

SSN 

Last Name 

First Name 

Amount Owed 

Agency 
Information 

Length 

10 

20 

15 

10 

Description and Remarks 

PRESENT. Code assigned to Agency by IRS. 

PRESENT. Code Assigned by Agency and recognized and ap- 
proved by IRS. (See Definitions — Part A, Sec. 3) 

PRESENT. Indicates subagency with highest priority for OCSE. 
Must be 0 or 1 for agencies 01 or 02. Zero filled by other agencies. 

PRESENT. Enter the first 4 significant characters of the obligor's 
last name. Last names of less than four characters will be left justified 
filling the unused positions with blanks. Apostrophes and embedded 
blanks will be removed, a hyphen is allowed in position 2, 3 or 4. 
(See Definitions — Part A, Sec. 3) 

PRESENT. Enter the obligor's Social Security Number as assigned 

by SSA. Right justify and first numeric will be zero. 

PRESENT. Enter the obligor's Last Name. Left justified and filled 
with blanks. It will contain last name of obligor as submitted by the 
agency. 

PRESENT. The obligor's First Name. Left justified and filled with 

blanks. It will contain first name of obligor as submitted by the 
agency. 

PRESENT. The amount owed by the obligor. The amount must be 
entered in dollars and cents. Do not enter dollar signs, commas, 
decimal points or negative amounts. The Amount Owed must be 
right justified and unused positions must be zero filled. 

PRESENT. Information as necessary to be determined by each 
agency and recognized and approved by IRS. If not used, fill with 

blanks. 
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RECORD NAME: SERVICE — ANNUAL NO MATCH RECORD-Continued 

Tape 
Position 

67-69 

70-84 

85-86 

Field Title 

Local Code 

Agency Case 
Number 

Error Code 

Length 

15 

Description and Remarks 

PRESENT. FIPS code used by OCSE. For other agencies, as ap- 

proved hy IRS. 

PRESENT. Identifies account number for the agency files. Use is 

recommended when an agency does not use the SSN as the primary 

account/case number. If not used, fill with blanks. 

PRESENT. The IRS will insert the appropriate code from the table 
below. 

87-92 

93-100 

101-135 

Delinquent Date 

Blanks 

IMF Name Line 35 

PRESENT. The date at which the obligation was delinquent. For- 
mat of YYMMDD. Not required for OCSE — zero filled for agencies 
01 &. 02. 

PRESENT. Blank-filled. 

PRESENT. Inserted by IRS on all no match code 02. Will be for- 
matted Last name, First name e. g. , Public, John & Mary. Field will 

be blank lilled on all other records. 

SEC. 14. SERVICE — ANNUAL NO MATCH nual No Match tape file. This record will 

DATA CONTROL RECORD appear as the last data record on the tape 
Identifies the cumulative counts and file that IRS will return to the submitting 

amounts for all records on the Service An- agency. 

RECORD NAME: SERVICE — ANNUAL NO MATCH CONTROL RECORD 

Tape 
Position 

14 

5 — 12 

Field Title 

Record ID 

Total No Match 

Length Description and Remarks 

PRESENT. The constant "CNTL". This identifies the end of proc- 
essable records. 

PRESENT. The cumulative record count for all obligor SSN's which 
did not match the IMF. Right justified and filled with zeroes. 

13-24 

25-135 

Obligation 
Amount 

Filler 

12 PRESENT. The cumulative total in Amount Owed for all obligor 
SSN's which did not match the Individual Master File. The amount 
will be entered in dollars and cents. No dollar signs, commas, dec- 
imal points or negative amounts. The Obligation Amount will be 
right justified and unused portions will be zero filled. 

PRESENT. Filled with Blanks. 

SEC. 15. TRANSMITTER-AGENCY ADDRESS eluded on Service notices to taxpayers. 
RECORD Agencies may submit a central address to 

The Agency Address Record contains refer all obligor inquiries or may submit 
address information which will be in- local addresses. 
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RECORD NAME: AGENCY ADDRESS RECORD 

Tape 
Position 

1 — 2 

8-21 

22-56 

57-91 

92 — 126 

127-161 

162-196 

197-199 

200-225 

201-214 

215 
216 — 225 

226-251 

226 

227-240 

241 
242-251 

Field Title 

Agency Code 

Subagency Code 

Local Code 

Filler 

Agency 
Name 

Address Line ¹1 

Address Line ¹2 

Address Line ¹3 

Address Line ¹4 

Filler 

Local Telephone 
Number 
Telephone Type 
Indicator 
'Telephone 
Number 
*Filler 
'Identifier 

Instate Toll-Free 
Number 
Telephone Type 
Indicator 
'Telephone 
Number 

"Filler 
*Identifier 

Length 

14 

35 

35 

35 

35 

35 

26 

14 

1 

10 

26 

14 

1 

10 

Description and Remarks 

REQUIRED. Agency Code as assigned by IRS. 

REQUIRED. As assigned by Agency and recognized and approved 
by IRS. (See Definitions, Part A Sec. 3) 

REQUIRED. FIPS code for OCSE only. Must be numeric. At least 
one local code "000" required for each subagency. (See Definitions, 
Part A, Sec. 3). 

REQUIRED. Blank fill. 

REQUIRED. Name of Agency e. g. , Department of Education 

REQUIRED. Address Lines 1 through 4 should contain additional 
address information. Embedded blank lines are not allowed, all 

lines will be formatted from top to bottom. 
e. g. , Note the Agency Name field and the address lines will appear 
on the offset notice as follows: 
Agency name — US Dept of Education 
Line ¹1 — Federal Offset Program 
Line ¹2 — J. J. Federal Building 
Line ¹3 — 124 Main St. 
Line ¹4 — Anywhere, WA 11111 

REQUIRED. Filler — Character Blank 

OPTIONAL — however, a local number is required if the toll-free 
number(s) is not available nationwide. 
REQUIRED — enter a '1' if a telephone number is present. Enter 
a '0' if number not present. 
REQUIRED — If TYPE is '0', blank fill. Otherwise, format '(202) 
555-1212' 
REQUIRED — blank fill 

REQUIRED — additional information for local number or blank 
fill. Examples: 
'LOCAL' 'BALT ONLY' 
'EXT 451' 'LOCAL BALT' 

OPTIONAL 

REQUIRED — enter a '2' if a telephone number is present. Enter 
a '0' if number not present 
REQUIRED — If TYPE is '0', blank fill. 
Otherwise, format 
'(800) 555-1212' or 
'1-800-555-1212' 

REQUIRED — blank fill 

REQUIRED — Format 
'INSTATE XX' where XX is the state code for that number 

'These 25 characters from each phone number segment will be displayed "as is" on IRS Offset Notices. See Exhibit A — 4 in Part 

A, Sec. 10. 05. 
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RECORD NAME: TRANSMITTER-AGENCY ADDRESS RECORD — continued 

Tape 
Position 

252-277 

252 

253-266 

267 
268-277 

Field Title 

Nationwide 
Toll-Free 
Number 
Telephone Type 
Indicator 
'Telephone 
Number 

*Filler 
'Identifier 

Length 

26 

14 

1 

10 

Description and Remarks 

REQUIRED 

REQUIRED — enter a '3' to indicate a nationwide toll-free number 

REQUIRED — Format 
'(800) 555-1212' or 
'1-800-555-1212' 
REQUIRED — blank fill 

REQUIRED — Format 
'NATIONWIDE' or 
'TOLL-FREE' 

278 — 300 Filler 23 REQUIRED — blank fill 

'These 25 characters from each phone number segment will be displayed "as is" on IRS Offset Notices. See Exhibit A — 4 in Part 
A, Sec. 10. 05. 

SEC. 16. TRlNSMITTER-AGENCY ADDRESS address records on the Agency Address 
DATA CONTROL RECORD tape file. This record must appear as the 

Identifiesthe�cumulativecount�of 

agenc last data record on the tape file. 

RECORD NAME: AGENCY ADDRESS FILE CONTROL RECORD 

Tape 
Position 

5 — 10 

11 — 300 

Field Title 

CNTL 

Record Count 

Filler 

Length Description and Remarks 

4 REQUIRED. Constant "CNTL" 

REQUIRED. Number of Addresses on Tape. Right justified, zero 
filled. 

REQUIRED. Blank filled. 

SEC. 17. TRANSMITTER-WEEKLY UPDATE 

RECORD 

These records will be submitted on a 
weekly basis by the Transmitter. Each 

record must contain an SSN, agency code, 
subagency code, and name control for an 
obligor that was originally established on 
the DMF. The record will contain an in- 
dicator denoting either a decrease to the 

original obligation amount or that an off- 
set previously turned over to the partici- 
pating agency has been refunded directly 
to the obligor. 

RECORD NAME: TRANSMITTER-WEEKLY UPDATE RECORD 

Tape 
Position 

1 — 2 

9 — 18 

Field Title 

Agency Code 

Subagency Code 

Name Control 

SSN 

Length 

10 

Description and Remarks 

REQUIRED. Code assigned to Agency by IRS 

REQUIRED. Code Assigned by Agency and recognized and ap- 
proved by IRS. (See Definitions — Part A, Sec. 3) 

REQUIRED. Enter the first 4 significant characters of the obligor's 
last name. Last names of less than four characters should be left 
justified fifiing the unused positions with blanks. Embedded blanks 
should be removed. This field must be identical to the Name Control 
as submitted on the Annual Certification Tape File for the obligor. 
(See Definitions — Part A, Sec. 3) 

REQUIRED. Enter the obligor's Social Security Number as as- 
signed by SSA. This field must be identical to the SSN as submitted 
on the Annual Certification Tape File for the obligor. Right justify 
and first numeric must be zero. 
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RECORD NAME: TRANSMITTER-WEEKLY UPDATE RECORD — continued 

Tape 
Position 

19 

Field Title 

Type Indicator 

Length Description and Remarks 

REQUIRED. Enter the appropriate code from the table below 

20-29 

30-31 

Amount of 
Adjustment 

Filler 

10 REQUIRED. Enter the amount of adjustment to the obligation 
amount. The amount must be significant and entered in dollars and 
cents. 
Do not enter positive or negative signs, signs, dollar signs, or dec- 
imal points. 
The amount of adjustment must be right justified and unused po- 
sitions must be zero fiHed. If Type Indicator is '1', this field contains 
amount of agency refund repayment. 

REQUIRED. Fill with Zeroes. 

SEC. 1B. TRANSMITTER-WEEKLY UPDATE 

DATA CONTROL RECORD 

Identifies the cumulative counts and 

amounts for all records on the Transmit- 
ter Weekly Update tape file. This record 
must appear as the last data record on the 
tape file which is submitted to IRS. If the 

counts and amounts do not balance when 
the tape is validated, the complete file is 

rejected and update functions are not per- 
formed. 

RECORD NAME: TRANSMITTER-WEEKLY UPDATE CONTROL RECORD 

Tape 
Position 

1 — 4 

5 — 10 

11-16 

17-28 

29-31 

Field Title 

Record ID 

Agency Refund/ 
Repayment 
Count 

Delete/Decrease 
Count 

Total Money 
Amounts 

Filler 

Length 

12 

Description and Remarks 

REQUIRED. Enter the constant "CNTL". This identifies the end 
of processable records. 

REQUIRED. Enter the cumulative record count of all records 
having a refund or repayment. (Type Indicator=1) 

REQUIRED. Enter the cumulative record count of all records 
having a decrease or deletion of the Amount Owed. (Type Indi- 

cator = 0) 

REQUIRED. Enter the cumulative total in Amount of Adjustment 
(TYPE 0 and TYPE 1 records). The amount must be entered in 

dollars and cents. Do not enter dollar signs, commas, decimal points 
or negative amounts. This field must be right justified and unused 

positions must be zero filled. 

REQUIRED. Fill with Blanks. 

SEC. 19. SERVICE-WEEKLY 

UNPROCESSABLE UPDATE RECORD 

by IRS. The explanation for this can be 
found in the No Match Code field of the 
record. All fields (except No Match code 

Identifies Transmitter Weekly Update field) will be the same as input on Trans- 
Records which are deemed unprocessable mitter Weekly Update record. 
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RECORD NAME: SERVICE-WEEKLY UNPROCESSABLE UPDATE RECORD 

Tape 
Position 

1-2 

9 — 18 

19 

20-29 

30-31 

Field Title 

Agency Code 

Subagency Code 

Name Control 

SSN 

Type Indicator 

Amount of 
Adjustment 

No Match Code 

Length 

10 

10 

PRESENT. IRS will insert the appropriate code from the table 
below 
NO MATCH 
CODE EXPLANATION: 
01 Invalid Agency Code 
02 Invalid SSN or Name Control 
03 Invalid Subagency Code 
04 No matching record on the DMF 
05 Delete r vi p e ously processed for this obh 

gor. 
Agency Refund Repayment Record but no 
tax refund offset processed in the current 
calendar year. 
Invalid Type Indicator 
Delete caused obligation to fall below zero 
($00. 00). (Delete records will be processed 
by IRS, no-match code returned for infor- 
mation only. ) 
Agency refund/repayment record amount 
in excess of tax refund offset. (Record will 
be processed by IRS for the amount of the 
tax refund offset actually made per IMF. 
No match code returned for information 
only. ) 
Amount of adjusiment is zero. 

06 

07 
08 

09 

10 

Description and Remarks 

PRESENT. Code assigned to Agency by IRS. 

PRESENT. Code Assigned by Agency and recognized and ap- 
proved by IRS. (See Definitions — Part A, Sec. 3) 

PRESENT. The first 4 significant characters of the obligor's last 
name. Last names of less than four characters will be left justified 
filling the unused positions with blanks. Special characters and 
embedded blanks will be removed. (See Definitions — Part A, Sec, 
3) 

PRESENT. The obligor's Social Security Number as assigned by 
SSA. Right justified and first numeric will be zero. 

PRESENT. The appropriate code from the table below 

PRESENT. The amount of adjustment to the obligation amount. 
The amount will be entered in dollars and cents. Dollar signs, com- 
mas, decimal points or negative amounts will not be present. The 
amount of adjustment will be right justified and unused positions 
will be zero filled. 

SEC. 20. SERVICE-WEEKLY COLLECTION 

(OFFSET/CLAIM) RECORD 

Identifies DMF accounts which had in 

the current week either a federal income 
tax refund offset or a spousal claim and 

will contain the amount of that action. If 
the action is an offset, the latest address 
information will be inserted at the end of 
the record. If the action is a claim the 
record will be blank filled. 
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RECORD NAME: SERVICE-WEEKLY COLLECTION (OFFSET/CLAIM) RECORD 

Tape 
Position 

2 — 3 

45 

Field Title 

Type Indicator 

Agency Code 

Subagency Code 

Length Description and Remarks 

PRESENT. A code will be inserted from the table below, 
TYPE INDICATOR EXPLANATION 

0 Claim by an injured spouse for a share 
of an offset due to not being liable for 
an obligation amount. 

1 Offset against the obligation amount. 

PRESENT. Code assigned to Agency by IRS 

PRESENT. Code Assigned by Agency and recognized and ap- 
proved by IRS. (See Definitions — Part A, Sec. 3) 

6 — 15 

16-25 

26-27 

28-31 

32 — 51 

52-66 

67-81 

82 

83-117 

118 — 152 

153-177 

SSN 

Amount 

Offset Year 

Tax Period 

Last Name 

First Name 

Agency Case 
Number 

Filing Status" 

Name" 

Street Address* 

City and State* 

10 

10 

20 

15 

15 

35 

35 

25 

PRESENT. The obligor's Social Security Number as assigned by 
SSA. Right justified. The first numeric will be zero. 

PRESENT. The amount of offset or claim (depending upon Type 
Indicator). The amount will be dollars and cents. No dollas signs, 
commas, decimal points or negative amounts. The Amount is right 
justified and unused positions will be zero filled. If Type Indicator 
is '0', the amount will be for a claim. If Type Indicator is '1', the 
amount will be for an offset. 

PRESENT. Contains the last 2 digits of the year of the offset re- 
versal. This field is applicable if the Type Indicator field contains a 
"0", otherwise, it will be filled with zeros. It will be the processing 
year of the offset that a claim is being processed against. 

PRESENT. Will contain the tax period of the offset or claim. YYMM 
format. 

PRESENT. Contains the obligor's Last Name as submitted by agency. 
Left justified and filled with blanks. 

PRESENT. Contains the obligor's First Name as submitted by agency. 
Left justified and filled with blanks. 

PRESENT. Contains the obligor's case number as submitted by the 
agency. Use is recommended when an agency does not use the SSN 
as the primary account/case number. If not used, fill with blanks. 

PRESENT. Contains the appropriate code from the table below. 
FILING STATUS EXPLANATION 

0 Other than Joint Return 
2 Joint Return 

PRESENT. For Type 1 Offset records, contains the name of obligor 
as it appears on the IMF, and will be formatted — Last Name, First 
Nane e. g, , Public, John & Mary. Blank for Type 0 claim records. 

PRESENT. For Type 1 Offset records, contains the current mailing 
address of the obligor. Left justified and blank filled. NOTE: the 
street address field may be blank. Blank for Type 0 claim records. 

PRESENT. For Type 1 Offset records, contains the obligor's city 
and state of residence. Left justified and blank filled. NOTE: The 
City/State field may contain City/Country for foreign addresses. 
Blank for Type 0 claim records. 

*Note: These fields wifi be blank filled for Claim Type records. 

(Type Indicator = 0) 
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RECORD NAME: SERVICE-WEEKLY COLLECTION (OFFSET/CLAIM) RECORD — continued 

Tape 
Position Field Title Length Description and Remarks 

178 — 182 

183-186 

ZIP Code" 

Name Control* 

PRESENT. For Type 1 Offset records, contains the obligor's ZIP 
Code. Blank for Type 0 claim records. 

PRESENT. For Type 1 Offset records, contains the first 4 significant 
characters of the obligor's last name as found on IMF. Last names 

of less than four characters will be left justified filling the unused 

positions with blanks. Embedded blanks are removed (See Defi- 

nitions — Part A, Sec. 3) Blank for Type 0 claim records. 

'Note: These fields will be blank lilled for Claim Type records. 
(Type Indicator = 0) 

SEC. 21. SERVICE-WEEKLY COLLECTION Weekly Collection (Offset/Claim) tape file. 
(OFFSET/CLAIIH) DATA CONTROL RECORD This record will appear as the last data 

Identifies the cumulative counts and record for each subagency on the tape file 
amounts for all records on the Service- that IRS will return to the submitting 

agency. Also present, as the last record 
on the file, will be, a "CUM" control rec- 
ord containing counts and amounts of all 

records for the agency. 

RECORD NAME: SERVICE-WEEKLY COLLECTION (OFFSET/CLAIM) CONTROL RECORD 

Tape 
Position 

8-15 

16-27 

28-35 

36 — 47 

48-59 

6D71 

Field Title 

Record ID 

Block ID 

Otfset Record 
Count 

Offset Amount 

Claim Record 
Count 

Claim Amount 

Net Collections' 

Transfer 
Amount** 

Length 

12 

12 

12 

12 

Description and Remarks 

PRESENT. The constant "CNTL". This identifies the end of proc- 
essable records for a subagency. 

PRESENT. The constant "CUM" or the appropriate subagency 
code. If "CUM" is used it will be the last record; otherwise, it will 

be a balancing record for all preceding records of same agency and 

subagency. Subagency code will be left justified. 

PRESENT. The cumulative record count for all Offset records (Type 
Indicator = 1, on Service-Weekly Collection (Offset/Claim) Rec- 
ord) current for that week. Right justified and zero filled. 

PRESENT. The cumulative total of all Offset Amounts (Type In- 
dicator = 1, on Service-Weekly Collection (Offset/Claim) Record). 
The amount will be entered in dollars and cents. No dollar signs, 
commas, decimal points or negative amounts. The Offset Amount 
will be right justified and unused positions will be zero filled. 

PRESENT. The cumulative record count for all Claim records (Type 
Indicator = 0, on Service-Weekly Collection (Offset/Claim) Rec- 
ord) current for that week. Right justified and zero filled. 

PRESENT. The cumulative total of all Claim Amounts (Type In- 
dicator = 0, on Service-Weekly Collection (Offset/Claim) Record). 
The amount will be entered in dollars and cents. No dollar signs, 
commas, decimal points or negative amounts. The Claim Amount 
will be right justified and unused positions wifi be zero filled. 

PRESENT. The absolute value of the Offset Amount minus the 
Claim Amount. The amount will be entered in dollars and cents. 
No dollar signs, commas, decimal points or negative amounts. This 
field will be right justified and unused positions will be zero filled. 

PRESENT. The amount of credits available. If the Offset Amount 
exceeds the Claim Amount, this field reflects Net Collections; 
otherwise filled with zeros. 

*Note: If the Offset Amount exceeds the Claim Amount, the Transfer Amount will contain the same value. If the Claim Amourlt 

exceeds the Offset Amount, the Excess Claim Amount will contain this value. 
**Note: When the Net Collections field is significant, only one of these fields will also be significant. In addition, the significant 
field will contain the same value as the Net Collections field. 
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RECORD NAME: SERVICE-WEEKLY COLLECTION (OFFSET/CLAIM) CONTROL RECORD — Control — continued 

Tape 
Position 

72-83 

Field Title 

Excess Claim*' 
Amount 

Length 

12 

Description and Remarks 

PRESENT. The amount of claims in excess of Offset. If the Claim 
Amount exceeds the Offset Amount, this field reflects Excess Claim 
amount; otherwise it is filled with zeros. 

84-186 Blanks 103 PRESENT. Filled with blanks. 

*Note: If the Offset Amount exceeds the Claim Amount, the Transfer Amount will contain the same value. If the Claim Amount 
exceeds the Offset Amount, the Excess Claim Amount will contain this value. 
**Note: When the Net Collections field is significant, only one of these fields will also be significant. In addition, the significant 

field will contain the same value as the Net Collections field. 

SEC. 22. TRANSMITTER HEADER RECORDS 

. 01 The transmitter header records must 

be in ANSI standard label format. 
. 02 The File Identifier field (data set 

name — DSNAME) is in the HDR1 data 
set label. It is located in positions 5 thru 

21 and must be left justified and blank 
filled. The File Identifier for the appro- 
priate Agency files must be as follows: 

RECORD TYPE FILE NAME *(sr FILE IDENTIFIER @ 
Pre-Offset Address Request 440-PO — ¹¹ I4403APO. AG¹¹ 
Annual Certification 440 — AC — ¹¹ I4403AAC. AG¹¹ 
Agency Address 440 — AA — ¹¹ I44020AA. AG¹¹ 
Weekly Update 445 — WK — ¹¹ I44512WK. AG¹¹ 

*See Part A, Sec. 4. 03, for reference to SEC 23 SERVICE HEADER RECORDS 
File Name. 01. The service header records will be 

N — ¹¹ is replaced with the appropriate in ANSI standard label format. 
Agency Code assigned by IRS. i. g. , Pre- . 02 The file identifier (data set name— 
Offset Address Request File Name = 440- DSNAME) in the HDR1 data set label 
PO — 02 File Identifier = I4403APO. AG02 for the appropriate files will be as follows: 

FILE NAME @ 
440-03 — 13 

RECORD TYPE 
Pre-Offset Unprocessable 
Address Request 
Pre-Offset Address Request 440 — 14 — 11 
Annual Unprocessable Certification 440-03 — 13 
Annual Certification 440 — 08 — 11 
Weekly Unprocessable Update 445 — 12 — 12 
Weekly Collection 445-17-11 

@ — ¹¹ is replaced with the appropri- Weekly Update File Name = 445 — 17-11 
ate Agency Code assigned by IRS. e g File Identifier = 044517WK. AG01 

FILE IDENTIFIER @ 
044003PO. AG¹¹ 

044014PO. AG ¹ ¹ 
044003AC. AG¹¹ 
044008AC. AG ¹ ¹ 
044512WK. AG¹¹ 
044517WK. AG¹¹ 

26 CFR 601. 1067 Examination of returns and claims 

for refund, credit, or abatement; determination of cor- 

rect tax liability. 

(A/so Parr 1, Sections 163, 461; 1. 163-1, 1. 461-10 

Rev. Proc. 87-15' 

SECTION 1. PURPOSE 

The purpose of this revenue procedure 
is to set forth an acceptable method for 
determining the amount of points alloca- 

ble to each taxable year during the term 

'Also released as News Release IR 87-34, dated 

March 20, 1987. 

of an indebtedness in a situation where 
points charged to a taxpayer in respect of 
the indebtedness are required to be de- 
ducted over the period of the indebted- 
ness. (The term "points" as used in this 
revenue procedure includes only amounts 

paid for the use or forbearance of money 
and does not include any charge for ser- 
vices, even if such a charge is levied as 

part of a loan orignation fee. ) 

SEC. 2. SCOPE 

This revenue procedure applies to a 
taxpayer who: 

(1) Is an individual; 

(2) Uses the cash receipts and dis- 

bursements method of accounting; 

(3) Was charged points in respect of 
an indebtedness such that: 

(A) The indebtedness is secured by a 

residence (whether or not the residence 
of the taxpayer); 

(B) The term of the indebtedness is no 

greater than 30 years; 
(C) If the term of the indebtedness is 

greater than 10 years, the provisions of 
the indebtedness, including the require- 

ments concerning when principal must be 

repaid, are customary (in the area where 
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the indebtedness was incurred) for loans 
of the same or longer term financing the 
purchase of residential real estate; and 

(D) Either- 
(i) The initial principal amount of the 

indebtedness was no greater than $250, 000; 
or 

(ii) The number of points charged was 
no greater than- 

(a) 4, in the case of indebtedness with 
a term of 15 years or less; or 

(b) 6, in the case of indebtedness with 
a term of over 15 years; and 

(4) May deduct the points no sooner 
than the taxable year to which they are 
allocable. 

Thus, in light of requirements (1) and 

(3) above, this revenue procedure does 
not apply to a deduction allocated to an 
individual from another taxpayer (such as 
from a partnership or S corporation). 

SEC. 3. BACKGROUND 

. 01 Points Subject to Section 461(g)(I) 
of the Code. 

Section 163(a) of the Code generally 
allows a deduction for interest paid or ac- 
crued within the taxable year on indebt- 
edness. Section 163(h)(1) of the Code 
provides that in the case of a taxpayer 
other than a corporation, no deduction 
shall be allowed for personal interest paid 
or accrued during the taxable year. Sec- 
tion 163(h)(2) provides, in part, that per- 
sonal interest does not include interest 
incurred or continued in connection with 

the conduct of a trade or business (other 
than the trade or business of performing 
services as an employee), investment in- 

terest (within the meaning of section 
163(d)), interest which is taken into ac- 
count under section 469 in computing the 
taxpayer's income or loss from passive ac- 
tivities, and qualified residence interest 
(within the meaning of section 163(h)(3)). 

Section 461(g)(1) of the Code, gener- 

ally, provides that if the taxable income 
of the taxpayer is computed under the 
cash receipts and disbursements method 

of accounting, interest paid by the tax- 

payer that is properly allocable to any pe- 
riod (A) with respect to which the interest 
represents a charge for the use of for- 

bearance of money, and (B) which is after 
the close of the taxable year in which paid, 
shall be charged to capital account and 

shall be treated as paid in the period to 
which so allocable. Thus, such a taxpayer 

may not take a deduction for interest paid 
earlier than the taxable year in which (and 
to the extent that) the interest represents 
a charge for the use or forbearance of 

money. An exception to the general rule 

of section 461(g)(1) is set forth in section 

461(g)(2) 
Rev. Rul. 87-22, page 146, this Bulletin, 

holds that points paid in refinancing a 

mortgage loan are not deductible in full 

for the taxable year paid. Rather, they 

may be deducted only for the period to 
which they are allocable. This is true even 

when the new mortgage loan is secured 

by the principal residence of the taxpayer. 
If, however, the new loan is secured by 
the taxpayer's principal residence and a 
portion of the proceeds of the new loan 
is used to improve the residence, a cor- 
responding portion of the points paid is 

currently deductible. This revenue pro- 
cedure does not apply to the portion of 
the points that are so deductible. 

. 02 Points Not Paid at the Time the In- 

debtedness Is Incurred. 
In Schubel v. Commissioner, 77 T. C. 

701 (1981), the Tax Court held that points 
withheld by a lender from loan proceeds 
may not be deducted by a borrower in the 
year the points were withheld, because 
the withholding did not constitute pay- 
ment within the taxable year. 

Withholding points from the proceeds 
of a loan reduces the issue price of the 
loan and thus creates original issue dis- 

count. Section 1273(a)(1) of the Code. 
Section 1275(b)(2) of the Code pro- 

vides that, in the case of any debt instru- 

ment, if the instrument is incurred in 

connection with the acquisition or carry- 
ing of personal use property, if the in- 
strument has original issue discount 
(determined after the application of sec- 
tion 1275(b)(1)), and if the obligor under 
the instrument uses the cash receipts and 
disbursements method of accounting, then 
notwithstanding section 163(e), the orig- 
inal issue discount on the instrument shall 
be deductible only when paid. 

Section 163(e)(1) of the Code provides 
that in the case of any debt instrument 
issued after July 1, 1982, the portion of 
the original issue discount with respect to 
such debt instrument which is allowable 
as a deduction to the issuer for any taxable 
year shall be equal to the aggregate daily 
portions of the original issue discount for 
days during such taxable year. 

Section 163(e)(2)(A) of the Code de- 
fines debt instrument as having the same 
meaning given such term by section 
1275(a)(1). The definition of "debt in- 
strument" in section 1275(a)(1) includes 
a mortgage-secured indebtedness of the 
sort covered by this revenue procedure. 

Section 163(e)(2)(B) of the Code pro- 
vides that the daily portion of the original 

issue discount for any day shall be deter- 
mined under section 1272(a) (without re- 

gard to paragraph (6) thereof and without 

regard to section 1273(a)(3)). 
Under section 1272(a) of the Code, the 

daily portion of original issue discount is, 
in general, determined by a computation 
that is based on principles of economic 
accrual. 

SEC. 4. APPLICATION 

The Internal Revenue Service, as a 

matter of administrative convenience, will 

allow a taxpayer described in section 2 
above consistently to allocate the points 
ratably over the indebtedness period. To 
determine the ratable allocation of points 
that are deductible in a taxable year, the 

taxpayer must (1) divide the total amount 
charged as points (excluding the amount 
of points, if any, that is currently de- 

ductible under section 461(g)(2) of the 
Code) by the total number of periodic 
payments due during the term of the in- 

debtedness and (2) multiply this amount 

by the sum of the number of periodic pay- 
ments due before the end of, and made 
in, the taxable year plus the number of 
such payments due in that year and made 
in a previous year. 

Example. A lender charged A, an in- 

dividual, $3, 600 as points in refinancing 
the mortgage loan on A's principal resi- 
dence. Interest paid on the new mortgage 
loan, including the amount paid as points, 
was "qualified residence interest" (within 
the meaning of section 163(h)(3) of the 
Code). None of the points was currently 
deductible under section 461(g)(2). The 
new mortgage loan involved 360 monthly 
payments. The first payment on the mort- 

gage loan was due October I, 1986, and 
the last payment was due September 1, 
2016. A made each of the payments in the 
taxable year in which it was due. A may 
deduct $30 in 1986 ($3, 600 divided by 360, 
multiplied by 3). For each taxable year 
from 1987 through 2015, A may deduct 
$120 ($3, 600 divided by 360, multiplied 
by 12). For taxable year 2016, the last 
taxable year of the indebtedness period, 
A may deduct $90 ($3, 600 divided by 360, 
multiplied by 9). 

SEC. 5. EFFECTIVE DATE 

For purposes of section 163(e) of the 
Code, this revenue procedure is effective 
for debt instruments issued after July I, 
1982. 

For purposes of section 461(g)(1) of the 
Code, this revenue procedure is effective 
for amounts paid after December 31, 1975, 
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SPECIFICATIONS FOR ELECTRONIC FIUNO 

SECTION 1 Electronic Returns 

, 01 Overview 
1 This revenue procedure sets the 

specifications for the 1987 Individual In- 
come Tax Return Electronic Filing Pilot 
of Tax Year 1986 overpaid returns. 

2 In this pilot, qualified electronic tax 
return filers will transmit overpaid returns 
to the Internal Revenue Service over 
communications lines and will retain re- 
lated paper documents (taxpayer decla- 
rations, copies of Forms W — 2, etc. ) for 
weekly submission. Prepayer/transmitters 
who participated in the 1986 electronic 
filing pilot must reapply for approval to 
participate in the 1987 pilot. 

3 For 1987, all widely-used forms and 
schedules related to Forms 1040, 1040A 
and 1040EZ will be accepted. The num- 
ber of metropolitan areas from which 

electronic returns will be accepted has been 
expanded from three to seven. In addi- 

tion, taxpayers in the Phoenix, Cincinnati 
and Raleigh-Durham-Fayetteville areas 
will be able to elect to have their refunds 
directly deposited in their bank accounts. 
Specifications pertaining to direct deposit 
are contained in a separate revenue pro- 
cedure. 

4 To participate in this pilot, electronic 
filers must agree to follow all require- 
ments and specifications in this revenue 
procedure (see Attachment IV). They must 
also successfully complete a test trans- 
mission by January 16, 1987. The data for 
the test transmission will be provided by 
the Service. Approval to participate will 
be for 1987 only. Specifications and ap- 
plication procedures for 1988 will be is- 
sued in 1987. 

5 The Service reserves the right to re- 
voke the electronic filing privilege of any 
electronic filer/transmitter who varies from 
these requirements and specifications or 
who does not consistently transmit error- 
free returns. 

. 02 Composition of an Electronic Re- 
turn 

1 An electronic return consists of data 
transmitted to the Service electronically 
and paper documents filed with the Ser- 
vice at a later date which contain infor- 
mation which cannot be electronically 
transmitted, such as taxpayer signatures, 
documents prepared by third parties, etc. 
In total, an electronic return must contain 
the same information as a comparable re- 
turn filed entirely on paper documents. 

2 For the 1987 pilot, electronically 
transmitted data is limited to entries from 
the forms and schedules listed below. 
Forms W — 2, W — 2P and W — 2G will have 
selected data transmitted electronically. 
The paper copies will be transmitted to 

the Service as attachments to the Forms 
8453, U. S. Individual Income Tax Dec- 
larations for Electronic Filing. All other 
schedules and forms listed are to be filed 
with the Service in electronic form only. 

Form 1040, U. S. Individual Income 
Tax Return 

*Form 1040A, U. S. Individual In- 
come Tax Return 

'Form 1040EZ, Income Tax Return 
for Single filers with no dependents 

Schedule A, Itemized Deductions 
Schedule B, Interest and Dividend 

Income 
Schedule C, Profit or (Loss) from 

Business or Profession 
Schedule D, Capital Gains and Losses 

and Reconciliation of Forms 1099 — B 
Schedule E, Supplemental Income 

Schedule 
Schedule G, Income Averaging 
Schedule R, Credit for the Elderly 

and Permanently and Totally Disabled 
Schedule SE, Computation of Social 

Security Self-Employment Tax 
Schedule W, Deduction for a Mar- 

ried Couple When Both Work 
Form W-2, Wage and Tax State- 

ment 
Form W — 2P, Statement for Recipi- 

ents of Annuities, Pensions, Retired Pay 
or IRA Payments (when there is tax 
withholding) 

Form W-2G, Statement for Recip- 
ients of Certain Gambling Winnings 

Form 2106, Employee Business Ex- 
pense 

Form 2119, Sale or Exchange of 
Principal Residence 

Form 2441, Credit for Child and De- 
pendent Care Expenses 

Form 3903, Moving Expense Ad- 
justment 
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Form 4562, Depreciation and Am- 
ortization 

Form 6251, Alternative Minimum 
Tax Computation 

Form 6252, Computation of Install- 
ment Sale Income 

Form 8283, Non-Cash Contributions 
*Note: Taxpayers who would normally file 
Form 1040A or Form 1040EZ are in- 
cluded in the pilot. However, these re- 
turns must be filed electronically in the 
format of a Form 1040. 

3 The non-electronic portion of the re- 
turn consists of the following: 

(a) Form 8453, U. S. Individual In- 
come Tax Declaration for Electronic Fil- 
ing, is required for all electronic returns. 
(See Section 5 of these instructions and 
Attachment II, Form 8453. 

(b) Copy B of Forms W — 2, W — 2P, or 
W — 2G which would normally be attached 
to the front of a return filed entirely on 
paper documents. Instead, these will be 
attached to the front of the Form 8453 
overlaying Part II. 

(c) Other documents containing re- 
quired signatures, such as Form 2120 
(Multiple Support), a physician's state- 
ment as required for an entry on Schedule 
R, a proof of blindness certfication from 
a physician or registered optometrist, an 
Exemption for Non-Custodial Parent 
(Form 8332), etc. 

(d) Any other documents which 

(1) are not required by the Service, 

(2) are not IRS forms or schedules, 

(3) are not covered in subparagraph (c) 
above, or 

(4) are voluntarily being included with 
the return by the taxpayer as supporting 
material. 

(e) Also, in certain instances, a signed 
copy of the paper tax return will have to 
be attached. (See section 7 below). 

4 The non-electronic material must be 
stapled together, with the Taxpayer Dec- 
laration (Form 8453) on top, followed se- 
quentially by the material described in 
Section 1. 02, paragraph 3(c), then the 
material in paragraphs 3(d) and 3(e). 

5 A preparer can apply to file returns 
containing all forms listed in Section 1. 02, 
paragraph 2 above or can limit returns 

prepared to Forms 1040, 1040A and 
1040EZ; Schedules A, B, R and W; and 
Forms 2119, 2441, 3903, 8283, W — 2, W- 
2P and W — 2G. 

6 The electronic return must be an 
overpaid return, i. e. , must be due a re- 
fund. The overpaid amount can be re- 
funded, applied to the next year's estimated 

tax or divided between the two. 
. 03 Exclusions 
1 The following types of returns are 

excluded from the 1987 pilot. 

(a) Returns without an overpayment, 
such as balance due or with remittance 
returns. 

(b) Decedent returns, including joint 
returns filed by surviving spouses. 

(c) Returns with a Power of Attorney 
currently in effect for the refund to be sent 
to a third party. 

(d) Amended or Corrected returns 
(even if the return being amended was 

filed electronically). Only one TY 1986 
electronic return can be filed for any tax- 

payer. 
(e) Returns containing forms or sched- 

ules not listed in paragraph 2 of Section 
1. 02 above, 

(f) Returns for any tax period other 
than January 1, 1986 to December 31, 
1986. 

(g) Returns transmitted by an elec- 
tronic filer not accepted by the Service for 
electronic filing. 

(h) Returns completed after April 15, 
1987, even if the taxpayer has secured an 
extension. 

(i) Returns subject to community 
property rules, with filing status "married 
filing separately. " 

(j) Returns containing multiple Sched- 
ules E, or more than three rental prop- 
erties on a Schedule E. 

(k) Returns with dollars and cents en- 
tries (even dollars only accepted). 

(1) Returns claiming a Mortgage In- 
terest Credit or a Carryover Residential 
Energy Credit on line 44 of Form 1040. 

(m) Returns containing more than 20 
pages of continuation statements. (See 
Areas 

Cincinnati, Ohio 

Phoenix, Arizona 

Raleigh/Durham/Fayetteville, 
North Carolina 

Albany/Schenectady/Troy, New York 

Milwaukee, Wisconsin 

Appendix A, Section 8. ) 
(n) Returns containing more than three 

Schedules C. 
(o) Returns reporting a loss on Sched- 

ule C and indicating amounts not "At 
Risk. " 

(p) Returns containing more than one 
Schedule SE per taxpayer. 

(q) Returns containing more than one 
Form 2119. 

(r) Returns with more than three Forms 
4562. 

SEC. 2 Eligibility Requirements 

. 01 A participating electronic filer must 
meet the following qualifications to be ac- 
cepted: 

1 prepared at least 100 tax returns for 
compensation in 1986. 

2 used computers to prepare individ- 
ual income tax returns in 1985 and 1986, 
either directly or through a service bu- 
reau. 

3 have substantial communication ex- 
perience under IBM 3780 RJE bi-syn- 
chronous protocol at 4800 BAUD through 
a dial-up modem, or associate with an- 
other firm which has such experience. 

4 have a tax preparation office in one 
or more of the designated metropolitan 
areas included in the 1987 pilot. (See Sec- 
tion 2. 02. ) 

5 observe all requirements of this rev- 
enue procedure and, if located in the Cin- 
cinnati, Phoenix or Raleigh/Durham/ 
Fayetteville metropolitan areas, the re- 
quirements of Rev. Proc. 87 — DD. 

6 comply with the acceptance proce- 
dures in section 4 below. 

. 02 Electronic returns are only pre- 
pared or accepted from tax preparation 
offices within the following areas. 

Counties/Cities Included 

Adams, Brown, Butler, Clark, Clermont, 
Clinton, Fayette, Greene, Hamilton, 
Highland, Miami, Montgomery, Preble 
and Warren Counties in Ohio 

Boone, Campbell and Kenton Counties 
in Kentucky 

Dearborn County in indiana 

Maricopa County in Arizona 

Chatham, Cumberland, Durham, Frank- 
lin, Harnett, Johnston, Lee, Orange and 
Wake Counties in North Carolina 

Albany, Fulton, Greene, Montgomery, 
Rensselaer, Saratoga, Schenectady, War- 
ren and Washington Counties in New York 

Kenosha, Milwaukee, Ozaukee, Racine, 
Sheboygan, Walworth Washington and 

Waukesha Counties in Wisconsin 
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Areas 
Sacramento, California 

Norfolk/Virginia Beach/Newport News, 
Virginia 

. 03 While there is no geographic re- 
striction on the taxpayers participating in 
electronic filing, active solicitation of 
business outside the designated metro- 
politan areas is prohibited. Taxpayers who 
reside outside of the designated areas must 

appear in person at a preparer's office 
within the designated areas. 

SEC. 3 Advertising Standards 

. 01 Advertising Restrictions 
Preparers/transmitters of electronic re- 

turns, with respect to their capability to 
file returns electronically, shall comply with 
the advertising and solicitation provisions 
of 31 C. F. R. Part 10 (Treasury Depart- 
ment Circular No. 230). Such provisions 
prohibit the use in any way or partici- 
pation in the use of any form of public 
communication containing a false, fraud- 
ulent, misleading, deceptive, unduly in- 

fluencing, coercive or unfair statement of 
claim. The prohibition includes, but is not 
limited to, statements pertaining to the 
quality of services rendered unless sub- 

jects to factual verification, claims of spe- 
cialized expertise not authorized by State 
or Federal agencies having jurisdiction over 
the preparer/transmitter, and statements 
or suggestions that the ingenuity and/or 

prior record of a preparer/transmitter 
rather than the merit of the matter are 
principal factors likely to determine the 
result of the matter. In addition, adver- 

tising must not imply a special relation- 

ship with the Internal Revenue Service. 
Claims for faster refunds by virtue of elec- 
tronic filing must be consistent with the 

language in official Service publications. 
. 02 Media Communications 
Communications, including fee infor- 

mation, shall be limited to professional 
lists, telephone directories, print media, 
permissible mailings, radio and televi- 

sion. In the case of radio and television 

broadcasting, the broadcast shall be pre- 
recorded and the practitioner shall retain 

a recording of the actual audio transmis- 

sion. 
. 03 Geographic Limits 
A preparer/transmitter shall not ad- 

vertise electronic filing in a publication or 
broadcast whose primary recipients or au- 

dience are located outside the designated 

Counties/Cities Included 

El Dorado, Placer, Sacramento, San Joa- 

quin, Sutter, Yolo, and Yuba Counties in 

California 

Chesapeake, Hampton, Newport News, 

Norfolk, Poquoson, Portsmouth, Suffolk 

and Virginia Beach Cities and York County 
in Virginia 

metropolitan areas. It is understood that 

the preparer/transmitter cannot limit the 

broadcasting of advertisements or distri- 

bution of publications to areas within the 

geographical location requested. How- 

ever, the primary broadcasting or distri- 

bution area must be within one of the 

approved metropolitan areas. 
. 04 IRS Endorsement Must Not Be 

Implied 
Approval to participate in the program 

does not imply endorsement by the In- 
ternal Revenue Service of the software or 
quality of services provided. Therefore, 
any public communication in which a pre- 
parer's electronic filing capability is ref- 
erenced whether through publication or 
broadcast, must clearly indicate that IRS 
acceptance of the preparer for electronic 
filing does not constitute an endorsement 
or approval of the quality of tax prepa- 
ration services provided. 

SEC. 4 Acceptance Procedures 

. 01 Applications 
1 Preparers who express interest in 

participating in 1987 electronic filing pilot 
will be sent an application form and a 
draft copy of the Revenue Procedure. 

2 To be considered for participation in 
the pilot, preparers must return a com- 
pleted application form to the Service. 

3 If a preparer intends to file from sev- 
eral metropolitan areas, or from several 
branch offices within a metropolitan area, 
see subsection . 02 below. 

4 The Service will review applications 
and notify applicants of preliminary ac- 
ceptance. 

5 All preparers who receive prelimi- 
nary acceptance must complete the 
Preparer/Transmitter Agreement form 
enclosed in the notification package and 
return it to the Service. 

Note: Updated specifications will be 
provided to preparers periodically. 
. 02 Applications From Branch Offices 
1 If a preparer applying to file elec- 

tronically has branch offices, (either owned 
by the preparer or privately-owned but 
licensed by the preparer), a single appli- 
cation must be filed covering all such of- 
fices within the geographic areas identified 
in Section 2. 02 above who will use the 

hardware, software and communications 
network provided by the preparer to file 

electronically. The name, address and 
telephone number of a local contact in 

each applicable metropolitan area must 

be attached to the application. 
2 The preparer must (1) give each pri- 

vately-owned branch office a copy of the 
revenue procedure for electronic filing, 
and if applicable, a copy of the revenue 
procedure for direct deposit (Note: ma- 

terial relating to hardware, software and 
communications requirements may be ex- 

cluded), (2) secure a signed Branch Office 
Supplemental Agreement Form, and (3) 
forward the signed agreement to the Ser- 
vice prior to accepting returns from the 
privately-owned branch office for elec- 
tronic transmission. (See Attachment IV, 
pages 4 and 5. ) 

3 Privately-owned branch offices who 
are not using the hardware, software and 
communications network provided by the 
preparer and who desire to file electron- 
ically must apply individually. 

. 03 Testing Requirements 
1 After preliminary acceptance has been 

granted, the Service will provide self-test 
materials to the preparer which should be 
used to thoroughly check out the preparer 
software. The self-test materials will con- 
sist of returns generated by the Service. 
The returns supplied to preparers in the 
Cincinnati, Phoenix and Raleigh/Dur- 
ham/Fayetteville areas will also contain 
data relating to direct deposit of refunds. 

2 When preparers have successfully 
tested their software, i. e. , their system 
produces returns which are formatted to 
the Service's specifications and have the 
same computed results as were provided 
to them by the Service, they should advise 
the Cincinnati Service Center Electronic 
Filing Unit at 606-292-5621 (not a toll-free 
number). 

3 The Electronic Filing Unit will then 
provide the preparer with a set of test data 
which must be used to generate a test 
transmission of electronic returns to the 
Service. This test data will consist of re- 
turns generated by the Service. Instruc- 
tions regarding test transmissions will be 
forwarded with the test data. 

4 When the same Service Bureau/ 
Communications System is used by sev- 
eral preparers, only one test transmission 
of electronic returns is required to cover 
the acceptance of all filers using that Ser- 
vice Bureau/Communications System. 

. 04 Final Acceptance 
1 The Service will review the test 

transmission and provide feedback to the 
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preparer within two working days. 
2 If the transmission is correctly for- 

matted and at least 95% of the preparer's 
test returns are error-free, the Director, 
Cincinnati Service Center, will issue a let- 
ter to the preparer granting final accept- 
ance to participate in the 1987 pilot. 

3 If the transmission is not correctly 
formatted or more than 5% of the pre- 
parer's test returns contain errors, the 
Service will identify to the preparer the 
first error encountered on each erroneous 
return and provide a new set of test data 
for transmission. The preparer must then 
correct the software to eliminate the in- 

dicated error and any related errors and 
contact the Cincinnati Service Center 
Electronic Filing Unit to arrange to trans- 

mit the new set. 
4 If a preparer's transmission is not ac- 

cepted after three attempts, the preparer 
must confer with the service center Elec- 
tronic Fihng Unit and lay out an accept- 
able plan for correcting deficiencies before 
being allowed any further test transmis- 
sions. 

5 If a preparer's transmission of test 
returns does not achieve an acceptable 
error rate by January 16, 1987, the pre- 
parer must make special arrangements 
through the Director, Cincinnati Service 
Center, to transmit test returns for final 

acceptance in the pilot after that date. 
Otherwise, the preparer cannot partici- 

pate in the 1987 pilot. 
6 Preparers granted final acceptance 

will be notified by telephone when they 
can begin transmitting live electronic re- 
turns. 

. 05 Timetable Summary 
1 June 30, 1986 — Date for receipt by 

the Service of expressions of interest to 
participate in the 1987 pilot. Interested 

parties will be sent an application form 

together with a set of draft specifications. 
2 August 5, 1986 — Date for letters to 

be mailed to participants informing them 

of upcoming technical briefings to be held 

in each pilot metropolitan area. 
3 August 22, 1986 — Date for receipt 

by the Service of expressions of interest 

from participants in attending the brief- 

ings. 
4 September 19, 1986 — Date for re- 

ceipt by the Service of applications to par- 

ticipate in the 1987 pilot and to make an 

election of the level of forms covered 

(simplified or complete package). 
5 October 24, 1986 — Date for the Ser- 

vice to provide a package of completed 

tax returns to each applicant for use in 

internal testing. 

6 November 28, 1986 — Date for the 
Service to provide an additional set of re- 

turns to be used by applicants for test 
transmissions to the Service. 

7 December 1, 1986 — Earliest date for 

the Service to begin accepting test trans- 

missions to determine communications 

capability hardware compatibility, etc. 
Note: Each applicant is strongly en- 

couraged to submit test transmissions as 

early as possible to allow ample time for 
correction of problems and retesting if 
necessary. 

8 December 19, 1986 — Date for re- 

ceipt by the Service of signed preparer/ 
transmitter agreement forms from appli- 
cants granted preliminary acceptance. 

9 January 15, 1987 — Date for process- 

ing of test returns through the applicant's 

processing system and for successfully 

transmitting them to the Service. 

Note: Special permission from the Di- 
rector, Cincinnati Service Center, must 

be obtained to transmit test transmis- 

sions after January 16, 1987. 
10 January 23, 1987 — Final date for the 

Service to issue a letter of acceptance to 
participate in the 1987 pilot to those ap- 
plicants who have successfully completed 
the test file transmission unless an excep- 
tion has been granted by the Service Cen- 
ter Director. 

SEC. 5 Taxpayer Declarations (Form 
8453) 

. 01 Prior to submitting an electronic 
return, an electronic filer must obtain the 
taxpayer's signature on a declaration form 
(see Attachment II). In addition, the elec- 
tronic filer must obtain all other docu- 
ments currently required to be filed with 

returns, as detailed in Section 1. 02, par- 
agraph 3, above. 

Position Comments 

. 02 The declaration will serve the fol- 
lowing purposes. 

1 Authenticate the return. 
2 Authorize the electronic filer to file 

the return on behalf of the taxpayer. 
3 Provide a transmittal for the associ- 

ated paper documents that will be stapled 
to the declaration. 

4 Authorize the electronic filer to 
transmit via a third-party transmitter. 

. 03 The electronic filer will be required 
to file a corrected declaration when: 

1 The Total Tax or Refund field on the 
declaration is different from the corre- 
sponding amount on the return by $5 or 
more: or 

2 The Total Income or Adjusted Gross 
Income amount differs from correspond- 

ing amount on the return by $25 or more. 
. 04 Preparers must use the official Form 

8453 or an approved substitute form which 

duplicates the official form in format, lan- 

guage, contents and exact size. Preparers 
who wish to develop a substitute form must 

send a sample to the Electronic Filing Unit 
at the Cincinnati Service Center for ap- 
proval. 

. 05 After the Form 8453 has been 
properly executed, including the taxpayer 
and electronic filer signatures, the elec- 
tronic filer will transmit the electronic 
portion of the return to the Service in 

accordance with Service specifications. By 
transmitting the electronic portion of the 
return to the Service, the electronic filer 

is stipulating that the declaration has been 
executed and that the official descriptions 
of each entry of the electronic return ap- 

ply, i. e„retained copies do not contain 

any unauthorized caveats. (See Section 7 
for signature requirements). 

. 06 The electronic filer will assign a 
unique 14 digit Declaration Control Num- 

ber (DCN) to each Form 8453. Its struc- 

ture will be as follows: 

1 — 2 
3 — 7 

8 — 13 
14 

. 07 The DCN must be recorded in the 
upper right hand corner of the Form 8453 
for each taxpayer. Hyphens must appear 
between the 2nd and 3rd, 7th and 8th, 
and 13th and 14th digits. 

For example: 00 — 12345-678910 — 7 

. 08 When a DCN has been assigned to 
a transmitted record, it cannot be changed. 
If a transmitted return record is rejected 
or not acknowledged as received by the 
Service, the retransmitted return and re- 
lated Form 8453 must reflect the original 
DCN. 

These two digits must be "00". 
The Electronic Filer Identification Number (EFIN). This is a unique num- 

ber assigned by the IRS to each participating electronic filer for each site 
where electronic returns are prepared. The first two digits will always be 
the IRS District Office code. 
A sequential number assigned to each return by the electronic filer. 
This digit must be "7". 
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SEC. 6 Filing of Electronic Returns and 
Distribution of Copies 

01 The Service will advise electronic 
filers when they can begin to file elec- 
tronic returns. This will be as early in the 
filing period as possible, but only after all 
the programs, equipment, and facilities 
related to electronic filing have been thor- 
oughly tested. Until this notification has 
been issued, electronic returns will not be 
accepted by the Service. 

. 02 Similarly, if the electronic filing 
system breaks down for a potentially 
lengthy period, the Service will advise 
electronic filers to discontinue electronic 
filing until they are notified by the Service 
that the problem has been resolved. 

. 03 Material To Be Filed With The 
Service. 

1 Participating electronic filers must 
transmit to the Service all electronic data, 
all taxpayer declarations, and all other 
materials described in Section 1. 02, par- 
agraph 3, above. 

2 The electronic filer will maintain the 
documents referred to in Section 1. 02, 
paragraph 3, in DCN order and place them 
in the provided folders in groups of 100 
or less. 

3 Beginning on January 30, 1987, and 
every Friday thereafter throughout the fil- 

ing period, the electronic filer will send 
this material to the Cincinnati Service 
Center, in accordance with shipping in- 

structions described in paragraphs 4 
through 11 below. No Form 8453 may be 
sent to the Service for any electronic re- 
turn that has not been acknowledged as 
received by the Service (see Section 9). 
Each shipment should include forms for 
all electronic returns filed during the pre- 
vious week which have been acknowl- 
edged by the Service, e. g. , materials for 
returns acknowledged by January 30, 1987 
must be shipped by February 6, 1987. See 
Sec. 8. 06 for Forms 8453 mailing require- 
ments for electronic returns timely pre- 
pared but accepted by the Service after 
April 15, 1987. 

4 A Form 1332, Block and Selection 
Record, (see Attachment III) must be the 
first item inside each folder. The Service 
will provide these forms. Record the last 
DCN at the top of the form as illustrated 
in Attachment III. If a return has been 
rejected or not acknowledged by the Ser- 
vice (see Section 9) remove the applicable 
Forms 8453 from the folder and on the 
Form 1332 circle the last two digits of the 
sequential number for each such form not 
included in the folder. If rejected or un- 

acknowledged returns are subsequently 
transmitted, both the retransmitted rec- 
ord and the applicable Form 8453 must 

refiect the originally assigned DCN. 
5 The paper documents in each folder 

must be maintained in ascending se- 
quence following the Form 1332. The first 

DCN must be recorded on the tab of the 
folder. 

6 Place folders in the IRS Standard 

Type 3 Cartons provided by the Service, 
so that the identifying sequence number 
information appearing on the tab is visible 
from the open end of the container. 

7 The sequence of folders in the carton 
will be from right to left, beginning with 

the lowest number. The top of the returns 
must always be at the open end of the 
container. Number and ship boxes in strict 
DCN sequence. 

8 Place the lids provided on the cartons 
and seal with gummed tape which is at 
least 2 inches wide, 

9 Ship cartons to: 
Internal Revenue Service 
Cincinnati Service Center 
200 W. 4th St. 
Covington, KY 41011 
Attn: Electronic Filing Unit 
Stop 4t21 

10 The initial supply of shipping ma- 
terials will be forwarded directly to 
participating preparers/transmitters. If 
additional supplies are needed, contact the 
Management Support Branch of the Cin- 
cinnati Service Center at 606 — 292 — 5621 (not 
a toll-free number). 

11 Method of shipment is optional. 
However, cartons should be delivered to 
the service center within one week. 

12 If a taxpayer declaration is found to 
be missing, the electronic filer will be re- 
quired to expeditiously provide a signed 
Form 8453. Otherwise, the return will be 
considered unsigned and therefore not a 
filed return. 

. 04 Material To Be Retained By The 
Preparer. 

The electronic filer must retain a copy 
of the material furnished to the taxpayer. 
The copy of the electronic material (de- 
scribed in Section 1. 02, paragraph 2) may 
be retained on magnetic media. In addi- 
tion, the electronic filer must retain the 
acknowledgement file received from the 
Service to facilitate taxpayer inquiries. The 
retention period for this material must be 
consistent with IRC 6107. 

. 05 Material To Be Provided To The 
Taxpayer. 

The electronic filer must furnish the 

taxpayer with a paper copy of all material 
filed with the Service covered in Section 
1. 02, subparagraphs 3(a), (c) and (d)(2), 
and any material covered in subparagraph 

(d)(3). In addition, the electronic filer 
should advise the taxpayer to retain cop- 
ies of materials described in subpara- 
graphs (b) and (d)(1) and materials 
described in subparagraphs (d)(3) and 

(d)(4) which were not provided by the 
electronic filer, The copy of the electronic 
material described in Sec. 1. 02, subpar- 
agraph 2, can be contained on replicas of 
official forms or on forms designed by the 
electronic filer. If the latter, data entries 
must be referenced to the line numbers 
on official forms. IMPORTANT: Elec- 
tronic filers will be required to give each 
taxpayer for whom they file an electronic 
return a copy of a letter provided by the 
Internal Revenue Service (See Attach- 
ment I). Preparers should also advise tax- 
payers that their electronic returns will be 
processed by the IRS at the Cincinnati 
Service Center but that amended returns, 
if needed, must be filed on paper returns 
and mailed to their usual IRS center. 

SEC. 7 Electronic Filer Requirements 
and Responsibilities 

. 01 The Service will accept electronic 
returns only from filers who have been 
accepted for electronic filing. 

. 02 Electronic filers must not prepare 
returns for taxpayers who do not per- 
sonally appear before them (at least one 
taxpayer on a joint return) unless the tax- 
payers are residents of the metropolitan 
area during the filing season. 

. 03 An electronic filer who accepts re- 
turns prepared by individuals, or by pre- 
parers not approved for electronic filing, 
solely for purposes of electronic input will 
be considered to come under the "me- 
chanical assistance" exception described 
in Treasury Regulation 301. 7701 — 15(d)(1), 
and hence will not be considered to be a 
paid preparer for purposes of 301. 7701. 
However, in these cases the following re- 
quirements must be met: 

1 The taxpayer must be physically 
present in the electronic filer's office. 

2 The electronic filer must sign the Form 
8453 as the transmitter and obtain the tax- 
payer's signature on that same form. 

3 The return must meet all of the con- 
sistency tests required for any other elec- 
tronic return. However, the minor 
correction provisions in Section 7. 07 be- 
low are not applicable. The taxpayer or 
the electronic filer must correct the source 
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material prior to submission. If the elec- 
tronic filer corrects any material, the elec- 
tronic filer becomes the return preparer. 

4 If the return was prepared by a pre- 
parer not approved for electronic filing, 
that other firm must be identified in the 
appropriate field of the electronic return 
as the paid preparer, and a copy of the 
Form 1040 (Page 1 and 2), Form 1040A 
(Page 1 and 2) or the Form 1040EZ (Page 
1) signed and prepared by that other firm 
must be attached to the Form 8453. 

5 If the return was self-prepared by the 
taxpayer, one copy of the return signed 

by the taxpayer must be retained by the 
electronic filer, another copy of the Form 
1040 (Page 1 and 2), Form 1040A (Page 
1 and 2) or the Form 1040EZ (Page 1) 
must be attached to the Form 8453 and 
the paid preparer field on the electronic 
return must be left blank. 

. 04 A firm approved for electronic fil- 

ing (e. g. , Firm A) can provide data pro- 
cessing and/or communication services to 
another preparer approved for electronic 
filing (e. g. , Firm B). In these cases, 

1 Firm A will be considered to come 
under the "mechanical assistance" excep- 
tion in 301. 7701 — 15(d)(1), and hence will 

not be considered to be the paid preparer 
for purposes of 301. 7701, and 

2 Firm B must complete and sign the 
Form 8453, not Firm A. 

. 05 A firm not approved for electronic 
filing can provide data processing and/or 
communication services to approved elec- 
tronic filers. In these cases, 

1 The firm providing the services will 

be considered to come under the "me- 
chanical assistance" exception in 301. 7701— 
15(d)(1), and hence will not be considered 
to be the paid preparer for purposes of 
301. 7701, and 

2 The electronic filer must complete and 

sign the Form 8453, not the servicing or- 
ganization. 

Note: In subsections 7. 03, 7. 04 and 7. 05 
above, rounding when accomplished in 

accordance with IRC Section 6102 will 

be considered mechanical assistance. 
. 06 If electronic returns are transmit- 

ted to the Service via a communications 

company, and the communications com- 

pany does not alter the return informa- 
tion, the Service will consider the actions 
of the approved electronic filer as a per- 
missable disclosure under Treas. Reg. 
301. 7216-2h, and will consider the actions 
of the communications company as 
an"auxiliary service" under Treas. Reg. 
301. 7216 — 1(b) (2)(i) (B) . 

. 07 If an electronic return is corrected 
in a non-substantive way after the tax- 

payer's signature has been obtained on 

Form 8453, but before transmission to the 

Service, it will not be necessary for the 

electronic filer to obtain the taxpayer's 

signature on a new Form 8453, provided 
the following conditions are met: 

1 The corrections do not affect any of 
the amounts included on the Form 8453 
signed by the taxpayer (except for the tol- 

erances described in paragraphs 1 and 2 

of Section 5. 03 above). 
2 The non-substantive changes are 

limited to corrections of arithmetic errors, 
transposition errors, inconsistencies due 
to rounding, misplaced entries and spell- 

ing errors. The incorrect information 
should be neatly lined through and the 
correct data entered next to the lined- 

through entry. Also, enter the initials or 
name of the person making the correc- 
tion. 

3 If the wrong amount was entered on 
the Form 8453, such as the amount for 
Tax Before Credits rather than Total Tax, 
but the amount for Total Tax is correct 
on the electronic return record, neatly line 

through the incorrect amount on the Form 
8453 and enter the correct amount next 
to the lined-through entry. Also, enter the 
initials or name of the person making the 
correction. 

. 08 After an electronic return is sub- 

mitted, we cannot be recalled or inter- 
cepted in process. Hence, if either the 
electronic filer or the taxpayer wishes to 
change any entries, an amended return 
must be filed, in the form of a paper doc- 
ument. 

. 09 The electronic filer must promptly 
satisfy Service requests to resolve prob- 
lems relating to missing or inconsistent 
Forms 8453 and provide copies of such 
forms within five workdays upon request 
by the Service. 

. 10 The electronic filer must provide 
access to all materials that the electronic 
filer is required to maintain for the pur- 
pose of ensuring compliance with the re- 
tention requirements of this Revenue 
Procedure. 

. 11 A preparer whose application cov- 
ers branch offices (per Section 4. 02 above) 
must serve as a conduit between the IRS 
and those offices for correspondence, res- 
olution of problems, evaluation reports, 
etc. However, if IRS needs access to re- 
tained copies of electronic returns, it will 

go directly to the designated local con- 
tacts. Any problems encountered by the 

IRS in securing such access will be re- 
ported to the preparer who is responsible 
for corrective action. 

1 Preparers must monitor electronic 
filing at covered branch offices, to the ex- 
tent permitted by law and regulations, to 
ensure compliance with all IRS require- 
ments. To supplement this, IRS will ad- 
vise preparers of problems it has 
encountered originating in the covered 
branch offices. Failure to take corrective 
action will lead to the initiation of sus- 

pension action against the preparer. 
2 If there are repeated or continuing 

problems with electronic filing from a par- 
ticular covered branch office, the pre- 
parer is expected to drop that office from 
the electronic filing program. 

3 If IRS initiates suspension action, it 
will apply to all returns filed by a pre- 
parer, including covered branches. 

4 The procedures in Sec. 7. 04 apply to 
returns filed by privately-owned branches. 

. 12 The taxpayer is instructed to con- 
tact the electronic filer if the refund has 
not been received within four weeks. In 
these cases, the electronic filer should ver- 

ify that the Service has acknowledged ac- 
ceptance of the return. 

1 If the return was not acknowledged 
as accepted by the Service, the preparer 
must immediately advise the taxpayer that 
the return was not filed, and if directed 

by the taxpayer, retransmit the return. 
Otherwise, a paper return must be filed 

by the taxpayer. 
2 If the return was acknowledged as 

accepted by the Service, but less than four 
weeks have elapsed since the date of the 
acknowledgement, the preparer should 
advise the taxpayer to wait four weeks 
from the acknowledgement date before 
making another inquiry. 

3 If the return was acknowledged as 

accepted by the Service and four or more 
weeks have elapsed since the date of the 
acknowledgement, the preparer should 

contact the Cincinnati Service Center 
Electronic Filing Unit at 606-292 — 5621 (not 
a toll-free number). 

SEC. 8 Electronic Filing 
Communications Requirements 

. 01 These procedures will only apply 
to this pilot and may not be relevant in 

subsequent years. 
. 02 Returns can be transmitted by pre- 

parers or by communications firms acting 

for preparers. For purposes of this section 

both will be termed transmitters. The In- 

ternal Revenue Service will arrange a 
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schedule of days and times when ap- 
proved transmitters may transmit return 
data, in the format covered in this reve- 
nue procedure. Normally, all data com- 
munications will be over the Public 
Telephone Switching Network to the Cin- 
cinnati Service Center. However, if a firm 
prefers to provide a dedicated line for 
transmission of its data, it should contact 
the Electronic Filing Office at 202 — 566- 
7541 (not a toll-free number). Telephone 
numbers, specific password conventions 
and a test transmission schedule will be 
developed between the IRS and trans- 
mitters at a later time. 

. 03 All data communications over the 
Public Telephone Switching Network be- 
tween transmitters and the Service will be 
accomplished using the following require- 
ments: 

1 4800 BAUD line speed. 
2 EBCDIC or ASCII character code. 
3 IBM 3780 communications protocol. 
4 Half-duplex, Synchronous Bell com- 

patible dial-up MODEMs, 
5 Line-level and system-level security 

(passwords). 
. 04 Transmitters will be responsible for 

the security of all transmitted data. Trans- 
mittals will not be considered filed returns 
until they successfully pass through the 
IRS Electronic Filing Pre-Processor. The 
Service will transmit acknowledgements 
to senders of all recognizable returns within 

one workday of receipt (see Section 9 for 
a description of the Acknowledgement 
File). 

. 05 The receipt date of the electronic 
record will constitute the receipt date of 
the return if it is acknowledged as ac- 

cepted by IRS. 
. 06 Returns Prepared on April 15th. 

1 To provide adequate time for trans- 

mission and acknowledgement of returns 

prepared on April 15th, preparer/trans- 

mitters will be allowed up to seven cal- 

endar days to successfully transmit these 

returns to the Cincinnati Service Center. 
Seven days should provide ample time to 
correct and resubmit any rejected return. 

. 03 The acknowledgement file records 
which returns have been accepted, re- 

jected or identified as duplicates. Rejects 
will be coded as internal inconsistencies, 

control data errors or key field data er- 

rors. (See Appendix A, Section 12. ) 
. 04 When a return has been rejected 

after three attempts, contact the Cincin- 

nati Service Center Electronic Filing Unit. 

Note: Any transmitter who does not 

receive transmission of an Acknowl- 

edgement File within one workday or 
who receives acknowledgements for re- 

turns which were not transmitted on the 

designated transmission should imme- 

diately contact the Cincinnati Service 

Center at 606-292-5621 (not a toll-free 

number). 

SEC. 10 Overview of Transmission 

Procedures 

(See Appendices A and B for all record 
formats. ) 

. 01 The following sequence of events 

will constitute a tax return data transmis- 

sion session: 
1 The Cincinnati Service Center will 

call the number of the transmitter's mo- 

dem during the scheduled time and ini- 

tiate the authentication procedure. 

2 When the transmitter has been au- 

thenticated, a tax return data session will 

commence. During the session, two types 
of transmissions will occur. The trans- 

mitter will send return records and the 
Service will send an acknowledgement file 

for the transmission from the previous 
workday. 

3 Each transmitter sending session will 

consist of no more than 500 tax returns 

(approximately 30 minutes line time). If 
more returns are available for transmis- 

sion, they must be sent in subsequent 
transmissions during the same scheduled 
time slot (on the same day). Broken trans- 

missions must be re-initiated from the be- 

ginning since there is no checkpoint 
capability at the IRS site. The IRS Center 
will continue to poll the transmitter for 
returns after each session until the final 

record is sent by the transmitter. 
4 After receiving the final record, the 

IRS Center will send the transmitter an 
Acknowledgement File for each return file 

received in the prior workday's transmis- 
sion. The IRS center will break the con- 
nection after the last Acknowledgement 
File for the transmitter has been sent. 

5 If a filer is filing fewer than 500 re- 
turns on a given day, all returns must be 
included in one transmission. 

SEC. 11 Evaluation Requirements 

To assist the Service in evaluation, par- 
ticipants will be asked to compile narra- 
tive reactions of clients to electronic filing 
and reactions of the electronic filer to 
electronic filing, including statistics on the 
number of taxpayers eligible for elec- 
tronic filing and the number of electronic 
returns filed. Evaluation forms will be 
provided to participants at a later date. 

SEC. 12 Monitoring 

. 01 The following conditions can lead 

to suspension: 
1 Deterioration in the format of indi- 

vidual transmissions. 
2 Cumulative error rate exceeds ac- 

ceptable standards. 
3 Violation of advertising standards or 

unethical practices in return preparation. 
. 02 The Service will monitor the qual- 

ity of preparers' transmissions throughout 
the filing season. If the quality deterio- 
rates, the preparer will receive from the 
Director, Cincinnati Service Center, a 
warning or, in extreme cases, a letter sus- 

pending the preparer from electronic fil- 

ing. 
. 03 The Service will also monitor elec- 

tronic returns and tabulate rejects, errors 
and other defects. If the quality deterio- 
rates, the preparer will receive a warning 

from the Director, Cincinnati Service 
Center, or in extreme cases, a letter sus- 

pending the preparer from electronic fil- 

ing. 
. 04 The District Offices will monitor 

preparer advertising and return prepara- 
tion practices for consistency with Service 
requirements. If the situation warrants, 
the District Director will request the Di- 
rector, Cincinnati Service Center, to issue 
a warning letter prescribing specific cor- 
rective action for cited deviations. If the 
deviation is not corrected expeditiously, 
a letter of suspension will be issued by the 
Director, Cincinnati Service Center, at the 
request of the District Director. In ex- 
treme cases, the District Director may re- 
quest that a preparer be suspended 
immediately from electronic filing with- 

out a warning letter. The suspension will 

remain in effect until the District Director 
has advised the Service Center Director 
that the preparer has corrected the de- 
viations. 

. 05 When suspended, the preparer will 

be counseled concerning the require- 
ments for re-acceptance in the electronic 
filing program. The preparer has the right 
of administrative review of the suspension 
decision. (See Section 13 below. ) 

SEC. 13 Administrative Review Process 

. 01 When a firm has been suspended 
from Electronic Filing, the preparer/ 
transmitter has the right to have this de- 
cision reviewed by an office other than 
the one making the initial determination. 

. 02 Requests for administrative review 
of suspension decisions should be directed 
to the Office of the Director of Practice 
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(PM:HR:DP), 1111 Constitution Ave. 
N. W. , Washington, D. C. 20224. 

SEC. 14 Effect on Other Documents 

Rev. Proc. 86-4, 1986-1 C. B. 423, is 
superseded. 

Appendix A-Electtenlc lehln File 
Specificeiiene 

SECTION 1 Summary 

. 01 After the transmitter has been au- 
thenticated, the sequence of record trans- 
inissions is as follows: 

1 Trans record (this record identifies 
he transmitter). 

2 Tax Return records (including all 
form, schedule, and statement records). 

3 Summary record. 
4 Recap record. 
(This sequence will be repeated for each 
batch of 500 returns transmitted. ) 
. 02 All returns on a transmission must 

be from the Eastern (A) or Western (B) 
test areas (see Test Site Designator, Ele- 
ment (8), in the Trans Record). 

. 03 After the Recap record, the ac- 
knowledgement transmission will com- 
mence. The sequence of acknowledgement 
records is as follows: 

1 The original Trans record. 
2 An Ack record for each recognizable 

return received. 
3 The original Recap record plus counts 

for accepted and rejected returns. 

SEC. 2 General Description 

. 01 The IBM byte count convention 
may be used as an option, but is not re- 
quired. This option is for a four byte 
counter to precede each block and a four 
byte counter is precede each logical rec- 
ord. 

. 02 The first record on a transmitted 
file (the TRANS record) contains infor- 
mation regarding the transmitter and file 
format. This record should be followed 

by the records comprising the tax returns 
being transmitted. The last record on a 
transmitted file (the RECAP record) will 

provide balancing counts of returns. 
. 03 A tax return will consist of a var- 

iable number of fixed-field records. The 
size and format of the logical record for 
each page of each form, schedule etc„are 
specified herein. In addition, a variable 
field/record format option is acceptable. 
See details under Variable Length Op- 
tion. 

. 04 Physical records may be of varying 
lengths but the logical records described 
herein may not be broken between phys- 
ical records. 

, 05 Each logical record should contain 
all data fields pertaining to one printed 

page of an official form, schedule or con- 
tinuation statement. The logical record 
therefore contains either an entire form, 
schedule or statement, or a logical part 
(i. e. , a page) of a form, schedule or state- 
ment. The complete tax return must con- 
sist of all logical records pertaining to it 
in the following sequence: Return, Sched- 
ules, Forms, Statements and Summary. 
Schedules must be in alphabetical se- 
quence and forms must be in numeric se- 
quence. Forms W-2 and W — 2P records 
shall appear as the final forms in the Form 
Record sequence. Return, Schedule, 
Form, and Statement Records may con- 
tain additional sequential Page Records 
if they consist of more than one printed 
page. (Pages are only numbered within a 
form schedule or statement, not across 
the return. ) All records must appear in 
the proper sequence, with the proper con- 
trol information and the counts of the 
schedules and forms must balance to the 
Summary Record or the return will be 
rejected. 

. 06 A page should not be generated, if 
there are no entries on the page record 
of a form or schedule. 

. 07 The first logical record for a tax 
return (i. e. , the Return Record for page 
1 of the tax form) will include the tax 
period and return type and a unique 16- 
digit field for user-assigned return trans- 
mission number which will include the 
electronic filers' identification and the date, 
time and sequence of the transmitted re- 
turn. This 16 digit Return Sequence Num- 
ber appears in the RETURN record and 
consists of the following fields: 

1 Electronic Filer Identification Num- 
ber (EFIN) (5 numerics) 

2 EFIN suffix value to be determined 
by electronic filers (2 numerics) 

3 Julian date of transmission (3 nu- 
me ries) 

4 Transmission sequence number for 
the given Julian Date (2 numerics) 

5 Sequential number assigned to the 
return (4 numerics). 

. 08 If the number of data items ap- 
pearing on the same hne exceeds the num- 
ber that can be contained in the space 
provided on the printed form or schedule, 
the data must be provided on a separate 
continuation statement (STM) record. 
There is a maximum of 20 statement page 
records per return in total. If STM is used, 
no data should be entered in the base re- 
turn. The first line entry for the continued 

item on the base form or schedule record 
itself shall read "STMbnn ("nn" being the 
applicable statement number). All of the 
applicable entries must then be on the 
statement record and cannot be split be- 
tween the continued item record(s) and 
the statement. The first statement record 
will contain a literal description of the item 
continued (e. g. , "Interest Income, Sched- 
ule B"). The second statement record for 
all continuations of tabular data should 
contain the column headings (e. g. , "Name 
of Payer. . . . . . . Amount. . . . . . . ") 
spaced with the headings as they would 
appear on the printed form they continue. 
The third statement record will contain, 
left-justified, a series of two position 
counters giving the length and displace- 
ment from the left margin of each related 
field which will appear on the same line 
(e. g. , if a 20 position description and a 12 
position amount are to be positioned be- 
ginning in columns 15 and 40, the record 
would contain "20151240". Each follow- 
ing statement record from "LN04" on will 

contain, left-justified, the related data fields 
in the same format as they appear in the 
base layout. Statements can only be used 
by the electronic filer when the open-ended 
item cannot be contained in the space pro- 
vided on the printed form or schedule. 
See details under Statement Record Lay- 
out in Section 5 below. 

. 09 All money fields are 12 characters, 
11 numerics followed by the sign char- 
acter. Money fields containing no signif- 
icant data must be filled with spaces. An 
exception is the EIC amount field (SEQ 
1180, line 58 of Form 1040) which must 
be zero if taxpayer does not claim EIC 
and has an AGI of less than $11, 000 and 
wages of less than $11, 000. The significant 
numeric characters should be right justi- 
fied, and zero filled. Dollar signs, decimal 
points, or other non-numeric characters 
are not permitted. The right-most posi- 
tion of any negative money field must con- 
tain the negative sign; for positive fields 
this position is always blank. Money fields 
must be all whole dollars (no cents). 

. 10 All percentage fields must be four 
positions. Do not enter the decimal point 
on the record. The decimal point will be 
assumed to be in the second position from 
the left and the field is left-justified. If 
percentage is less than 100%, precede the 
figure with a zero. For example, 25. 3% 
would be entered as "0253" and 105% 
would be entered as "1050". They would 
be converted to "OV253" and "1V050". 
The "V" indicates the assumed decimal 
point. 
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EXCEPTIO1%: On Form 6252, Gross 
Profit Ratio (SEQ 220) must be en- 
tered with four decimal positions if the 
percentage is less than 100%. Do not 
enter a leading zero. For example, ". 5432" would be entered as "5432". 
For Form 6252 only, an entry of 100% 
would be entered as 100P. 
. 11 A summary record will be the final 

record for each tax return. This record 
will contain electronic filer identification 
data and counts of the Schedules, Forms 

and Statements included in the return and 
indicators for paper documents retained 

by the electronic filer for subsequent 
transmission to the IRS. 

. 12 Except where designated, do not 
enter blanks or spaces between data ele- 
ments. 

. 13 The file should be unlabeled (no 
standard header or trailer records). 

. 14 Each file must contain only com- 

plete returns. 

. 15 All alphabetic data must be in up- 
per case only. 

. 16 Following is the format of each rec- 
ord. 

SEC. 3 TRANS Record 

. 01 The first record on each file is the 
TRANS record which will contain the fol- 
lowing (for this purpose, Transmitter is 
the firm handling the data communica- 
tion): 

. 02 Record Length: 183 Characters 

(8) Test Site Designator 

(9) 
(10) 
(11) 

(12) 
(13) 

(14) 
(15) 

Reserved 
Transmission Date 
Electronic Transmitter Identi- 
fication Number 
Julian Date of Transmission 
Transmission Sequence Num- 
ber for Julian Date in (12) 
RESERVED 
Record Type 

Field ¹ Identification 

(1) Record I. D. 
(2) Transmitter Name 
(3) EIN of Transmitter 
(4) Address 

(5) City, State, Zip Code 
(6) Area Code, Telephone 

Number 

(7) Type Transmitter 

Length 

5 
35 
9 

35 
35 
10 

16 

17 
6 
7 

Description 

Value "TRANS" 
Alphanumeric 
Numeric 
Alphanumeric 
Alphanumeric 
Numeric 

Value = "Preparer's Agent" 
or "Preparer" 
"A" = North Carolina, Vir- 
ginia, New York or Cincinnati. 
"B" = Wisconsin, Arizona or 
California. 
Blank 
MMDDYY 
Numeric 

Numeric 
Numeric 

Blank 
F = fixed, V = variable length 
option 

SEC. 4 Variable Length Option 

. 01 The variable format will be indi- 

cated by a "V" in the Record Type field 

of the initial Transmitter (TRANS) Rec- 
ord for a file. In this format the data field 

is preceded by the applicable field iden- 

tification number shown in specific record 
layouts. The field identification number is 
enclosed with field delimiters ([ ]). These 
characters will also enclose the control in- 

formation (i. e. Record I. D. field) which 

begins each return, schedule or form rec- 
ord. The beginning of record control in- 

BD hexadecimal 
AD hexadecimal 
7B hexadecimal 

formation remains in the same fixed format . 02 Each variable record will end with 
shown; the individual data 

fields�need 

onl a Record Terminus Character (¹). 
contain the significant data (i. e. no lead- IMPORTANT: THE FOLLOWING 
ing zeros or trailing spaces). The Sum- THREE CHARACTERS "[" "]" and ) 
mary and Statement records, which are "¹" ARE RESERVED AS DELIM- 
not keyed to field numbers, must be full ITERS AND MAY NOT APPEAR AS 
length expanded records but must still be DATA CHARACTERS. The basic rec- 
enclosed in field delimiters. ord would follow this format. 

[RECORD ID FIELD] [1st field number] 
DATA [Next field number] DATA. . . ¹ 

[ = ASCII 91 189 decimal 
] = ASCII 93 173 decimal ¹ = ASCII 35 123 decimal 
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SEC. 5 Tax Return Record 

. 01 The page 01 record for each tax 
return starts with the following 12 fields. 

Each page of the return will have a new 

. page record with the Page Number incre- 

mented. These records will each begin with 

Fields 1 — 9 below. 

. 02 Record ID Length Page 1: 
60 Characters 
Page 2: 
30 Characters 

Field ¹ 
(1) 
(2) 
(3) 

Iden ti f1 cation 

Record ID 
Filler 
Return Type 

(4) Source Return Indicator 

(5) Page Number 

(11) Declaration Control Number 

(6) Filler 
(7) Tax Period 
(8) Filler 

(9) Social Security Number 

*"Begin data fields here for pages after 

(10) Sequence Number 

Length 

3 
1 

6 

1 

4 
1 

9 

page 01*** 

16 

14 

Description 

Value "RET" 
Blank 
Alphanumeric; Valid Value 
"1040bb" 
"0" = F1040, "1" = F1040A, 
"2" = F1040EZ 
Value "PG01", format PGnnb, 
"nn" will increment for each 
printed page 
Blank 
Value "8612", YYMM 
Blank 
9 Numerics 

Return Sequence Number (See 
paragraph . 07 under General 
Description) 
Assigned by electronic filer to 
taxpayer declaration and re- 
lated paper documents 

***Begin data fields here for Page 01*** 

(12) Data Fields Various Page data fields 

SEC. 6 Schedule Record 

. 01 The second record or series of rec- 
ords is the Schedule Record. Each page 

of a schedule will have a new Schedule . 02 Record ID Length: 21 Characters 
Record with the Page Number incre- (Page 1 and Page 2) 
mented. This record should appear in al- 

phabetic order by Schedule type. 

Field ¹ Identijication 

(1) Record ID 
(2) FILLER 
(3) Schedule Type 

(4) 
(5) 
(6) 
(7) 
(8) 

Schedule Sequence Number 
Page Number 
FILLER 
SSN 
Data Fields 

Length 

3 
1 
2 

1 
4 
1 
9 

Various 

Description 

Value "SCH" 
Blank 
Alphanumeric (left justified) 
Values "Ab", "Bb", etc. 
Value 1, 2 or 3 
Value "PGnn" nn = 01 to 99 
Blank 
Primary SSN 
Page data fields 

SEC. 7 Form Record 

. 01 The third series of records after 
Returns and Schedules are the Form rec- 

ords. They should appear in numeric or- 
der by form number. Each page of a form 
will have a new Form Record with the 
Page Number incremented. 

. 02 Record ID Length: 25 Characters 
(Page 1 and Page 2) 

Field ¹ 
(1) 
(2) 
(3) 
(4) 
(5) 
(6) 
(7) 
(8) 

Identification 

Record ID 
FILLER 
Form Number 
Form Sequence Number 
Page Number 
FILLER 
SSN 
Data Fields 

Length 

3 
1 

5 
2 
4 
1 

9 
Various 

Description 

Value "FRM" 
Blank 
Alphanumeric (left justified) 
Value 01 thru 99 
"PGnn" nn = 01 to 99 
Blank 
Primary SSN 
Page 1 data fields 
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SEC. 8 Statement Record 

. 01 The statement record is the fourth 
series of records after Returns, Schedules 
and Forms. Statement records are used 
to continue a field or related series of fields 
which appear on the same print line. Each 
statement is given a sequential number 
from 00 to 99. The first data field of the 
line item(s) being continued will contain 
"STMbnn" with "nn" being the sequen- 
tial statement number. Each statement will 

consist of a series of records with LINE 
NUMBERS of 01 up to 50 for each se- 

quential PAGE NUMBER. There is a 
maximum of 20 statement pages per re- 
turn. 

. 02 After the control information there 
will be 80 characters of data for each line. 
The first line record (LN01) for each page 

of a statement will contain only the title 

of the item(s) being continued. The sec- 

ond line of page (LN02) will contain the 

column titles for tabular data. For con- 

tinuous non-tabular data (e. g. , Number 

of Dependent Children) this line will be 

blank. 

. 03 The third line record (LN03) con- 

tains up to eight pairs of two digit counters 

giving the field length and beginning dis- 

placement from the left margin for print- 

ing of each related field occurring in the 

same print line. For continuous non-tab- 

ular data (e. g. , Number of Dependent 

Children) this line will be blank. 

. 04 The tabular column titles will be 

spaced in the same format as would be 

printed on a blank continuation page. Re- 
lated contiguous fields which would have 

appeared as a single print line on the basic 

form or schedule shall also appear on the 

same Statement line record, left justified, 

beginning with the fourth line record 
("LN04") on. The first data field for a 

table or a group of related line entries 

(e. g. , Interest or Dividends on Schedule 

B) must contain the "STMbnn" for the 

entire table (i. e. , part of the table cannot 

appear on the form and part in a state- 

ment). 

. 05 Only fields marked with an asterisk 

in the record layout may contain 
"STMbnn". Fields marked with an "C4 

sign" in the record layout must contain 
"STMbnn" on the record and the related 

data entries must appear on a statement. 

. 06 Record Length: 106 Characters 

Field 4 Identijication 

(1) Record ID 
(2) FILLER 
(3) Statement Number 

(4) FILLER 
(5) Page Number 

(6) FILLER 
(7) Line Number 

(8) FILLER 
(9) SSN 
(10) Data Record 

Length 

3 
1 

2 
1 

4 
1 
4 
1 

9 
80 

Description 

Value "STM" 
Blank 
nn Value = 00 — 99 
Blank 
Value "PGnn" nn = 01 to 20 
Blank 
LNnn, nn = 01 — 50 
Blank 
Primary SSN 
Statement Title if "LN01"; 
column Titles or blank if 
"LN02"; up to 8 pairs of 
counters giving field lengths and 
displacements of following data 
elements or blank if "LN03"; 
otherwise, left-justified field(s) 
from record being continued. 

Example of Statement Record 

The following represents a continuation statement for Schedule B interest payors and 
amounts. 

1 The interest Payor 1 field (SEQ 030) of Schedule B will contain "STM01". 
2 The Statement record (b = blank, 9's = SSN) 
STMbOlbPGOlbLNOlb999999999 (30 blanks) 
SCHEDULEbBbINTEREST (31 blanks) 
STMb01bPG01 b LN02b999999999 (15 blanks) 
PAYOR (20 blanks) AMOUNT (34 blanks) 
STMb01bPGOlbLN03b99999999920161240 (72 blanks) 
STMb01bPGOlb LN04b999999999FI RSTbNATION ALbBANKb 
00000005000 (48 blanks) 
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SEC. 9 Summary Record 

. 01 The final record for each tax return 
is the summary record. (A "1" in the pa- 

per document indicator field shows that format is as follows; 
the paper document specified is a part of . 02 Record Length: 189 Characters 
the return, and has been attached to the 
Taxpayer Declaration Form 8453. ) The 

Length 

3 
1 

9 
35 
9 
1 

Field ¹ 
(1) 
(2) 
(3) 
(4) 
(5) 
(6) 

Identification 

Record ID 
FILLER 
Taxpayer's SSN 
Name of Preparer 
Preparer's SSN 
Preparer Self-Employment In- 

dicator 
Preparer Firm EIN 
Preparer Firm Name 
Firm's City 
Firm's State 
Firm's Zip 
Number of Logical Records in 

Tax Return (including Sum- 

mary) 
Pages of Schedules C 
Pages of Schedules SE 
Pages of Forms 2106 
Pages of Forms 4562 
Number of Forms W — 2 
Number of Schedule Records 

(7) 
(8) 
(9) 
(10) 
(11) 
(12) 

(13) 
(14) 
(15) 
(16) 
(17) 
(18) 

(19) Number of Form Records 

Number of Statement Records (20) 

(21) 
(22) 

Paper Document Indicator 1 
Paper Document Indicator 2 

(23) Paper Document Indicator 3 

(24) Paper Document Indicator 4 

(25) Paper Document Indicator 5 

Paper Document Indicator 6 
Paper Document Indicator 7 
Paper Document Indicator 8 
Paper Document Indicator 9 

(26) 
(27) 
(28) 
(29) 

(30) Reserved 
(31) Reserved 
(32) Reserved 
(33) Reserved 
(34) Reserved 

Note: Fields (30) through (34) apply to 
Procedure on Direct Deposit if firm i 
Durham/Fayetteville areas. 

Description 

Value "SUM" 
blank 
Primary SSN 
Alphanumeric 
Numeric 
Alphanumeric ("X" if self-em- 

ployed), otherwise blank 
Numeric 
Alphanumeric 
Alphanumeric 
Alpha 
Numeric 
Numeric 

9 
35 
20 

2 
9 
4 

Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
(00 — 99) (Occurrences of 
"SCH") 
(000 — 999) (Occurrences of 
"FRM") 
(000 — 999) (Occurrences of 
"STM") 
"1" = Form W — 2, else "0" 
"1" = Multiple Support 
Agreement (Form 2120), else 
lip%& 

"1" = Exemption for Non- 
Custodial Parent (Form 8332), 
else "0" 
"1" = Physician's Certifica- 
tion of Blindness, else "0" 
"1" = Physician's Certifica- 
tion of Disability (signed paper 
Sch. R), else "0" 
"1" = W2 — P, else "0" 
"1" = W2 — G, else "0" 
«p 
"1" = Other Document(s), else 
c 
apt 

t 

Blank 
Blank 
Blank 
Blank 
Blank 

9 
17 

1 
1 
1 

Direct Deposit of Refunds. Refer to Revenue 
s located in Phoenix, Cincinnati or Raleigh/ 
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SEC. 10 RECAP Record and by a grand total. The format is as 

'ollows 
, 01 The final record on each file is the 

RECAP record. This record will contain . 02 Record Length: 115 characters 

a count of all returns in the file by type, 

Field ¹ identificatio 

(1) Record ID 
(2) Reserved 

(3) Reserved 

(4) Total EFT 
(5) Total Return Count 

(6) Total Logical Data Records 
(not including TRANS and 

RECAP) 
(7) Reserved 

(8) Count of Refund Returns 

(9) Electronic Transmitter Identi- 
fication Number 

(10) Julian Date of Transmission 

(11) Transmission Sequence Num- 

ber for Julian date in (10) 
(12) Transmitter User Area 

Length 

5 
6 
6 
6 
6 
6 

12 
6 
7 

50 

Description 

Value "RECAP" 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 

Numeric 
Numeric 
Numeric 

Numeric 
Numeric 

Filler (alphanumeric) 

SEC. 11 Format of the 
Acknowledgement File 

. 01 The acknowledgement will be a 
transmission of a file consisting of the 
TRANS record submitted by the trans- 

mitter, an acknowledgement ("ACK") 
record for each recognizable return trans- 

mitted and the original "RECAP" record 
information submitted, plus counts for ac- 

cepted, rejected and duplicate records. For 
each transmission file sent during a trans- 

mission session, a separate ACK file will 

be transmitted back to the sender. 

. 02 Further, if an ACK record contains 

an "R" in the Acceptance Code field, the 

return has been rejected due to a fatal 
error involving the return format, internal 

consistency, or data errors in a key field, 
and must also be corrected and resub- 
mitted to the IRS to be considered as a 
filed return. 

. 03 If an ACK record contains a "D" 
in the Acceptance code field, the return 
has been identified as a duplicate record, 
i. e. , a return record has previously been 
transmitted and accepted for that Primary 
Social Security Number. 

. 04 Any tax return with an "A" in the 
Acceptance Code field has been accepted 
as a filed tax return and will be processed 
from that point in the same manner as a 

return originally submitted on a paper 
document. This does not imply that the 
return will pass all IRS service center va- 

lidity checks or post to the IRS Master 
File without delays. 

. 05 The acknowledgement file can be 
a separate transmission or can precede or 
follow a return file transmission. 

. 06 The first record on the acknowl- 
edgement file will be the same TRANS 
record as the first record of the tax return 
file being acknowledged, (See TRANS 
Record format above. ) For each recog- 
nizable tax return in the transmission an 
ACK record will be generated. 

SEC. 12 Acknowledgement Record 

. 01 The format for the ACK record 
follows. 

. 02 Record Length: 93 Characters 

Field ¹ Identification 

(1) Record ID 
(2) Return Type 

(3) 

(4) 

(5) 

Primary Social Security Num- 

ber 
Electronic Filer Identification 
Number (EFIN) 
Preparer's Use to Further 
Identify Originating Office 

Length 

3 
6 

Description 

Value "ACK" 
Item 3, Return Record (see 
SEC. 2. 07, General Descrip- 
tion 
Numeric 

Numeric 

Numeric 
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Field 4 
(6) 

(7) 

(8) 

(9) 

(10) Acceptance Code 

(11) Date Accepted 

(12) 
(13) 

(14) 

Time Accepted 
Error Counters 

(a) Internal Inconsistency 

(b) Control Data Error 
(c) Key Field Data Error 
First Error Field 

(a) Record ID 

(b) Filler 

(c) Data Element Number 

(15) EFT Reject 

(16) Return DCN 

Identijicati on 

Julian Date of Transmission 
from Originating Office. 
Transmission Sequence Num- 

ber for Date Specified in (6) 
Sequential Number Assigned 
Return for Transmission Se- 
quence in (7) 
Expected Refund 

Length Description 

3 Numeric 

2 Numeric 

4 Numeric 

10 

2 Numeric 00-99 
2 Numeric 00-99 
2 Numeric 00-99 

14 

First 11 positions of the Record 
ID 
Blanks 
Sequence Number of first field 
in error right-justified; Field 7 
(Line Number) of Record ID 
for STM. 
Value "A" = Accepted, 
"R" = Rejected 
Numeric 

Refund Field from Applicable 
Return 
Value "A" = Accepted, "R" 
= Rejected, "D" = Duplicate 
Date of Acceptance 
(MMDDYY) 
Time of Acceptance 

. 03 Error Counter Explanation 
1 Internal Inconsistency — The return 

of a total number of records, forms, 
schedules or statements do not balance to 
totals in Summary Record. 

2 Control Data Error — Erroneous data 

or sequence error(s) found in analyzing 
the control information at the beginning 
of each logical record. 

3 Key Field Data Error — Data found 
in a key field not in accordance with valid 

range specified herein, significant data 

present in prohibited fields or the bottom 
line entries for schedules and forms do 
not coincide with return carry forward en- 

tries. 

SEC. 13 Format of the Acknowledge- 
ment File RECAP Record 

. 01 After the ACK records, the final 

record of the file will be the RECAP rec- 
ord which is the final record of the tax 
return file being acknowledged with the 
addition of counts for accepted and re- 

jected returns. 
. 02 Record Length: 77 characters 

Field 4 Identification Length Description 

(1) Record ID 5 Value "RECAP" 
(2) Reserved 6 Numeric 

(3) Reserved 6 Numeric 

(4) Total EFT 6 Numeric 

(5) Total Return Count 6 Numeric 

(6) Total Return Records 6 Numeric 

(7) Reserved 12 Numeric 

(8) Count of Refund Returns 6 Numeric 

(9) Total Returns Accepted 6 Numeric 

(10) Total Duplicate Returns 6 Numeric 

(11) Total Returns Rejected 6 Numeric 

(12) Total EFT Rejects 6 Numeric 

NOTE: Fields 1 — 8 are identical to those in the RECAP record originally transmitted. 
Fields 9 through 12 are the total returns accepted, rejected, duplicates and EFT 
rejects (counts of "A", "R" and "D" codes from ACK record Field 10, Acceptance 
Code and "R" from ACK record Field 15, EFI' Reject). 
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SEC. 14 Data Validation and Rejection 
Criteria 

. 01 The following data controls must 
be adhered to or the return shall be re- 
lected: 

1 The data records must be in the se- 
quence Return, Schedule, Form, State- 
ment and Summary. 

2 Page records must be consecutive and 
sequential. 

3 Schedule records must be in ascend- 

ing alpha sequence. 

4 Form records must be in ascending 
numeric sequence. 

5 All alpha characters must be in upper 

case and all alphanumeric fields must be 
left-justified unless otherwise specified. 

6 The primary social security number 

must be numeric and be consistent 
throughout all data records for a tax re- 

turn. 

7 The tax period must be "8612". 

8 The format and content of the record 
identification information which begins 

each type of record must be exactly as 

presented in the input specifications. 

9 Statement records do nor have to be 
consecutive or in sequence but each state- 
ment number reference occuring in a data 
field ("STMbNN") must have a corre- 
sponding statement record. Each state- 

ment record may be referenced only once. 
There may be no more than 20 statement 

page records with any return. For each 
statement record, LN01, LN02, LN03 and 
LN04 must be present and all line num- 

bers must be in ascending numeric se- 

quence. 

10 Married filing joint and married fil- 

ing separate returns must contain both a 
primary and a secondary SSN or the lit- 

eral "NRA" instead of the secondary SSN 
indicating a non-resident alien spouse with 
no income or SSN. 

11 There must be no significant data 
present for the following fields from the 
Form 1040 record: 

Seq ¹ 
470 
520 
910 
990 

1005 
1015 
1020 
1060 
1080 
1090 
1190 
1210 
1225 
1230 
1245 
1290 

Tide 

Other Gain 
Farm Income 
Additional Taxes 
Foreign Tax Credit 
Form 3468 Block 
General Business Credit 
Total Business & Other Credits 
Recapture Investment Credit 
Social Security on Tips 
Tax on IRA 
Form 4868 Amount 
Credit for Special Fuels Tax 
4469 Amount 
Regulated Investment Co 
Overpaid Windfall Amount 
Amount Owed 

Line ¹ 
15 
19 
39 
46 
47 
47 
48 
52 
53 
54 
59 
61 

62 

67 

12 Only three Schedules C may be in- 

cluded on the tax return. 

13 Only one Schedule E with no more 

than three rental properties may be in- 

cluded on the tax return. 

14 Only one Schedule SE for each tax- 

payer is permitted on the tax return (max- 

imum two on a joint return). 

15 Only one Form 2119, Sale or Ex- 
change of Residence, may be included on 
the tax return. 

16 Only one Form 2106 for each tax- 

payer is allowed on the tax return (max- 

imum two on a joint return). 

17 Only three Forms 4562 may be in- 

cluded on the tax return. 

18 On a married filing jointly return, 

the Social Security Number of the tax- 

payer liable for self-employment tax must 

appear on the Schedule SE record. If both 

spouses are liable for self-employment tax, 

the Schedule SE for the primary taxpayer 

must precede the Schedule SE for the 
spouse. 

19 On a married filing jointly return, 
the Social Security Number of the tax- 

payer claiming the Employee Business 
Expense Deduction must appear on the 
Form 2106 record. 

20 If Schedule W is present and there 
are significant entries on Page 1, Form 
1040, for Employee Business Expense 
(SEQ 620), IRA Deduction (SEQ 630), 
Keogh/SEP Deduction (SEQ 660), and/ 
or Other Adjustments Literal (SEQ 720) 
equals "SUB-PAY" and the related Other 
Adjustment Amount (SEQ 730) is sig- 
nificant, then Schedule W, Adjustments 
(SEQ 070) and/or Spouse Adjustments 
(SEQ 080) must be significant. 

21 All "totals" fields must have a sig- 
nificant entry when there are amounts 
leading to the total. Similarly, any "to- 
tals" field which has a significant entry 
must have at least one significant entry 

leading to that amount. Otherwise, the 
processing of the return will be delayed 
to resolve the discrepancy. 

22 There may be no significant entry 
for the fields of the Schedules and Forms 
specified below. 

Schedule A, Line 19, Casualty Theft 
Loss (SEQ 390) 

Schedule C, Line I, Tax Shelter Reg- 
istration Requirements (SEQ 195) 

Schedule C, Line 28b, Jobs Credit 
(SEQ 430) 

Schedule C, Line 33, Amounts Not At 
Risk Yes (SEQ 720) 

Schedule D, Line 14(g), Gain from 
Form 4797 (SEQ 1800) 

Schedule D, Line 39, Sch F Bartering 
Income (SEQ 2150) 

Schedule E, Line 25, Net Farm Rental 
Profit/Loss (SEQ 1140) 

Schedule G, Line 9, Distribution Subj 
to Sect 72 Penalty (SEQ 090) 
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Schedule G, Line 11, Community Prop 
Inc (SEQ 110) 

Schedule G, Line 25, Tax on Line 8 
Amount (SEQ 250) 

Schedule G, Line 26, Tax on Line 10 
Amt (SEQ 260) 

Schedule G, Line 27, Line 25 Minus 

Line 26 (SEQ 270) 
Form 4562, Line 9, F4562A Deprecia- 

tion (SEQ 495) 
Form 6251, Line 2c, Casualty/Theft Loss 

(SEQ 060) 

Form 6251, Line 11, Foreign Tax Credit 
(SEQ 330) 

Form 6252, Line 8, Income Recapture 
F4797 (SEQ 150) 

23 If any of the following fields are 
blank, the return will be rejected. 

Form/Schedule 

1040 
1040 
1040 
1040 
1040 
1040 
1040 
1040 

Line Title 

Primary SSN 
Name Control 
Street Address 
Filing Status 
Exempt Self 
Pers Exempts 
Total Exempts 
Overpaid 

Sequence Number 

010 
050 
080 
130 
160 
220 
360 

1260 

Line Number 

1-5 
6a 
6b 
6f 
64 

24 The Schedule Sequence Number 
(Field 4 of the Schedule Record) and Form 
Sequence Number (Field 4 of the Form 
Record) must be significant and in as- 

cending sequence if more than one sched- 
ule or form type is present. The sequence 
number must not be greater than that per- 

mitted for the particular form or schedule. 
When completing a table or listing other 
items, such as, Schedule D, Short F1099- 
B Desc, or Schedule A. Other Misc, the 
items must be listed in ascending numer- 
ical sequence, i. e. , Short F1099 — B Desc 
1, then as necessary Short F1099 — B Desc 

2, then as necessary Short F1099 — B Desc 
3, etc. 

25 The following fields must be equal 
(comparison of bottom line of schedule 
or form with return carry-forward line): 

Form 1040 
Title 

Line From 
Seq 4t 

*380 

SEQ 4t 

290 

Line 4t Sch/Form 

Sch. B Interest 
(If & $400) 

Dividends 

(If & $400) 
Business Income 
Capital Gain/Loss 

9a Sch. B *390 

Sch. C 
Sch. D 
Sch. D 
Sch. E 
Sch. E 
3903 
2106 

Sch. W 
Sch. A 

710 
1880 
1900 
1150 
2010 
180 
110 
120 
550 

12 
13 

**440 
450 

or 
18 Rents 510 

of 
610 
'*620 
700 
780 
850 
860 
925 

Moving Expense 24 

Employee Business Expense 25 
Married Couple Deduction 30 
Excess Itemized 34a 
If Schedule G Block is checked; then 
Tax 38 = Sch. G 280 
Credit for Child & 41 = 2441 120 

Dependent 
930 Credit For Elderly 42 = Sch. R 250 
**1040 Self-Employment Tax 50 = Sch. SE 190 
1045 If Deferred Minimum Tax Ind is not present; then 

1050 Alternative Minimum Tax 51 = 6251 340 
* Do not perform check unless amount exceeded. 

** If multiple schedules/forms are present, add bottom line amounts from each and 

Title 

Taxable Interest 

Line 4t 

Taxable Dividends 

Net Profit (Loss) 
Schedule D Gain 
Schedule D Loss 
Total Income or Loss 
Total Sup. Income 
Moving Expense Deduction 
7 More Than 8 
Deduction 
Excess Itemized 

32 
21 
23 
26 
36 
11 
9 
8 

26 

Sum of Lines 20, 24 and 27 28 
Line 6 + Line 7 8 

Credit 
Self-Employment Tax 

21 
14 

compare total to carry-forward line. 

Alternative Minimum Tax 12 

26 If the Filing Status is equal to "5" 
and Year Spouse Died (Seq 155) is blank, 
the return will be rejected. 

27 The field Total Exempts (SEQ 360) 
Form 1040 must contain significant nu- 

meric data. 
28 If Withholding (SEQ 1160) Form 

1040 is greater than zero, Form W — 2 or 
Form 1099/1099R Indicator (SEQ 1140) 
must be present. 

29 The field Overpaid (SEQ 1260) Form 
1040 must contain significant data. 

30 Refund (SEQ 1270) plus Applied 

to ES (SEQ 1280) must equal Overpaid 
(SEQ 1260). 

31 "Child Care, " Medical, " "Cas- 
ualty, " "Theft" may not be present in 

Miscellaneous Deduction (SEQ 420, 440, 
460, 480) of Schedule A. 
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32 Gain Taxable This Year (SEQ 280) 
Form 2119, Line 12, must equal either 
Residence Short Gain (SEQ 790) Sched- 
ule D, Line 3(g), or Residence Long Term 
Gain (SEQ 1720) Schedule D, Line 10(g) 
or Form 6252, Computation of Install- 
ment Sale Income, must be present. 

33 Reserved 

34 The sum of Installment Sale Gain 
(SEQ 800) Schedule D, Line 4(g), and 
Installment Sales Long Term Gain 
(SEQ 1730) Schedule D, Line 11(g), must 

equal the sum of Line 20 Minus 21 
(SEQ 290) Form 6252, Line 22, and Line 
28 Minus Line 29 (SEQ 460) Form 6252, 
Line 30. 

35 If Alternative Min Tax Indicator 
(SEQ 005) Schedule A, is significant, then 
both Excess Itemized (SEQ 550) Sched- 
ule A, Line 26, and Excess Itemized 

(SEQ 780) Form 1040, Line 34a, must be 
blank. 

36 If Alimony Paid (SEQ 697) Form 
1040, Line 29, is present, then Recip Soc 
Sec 4i (SEQ 693) Form 1040, must be 
present or vice versa. (If alimony has been 
paid to more than one former spouse, en- 
ter the name of one recipient in Recipient 
Last Name (SEQ 690) and the related SSN 
in Recip Soc Sec 4t (SEQ 693) of the Form 
1040 record and enter the other(s) on a 
continuation statement (STM) record for 
Recipient Last Name (SEQ 690). 

37 Employer ID Number (SEQ 060) 
Schedule C, Block D, cannot equal Pri- 

mary SSN (SEQ 010) Form 1040, or Sec- 
ondary SSN (SEQ 030) Form 1040. 

38 If Schedule C is present and Ex- 
empt Indicator (SEQ 1035) Form 1040, 
Line 50 dotted portion, is significant Self- 

Employment Tax (SEQ 1040) Form 1040, 
Line 50, must be blank. 

39 Reserved 
40 Reserved 
41 The sum of Net Non-Farm Prof/Loss 

(SEQ 040) Schedule SE, Line 2, must 

equal or exceed the sum of Net Profit 

(Loss) (SEQ 710) Schedule C, Line 32, 
if Schedule(s) C is present. 

42 If Net Profit (Loss) (SEQ 710) 
Schedule C, Line 32, is a loss (negative 

amount), then Amounts Not At Risk No- 

(SEQ 730) Schedule C, Line 33, must be 
significant (X'd). 

43 There are other fields that must have 

an entry when certain conditions exist. 
These include, but are not limited to, the 
following. 

(a) On Schedule R, Taxable Disability 

(SEQ 150) must contain an entry when 

Retired/Disabled (SEQ 020) Line 2; Both 
Under 65, One Retired (SEQ 040) Line 

4; Both Under 65, Both Retired 
(SEQ 050) Line 5; One Over 65. Other 
Retired (SEQ 060) Line 6; or Under 65, 
Did Not Live With Spouse (SEQ 090) Line 
9 box is checked (X'd). 

(b) On Schedule W, Spouses Qualified 
Income (SEQ 100) must contain an 
amount greater than zero when Filing Sta- 
tus (SEQ 130) Form 1040 equals "2". 

(c) On Form 2441, Spouses Income 
(SEQ 060) must, contain an amount greater 
than zero when Filing Status (SEQ 130) 
Form 1040 equals "2". 

(d) On Form 2119, if Exclusion Amount 

(SEQ 230) is greater than zero, Ques- 
tions 3a through 3e (SEQ 060 or 070, 100 
or 120 or 130, ) must be checked as ap- 
plicable. Then, if Filing Status (SEQ 130) 
is "2" or "3", (SEQ 080 or 090; 140 or 
150 or 160) inust also be checked as ap- 
plicable. Then, if Filing Status (SEQ 130) 
is "3", Spouse Consent Indicator 
(SEQ 310) must be "SC". 

(e) On Schedule B, if Capital Gains 

(SEQ 540) contains an amount greater 
than zero, Schedule D, Capital Gain Dis- 

tribution (SEQ 1790) or Form 1040, 40% 
Cap Gain (SEQ 460) must have an entry. 

(f) If EIC (SEQ 1180) Form 1040 is 

greater than zero, 

(1) one or more Forms W — 2 must be 
present; 

(2) one or more Schedules C must be 
present; 

(3) Schedule E, Appropriate Code 
(SEQ 1172, 1210, 1270, 1330, 1390, 1450, 
1510, 1570, 1630 or 1690) must equal "P"; 
or 

(4) Nature of Other Income (SEQ 560) 
AND Amount of Other Income 
(SEQ 510) Form 1040 must be present. 

(g) On Schedule C, Line la minus Line 
1b (SEQ 220) must equal Gross Receipts/ 
Sales (SEQ 200) minus Returns/Allow- 
ances (SEQ 210). 

44 The format of the TRANS and the 
RECAP record must correspond exactly 
to that shown in Appendix A of this Rev- 
enue Procedure. Program accumulators 
will be maintained which correspond to 
the counters shown in the RECAP rec- 
ord. The entire transmission will be re- 
jected when any of the following conditions 
exist: 

(a) The Count of Refund Returns (Field 
8 in the RECAP Record) mismatches. 

(b) The Total Record Count (Field 5 
in the RECAP Record) mismatches. 

(c) There is no RECAP record. 

(d) There is no TRANS record. 
45 Accumulators will be maintained 

when processing each set of records for a 
tax return which corresponds to the 
counters in the SUMMARY record. If 
they disagree, the return will be rejected. 

46 If the return was prepared as a Form 1040EZ or could have been prepared as 
a 1040EZ, the following fields are applicable: 

Sequence Number 

010 
050 
060 
070 
080 
090 
095 
100 
110 
130 
160 
220 
360 
375 

Field Identification 

Primary SSN 
Name Control 
Name Line 1 

Name Line 2 
Street Address 
City/State Code 
Zip Code 
Address Change Indicator 
PECF 1 Yes 
Filing Status 
Exempt Self 
Pers Exempts 
Total Exempts 
Wages 
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Sequence Number 
380 
600 
750 
770 
790 
800 

810 
820 
830 
860 
920 
980 

1030 
1130 
1140 
1160 
1200 
1250 
1260 
1270 

Field Identification 
Interest 
Total Income (same as AGI) 
Adjusted Gross Income 
AGI Repeated 
Charitable (Cash) Contributions 

Line 33 less Line 34a or 34d (Line 4 Minus Line 3, Form 

1040EZ) 
Exemption Amount 
Taxable Income 
Tax Table Income 
Tax 
Total Taxes Before Credits (repeat SEQ 860) 
Tax Less Personal Credits (repeat SEQ~60) 
Tax Less Business gr. Other Credits (repeat SEQ~60) 
Total Tax (repeat SEQ 860) 
1099 Indicator 
Withholding 
Excess SS Tax 
Total Payments (SEQ 1160 plus SEQ 1200) 
Overpaid 
Refund 

47 If the return was prepared as a Form 1040A or could have been prepared as a 

1040A, the following fields are applicable: 

Sequence Number 

007 
009 
010 
030 
050 
060 
070 
080 
090 
095 
100 
110 
120 
130 
140 
150 
160 
170 
180 
190 
200 
210 
220 

'230 
240 
241 

*243 
247 

*250 
260 
270 
280 
290 
300 
310 

e With You 

g With You 

Field Identification 

Divorce Indicator 
Divorced SSN 
Primary SSN 
Secondary SSN 
Name Control 
Name Line 1 
Name Line 2 
Street Address 
City/State Code 
Zip Code 
Address Change Indicator 
PECF 1 Yes 
PECF 2 Yes 
Filing Status 
Spouse's Name 
Qualifying Name 
Exempt Self 
Exempt 65/1 

Exempt Blind 1 

Exempt Spouse 
Exempt 65/2nd 

Exempt Blind/2nd 
Pers Exemption 
Names of Children Who Liv 
Number of Children 
Agreement Box 
Names of Children Not Livin 
Number Children 
Other Dep Name 1 

Other Relation 1 
Number Months 1 

$1080 or More 1 

Half Support 1 
Other Dep Name 2 
Other Relation 2 
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Sequence Number 
320 
330 
340 
350 
360 
375 
380 
390 
400 
410 
540 
550 
551 
552 
600 
630 
700 
740 
750 
770 
790 
793 
795 
800 
810 
820 
830 
860 
920 
925 
960 
970 
980 

1030 
1110 
1120 
1130 
1140 
1160 
1175 
1180 
1200 
1250 
1260 
1270 
1323 
1327 

5 Less 16c, Form 1040A) 

SEQ 860) 

860 minus SEQ 970) 
(repeat SEQ 980) 

Field identification 
Number Months 2 
$1080 or More 2 
Half Support 2 
Number Others 
Total Exempts 
Wages 
Interest 
Dividends 
Exclusion 
Tax Dividends 
Total Unemploy 
Taxable Unemploy 
Repayment 
Repayment Amount 
Total Income 
IRA Deduction 
Married Couple Deduction 
Total Adjustments 
Adjusted Gross Income 
AGI Repeated 
Charitable (Cash) Contributions 
Char Contributions (Non-Cash) 
Char Cont (Total) 
Line 33 minus Line 34a or 34d (Line 1 

Exemption Amount 
Taxable Income 
Tax Table Block 
Tax 
Total Taxes Before Credits (repeat 
Credit for Child & Dependent 
Polit Contribs 
Total Pers Credits 
Tax Less Personal Credits (SEQ 
Tax Less Business & Other Credits 
Other Tax Literals ("AEIC" only) 
Other Tax Amount 
Total Tax 
1099 Indicator 
Withholding 
Child's Name 
EIC 
Excess SS Tax 
Total Payments 
Overpayment 
Refund 
Occupation 
Spouse Occupation 

Schedule B (Schedule 

Sequence Number 

*030 
040 
050 
060 
070 
080 
090 
100 
110 
120 

1 — Part III) 
Field ldentification 

Interest Payer 1 
Interest Amount 1 
Interest Payer 2 
Interest Amount 2 
Interest Payer 3 
Interest Amount 3 
Interest Payer 4 
Interest Amount 4 
Interest Payer 5 
Interest Amount 5 
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Sequence Number 

130 
140 
150 
155 
160 
170 
220 

270 

280 
290 

Field Identification 

Interest Payer 6 
Interest Amount 6 
Interest Payer 7 
Interest Amount 7 
Interest Payer 8 

Interest Amount 8 

Interest Subtotal 

Tax-Exempt Literal 

Tax Exempt Amount 

Taxable Interest 

Schedule B continued (Schedule 1 — Part IV) 

Sequence lVumber 

*300 

310 
320 
330 
340 
350 
360 
370 
380 
390 
400 
410 
420 
430 
440 
450 
460 
470 
480 
490 
580 

Schedule W (Schedule 

Sequence lVurnber 

010 
020 
070 
080 
090 
100 
110 
120 

Field Identification 

Dividend Payer 1 

Dividend Amount 1 

Dividend Payer 2 

Dividend Amount 2 

Dividend Payer 3 
Dividend Amount 3 
Dividend Payer 4 
Dividend Amount 4 
Dividend Payer 5 
Dividend Amount 5 
Dividend Payer 6 
Dividend Amount 6 
Dividend Payer 7 
Dividend Amount 7 
Dividend Payer 8 
Dividend Amount 8 
Dividend Payer 9 
Dividend Amount 9 
Dividend Payer 10 
Dividend Amount 10 
Taxable Dividends 

1 — Part I) 
Field Identification 

Wages 
Spouses Wages 
Adjustments 

Spouses Adjustments 
Qualified Income 

Spouses Qualified Income 
Smaller Income 

Deduction 

Form 2441 (Schedule 

Sequence Number 

010 
040 

050 
060 
070 

080 
090 
120 

1 — Part II) 
Field Identification 

Qualifying Person 

Expenses 
Earned Income 

Spouses Income 

Smaller Income 

Smaller of Expense or Income 

Applicable Percentage 
Line 6 plus Line 7 (Line 4 plus Line 5) 
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SEC. 15 Refund Delay Criteria and 
Preparer Front End Checks 

. 01 The following conditions may de- 
lay refunds and/or change refund amounts. 

1 Taxpayer owes back taxes, either in- 
dividual or business (refund will be off- 
set). 

2 Taxpayer owes delinquent child sup- 
port (refund offset). 

3 Taxpayer has certain delinquent fed- 
eral debit, such as student loans, etc. (re- 
fund offset). 

4 The last name and social security 
number of the primary taxpayer must be 
the same as on last year's return or the 
return will be delayed at least one week 
for rematching. 

5 The Estimated Tax payments re- 
ported on the return do not match the ES 
Tax Payments recorded on the IRS mas- 
ter file. This generally occurs when 

(a) the spouse made separate pay- 
ments and filed a joint return or vice versa; 
OI 

(b) the return was filed before the last 
ES payment was credited to the account. 

6 The taxpayer has a Schedule E 
claiming a deduction for a questionable 
tax shelter. 

7 The taxpayer is claiming a blatantly 
unallowable deduction, 

. 02 The following are conditions under 
which correctly prepared tax returns are 
automatically subject to manual review 
which could delay the refund. 

1 The Wages amount on the return 
record equals the maximum amount for 
Social Security Wages (Wages equal 
$42, 000 or $84, 000 for tax year 1986). 

2 IRA Payments equal Withholding or 
Estimated Tax Credits or the sum of the 
two. 

3 Withholding equals the amount which 

should have been withheld for Social Se- 
curity or RRTA Taxes. 

4 The Refund amount is $500, 000 or 
more. 

. 03 Optional Social Security Number 
Validation. 

Preparers may wish to make a com- 

puter check on the validity of the SSN's 

of those taxpayers who have IRS pre- 
printed mailing labels to prevent tran- 

scription errors that would result in delayed 

refunds. The two alpha characters which 

appear to the right of the SSN on the IRS 
label are check digits which are used to 
verify the SSN. Use the following formula 

to validate the transcription of the SSN 
when the taxpayer presents an IRS mail- 

ing label: 

1 Generate the high order check digit 

by multiplying the specific digits by the 

appropriate weight multiple. 

Digit of the SSN 

1st position (high order) 
2nd position 
3rd position 
4th position 
5th position 
6th position 
7th position 
8th position 
9th position 

Times 

X 
X 
X 
X 
X 
X 
X 
X 
X 

Weight Multiple 

+1 
+2 
— 4 
+1 
+2 
— 4 
+1 
+2 
— 4 

2 Add the products to an accumulator. 
If the net results of the accumulation is 
within the range of 0 through — 22, select 
the alphabetical equivalent from the al- 

phabetic table below. If the net result is 
outside the range of the table, check the 
sign of the accumulation. If the sign is 
plus, subtract 23 from the result, if the 

sign is minus, add 23 to the result. Repeat 
this until the result is within the range of 
the table and select the alphabetic equiv- 
alent from the table for the high order 
position of the check digit. 

3 Generate the low order position of 
the check digit by multiplying the specific 
digits by the appropriate weight multiple. 

Digit of the SSN 

1st position (low order) 
2nd position 
3rd position 
4th position 
5th position 
6th position 
7th position 
8th position 
9th position 

Times 

X 
X 
X 
X 
X 
X 
X 
X 
X 

Weight Multiple 

+1 
— 3 
+1 
— 3 
+1 
— 3 
+1 
— 3 
+1 

4 Add the products to an accumulator 
and repeat the calculation in 2. above to 
arrive at the low order position of the 
check digit. 

5 Alphabetic Table 

0= A 
— 1=B 
— 2 =C 
— 3 =D 
-4 = F 
— 5 =H 
— 6= I 
— 7=J 

— 8=K 
— 9=L 

— 10= N 
— 11 = 0 
-12 =P 
— 13 = 0 
— 14= R 
— 15 = S 

— 16= T 
— 17 = U 
— 18=V 
— 19= W 
— 20 = X 
— 21= Y 
— 22 = Z 

. 04 For taxpayers without preprinted 
mailing labels, the following ranges of So- 
cial Security Numbers are invalid and will 
delay the issuance of the refund for sev- 
eral weeks. 

1. 000-00 — 0000 through 001-00-9999 
2. 627-00-0000 through 699-99-9999 
3. 729-00-0000 through 899-99-9999 

SEC. 16 Special Instructions for 
Entering Taxpayer's Name and Address 

. 01 These instructions must be care- 
fully followed to avoid delaying returns 

for error conditions. They must be in- 
cluded in electronic filers' programs as 
consistency tests and in the data entry in- 
structions. 

Caution: All entity data, i. e. , SSN, 
name, street address, city, state and zip 
code should be key verijied to avoid 
lengthy delays caused by mismatches 
with the existing taxpayer information 
on IRS records or by undeliverable re- 
fund checks. 

. 02 Name Line I 
1 Only alphabetic characters, spaces 

and the special characters Less-Than ((), 
ampersand (&) and hyphen (-) may ap- 
pear in Name Line 1. 

2 Only one intervening space may 
separate any component of a name line. 
The special character Less-Than replaces 
an intervening space to identify the pri- 
mary taxpayer's last name. 

3 All apostrophes and any other 
punctuation characters except hyphen must 
be omitted from names and the alphabetic 
characters shifted to the left in their place 
(e, g. , O' Shea = OSHEA). 
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4 Numeric Characters in name corn- Less-Than; the Less-Than takes the place payers' first names. The taxpayer whose 
ponents must be replaced by alphabetic of a space. first name is associated with the Primary 
Roman Numerals (e. g. , Charles 3rd = SSN used on the return must be entered 
CHARLES III. 6 Fnterfirstname, space, middlename first and the last name of that t»payer 

or initial, Less-Than, last name. (The last mu t be identified by a preceding Less- 

5 Enter a Less-Than (&) before the name(s) of the individuals must be corn- Th " If spouses use different last names, 

last name of the primary taxpayer. Enter pleted within this name line field. ) If there " p mary taxpayer's first and last name 

a Less-Than after the name only if a title is a suffix, enter a Less-Than between the appear first, with the last name bracketed 

suffix follows (e. g. , "MD or "III" etc. ). last name and the suffix. Joint returns must by Less-Thans followed by an ampersand 

Do not enter a space before or after any contain one ampersand (&) between tax- " the full name of the spouse. 

Examples Enter As 

Henry A. (Carter)' HENRY A&CARTER 
John A. and Jane B. (Smith) JOHN A & JANE B&SMITH 
Carl A. (Jones) & Angie Myer CARL A&JONES & ANGIE MYER 
J. B. (Smith) Jr. & Ann Trent J B &SMITH&JR & ANN TRENT 
Florence E. (Jones) M. D. FLORENCE E& JONES&MD 
Alfred (Newman) Minor ALFRED&NEWMAN&MINOR 
Frank N. (De Porta) FRANK N. &DE PORTA 
Lillie B. (Owen-Smith) LILLIE B&OWEN-SMITH 
John M (Brown), M. D. JOHN M&Brown&MD 
James R. (O'Donnell) JAMES R&ODONNELL 
John C. (Brown), III JOHN C&BROWN&III 
Timothy (Jackson), 2nd TIMOTHY& JACKSON&II 
James (Oliver-Keogh), 3rd JAMES&OLIVER&III 

'Parentheses illustrate last name of taxpayer with primary SSN. 

. 03 Instruction for Street Address and 
Name Line 2 

1 Only alphabetic and numeric char- 
acters, ampersand (&), hyphen (-), per- 
cent (%), slash (/) and spaces appear in 
the Street Address and Name Line 2 fields. 

2 Name Line 2 will be used for street 
addresses that require two line or "In Care 
Of" address. An "In Care of' address 
must be indicated by a percent character 

(%) followed by the name which is in care 

Example 1: 

Enter As: 

Example 2: 

Enter As: 

6 Enter college, , building, post office 
branch as the address if no mailing ad- 

dress is given. 

(First Name Line) 
(Second Name Line) 
(Street Address) 

of delivery. Lane Building LANE BLDG 
3 Enter the house number and street, Northeast Street NORTHEAST ST 

route number, post office box, or box Third Street THIRD ST 
number. 3 Ave. 3RD AVE 

4 Abbreviate words requiring stand- 
5 If two addresses are present, enter 

ard abbreviations unless the word is a 
the address shown immediately above or 
before the city and state in the Street Ad- proper name. 

Examples Enter As dress field. The remaining address should 

South Court Street S COURT ST be entered in the Name Line 2 field. 

Circle Drive CIRCLE DR 
Mr. John Jones 
801 N. Erie Street 
P. O. Box 1502 
Toledo, OH 43603 

JOHN& JONES 
801 N ERIE ST 
PO BOX 1502 

Mr. John Jones 
P. O. Box 1502 
801 N. Erie St. , Toledo, OH 43603 

JOHN& JONES (First Name Line) 
PO BOX 1502 (Second Name Line) 
801 N. ERIE ST (Street Address) 

7 If "In Care Of' is the mailing ad- 
dress, use the symbol "%" followed by a 
space. 

Example: 

Enter As: 

Mr. John Jones 
In Care of Alice B. Smith 
801 Brown St. 

JOHN& JONES 
% ALICE SMITH 
801 BROWN ST 

(Name Line 1) 
(Name Line 2) 
(Street Address) 
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8 Do not use "4t" symbol, "No. ", and 
"Number" as a prefix to a house, apt. , 
route, or P. O. Box. 

9 Always add st, ne, rd, th, to a num- 
bered street or avenue. Examples: 1 = 
1ST; 2 = 2ND, 3 = 3RD, etc. 

WORD 

10. Enter 1/2 as 1/2 (no spaces). 
11 Plurals for street, road, avenue, 

apartment, etc. , will be entered as STS, 
RDS, AVES, APTS, etc. 

12 Omit the letters "APO" and "FPO" 
in the address. Transcribe the five digits 

A BBREVIA TION 

following the "APO" or "FPO" as the 

Zip Code, left-justified. 
13 Space for all hyphens and periods 

in the address line. 
14 Always use the following street ab- 

breviations: 

and 
Air Force Base 
Apartment 
Avenue 
Boulevard 
Building 
Care of, or In care of 
Circle 
Court 
Drive 
East 
General Delivery 
Highway 
Lane 
North 
Northeast, N. E. 
Northwest, N. W. 
One-Half 

Parkway 
Place 
Post Office Box, P. O. Box 
Route, Rte. 
Road 
R. D. , Rural Delivery, RFD, R. F. D. , 
R. R. , Rural Route 
South 
Southeast, S. E. 
Southwest, S. W. 
Street 
Terrace 
West 

& 
AFB 
APT 
AVE 
BLVD 
BLDG 

CL 
CI' 
DR 
E 
GEN DEL 
HWY 
LN 
N 
NE 
NW 
1/2 (all fractions, space before & after 
the number i. e. , 1012 1/2 ST) 
PKY 
PL 
PO BOX 
RT 
RD 
RD 

S 
SE 
SW 
ST 
TER 
W 

. 04 Instructions for City-State and Zip 
Code Fields 

1 The City-State field may contain only 

alphabetic or numeric characters, amper- 
sand, percent, hyphen, slash or spaces. 

2 The City-State field consists of the 
city followed by a slash and the valid code 
abbreviation with no intervening spaces 
between the city and state (e. g. , NEW 
YORK/NY). 

3 The following standard abbrevia- 
tions for STATE CODE and correspond- 
ing three high order zip code digits must 
always be used. 

STATE 

Alabama 
Alaska 
Arizona 
Arkansas 

California 
Colorado 
Connecticut 
Delaware 
District of 

Columbia 
Florida 

Abbrev. 

AL 
AK 
AZ 
AR 

CA 
CO 
CT 
DE 

DC 
FL 

Zip Code 

350-369 
995 — 999 
850-865 
716-729 
& 755 

900-966 
800 — 816 
060-469 
196-199 

200-205 
320-340 
& 392 

STA TE 

Georgia 
Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 

Abbrev. 

GA 
HI 
ID 
IL 
IN 
IA 
KS 
KY 
LA 
ME 
MD 
MA 
MI 

Zip Code 

300-319 
967-968 
832-838 
600-629 
460-479 
500-528 
600-479 
400-427 
700-714 
039 — 049 
206-219 
010-027 
480 — 499 
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STATE 
Minnesota 
Mississippi 
Missouri 
Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 
Oklahoma 

Abbrev. 

MN 
MS 
MO 
MT 
NE 
NV 
NH 
NJ 

NM 
NY 
NC 
ND 
OH 
OK 

Zip Code 
550-567 
386-397 
630-658 
590-599 
680-693 
890-898 
030-038 
070-089 
870-884 
090-149 
270-289 
580-588 
430-458 
730-749 

STA TE 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 
Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 

Wyoming 

Abbrev. 
OR 
PA 
RI 
SC 
SD 
TN 
Tx 
UT 
VT 
VA 
WA 
WV 
WI 
WY 

Zip Code 
970-979 
150-196 
028-429 
290-299 
570-577 
370-385 
750-799 
840-847 
050-059 
220-246 
980-994 
247-268 
530-549 
820-831 

. 05 Special Instructions for Determin- 

ing the IRS Name Control Field 
1 The Name Control consists of the 

first four significant characters of the in- 
dividual's last name whose social security 
number is the Primary SSN for the return 
being filed. There should be no leading 

or imbedded blanks in the last name. Omit 
punctuation marks, titles and suffixes. 

2 Consider certain foreign suffixes as 

part of the last name (i. e. , Armah-Bey, 
Paz-Ayala, Allar-Sid). Particular atten- 
tion must be given to those names which 
incorporate a mother's maiden name as a 

suffix to the last name. This practice is 
common in names of Spanish extraction. 
Consider the mother's maiden name as 
part of the surname for Name Control 
purposes. 

Examples 

Individual Name 

John Brown 
John Lea-Smith 
John Di Angelo 
John O' Neil 
John En, Sr. 
Pedro Paz-Ayala 
Abdullah Allar-Sid 
Joe McCarty 
Juan de la Rosa Y Obregon 
Jose Alvarado Nogales 
Donald Vander Neut 
Otto Von Wodtke 
Mary Smith & John Jones 

Name Control 

BROW 
LEA- 
DIAN 
ONEI 

EN 
PAZ- 

ALLA 
MCCA 
DELA 
ALVA 
VAND 
VONW 
SMIT 

Appendix ~atom Specification and 

Record Layouts 

Section 1 Form 1040 for Tax Year 1986 
An asterisk (') precedes any field which 

may contain a statement reference 
(STMbnn) indicating either the first entry 
of a line or table or related items to be 
continued on a statement record. An at- 

sign (@) precedes any field which must 

contain a statement reference. 
Record Length Page 1: 957 Characters 
Record Length Page 2: 758 Characters 

007 
009 
010 
020 
030 

Divorce Indicator 
Divorced SSN 
Primary SSN 
Primary Date of Death 
Secondary SSN 

Field 
No. Identification 

000 Record ID 

Form 
Ref. Length Field Description 

Value 
"RETb1040bbnPG01b8612b999999999N(30) (N 
= sequence ¹ & DCN, 9 = Primary SSN) 
"DIV" or blank 
SSN of divorced spouse for ES credit allocation 
Numeric (Your social security number, line 1) 
NO ENTRY 
Numeric (Spouse social security number, line 2 

or literal "NRAbbbbbb" if spouse is non-resident 

alien with no SSN or income) 
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Field 
No. 

040 
050 

070 

095 
103 
110 
120 
130 

140 
150 
155 
160 
170 
180 
190 
200 
210 
220 

'230 

240 
241 

'243 

247 
4250 
260 

270 
280 
290 
300 
310 
320 
330 
340 
350 
360 
370 

Identification 

Secondary Date of Death 
Name Control 

Name Line 1 

Name Line 2 

Street Address 

City/State code 

Zip Code 
Address Change Indicator 
PECF 1 Yes 
PECF 2 Yes 
Filing Status 

Spouse's Name 
Qualifying Name for H of Household 
Year Spouse Died 
Exempt Self 
Exempt 65/1 

Exempt Blind 1 

Exempt Spouse 
Exempt 65/2nd 

Exempt Blind/2nd 
Pers Exemption 
Names of Children Who Live With You 

Number of Children 
Agreement Box 
Names of Children Not Living With You 

Number Children 
Other Dep Name 1 

Other Relation 1 

Number Months 1 

$1080 or More 1 

Half Support 1 
Other Dep Name 2 
Other Relation 2 
Number Months 2 
$1080 or More 2 
Half Support 2 
Number Others 
Total Exempts 
Fringe Benefit Indicator 

Form 
Ref. 

1 — 5 

3 
4 
5 

6a 
6a 
6a 
6b 
6b 
6b 
6b 
6c 

6e(1) 
6e(2) 

6e(3) 
6e(4) 
6e(5) 
6e(1) 
6e(2) 
6e(3) 
6e(4) 
6e(5) 
6e(6) 

6f 
7 

Length 

35 

35 

35 

25 

25 
25 
2 
1 

1 
1 

1 

1 
1 
1 

35 

2 
1 

35 

2 
25 
11 

2 
1 
1 

25 
11 
2 
1 
1 

2 
2 
2 

Field Description 

NO ENTRY 
First 4 significant characters of taxpayers last name, 
no leading or embedded spaces; allowable char- 
acters are alpha, hyphen, or space (see special 
instructions, Sec. 16. 05 1) 
Alpha, Taxpayer's name, allowable special char- 
acters are: spaces, less-than ((), hyphen (-), am- 

persand (8r. ) (See special instructions) 
Alphanumeric, in care of addressee, or address 
continuation. Allowable special characters are 
spaces, ampersand, slash hyphen, percent (%), 
(See special instructions) 
Alphanumeric. Allowable special characters are 
spaces, ampersand, slash hyphen, and percent. 
Alphanumeric. Allowable special characters are 
ampersand, hyphen, percent, slash (/), and spaces. 
(Format is city followed by a / and the valid two 
character state abbreviation. See special instruc- 
tions). 
Numeric (left-justified) 
Value "X" or "b" 
Value "X" or "b" 
Value "X" or "b" 
Value 1, 2, 3, 4, or 5 (Applicable block, line 1— 

5) 
Alpha (must be present if status 3, otherwise blank) 
Alpha or blank 
Numeric 
Value "X" (1st block on line 6a) 
Value "X" or blank (2nd block on line 6a) 
Value "X" or blank (3rd block on line 6b) 
Value "X" or blank (1st block on line 6a) 
Value "X" or blank (2nd block on line 6b) 
Value "X" or blank (3rd block on line 6b) 
Values 1, 2, 3, 4, 5, or 6 
Alpha (Names of children from 6c, separated by 
a comma and a blank e. g. XXXX, bYYYYY) 
Value 00 — 99 (Number of entries from 6c) 
"X" or blank 
Alpha (Names of children from 6d, separated by 
a comma and blank (e. g. , XXXX, bYYYY)) 
Value 00-99 Number of children from 6d 
Alpha/blank 
Values: "CHILD", "GRANDCHILD", "GRAND- 
PARENT", "PARENT", "BROTHER", "SIS- 
TER", "AUNT", "UNCLE", "NEPHEW", 
"NIECE", "NONE" or blank 
Range 00-12, Db, Bb or blank 
"Y, " "N" or blank 
"Y, " "N" or blank 
See 250 
See 260 
See 270 
See 280 
See 290 
Value Range 00-99 
Value Range 00-99 
"FB" or blank 

1987 — 1, L. B. 



Field 
No. Identification 

Form 
Ref. Length Field Description 

375 
380 
390 
400 
410 
420 
430 
440 
450 
460 
470 
480 
490 
500 
510 
520 
540 
550 
551 
552 
553 
555 
557 

'560 
570 
590 
600 
610 
620 
630 
660 
670 
680 

'690 
693 
697 
700 

'720 

730 
740 
750 
760 

770 
780 
785 

'787 
789 
790 
793 
795 
800 
810 
820 
830 
840 
850 
860 

Wages 
Interest 
Dividends 
Exclusion 
Tax Dividends 
State Refund 
Alimony 
Business Income 
Cap Gain/Loss 
40% Cap Gain 
Other Gain 
Taxable Pension 
Other Pensions 
Taxable Amount 
Rents 
Farm Income 
Total Unemploy 
Taxable Unemploy 
Repayment 
Repayment Amount 
Social Security Benefits 
Tax Exempt Interest Amount 
Taxable Amount of Social Security Income 
Nature of Other Income 
Amount of Other Income 
Total Other Income 
Total Income 
Moving Expense 
Employee Business Expense 
IRA Deduction 
Keogh/SEP Deduction 
Defined Benefit 
Early Withdrawal Penalty 
Recipient Last Name 
Recip Soc Sec 4 
Total Alimony Paid 
Married Couple Deduction 
Other Adjustments Literal 

Other Adjustment Amount 
Total Adjustments 
Adjusted Gross Income 
Record ID 

AGI Repeated 
Excess Itemized 
Dependent Indicator 
Organization Name 
Cash Amount 
Charitable (Cash) Contributions 

Char Contributions (Non-Cash) 
Char Cont (Total) 
Line 33 Less 34a or 34d 
Exemption Amount 
Taxable Income 
Tax Table Block 
Rate Schedule Block 
Schedule G Block 
Tax 

7 
8 

9a 
9b 
9c 
10 
11 
12 
13 
14 
15 
16 
17a 
17b 
18 
19 

20a 
20b 

21a 
21b 
21b 

22 
23 
24 
25 
26 
27 

29 
30 

31 
32 

33 
34a 
34a 
34b 
34b 
34b 
34c 
34d 
35 
36 
37 
38 
38 
38 
38 

12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
9 

12 
12 
12 
12 
20 
12 
12 
12 
12 
12 
12 
12 
2 

12 
15 
9 

12 
12 
13 

12 
12 
12 
30 

12 
12 

1 

35 
12 
12 
12 
12 
12 
12 
12 

1 
1 
1 

12 

Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
NO ENTRY 
Numeric 
Numeric 
Numeric 
Numeric 
NO ENTRY 
Numeric 
Numeric 
Value "REPAYMENT" or blank 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
"DB" or blank 
Numeric 
Alpha 
Numeric 
Numeric 
Numeric 
Values are "REFORESTATION", "SUB- 
PAYbTRA" or blank 
Numeric 
Numeric 
Numeric 
Value "RETb1040bbn PG02b8612bnnnnnnnnn" 
(n = SSN) 
Numeric 
Numeric 
"X" or blank 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
"X" or blank 
"X" or blank 
"X" or blank 
Numeric 
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Field 
No. 

870 
880 
890 
910 
920 
925 
930 
960 
970 
980 
990 
1003 
1005 
1007 
1009 
1011 
1015 
1020 
1030 
1035 
1040 
1045 
1050 
1060 
1070 
1080 
1090 

'1110 

1120 
1130 
1140 
1160 
1170 
1173 
1175 
1180 
1183 
1190 
1200 
1210 
1220 
1225 
1230 
1240 
1245 
1250 
1260 
1270 
1280 
1290 
1300 
1310 
1320 
1323 
1327 
1330 
1340 
1350 

Identification 

Form 4970 Block 
Form 4972 Block 
Form 5544 Block 
Additional Taxes 
Total Taxes Before Credits 
Credit for Child & Dependent 
Credit for Elderly or Disabled 
Polit Contribs 
Total Pers Credits 
Tax Less Pers Creds 
Foreign Tax Credit 
Form 3800 Block 
Form 3468 Block 
Form 5884 Block 
Form 6478 Block 
Form 6765 Block 
General Business Credit 
Total Business & Other Credits 
Tax Less Business & Other Credits 
Exempt SE Tax Indicator 
Self Employment Tax 
Deferred Minimum Indicator 
Alternative Minimum Tax 
Recapture Investment Credit 
Railroad Retire Indicator 
Social Security on Tips 
Tax on IRA 
Other Tax Literals 

Other Tax Amount 
Total Tax 
1099/1099R Indicator 
Withholding 
ES Payments 
Nontaxable Compensation Literal 
Child's Name 
EIC 
EIC Eligibility 
Form 4868 Amount 
Excess SS Tax 
Credit for Special Fuels Tax 
Form 4469 Indic 
4469 Amount 
Regulated Investment Co 
Overpaid Windfall Indicator 
Overpaid Windfall Amount 
Total Payments 
Overpaid 
Refund 
Applied to ES 
Amount Owed 
Form 2210 Indicator 
ES Penalty Amount 
Remittance 
Occupation 
Spouse Occupation 
Reserved 
Reserved 
Reserved 

Form 
Ref. 

39 
39 
39 
39 
40 
41 
42 
43 

45 
46 

47 
48 
49 

50 

51 
52 

53 
54 

55 

56 
57 

59 
60 
61 

62 

63 
64 
65 
66 
67 

Length 

1 

1 

1 

12 
12 
12 
12 
12 
12 
12 
12 
I 
1 

1 

1 

1 
12 
12 
12 
5 

12 
11 
12 
12 
4 

12 
12 
6 

12 
12 
9 

12 
12 
3 

15 
12 
2 

12 
12 
12 
9 

12 
12 
28 
12 
12 
12 
12 
12 
12 

1 

12 
12 
15 
15 
9 

17 
1 

Field Description 

NO ENTRY 
NO ENTRY 
NO ENTRY 
NO ENTRY 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
NO ENTRY 
NO ENTRY 
NO ENTRY 
NO ENTRY 
NO ENTRY 
NO ENTRY 
NO ENTRY 
NO ENTRY 
Numeric 
"F4029, " "F4361" or blank 
Numeric 
"DEF MIN TAX" or blank 
Numeric 
NO ENTRY 
NO ENTRY 
NO ENTRY 
NO ENTRY 
"AEICbb, " "EPP 
"STMbXX" or bla 
Numeric 
Numeric 
"FORMb1099" or blank 
Numeric 
Numeric 
"NEI" or blank 
Alpha 
Numeric 
"NO" or blank 
NO ENTRY 
Numeric 
NO ENTRY 
NO ENTRY 
NO ENTRY 
NO ENTRY 
NO ENTRY 
NO ENTRY 
Numeric 
Numeric 
Numeric 
Numeric 
NO ENTRY 
NO ENTRY 
NO ENTRY 
NO ENTRY 
Alphanumeric 
Alphanumeric 
Blank 
Blank 
Blank 

bbb, " "S72Pbb, " "UTOTbb, " 
nk 
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Field 
No. 

1360 
1370 
1380 

Identification 

Reserved 
Reserved 
Refund Ind (IRS use only) 

Form 
Ref. Length Field Description 

Blank 
Blank 
NO ENTRY 

SEC. 2. Tax Schedule Record 
Specijicati ons 

. 01 Schedule A 
Record Length: 883 Characters 

Field 
No. Identification 

Form 
Ref. Length Field Description 

005 
010 
020 
030 

*040 
041 
042 
043 
050 
060 
070 
080 
090 
100 
110 
120 

*130 
135 
140 
150 
160 

@165 
*170 
180 
190 
200 

'210 
220 
230 
240 
250 
260 
270 
280 
285 
290 
300 

4310 
320 
330 
340 
350 
360 
370 

Record ID 

Alternative Min Tax Indicator 
Medicine/Drugs 
D'octors, Etc. 
Transportation 
Other Medical Type 1 

Other Medical Amount 1 
Other Medical Type 2 
Other Medical Amount 2 
Other Total 
Total 1 thru 2c 
5% of AGI 
Total Medical 
State & Local 
Real Estate 
General Sales 
Motor Vehicles 
Other Tax Type 
Other Tax Amount 
Total Other Tax Amount 
Total Taxes 
Mortgage Interest to a Financial Institution 
Form 1098 Name and Address 
Individual Mortgage Name 
Individual Mortgage Address 
Indiv Mortgage Interest Amount 
Credit Cards/Charges 
Other Interest Type 1 
Other Interest Amount 1 

Other Interest Type 2 
Other Interest Amount 2 
Other Interest Type 3 
Other Interest Amount 3 
Other Interest Type 4 
Other Interest Amount 4 
Total Other Interest 
Total Interest 
Cash Contributions 
Cash Over $3000 Org 1 

Cash Over $3000 Amount 1 

Cash Over $3000 Org 2 
Cash Over $3000 Amount 2 

Total Cash Over $3000 
Non-Cash 
Carryover 

1 
2a 
2b 
2c 
2c 
2c 
2c 
2c 
3 
4 
5 
6 
7 
ga 
8b 
9 
9 
9 

10 
lla 
lla 
lib 
lib 
lib 
12 
13 
13 
13 
13 
13 
13 
13 
13 
13 
14 
15a 
15b 
15b 
15b 
15b 
15b 
16 
17 

21 

11 
12 
12 
12 
20 
12 
20 
12 
12 
12 
12 
12 
12 
12 
12 
12 
20 
12 
12 
12 
12 
6 

20 
35 
12 
12 
20 
12 
20 
12 
20 
12 
20 
12 
12 
12 
12 
20 
12 
20 
12 
12 
12 
12 

Value "SCHbAbnPG01 
bnnnnnnnnn" (n = SSN) 
"ALT MIN TAX" or blank 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Numeric 
"STMbXX" or blank 
Alphanumeric 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Numeric 
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Field 
No. 

3&0 

390 
400 
410 

'420 
430 
440 
450 
460 
470 
480 
490 
500 
510 
520 
530 
540 
550 

Identification 

Total Contributions 
Casualty 
Union Dues 
Return Preparation Fee 
Other Misc 1 
Other Misc Amt 1 

Other Misc 2 
Other Misc Amt 2 
Other Misc 3 
Other Misc Amt 3 
Other Misc 4 
Other Misc Amt 4 
Total Other Misc 
Total Misc 
Total Deductions 
Zero Bracket Amt 
Must Itemize Indicator 
Excess Itemized 

Form 
Ref. 

18 
19 
20 
21 
22 
22 
22 
22 
22 
22 
22 
22 
22 
23 
24 
25 

26 

Length 

12 
12 
12 
12 
20 
12 
20 
12 
20 
12 
20 
12 
12 
12 
12 
12 
2 

12 

Field Description 

Numeric 
NO ENTRY 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
"TC" or blank 
Numeric 

. 02 Schedule B 
Record Length: 903 Characters 

Field 
No. Identification 

Form 
Ref. Length Field Description 

000 
'010 
020 

'030 
040 
050 
060 
070 
080 
090 
100 
110 
120 
130 
140 
150 
155 
160 
170 
220 
230 
240 
250 
260 
270 
280 
285 
287 
290 

'300 
310 
320 
330 
340 

Record ID 
Seller Financed Mortgage 
Seller Financed Mortgage 
Interest Payer 1 

Interest Amount 1 

Interest Payer 2 
Interest Amount 2 
Interest Payer 3 
Interest Amount 3 
Interest Payer 4 
Interest Amount 4 
Interest Payer 5 
Interest Amount 5 
Interest Payer 6 
Interest Amount 6 
Interest Payer 7 
Interest Amount 7 
Interest Payer 8 
Interest Amount 8 
Interest Subtotal 
Nominee Literal 
Nominee Amount 
Accrued Interest Literal 
Accrued Interest Amount 
Tax-Exempt Literal 
Tax Exempt Amount 
OID Adjustment Literal 
OID Amount 
Taxable Interest 
Dividend Payer 1 

Dividend Amount 1 

Dividend Payer 2 
Dividend Amount 2 
Dividend Payer 3 

Name 
Amt 

21 
25 
12 
20 
12 
20 
12 
20 
12 
20 
12 
20 
12 
20 
12 
20 
12 
20 
12 
12 
20 
12 
16 
12 
19 
12 
14 
12 
12 
20 
12 
20 
12 
20 

Value "SCHbBbnPGOlbnnnnnnnnn" (n = SSN) 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
"NOMINEEbDISTRIBUTION" or blank 
Numeric 
"ACCRUEDbINTEREST" or blank 
Numeric 
"TAX-EXEMPTbINTEREST" or blank 
Numeric 
"OID AD JUSTMENT" 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
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Field 
No. Identification 

Form 
Ref. Length Field Description 

350 
360 
370 
380 
390 
400 
410 
420 
430 
440 
450 
460 
470 
480 
490 
500 
510 
520 
530 
540 
550 
570 
580 
590 
595 
600 
610 
615 

Dividend Amount 3 
Dividend Payer 4 
Dividend Amount 4 
Dividend Payer 5 
Dividend Amount 5 
Dividend Payer 6 
Dividend Amount 6 
Dividend Payer 7 
Dividend Amount 7 
Dividend Payer 8 
Dividend Amount 8 
Dividend Payer 9 
Dividend Amount 9 
Dividend Payer 10 
Dividend Amount 10 
Dividend Subtotal 
Nominee Literal 
Nominee Amount 
Total Dividends 
Capital Gains 
Nontaxable Distribution 
Total Nontaxable Dividends 
Taxable Dividends 
Foreign Account Question — Yes 
Foreign Account Question — No 
Foreign Country 
Foreign Trust Question — Yes 
Foreign Trust Question — No 

4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
5 
6 
7 
8 
9 

10 
10 
10 
11 
11 

12 
20 
12 
20 
12 
20 
12 
20 
12 
20 
12 
20 
12 
20 
12 
12 
20 
12 
12 
12 
12 
12 
12 

1 

1 
20 

1 

1 

Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
"NOMINEEbD 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
"X" or Blank 
"X" or Blank 
Alphanumeric 
"X" or Blank 
"X" or Blank 

ISTRIBUTION" or blank 

. 03 Schedule C 
Record Length: 919 Characters 

Field 
No. Identification 

Form 
Ref. Length Field Description 

010 
015 
020 
030 
040 
050 
060 
070 
080 
090 

@100 
110 
120 
130 
140 
150 

Qa160 
170 
180 
190 
195 
200 
210 

Record ID 

Name of Proprietor 
SSN of Proprietor 
Principal Business 
Business Code 
Business Name 
Business Address 
Employer ID Number 
Clos Inv Cost Meth 
Lower Cost/Market 
Other Clos Inv Method 
Other Meth Explanation 
Cash Acctg Method 
Accrual Acctg Meth 
Other Acctg Method 

Type of Other Meth 
Change Inventory Question — Yes 
Change Explanation 
Change Inventory Question — No 

Home Office Expense Deduction — Yes 
Home Office Expense Deduction — No 

Tax Shelter Registration Requirement 

Gross Receipts/Sales 
Returns/Allowances 

A 
B 
C 
C 
D 
E(1) 
E(2' 
E(3) 
E(3) 
F(1) 
F(2) 
F(3) 
F(3) 
G 
G 
G 
H 
H 
I 
la 
1b 

21 

35 
9 

45 
4 

35 
50 
9 
1 
1 

1 
6 
1 
1 
1 

20 
1 

6 
1 

1 

1 
1 

12 
12 

Value "SCHbCbnPG01 
bNNNNNNNNN (N = SSN) 
Alpha 
Numeric 
Alphanumeric 
Numeric 
Alphanumeric 
Alphanumeric 
Numeric 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"STMbnn" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
Alphanumeric 
"X" or Blank 
"STMbnn" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
NO ENTRY 
Numeric 
Numeric 
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Field 
No. 

220 
230 
240 
250 
260 
270 
280 
285 
290 
310 
315 
330 
335 
350 
355 
360 
365 
370 
390 
395 
400 
405 
410 
415 
430 
435 
450 
455 
470 

@475 
485 

'500 
510 
515 
530 
540 
545 
560 
570 
575 
590 
600 
700 
710 
720 
730 
740 
750 
760 
770 
780 
790 
800 
810 

Identification 

Line la minus Line 1b 
Cost of Goods Sold 
Gross Profit 
1986 WPT Refund 
Other Income 
Gross Income 
Advertising Expense 
Office Expense 
Pension/Profit Sharing 
Bad Debts 
Rent on Property 
Bank Service Charges 
Repairs 
Car/Truck Expenses 
Supplies 
Commissions 
Depletion 
Taxes 
Travel/Entertainment 
Depreciation/Sec 179 Deduction 
Utilities/Telephone 
Dues/Publications 
Wages 
Employee Benefit Prog 
Jobs Credit 
Freight 
Wages less Jobs Credit 
Insurance 
WPT Withheld in 1986 
Form 1098 Name/Address 
Mortgage Interest 
Other Expense Type 1 
Other Expense Amount 1 

Other Interest 
Other Expense Type 2 
Other Expense Amount 2 
Laundry/Cleaning 
Other Expense Type 3 
Other Expense Amount 3 
Legal/Prof Services 
Other Expense Type 4 
Other Expense Amount 4 
Total Deductions 
Net Profit (Loss) 
Amounts Not At Risk Yes 
Amounts Not At Risk No 
Beginning Inventory 
Purchases 
Cost of Labor 
Materials/Supplies 
Other Costs 
Total Lines 1 — 5 
End of Year Inventory 
Cost of Goods Sold 

Form 
Ref. 

lc 
2 
3 
4a 
4b 
5 
6 

20 
21 
7 

22 
8 

23 
9 

24 
10 
11 
25 
26 
12 
27 
13 
28a 
14 
28b 
15 
28c 
16 
29 
17 
17a 
30a 
30a 
17b 
30b 
30b 
18 
30c 
30c 
19 
30d 
30d 
31 
32 
33 
33 

PIII 1 

PIII 2 
PIII 3 
PIII 4 
PIII 5 
PIII 6 
PIII 7 
PIII 8 

Length 

12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
6 

12 
18 
12 
12 
18 
12 
12 
18 
12 
12 
18 
12 
12 
12 

1 

1 

12 
12 
12 
12 
12 
12 
12 
12 

Field Description 

Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
NO ENTRY 
Numeric 
Numeric 
Numeric 
Numeric 
"STMbnn" or Blank 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
NO ENTRY 
"X" or Blank 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
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. 04 Schedule D 
Record Length Page 1: 1, 929 Characters 
Record Length Page 2: 352 Characters 

Field 
No. Identification 

Form 
Ref. Length Field Description 

010 
@015 
4020 

030 
040 
050 
060 
070 
080 
090 
100 
110 
120 
130 
140 
150 
160 
170 
180 
190 
200 
210 
220 
230 
240 
250 
260 
270 
280 
290 
300 
310 
320 
330 
340 
350 
360 
370 
380 
390 
400 
410 
420 
430 
440 
450 
460 
460 
470 
480 
490 
500 
510 

Record ID 

Total F1099-B Sales 
F1099 — B Explanation of Difference 
Short F1099 — B Desc 1 
Date Acquired 1 

Date Sold 1 
Sales Price 1 

Cost/Other Basis 1 

Loss Property 1 
Gain Property 1 
Short F1099 — B Desc 2 
Date Acquired 2 
Date Sold 2 
Sales Price 2 
Cost/Other Basis 2 
Loss Property 2 
Gain Property 2 
Short F1099 — B Desc 3 
Date Acquired 3 
Date Sold 3 
Sales Price 3 
Cost/Other Basis 3 
Loss Property 3 
Gain Property 3 
Short F1099 — B Desc 4 

Date Acquired 4 
Date Sold 4 
Sales Price 4 
Cost/Other Basis 4 
Loss Property 4 
Gain Property 4 
Short F1099 — B Desc 5 
Date Acquired 5 

Date Sold 5 
Sales Price 5 
Cost/Other Basis 5 
Loss Property 5 
Gain Property 5 

Short F1099 — B Desc 6 
Date Acquired 6 
Date Sold 6 
Sales Price 6 
Cost/Other Basis 6 
Loss Property 6 
Gain Property 6 
Short F1099 — B Desc 7 
Date Acquired 7 
Date Sold 7 
Date Sold 7 
Sales Price 7 
Cost/Other Basis 7 
Loss Property 7 
Gain Property 7 
Short F1099 — B Desc 8 

1 

1 
2a(a)1 
2a(b)1 
2a(c)1 
2a(d)1 
2a(e)1 
2a(f)1 
2a(g)1 
2a(a)2 
2a(b)2 
2a(c)2 
2a(d)2 
2a(e)2 
2a(f)2 
2a(g)2 
2a(a)3 
2a(b)3 
2a(c)3 
2a(d)3 
2a(e)3 
2a(f)3 
2a(g)3 
2a(a)4 
2a(b)4 
2a(c)4 
2a(d)4 
2a(e)4 
2a(f)4 
2a(g)4 
2a(a)5 
2a(b)5 
2a(c)5 
2a(d)5 
2a(e)5 
2a(f)5 
2a(g)5 
2a(a)6 
2a(b)6 
2a(c)6 
2a(d)6 
2a(e)6 
2a(f)6 
2a(g)6 
2a(a)7 
2a(b)7 
2a(c)7 
2a(c)7 
2a(d)7 
2a(e)7 
2a(f)7 
2a(g)7 
2a(a)8 

21 

12 
6 

15 
6 
6 

12 
12 
12 
12 
15 
6 
6 

12 
12 
12 
12 
15 
6 
6 

12 
12 
12 
12 
15 
6 
6 

12 
12 
12 
12 
15 
6 
6 

12 
12 
12 
12 
15 
6 
6 

12 
12 
12 
12 
15 
6 
6 
6 

12 
12 
12 
12 
15 

Value "SCHbDbnPG01 
bNNNNNNNNN (N = SSN) 
Numeric 
"STMbXX" or Blank 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 

658 1987 — 1 C. B. 



Field 
No. 

520 
530 
540 
550 
560 
570 
645 

'650 
660 
670 
680 
690 
700 
710 
720 
725 
730 
735 
740 
745 
750 
755 
760 
765 
770 
775 
780 
785 
790 
800 
810 

820 

860 
863 

867 

870 
*880 
890 
900 
910 
920 
930 
940 
950 
960 
970 
980 
990 
1000 
1010 
1020 
1030 
1040 
1050 
1060 

Identification 

Date Acquired 8 
Date Sold 8 
Sales Price 8 
Cost/Other Basis 8 
Loss Property 8 
Gain Property 8 
Total F1099-B Sales Price Short Term 
Other Short Desc 1 
Date Acquired 1 
Date Sold 1 

Sales Price 1 
Cost/Other Basis 1 
Loss Property 1 
Gain Property 1 
Other Short Desc 2 
Date Acquired 2 
Date Sold 2 
Sales Price 2 
Cost/Other Basis 2 
Loss Property 2 
Gain Property 2 
Other Short Desc 3 
Date Acquired 3 
Date Sold 3 
Sales Price 3 
Cost/Other Basis 3 
Loss Property 3 
Gain Property 3 
Residence Short Gain 
Installment Sale Gain 
Net Short Term Loss 
(Part/S — Corp/Fiduc) 
Net Short Term Gain 
(Part/S-Corp/Fiduc) 
Short Loss Carryover 
Total Short Term 
Column (f) Losses 
Total Short Term 
Column (g) Gains 
Net Short Gain/Loss 
Long F1099 — B Desc 1 

Date Acquired Prop 1 
Date Sold Prop 1 

Sales Price 1 
Cost/Other Basis 1 

Long F1099 — B Loss 1 

Long F1099 — B Gain 1 
Long F1099 — B Desc 2 
Date Acquired Prop 2 
Date Sold Prop 2 
Sales Price 2 
Cost/Other Basis 2 
Long F1099-B Loss 2 
Long F1099 — B Gain 2 
Long F1099 — B Desc 3 
Date Acquired Prop 3 
Date Sold Prop 3 
Sales Price 3 
Cost/Other Basis 3 

Form 
Ref. 

2a(b)8 
2a(c)8 
2a(d)8 
2a(e)8 
2a(f)8 
2a(g)8 
2b(d) 
2c(a)1 
2c(b)1 
2c(c)1 
2c(d)1 
2c(e)1 
2c(f)1 
2c(g)1 
2c(a)2 
2c(b)2 
2c(c)2 
2c(d)2 
2c(e)2 
2c(f)2 
2c(g)2 
2c(a)3 
2c(b)3 
2c(c)3 
2c(d)3 
2c(e)3 
2c(f)3 
2c(g)3 
3(g) 
4(g) 
5(f) 

5(g) 

6(f) 
7(f) 

7(g) 

8(g) 
9a(a)1 
9a(b)1 
9a(c)1 
9a(d)1 
9a(e)1 
9a(f)1 
9a(g)1 
9a(a)2 
9a(b)2 
9a(c)2 
9a(d)2 
9a(e)2 
9a(f)2 
9a(g)2 
9a(a)3 
9a(b)3 
9a(c)3 
9a(d)3 
9a(e)3 

Length 

6 
6 

12 
12 
12 
12 
12 
15 
6 
6 

12 
12 
12 
12 
15 
6 
6 

12 
12 
12 
12 
15 
6 
6 

12 
12 
12 
12 
12 
12 
12 

12 

12 
12 

12 

12 
15 
6 
6 

12 
12 
12 
12 
15 
6 
6 

12 
12 
12 
12 
15 
6 
6 

12 
12 

Field Description 

MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 

Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 

Numeric 

Numeric 
Numeric 

Numeric 

Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
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Field 
No. 

1070 
1080 
1090 
1100 
1110 
1120 
1130 
1140 
1150 
1160 
1170 
1180 
1190 
1200 
1210 
1220 
1230 
1240 
1250 
1260 
1270 
1280 
1290 
1300 
1310 
1320 
1330 
1340 
1350 
1360 
1370 
13&0 
1390 
1400 
1410 
1420 
1430 
1505 
1510 
1520 
1530 
1540 
1550 
1560 
1570 
1580 
1590 
1600 
1610 
1620 
1630 
1640 
1650 
1660 
1670 
1680 
1690 
1700 
1710 

Identification 

Long F1099-B Loss 3 
Long F1099-B Gain 3 
Long F1099 — B Desc 4 
Date Acquired Prop 4 
Date Sold Prop 4 
Sales Price 4 
Cost/Other Basis 4 
Long F1099 — B Loss 4 
Long F1099-B Gain 4 
Long F1099 — B Desc 5 
Date Acquired Prop 5 
Date Sold Prop 5 
Sales Price 5 
Cost/Other Basis 5 
Long F1099-B Loss 5 
Long F1099-B Gain 5 
Long F1099 — B Desc 6 
Date Acquired Prop 6 
Date Sold Prop 6 
Sales Price 6 
Cost/Other Basis 6 
Long F1099-B Loss 6 
Long F1099-B Gain 6 
Long F1099-B Desc 7 
Date Acquired Prop 7 
Date Sold Prop 7 
Sales Price 7 
Cost/Other Basis 7 
Long F1099 — B Loss 7 
Long F1099-B Gain 7 
Long F1099 — B Desc 8 
Date Acquired Prop 8 
Date Sold Prop 8 
Sales Price 8 
Cost/Other Basis 8 
Long F1099-B Loss 8 
Long F1099-B Gain 8 
Total F1099-B Sales Price Long Term 
Long Other Desc 1 
Date Acquired Other 1 
Date Sold Other 1 
Sales Price Other 1 

Cost/Other Basis 1 

Long Other Loss 1 

Long Other Gain 1 

Long Other Desc 2 

Date Acquired Other 2 
Date Sold Other 2 
Sales Price Other 2 
Cost/Other Basis 2 
Long Other Loss 2 
Long Other Gain 2 
Long Other Desc 3 
Date Acquired Other 3 
Date Sold Other 3 
Sales Price Other 3 
Cost/Other Basis 3 
Long Other Loss 3 
Long Other Gain 3 

Form 
Ref. 

9a(f)3 
9a(g)3 
9a(a)4 
9a(b)4 
9a(c)4 
9a(d)4 
9a(e)4 
9a(f)4 
»(g)4 
9a(a)5 
9a(b)5 
9a(c)5 
9a(d)5 
9a(e)5 
9a(f)5 
»(g)5 
9a(a)6 
9a(b)6 
9a(c)6 
9a(d)6 
9a(e)6 
9a(f)6 
9a(g)6 
9a(a)7 
9a(b)7 
9a(c)7 
9a(d)7 
9a(e)7 
9a(f)7 
9a(g)7 
9a(a)8 
9a(b)8 
9a(c)8 
9a(d)8 
9a(e)8 
9a(f)8 
9a(g)8 
9b(d) 
9c(a)1 
9c(b)1 
9c(c)1 
9c(d)1 
9c(e)1 
9c(f)1 
9c(g)1 
9c(a)2 
9c(b)2 
9c(c)2 
9c(d)2 
9c(e)2 
9c(f)2 
9c(g)2 
9c(a)3 
9c(b)3 
9c(c)3 
9c(d)3 
9c(e)3 
9c(f)3 
9c(g)3 

Length 

12 
12 
15 
6 
6 

12 
12 
12 
12 
15 
6 
6 

12 
12 
12 
12 
15 
6 
6 

12 
12 
12 
12 
15 
6 
6 

12 
12 
12 
12 
15 
6 

12 
12 
12 
12 
12 
12 
15 
6 
6 

12 
12 
12 
12 
15 
6 
6 

12 
12 
12 
12 
15 
6 
6 

12 
12 
12 
12 

Field Description 

Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
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Field 
No. Identification 

Form 
Ref. Length Field Description 

1720 
1730 
1740 

1750 

1790 
1800 
1820 
1823 
1827 
1830 
1840 

1850 
1860 
1870 
1880 
1890 
1900 
1910 
1920 
1930 
1940 
1950 
1960 
1970 
1980 
1990 
2000 
2010 
2020 
2030 
2040 
2110 
2120 
2130 
2140 
2150 

42155 
2160 

'2170 
2180 

Residence Long Term Gain 
Installment Sales Long Term Gain 
Net Long Term Loss 
(Part/S — Corp/Fiduc) 
Net Long Term Gain 
(Part/S-Corp/Fiduc) 
Capital Gain Distrib 
Gain From Form 4797 
Loss Carryover 
Total Long Term Column (f) Losses 
Total Long Term Column (g) Gains 
Net Long Term Gain/Loss 
Record ID 

Line 8 plus Line 17 
Smaller Line 17 or 18 
60% Line 19 
Schedule D Gain 
Tentative Loss 
Schedule D Loss 
Line 8 Loss Amount 
Line 17 Gain Amount 
Line 24 Minus Line 25 
Smaller Line 23 or 26 
Line 26 Minus Line 27 
Line 23 Minus Line 27 
Line 17 Loss 
Line 8 Gain 
Line 30 Minus Line 31 
Line 29 Times 2 
Line 32 Minus Line 33 
Election Out Of Installment Method 

Face Amount of Note 
Valuation Percentage 
Form 1040, Line 22 
Sch C Bartering Income 
Sch D Bartering Income 
Sch E Bartering Income 
Sch F Bartering Income 
Other Bartering Income Description 
Other Bartering Income Amount 
Non-Taxable Explanation 
Total Bartering Income 

10(g) 
»(8) 
12(f) 

»(8) 

»(g) 
14(g) 
15(f) 
16(f) 
16(g) 

17 

18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

PTIV 
PTIV 
PTIV 

35 
36 
37 
38 
39 
40 

40 
41 

12 
12 
12 

12 

12 
12 
12 
12 
12 
12 
21 

12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 

1 

12 
4 

12 
12 
12 
12 
12 
20 
12 
6 

12 

Numeric 
Numeric 
Numeric 

Numeric 

Numeric 
No Entry 
Numeric 
Numeric 
Numeric 
Numeric 
SCHbDbnPG02 
bNNNNNNNNN 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
"X" or Blank 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
No Entry 
Alphanumeric 
Numeric 
"STMbXX" or Blank 
Numeric 

. 05 Schedule E 
Record Length Page 1: 1, 535 Characters 
Record Length Page 2: 1, 437 Characters 

Field 
No. Identification 

Form 
Ref. Length Field Description 

010 
020 
030 
035 
040 
050 

Record ID 

Property Kind 

Property Address 
Personal Use — Yes 
Personal Use — No 
Property Kind 

Property Address 

A-1 
A-1 
A — 2 
A — 2 
B-1 
B — 1 

21 

20 
30 

1 

1 

20 
30 

"SCHbEbnPG01 
bnnnnnnnnn" (n = SSN) 
Alphanumeric 
Alphanumeric 
"X" or blank 
"X" or blank 
Alphanumeric 
Alphanumeric 
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Field 
No. 

060 
065 
070 
080 
090 
095 
100 
110 
120 
130 
140 
150 
160 
170 
180 
190 
200 
210 
220 
230 
240 
250 
260 
270 
280 
290 
300 
310 
320 
330 
340 
350 
360 
370 
380 

@385 
390 
400 
410 
420 
430 
440 
450 
460 
470 
480 
490 
500 
510 
520 
530 
540 
550 
560 

*570 
580 
590 
600 
610 

Identification 

Personal Use — Yes 
Personal Use — No 
Property Kind 
Property Address 
Personal Use — Yes 
Personal Use — No 
Rents Received A 
Rents Received B 
Rents Received C 
Royalties Received A 
Royalties Received B 
Royalties Received C 
Total Rent/Royalty 
Advertising A 
Advertising B 
Advertising C 
Auto-Travel A 
Auto-Travel B 
Auto-Travel C 
Cleaning-Maint A 
Cleaning-Maint B 
Cleaning-Maint C 
Commissions A 
Commissions B 
Commissions C 
Insurance A 
Insurance B 
Insurance C 
Legal-Pro Fees A 
Legal-Pro Fees B 
Legal-Pro Fees C 
Mortgage Interest A 
Mortgage Interest B 
Mortgage Interest C 
Total Mort Interest 
Form 1098 Name/Address 
Other Interest A 
Other Interest B 
Other Interest C 
Repairs A 
Repairs B 
Repairs C 
Supplies A 
Supplies B 
Supplies C 
Taxes A 
Taxes B 
Taxes C 
Utilities A 
Utilities B 
Utilities C 
Wages-Salaries A 
Wages-Salaries B 
Wages-Salaries C 
Other — Description 1 
Other Amount A 
Other Amount B 
Other Amount C 
Other — Description 2 

Form 
Ref. 

B — 2 
B — 2 
C-1 
C-1 
C-2 
C — 2 
A-3a 
B-3a 
C-3a 
A — 3b 
B — 3b 
C-3b 

3 
A — 4 
B-4 
C4 
A-5 
B-5 
C — 5 
A-6 
B-6 
C-6 
A — 7 
B — 7 
C-7 
A-8 
B-8 
C — 8 
A — 9 
B-9 
C-9 

A-10 
B-10 
C — 10 

10 
10 

A-11 
B-11 
C — 11 
A-12 
B — 12 
C — 12 
A — 13 
B-13 
C — 13 
A — 14 
B-14 
C — 14 
A-15 
B-15 
C-15 
A — 16 
B-16 
C-16 

A-17 — 1 

A — 17-1 
B — 17 — 1 
C — 17 — 1 
A — 17 — 2 

Length 

1 

1 

20 
30 

1 

1 

12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
6 

12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
20 
12 
12 
12 
20 

Field Description 

"X" or blank 
"X" or blank 
Alphanumeric 
Alphanumeric 
"X" or blank 
"X" or blank 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
"STMbXX" or blank 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
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Field 
No. 

620 
630 
640 
650 
660 
670 
680 
690 
700 
710 
720 
730 
740 
750 
760 
770 
780 
790 
800 
810 
820 
830 
840 
850 
860 
870 
880 
890 
900 
910 
920 
930 
940 
950 
960 
970 
980 
990 
1000 
1010 
1020 
1030 
1040 
1050 
1060 
1070 
1080 
1090 
1100 
1110 
1120 
1130 
1140 
1150 
1160 

*1170 
1172 
1174 
1176 

Identification 

Other Amount A 
Other Amount B 
Other Amount C 
Other — Description 3 
Other Amount A 
Other Amount B 
Other Amount C 
Other — Description 4 
Other Amount A 
Other Amount B 
Other Amount C 
Other — Description 5 
Other Amount A 
Other Amount B 
Other Amount C 
Other — Description 6 
Other Amount A 
Other Amount B 
Other Amount C 
Other — Description 7 
Other Amount A 
Other Amount B 
Other Amount C 
Other — Description 8 
Other Amount A 
Other Amount B 
Other Amount C 
Other — Description 9 
Other Amount A 
Other Amount B 
Other Amount C 
Other — Description 10 
Other Amount A 
Other Amount B 
Other Amount C 
Tot Expenses Less Deprec A 
Tot Expenses Less Deprec B 
Tot Expenses 
Tot Expenses Less Deprec 
Deprec Expense A 
Deprec Expense B 
Deprec Expense C 
Total Depreciation 
Total Eases A 
Total Expenses B 
Total Expenses C 
Net Rental Income (Loss) A 
Net Rental Income (Loss) B 
Net Rental Income (Loss) C 
Total Profits, 

Total Losses 
Net Profit (Loss) 
Net Farm Rental Profit-Loss 

Total Income or bm 
Record ID 
Partnership Name 1 

Appropriate Code 
Foreign Partner 

Partnership EIN 

Form 
Ref. 

A-17 — 2 
B — 17 — 2 
C — 17 — 2 
A-17 — 3 
A — 17 — 3 
B — 17 — 3 
C — 17 — 3 
A — 17-4 
A — 174 
B — 174 
C-17-4 
A — 17 — 5 
A-17-5 
B — 17 — 5 
C-17 — 5 
A — 17-6 
A — 17 — 6 
B — 17 — 6 
C — 17 — 6 
A — 17 — 7 
A — 17 — 7 
B — 17 — 7 
C-17-7 
A — 17 — 8 
A — 17 — 8 
B — 17 — 8 
C — 17-8 
A — 17 — 9 
A — 17 — 9 
B — 17-9 
C-17-9 
A-17-10 
A-17-10 
B-17-10 
C-17-10 

A — 18 
B — 18 
C — 18 

18 
A — 19 
B-19 
C — 19 

19 
A-20 
B — 20 
C-20 
A — 21 
B-21 
C-21 

22 
23 
24 
25 
26 

P — A — 1 
P-B-1 
P — C-1 
P — D-1 

Length 

12 
12 
12 
20 
12 
12 
12 
20 
12 
12 
12 
20 
12 
12 
12 
20 
12 
12 
12 
20 
12 
12 
12 
20 
12 
12 
12 
20 
12 
12 
12 
20 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
21 
20 

1 

1 
9 

Field Description 

Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 

Numeric 
Numeric 

Numeric 
Numeric 
Numeric 

Numeric 
Numeric 

Numeric 

Numeric 
Numeric 

Numeric 

Numeric 
Numeric 

Numeric 

Numeric 
Numeric 

Numeric 

NO ENTRY 
Numeric 

"SCHbEbnPG02bnrmrnnnnn" 
Alphanumeric 
4IP)'I or44$IT 

"X"= Yes, " "=No 
Alphanumeric 
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Field 
No. Identification 

Form 
Ref. Length Field Description 

1180 
1190 
1200 
1210 
1220 
1230 
1240 
1250 
1260 
1270 
1280 
1290 
1300 
1310 
1320 
1330 
1340 
1350 
1360 
1370 
1380 
1390 
1400 
1410 
1420 
1430 
1440 
1450 
1460 
1470 
1480 
1490 
1500 
1510 
1520 
1530 
1540 
1550 
1560 
1570 
1580 
1590 
1600 
1610 
1620 
1630 
1640 
1650 
1660 
1670 
1680 
1690 
1700 
1710 
1720 
1730 
1740 
1750 
1760 

Partner Net Loss 
Partner Net Income 
Partnership Name 2 
Appropriate Code 
Foreign Partner 
Partnership EIN 
Partner Net Loss 
Partner Net Income 
Partnership Name 3 
Appropriate Code 
Foreign Partner 
Partnership EIN 
Partner Net Loss 
Partner Net Income 
Partnership Name 4 
Appropriate Code 
Foreign Partner 
Partnership EIN 
Partner Net Loss 
Partner Net Income 
Partnership Name 5 
Appropriate Code 
Foreign Partner 
Partnership EIN 
Partner Net Loss 
Partner Net Income 
Partnership Name 6 
Appropriate Code 
Foreign Partner 
Partnership EIN 
Partner Net Loss 
Partner Net Income 
Partnership Name 7 
Appropriate Code 
Foreign Partner 
Partnership EIN 
Partner Net Loss 
Partner Net Income 
Partnership Name 8 
Appropriate Code 
Foreign Partner 
Partnership EIN 
Partner Net Loss 
Partner Net Income 
Partnership Name 9 
Appropriate Code 
Foreign Partner 
Partnership EIN 
Partner Net Loss 
Partner Net Income 
Partnership Name 10 
Appropriate Code 
Foreign Partner 
Partnership EIN 
Partnership Net Loss 
Partner Net Income 
Total Partner Loss 
Tot Partner Income 
Net Income or Loss 

P — E — 1 

P — F — 1 

P — A — 2 
P — B-2 
P-C — 2 
P — D-2 
P — E — 2 
P — F — 2 
P — A-3 
P — B-3 
P~3 
P-D-3 
P — E — 3 
P — F-3 
P — A4 
P — B-4 
P-C4 
P — D-4 
P — E4 
P — F-4 
P — A — 5 
P — B-5 
P-C — 5 
P — D-5 
P — E — 5 
P — F — 5 
P — A — 5 

P — B — 5 
P — C — 5 
P — D — 5 
P — E — 5 
P — F — 5 
P — A — 5 
P — B — 5 
P — C — 5 
P — D — 5 
P — E — 5 
P — F — 5 
P — A — 5 
P — B — 5 
P — C — 5 
P — D — 5 
P — E — 5 
P — F-5 
P — A — 5 
P — B — 5 
P-C — 5 
P — D — 5 
P — E — 5 

P — F — 5 
P — A — 5 
P — B — 5 
P — C — 5 
P — D — 5 
P — E — 5 
P — F — 5 

27e 
27f 
28 

12 
12 
20 

1 

1 

9 
12 
12 
20 

1 

1 

9 
12 
12 
20 

1 

1 

9 
12 
12 
20 

1 

1 

9 
12 
12 
20 

1 

1 

9 
12 
12 
20 

1 

1 

9 
12 
12 
20 

1 

1 

9 
12 
12 
20 

1 

1 

9 
12 
12 
20 

1 
1 
9 

12 
12 
12 
12 
12 

'=No 

'=No 

'=No 

=No 

"=No 

"=No 

"=No 

"=No 

"=No 

Numeric 

Numeric 

Alphanumeric 
ICPII o 11$11 

ctXII YeS cc t 

Alphanumeric 

Numeric 
Numeric 
Alphanumeric 
iiPI'I ii$1t 

IIXII YeS I 
'I 

Alphanumeric 
Numeric 
Numeric 

Alphanumeric 
ccpt I 

iiXtt Yes ii 

Alphanumeric 

Numeric 
Numeric 

Alphanumeric 
IPII Or cc$II 

IIXII Yes I\ I 

Alphanumeric 

Numeric 
Numeric 
Alphanumeric 
CIPII 

"X"= Yes, " 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
iiP'11 or$'I'I 
ciXII YeS ii 

I 

Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
CCPII 

IIXII Yes ii 
I 

Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
I P'It oi 11$11 

ccX'lt YeS ci 
\ 

Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
CIP'I'I Ci $1 1 

ciXtt YeS I\ 

Alphanumeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
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Field 
No. 

1770 
1780 

'1790 
1800 
1810 
1820 
1830 
1840 
1850 
1860 
1870 
1880 
1890 
1900 
1910 
1920 
1930 
1940 
1950 
1960 
1970 
1980 
1990 
2000 
2010 
2020 
2030 

2040 
2050 
2060 
2070 
2080 
2090 
2100 

2105 
2110 
2120 
2130 
2140 
2150 
2160 
2170 

2180 
2190 
2200 
2210 
2220 
2230 
2240 

2250 
2260 
2270 
2280 
2290 
2300 

Identification 

Deduction 179 Prop 
Total Partner Income (Loss) 
Estate Name 1 

Estate EIN 
Estate Net Loss 
Estate Net Income 
Estate Name 2 
Estate EIN 
Estate Net Loss 
Estate Net Income 
Estate Name 3 
Estate EIN 
Estate Net Loss 
Estate Net Income 
Estate Name 4 
Estate EIN 
Estate Net Loss 
Estate Net Income 
Total Estate Loss 
Tot Estate Income 
Total Estate Net Income (Loss) 
Windfall Profit Credit Rec 1986 
Windfall Profit Withheld in 1986 
Total Windfall Profit Credit 
Total Supplemental Income (Loss) 
Farming/Fishing Share 
Optional Depreciation Description 
Prop A — 1 

Data Acquired 
Cost/Basis 
Depreciation Allowed Prior Years 
Depreciation Method 
Life of Rate 
Depreciation This Year 
Optional Depreciation Description 

Prop A — 2 
Date Acquired 
Cost/Basis 
Depreciation Allowed Prior Years 
Depreciation Method 
Life of Rate 
Depreciation This Year 
Total Property A Depreciation 
Optional Depreciation Description 
Prop B — 1 
Date Acquired 
Cost/Basis 
Depreciation Allowed Prior Years 
Depreciation Method 
Life of Rate 
Depreciation This Year 
Optional Depreciation Description 
Prop B — 2 
Date Acquired 
Cost/Basis 
Depreciation Allowed Prior Years 
Depreciation Method 
Life of Rate 
Depreciation This Year 

Form 
Ref. 

29 
30 

E — A — 1 

E — C — 1 

E — D — 1 

E — E — 1 

E — A — 2 
E — C — 2 
E — D — 2 
E — E-2 
E — A — 3 
E — C — 3 
E — D — 3 
E — E — 3 
E — A — 3 
E — C — 3 
E — D — 3 
E — E — 3 

31e 
31f 
32 
33 
34 
35 
36 
37 

V — Al(a) 

V — Al(b) 
V — Al(c) 
V — AI(d) 
V — A1(e) 
V — AI(f) 
V — Al(g) 
V-A2(a) 

V — A2(b) 
V — A2(c) 
V — A2(d) 
V — A2(e) 
V — A2(f) 
V — A2(g) 
V — A(g) 
V — Bl(a) 

V — B1(b) 
V — B1(c) 
V — B1(d) 
V — Bl(e) 
V — Bl(f) 
V — Bl(g) 
V — B2(a) 

V — B2(b) 
V — B2(c) 
V — B2(d) 
V — B2(e) 
V — B2(f) 
V-B2(g) 

Length 

12 
12 
20 
9 

12 
12 
20 
9 

12 
12 
20 
9 

12 
12 
20 
9 

12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
20 

6 
12 
12 
10 
5 

12 
20 

6 
12 
12 
10 
5 

12 
12 
20 

6 
12 
12 
10 
5 

12 
20 

6 
12 
12 
10 
5 

12 

Field Description 

Numeric 
Numeric 
Alphanumeric 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 

MMDDYY 
Numeric 
Numeric 
Alphanumeric 
Alphanumeric 
Numeric 
Alphanumeric 

MMDDYY 
Numeric 
Numeric 
Alphanumeric 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 

MMDDYY 
Numeric 
Numeric 
Alphanumeric 
Alphanumeric 
Numeric 
Alphanumeric 

MMDDYY 
Numeric 
Numeric 
Alphanumeric 

Alphanumeric 
Numeric 
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Field 
No. 

2310 
2330 
2340 
2350 
2360 
2370 
2380 
2390 
2400 

2410 
2420 
2430 
2440 
2450 
2460 
2470 

Identification 

Total Property B Depreciation 
Optional Description Prop C — 1 

Date Acquired 
Cost/Basis 
Depreciation Allowed Prior Years 
Depreciation Method 
Life of Rate 
Depreciation This Year 
Optional Depreciation Description 
Prop C-2 
Date Acquired 
Cost/Basis 
Depreciation Allowed Prior Years 
Depreciation Method 
Life of Rate 
Depreciation This Year 
Total Property C Depreciation 

Form 
Ref. 

V-B(g) 
V-C1(a) 
V-Cl(b) 
V-Cl(c) 
V-C1(d) 
V-C1(e) 
V-Cl(f) 
v-Ca(g) 
V-C2(a) 

V-C2(b) 
V-C2(c) 
V-C2(d) 
V-C2(e) 
V-C2(f) 
V-C2(g) 
V-C(g) 

Length 

12 
20 
6 

12 
12 
10 
5 

12 
20 

6 
12 
12 
10 
5 

12 
12 

Field Description 

Numeric 
Alphanumeric 
MMDDYY 
Numeric 
Numeric 
Alphanumeric 
Alphanumeric 
Numeric 
Alphanumeric 

MMDDYY 
Numeric 
Numeric 
Alphanumeric 
Alphanumeric 
Numeric 
Numeric 

. 06 Scheduae G 
Record Length: 357 Characters 

Field 
No. Identification 

Form 
Ref. Length Field Description 

010 
020 
030 
040 
050 
060 
070 
080 
090 
100 
110 
120 
130 
a40 
150 
160 
170 
a80 
190 
200 
210 
220 
230 
240 
250 
260 
270 
280 

Record ID 

1983 Taxable Income 
1984 Taxable Income 
1985 Taxable Income 
83-85 Excluded Income 
Total Lines 1 thru 4 
Line 5 Divided by 3 
Line 6 Times 140% 
1986 Taxable Income 
Distribution Subj to Sect 79 Penalty 
Line 8 Minus Line 9 
Community Prop Inc 
Line 10 minus Line 11 
Line 7 Amount 
Line 12 Minus Line 13 
Line 14 Times 25% 
Line 7 Amount 
Line 15 Plus Line 16 
Line 11 Amount 
Line 17 Plus Line 18 
Tax on Line 19 Amount 
Tax on Line 17 Amount 
Tax on Line 16 Amount 
Line 21 Minus Line 22 
Line 23 Times 3 
Tax on Line 8 Amount 
Tax on Line 10 Amt 
Line 25 Minus Line 26 
Sum of Lines 20, 24 and 27 

1 

2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

21 

12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 

SCHbGbnPG01 
bNNNNNNNNN 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
NO ENTRY 
Numeric 
NO ENTRY 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
NO ENTRY 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
NO ENTRY 
NO ENTRY 
NO ENTRY 
Numeric 
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. 07 Schedule R 
Record Length Page 1: 33 Characters 
Record Length Page 2: 177 Characters 

Field 
No. Identification 

Form 
Ref. Length Field Description 

010 
020 
030 
040 
050 
060 
070 
080 
090 
100 
110 
120 
130 

140 
150 
160 
163 
167 
170 
180 
190 
200 
210 
220 
230 
250 

Record ID 

Over 65 
Retire/Disabled 
Both Over 65 
Both Under 65, One Retired 
Both Under 65, Both Retired 
One Over 65, Other Retired 
One Over 65, Other Not Retired 
Over 65, Did Not Live With Spouse 
Under 65, Did Not Live With Spouse 
Prior Year Start Indicator 
At Least One Year 
Permanent Disability 
Record ID 

Write Amount 
Taxable Disability 
Smaller of Line 10 or 11 Amount 
Nontaxable SSB 
Nontaxable RRB/Other 
Pensions & Annuit 
Amount 1040, Line 33 
Write 7500, 10000, or 5000 
Line 14 — Line 15 
Line 16 Divided by 2 
Line 13 + Line 17 
Line 21 — Line 18 
Credit 

1 

2 
3 
4 
5 
6 
7 
8 
9 

II-2 
II — A 
II-B 

10 
11 
12 
13a 
13b 
13c 
14 
15 
16 
17 
18 
19 
21 

21 

1 

1 

1 
1 

1 
1 
1 
1 
1 

1 
1 
1 

21 

12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 

Value "SCHbRbnPG01 
bnnnnnnnnn" (n = SSN) 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
Value "SCHbRbnPG02 
bnnnnnnnnn" 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 

. 07 Schedule SE 
Record Length: 258 Characters 

Field 
No. 

Form 
Ref. Length Field Description 

010 
020 
030 

050 
060 
070 
080 
090 
100 
110 
120 
130 
140 
150 
160 
170 
180 
190 

Record ID 

Name of Self-Employed 
SSN of Self-Employed 
Net Farm Profit/Loss 
Net Non-Farm Prof/Loss 
Exempt/Form 4361 Box 
Farm Optional Meth Amt 
Line 3 Minus Line 4 
Non-Farm Opt Meth Amt 
Line 1 or Line 4 Amt 
Line 2 or Line 6 Amt 
Sum of Lines 7 and 8 
SST Wages/RRT Comp 
Unreported Tips 
Line lla Plus Line lib 
Line 10 Minus Line llc 
Qualified US Govt Wages 
W — 2 Wages from Churches 
Smaller Line 9 or 12a 
Self-Employment Tax 

1 

2 

4 
5 
6 
7 
8 
9 

lla 
11b 
11c 
12a 
12b 
12c 
13 
14 

21 

35 
9 

12 
12 

1 

12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 

SCHbSEnPG01 
bNNNNNNNNN 
Alpha 
Numeric 
Numeric 
Numeric 
"X" or Blank 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
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. 08 Schedule W 
Record Length: 165 Characters 

Field 
No. Identification 

000 Record ID 

010 
020 
030 
040 
050 
060 
070 
080 
090 
100 
110 
120 

Wages 
Spouses Wages 
Self-Employment 
Spouses Self-Employment 
Earned Income 
Spouses Earned Income 
Adjustments 
Spouses Adjustments 
Qualified Income 
Spouses Qualified Income 
Smaller Income 
Deduction 

SEC. 3. Form Record Specifications 

. 01 Form W-2 
Record Length: 115 Characters 

Form 
Ref. 

1(a) 
1(b) 
2(a) 
2(b) 
3(a) 
3(b) 
4(a) 
4(b) 
S(a) 
5(b) 
6 
8 

Length 

21 

12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 

Field Description 

Value "SCHbWbnPG01 
bnnnnnnnnn" 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 

(This form does not contain all fields from the printed f . , n but only the selected items shown. ) 

Field Form 
No. Identification Ref. Length Field Description 

010 Record ID 

020 
030 
040 
050 
060 
070 
090 

. 02 Form W — 2G 
Record Length: 102 Characters 

Employer Name 
Employer Identification Number 
SSN 
Withholding 
Wages 
Social Security Tax 
Fringe Benefit Ind 

2 
3 
8 
9 

10 
11 

25 

35 
9 
9 

12 
12 
12 

1 

Value "FRMbW — 2b bnnPGOlbnnnnnnnnn" 
(n = Primary SSN from Form 1040) 
Alphanumeric or blank 
Numeric 
Numeric (W — 2 Social Security Number) 
Numeric 
Numeric 
Numeric 
"X" or blank 

(This form does not contain all fields from the printed form but only the selected items shown. ) 
Field 
No. Identification 

010 Record ID 

020 
030 
040 
050 
060 

Payer Name 
Payer Identification Number 
Gross Winnings etc. 
Withholding 
SSN 

. 03 Form W — 2P 
Record Length: 114 Characters 

Form 
Ref. Length 

25 

35 
9 

12 
12 
9 

Field Description 

Value "FRMbW — 2G bnnPGO1bnnnnnnnnn" 
(n = Primary SSN from Form 1040) 
Alphanumeric or blank 
Numeric 
Numeric 
Numeric 
Numeric (W — 2G Social Sec. No. ) 

(This form does not contain all fields from the printed form but only the selected items shown. ) 

Field 
No. Identification 

Form 
Ref. Length Field Description 

010 Record ID 

2 020 Payer Name 

25 

35 

Value "FRMbW — 2P bnnPGO1bnnnnnnnnn" 
(n = Primary SSN from Form 1040) 

Alphanumeric or blank 
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Field 
No. Identification 

Form 
Ref. Length Field Description 

030 
040 
050 
060 
070 

Payer Identification Number 
SSN 
Annuity, Pension etc. 
Taxable Amount 
Withholding 

3 
8 
9 

10 
11 

9 
9 

12 
12 
12 

Numeric 
Numeric (W — 2P Social Sec. No. ) 
Numeric 
Numeric 
Numeric 

. 04 Form 2106 
Record Length: 688 Characters 

Field 
No. Identification 

Form 
Ref. Length Field Description 

005 
010 
020 
030 
040 
070 
080 
090 
100 
110 
120 
130 
140 
150 
160 
170 
180 
190 
200 
210 
220 
230 
240 
250 
260 
270 
275 
280 
283 
285 
290 
295 
300 
305 
310 
320 
330 
340 
350 
360 
370 
380 
390 
400 

Record ID 

SSN of Taxpayer Claiming Employee Business 
Expense 
Occupation 
Vehicle Expenses 
Fees, Tolls 
Transportation 
Travel Expenses 
Reimbursed 
Expenses 
Add Lines 1 thru 6 
Reimbursements 
7 More Than 8 
8 More Than 7 
Vehicle Date (1) 
Vehicle Date (2) 
Total Miles (I) 
Total Miles (2) 
Business Miles (1) 
Business Miles (2) 
Percent of Use (1) 
Percent of Use (2) 
Average Distance (1) 
Average Distance (2) 
Miles Commuting (1) 
Miles Commuting (2) 
Other Mileage (I) 
Other Mileage (2) 
Another Vehicle Yes 
Another Vehicle No 
Personal Use Yes 
Personal Use No 
Personal Use Not Applicable 
Evidence Yes 
Evidence No 
Written Yes 
Written No 
Smaller 
Line 11 from Line 3 
Line 11 x . 21 
Line 12 x . 11 
Line 13 + Line 14 
Gas, Oil (1) 
Gas, Oil (2) 
Rentals (1) 
Rentals (2) 
Value (1) 

1 — 1 

1 — 2 
1 — 3 
14 
I — 5 
1 — 6 
I — 7 
I — 8 
I — 9 
1 — 10 
2 — 1 

2 — 1 

2 — 2 
2 — 2 
2 — 3 
2 — 3 
24 
24 
2 — 5 
2 — 5 

2 — 6 
2 — 6 
2 — 7 
2 — 7 
2 — 8 
2 — 8 
2 — 9 
2 — 9 
2 — 9 
2 — 10 
2 — 10 
2 — 10 
2 — 10 
2 — 11 
2 — 12 
2 — 13 
2 — 14 
2 — 15 
2 — 16 
2 — 16 
2 — 17 
2 — 17 
2 — 18 

25 

9 

15 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
6 
6 

12 
12 
12 
12 
4 
4 

12 
12 
12 
12 
12 
12 

1 

1 

1 

1 

1 

1 

1 

1 

1 

12 
12 
12 
12 
12 
12 
12 
12 
12 
12 

"FRMb2106bnnPGO1 bnnnnnnnnn" (n = Primary 
SSN) 
Numeric 

Alpha Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
MMDDYY 
MMDDYY 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
"X" or blank 
"X" or blank 
"X" or blank 
"X" or blank 
"X" or blank 
"X" or blank 
"X" or blank 
"X" or blank 
"X" or blank 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
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Field 
No. Identification 

Form 
Ref. Length Field Description 

410 
420 
430 
440 
450 
460 
470 
480 
490 
500 
510 
520 
530 
540 
550 
560 
570 
580 
590 
600 
610 

Value (2) 
Add Lines 16-18 (1) 
Add Lines 16 — 18 (2) 
Line 19 x Line 4 Percent (1) 
Line 19 x Line 4 Percent (2) 
Depreciation (1) 
Depreciation (2) 
Line 20 + Line 21 (1) 
Line 20 + Line 21 (2) 
Vehicle I Basis 
Vehicle I Recovery 
Vehicle I Method 
Vehicle I Depreciation 
Vehicle 1 179 
Vehicle 1 Total 
Vehicle 2 Basis 
Vehicle 2 Recovery 
Vehicle 2 Method 
Vehicle 2 Depreciation 
Vehicle 2 179 
Vehicle 2 Total 

2 — 18 
2 — 19 
2 — 19 
2 — 20 
2 — 20 
2 — 21 
2 — 21 
2 — 22 
2 — 22 

12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
11 
12 
12 
12 
12 
12 
11 
12 
12 
12 

Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 

. 05 Form 2119 
Record Length: 207 Characters 

Field 
No. 

Form 
Ref. Length Field Description 

000 
010 
020 
030 
040 
050 
060 
070 
080 
090 
100 
110 
120 
130 
140 
150 
160 
170 
180 
190 
200 
210 
220 
230 
240 
250 
260 
270 
280 
290 
300 
310 

Record ID 
Date Residence Sold 
Face Amount of Note 
Date Resid Occupied 
Partial Bus Use Yes 
Partial Bus Use No 
Self 55 or Over Yes 
Self 55 or Over No 
Spouse 55 or Over Yes 
Spouse 55 or Over No 
Principal Residence Yes 
Principal Residence No 
Lifetime Exclusion Yes 
Lifetime Exclusion No 
Owner Residence You 
Owner Residence Spouse 
Owner Residence Both 
Different Spouse SSN 
Selling Price 
Basis Residence Sold 
Gain on Sale 
Replace Residence Yes 
Replace Residence No 
Exclusion Amount 
Gain After Exclusion 
Fixing-Up Expenses 
Adjusted Sales Price 
Cost of New Residence 
Gain Taxable This Year 
Gain to be Postponed 
Adjusted Basis 
Spouse Consent Indicator 

la 
lb 
2a 
2b 
2b 
3a 
3a 
3b 
3b 
3c 
3c 
3d 
3d 
3e 
3e 
3e 
3f 
4 
5 

6 

7 
8 
9 

10 
11 
12 
13 
14 

25 
6 

12 
6 
1 

I 
1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

9 
12 
12 
12 
I 
1 

12 
12 
12 
12 
12 
12 
12 
12 
2 

FRMb2119bnnPGOlbNNNNNNNNN 
MMDDYY 
Numeric 
MMDDYY, "NONE" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"NNNNNNNNN", "NONE" or Blank 
Numeric 
Numeric 
Numeric 
"X" or Blank 
"X" or Blank 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
"SC" or Blank 
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. 06 Form 2441 
Record Length: 127 Characters 

Field 
No. Identification 

Form 
Ref. Length Field Description 

000 
010 
040 
050 
060 
070 
080 
090 
100 
110 
120 

Record ID 
Qualifying Person 
Expenses 
Earned Income 
Spouses Income 
Smaller Income 
Smaller of Line 2 or Line 3c 
Applicable Percentage 
Line 4 Times Line 5 
Last Year Carryover 
Line 6 Plus Line 7 

1 

2 
3a 
3b 
3c 
4 
5 
6 
7 
8 

25 
2 

12 
12 
12 
12 
12 
4 

12 
12 
12 

Value "FRMb244lbnnPGOlbnnnnnnnnn" 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 

. 07 Reserved 

. 08 Form 3903 
Record Length: 197 Characters 

Field 
No. Identification 

Form 
Ref. Length Field Description 

000 
010 
020 
030 
040 
050 
060 
070 
080 
090 
100 
110 
120 
130 
140 
150 
160 
170 
180 

Record ID 
Miles Old Residence to New Work Place 
Miles Old Residence to Old Work Place 
Mileage Difference 
Transport Goods Exp 
Travel/Meals/Lodging 
Pre-Move Expenses 
Temp Living Expense 
Total Lines 3 and 4 
Dollar Limit 
Sold/Exchanged Res 
Settled Lease 
SelVSettle Lease Exp 
Buying New Residence 
Obtaining Lease 
Expense to Buy/Lease 
Total Lines 6, 7, 8 
Dollar Limit 
Moving Exp Deduction 

a 
b 
c 
1 

2 
3 
4 
5 
6 

7a 
7b 

7 
8a 
8b 

8 
9 

10 
11 

25 
12 
12 
12 
12 
12 
12 
12 
12 
12 

1 

1 

12 
1 

1 

12 
12 
12 
12 

FRMb3903bnnPG01bnnnnnnnnn 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
"X" or Blank 
"X" or Blank 
Numeric 
"X" or Blank 
"X" or Blank 
Numeric 
Numeric 
Numeric 
Numeric 

. 09 Form 4562 
Record Length Page 1: 696 Characters 
Record Length Page 2: 1011 Characters 

Field 
No. 

Form 
Ref. Length Field Description 

000 
010 

'020 
030 
040 

'050 
060 
070 
080 
090 

*100 
110 

Record ID 
Activity 
Class of Property 1 

Cost 1 

Expense Deduction 1 

Class of Property 2 
Cost 2 
Expense Deduction 2 
Listed Property 
Total Deduction 
3 — Year Cost 
3 — Year Recovery 

1(a)-1 
1(b) — 1 

1(c) — 1 

1(a)-2 
1(b)-2 
1(c)-2 

2 
3 

4a(c) 
4a(d) 

25 
30 
20 
12 
12 
20 
12 
12 
12 
12 
12 
2 

"FRMb4562bnnPGOlbnnnnnnnnn" 
Alphanumeric 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
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Field 
No. Identification 

Form 
Ref. Length Field Description 

120 
130 

*140 
150 
160 
170 

*180 
190 
200 
210 

*220 
230 
240 
250 

*260 
270 
280 
290 
300 
310 
320 
330 
340 
350 

*360 
370 
380 
390 
400 

*410 
420 
430 
440 
450 

*451 
453 
455 
457 
459 
460 
470 

@475 
480 
490 
495 
500 

'510 
520 
530 
540 
550 
560 
570 
580 
590 
600 
610 
620 
685 

3 — Yr Method Figuring 
3- Year Deduction 
5 — Year Cost 
5 — Year Recovery 
5 — Yr Method Figuring 
5 — Year Deduction 
10-Year Cost 
10 — Year Recovery 
10 — Yr Method Figuring 
10 — Year Deduction 
15 — Yr Utility Cost 
15 — Yr Utility Recovery 
15 — Yr Utility Method 
15 — Year Utility Deduc 
Low Inc Date Serv 1 

Low Inc Cost 
Low Inc Recovery 
Low Inc Meth of Fig 
Low Inc Deduction 
Low Inc Date Serv 2 
Low Inc Cost 
Low Inc Recovery 
Low Inc Meth of Fig 
Low Inc Deduction 
15 — Year Real Date Serve 
15 — Year Real Cost 
15 — Year Real Recov 
15 — Year Real Meth 
15 — Year Real Deduct 
18 — Yr Real Date Serve 
18 — Yr Real Prop Cost 
18 — Yr Real Prop Recov 
18 — Yr Real Prop Meth of Figure 
18 — Yr Real Prop Deduct 
19 — Yr Real Date Serve 
19-Yr Real Prop Cost 
19-Yr Real Prop Recov 
19-Yr Real Prop Meth 
19-Yr Real Prop Deduct 
Listed Property 
ACRS Deduction 
Line 7 Explanation 
Prop Subj to Sect 168 
Other Depreciation 
F4562A Depreciation 
Total Depreciation 
Descrip of Prop 1 

Data Acquired 1 

Cost 1 

Code Section 1 

Amortization Period or Percentage 1 

Amortization 1 

Descrip of Prop 2 
Date Acquired 2 
Cost 2 
Code Section 2 
Amortization Period or Percentage 2 
Amortization 2 
Amortization Pre-1986 Property 

4a(e) 
4a(f) 
4b(c) 
4b(d) 
4b(e) 
4b(f) 
4c(c) 
4c(d) 
4c(e) 
4c(f) 
4d(c) 
4d(d) 
4d(e) 
4d(t') 

4e(b)1 
4e(c)1 
4e(d)1 
4e(e)1 
4e(f)1 
4e(b)2 
4e(c)2 
4e(d)2 
4e(e)2 
4e(f)2 
4f(b) 
4f(c) 
4f(d) 
4f(e) 
4f(f) 
48(b) 
4g(c) 
48(d) 
4g(e) 
4g(f) 
4h(b) 
4h(c) 
4h(d) 
4h(e) 
4h(f) 

5 
6 

7 
8 
9 

10 
II-1(a)1 
II — 1(b)1 
II — 1(c)1 
II — 1(d)1 
II-1(e)1 
II — 1(f)1 
II-1(a)2 
II — 1(b)2 
II — 1(c)2 
II — 1(d)2 
II-1(e)2 
II — 1(f)2 

II — 2 

5 
12 
12 
2 
5 

12 
12 
2 
5 

12 
12 
2 
5 

12 
6 

12 
2 
5 

12 
6 

12 
2 
5 

12 
6 

12 
2 
5 

12 
6 

12 
2 
5 

12 
6 

12 
2 
5 

12 
12 
12 
6 

12 
12 
12 
12 
20 

6 
12 
5 
4 

12 
20 

6 
12 
5 
4 

12 
12 

Alphanumeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
MMDDYY 
Numeric 
Numeric 
Alphanumeric 
Numeric 
MMDDYY 
Numeric 
Numeric 
Alphanumeric 
Numeric 
MMDDYY 
Numeric 
Numeric 
Alphanumeric 
Numeric 
MMDDYY 
Numeric 
Numeric 
Alphanumeric 
Numeric 
MMDDYY 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
"STMbXX" or blank 
Numeric 
Numeric 
NO ENTRY 
Numeric 
Alphanumeric 
MMDDYY 
Numeric 
Alphanumeric 
Alphanumeric 
Numeric 
Alphanumeric 
MMDDYY 
Numeric 
Alphanumeric 
Alphanumeric 
Numeric 
Numeric 
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Field 
No. 

750 
760 

762 
764 
766 
768 

'770 
780 
790 
800 
810 
820 
830 
840 
850 
860 
870 
880 
890 
900 
910 
920 
930 
940 
950 
960 
970 
980 
990 
1000 
1010 
1020 
1030 
1040 
1050 
1060 
1070 
1080 
1090 
1100 
1110 
1120 
1130 
1140 
1150 
1160 
1170 
1180 
1190 
1200 
1210 
1220 
1230 
1240 
1250 
1260 
1270 
1280 

Identification 

Total Amortization 
Record ID 

Evidence — Yes 
Evidence — No 
Written — Yes 
Written — No 
Description 1 
Date Service 1 
Percent Use 1 
Cost or Basis 1 

Deprec Basis 1 
Method/Recov Per 1 

Deprec Deduction 1 
179 Expense 1 
Description 2 
Date Service 2 
Percent Use 2 
Cost or Basis 2 
Deprec Basis 2 
Method/Recov Per 2 
Deprec Deduction 2 
179 Expense 2 
Description 3 
Date Service 3 
Percent Use 3 
Cost or Basis 3 
Deprec Basis 3 
Method/Recov Per 3 
Deprec Deduction 3 
179 Expense 3 
Description 4 
Date Service 4 
Percent Use 4 
Cost or Basis 4 
Deprec Basis 4 
Method/Recov Per 4 
Deprec Deduction 4 
179 Expense 4 
Description 5 
Date Service 5 
Percent Use 5 
Cost or Basis 5 
Deprec Basis 5 
Method/Recov Per 5 

Deprec Deduction 5 
179 Expense 5 
Description 6 
Date Service 6 
Percent Use 6 
Cost or Basis 6 
Deprec Basis 6 
Method/Recov Per 6 
Deprec Deduction 6 
179 Expense 6 
Description 7 
Date Service 7 
Percent Use 7 
Cost or Basis 7 

Form 
Ref. 

II-3 

III(a)1 
III(b)1 
III(c)1 
III(d)1 
III(e)1 
III(f)1 
III(g)1 
III(ll)1 
III(a)2 
III(b)2 
III(c)2 
III(d)2 
III(e)2 
III(f)2 
III(g)2 
III(h)2 
III(a)3 
III(b)3 
III(c)3 
III(d)3 
III(e)3 
III(f)3 
III(g)3 
III(h)3 
III(a)4 
III(b)4 
III(c)4 
III(d)4 
III(e)4 
III(f)4 
III(g)4 
III(ll)4 
m(a)5 
III(b)5 
III(c)5 
III(d)5 
III(e)5 
III(f)5 
III(g)5 
III(li)5 
m(a)6 
III(b)6 
III(c)6 
III(d)6 
III(e)6 
III(f)6 
III(g)6 
III(ll)6 
III(a)7 
III(b)7 
III(c)7 
III(d)7 

Length 

12 
25 

1 

1 

1 

1 

13 
6 
4 

12 
12 
9 

12 
12 
13 
6 
4 

12 
12 
9 

12 
12 
13 
6 
4 

12 
12 
9 

12 
12 
13 
6 
4 

12 
12 
9 

12 
12 
13 
6 
4 

12 
12 
9 

12 
12 
13 
6 
4 

12 
12 
9 

12 
12 
13 
6 
4 

12 

Field Description 

Numeric 
"FRMb4562bnn 
PG02bnnnnnnnnn" 
"X" or blank 
"X" or blank 
"X" or blank 
"X" or blank 
Alphanumeric 
MMDDYY 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
Numeric 
Numeric 
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Field 
No. 

1290 
1300 
1310 
1320 
1330 
1340 
1350 
1360 
1370 
1380 
1390 
1400 
1410 
1420 
1430 
1440 
1450 
1460 
1470 
1480 
1490 
1500 
1610 
1620 
1630 
1640 
1650 
1660 
1670 
1680 
1690 
1700 
1710 
1720 
1730 
1740 
1750 
1760 
1770 
1780 
1790 
1800 
1810 
1820 
1830 
1840 
1850 
1860 
1863 
1867 
1870 
1880 
1910 
1920 
1923 
1927 
1930 
1940 
1970 

Identification 

wner/Relative Yes 
wner/Relative No 

wner/Relative Yes 
wner/Relative No 

Deprec Basis 7 
Method/Recov Per 7 
Deprec Deduction 7 
179 Expense 7 
Description 8 
Date Service 8 
Percent Use 8 
Cost or Basis 8 
Deprec Basis 8 
Method/Recov Per 8 
Deprec Deduction 8 
179 Expense 8 
Description 9 
Date Service 9 
Percent Use 9 
Cost or Basis 9 
Deprec Basis 9 
Method/Recov Per 9 
Deprec Deduction 9 
179 Expense 9 
Total 179 Expense 
Total Depreciation Deduction 
Total Miles 1 

Business Miles 1 

Commuting Miles 1 
Other Personal Miles 
Total Miles 2 
Business Miles 2 
Commuting Miles 2 
Other Personal Miles 
Total Miles 3 
Business Miles 3 
Commuting Miles 3 
Other Personal Miles 
Total Miles 4 
Business Miles 4 
Commuting Miles 4 
Other Personal Miles 
Total Miles 5 
Business Miles 5 
Commuting Miles 5 
Other Personal Miles 
Total Miles 6 
Business Miles 6 
Commuting Miles 6 
Other Personal Miles 
Vehicle Available Yes 
Vehicle Available No 
Primary Use by Over 5% 0 
Primary Use by Over 5% 0 
Another Vehicle Yes 
Another Vehicle No 
Vehicle Available Yes 
Vehicle Available No 
Primary Use by Over 5% 0 
Primary Use by Over 5% 0 
Another Vehicle Yes 
Another Vehicle No 
Vehicle Available Yes 

Form 
Ref. 

III(e)7 
III(f)7 
III(g)7 
III(h)7 
m(a)8 
III(b)8 
III(c)8 
III(d)8 
III(e)8 
III(f)8 
III(g)8 
III(h)8 
III(a)9 
III(b)9 
III(c)9 
III(d)9 
III(e)9 
III(f)9 
III(g)9 
III(h)9 

III 
III 

IIIB1 — 1 
IIIB2-1 
IIIB3 — 1 
IIIB4 — 1 
IIIB 1-2 
IIIB2 — 2 
IIIB3 — 2 
IIIB42 
IIIB1 — 3 
IIIB2 — 3 
IIIB3 — 3 
IIIB4-3 
IIIB14 
IIIB24 
IIIB3-4 
IIIB4-4 
IIIB1 — 5 
IIIB2 — 5 
IIIB3-5 
IIIB4-5 
IIIB1 — 6 
IIIB2-6 
IIIB3 — 6 
IIIB4 — 6 
IIIB5-1 
IIIB5-1 
IIIB6 — 1 

IIIB6 — 1 

IIIB7 — 1 

IIIB7 — 1 

IIIB5 — 2 
IIIB5 — 2 
IIIB6-2 
IIIB6-2 
IIIB7 — 2 
IIIB7 — 2 
IIIB5 — 3 

Length 

12 
9 

12 
12 
13 
6 
4 

12 
12 
9 

12 
12 
13 
6 
4 

12 
12 
9 

12 
12 
12 
12 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
1 
1 
1 

1 

1 

1 

1 

1 

1 

1 

1 
1 

Field Description 

Numeric 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank "X" or Blank 
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Field 
No. 

1980 
1983 
1987 
1990 
2000 
2030 
2040 
2043 
2047 
2050 

Identification 

Vehicle Available No 
Primary Use by Over 5% Owner/Relative Yes 
Primary Use by Over 5% Owner/Relative No 
Another Vehicle Yes 
Another Vehicle No 
Vehicle Available Yes 
Vehicle Available No 
Primary Use by Over 5% Owner/Relative Yes 
Primary Use by Over 5% Owner/Relative No 
Another Vehicle Yes 

Form 
Ref. 

IIIBS-3 
IIIB6-3 
IIIB6 — 3 
IIIB7-3 
IIIB7 — 3 
IIIBS-4 
IIIBS — 4 
IIIB6-4 
IIIB6 — 4 
IIIB7-4 

Length Field Description 

"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 

. 10 Form 6251 
Record Length: 445 Characters 

Field 
No. Identification 

Form 
Ref. Length Field Description 

010 
020 
030 
040 
050 
060 
070 
080 
090 
100 
110 
120 
125 
130 
140 
150 
160 
170 
180 
190 
200 
210 
220 
230 
240 
250 
260 
270 
280 
290 
300 
310 
320 
330 
340 

Record ID 

Adjusted Gross Income 
Sch A Med/Dental Exp 
5% of AGI 
Line 2a(1) minus 2a(2) 
Sch A Contributions 
Casualty/Theft Loss 
Interest on Residence 
Other Sch A Interest 
Net Investment Income 
Smaller of Line 2e(1) or Line 2e(2) 
Sch A Gambling Losses 
Sch A Estate Tax Ded 
Estate/Trust Deduction 
Total Deductions 
AGI Minus Deductions 
Dividend Exclusion 
60% Capital Gain Ded 
Accelerated Depreciation on Real Property 
Accel Depreciation on Leased Property 
Amortization on Pollution Control Facility 
Mining Exploration 
Circulation Research/Experimental Expenses 
Reserves for Bad Debts 
Depletion 
Incentive Stock Option 
Intangible Drilling 
Total Tax Pref Items 
Alternative Minimum Taxable Income 
Filing Status Amount 
Adjusted Alternative Minimum Taxable Inc 
20% of Line 7 
F1040 Line 50 Amount 
Line 8 Minus Line 9 
Foreign Tax Credit 
Alternative Minimum Tax 

1 

2a(1) 
2a(2) 
2a(3) 

2b 
2c 
2d 

2e(1) 
2e(2) 
2e(3) 

2f 
2g 
2h 
Zl 

3 
4a 
4b 
4c 

4e 
4f 
4g 
4h 
4i 

4j 
4k 
4l 
5 
6 
7 
8 
9 

10 
11 
12 

25 

12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 

FRMb6251bnnPG01 
bNNNNNNNNN 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
NO ENTRY 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
NO ENTRY 
Numeric 

1987 — 1 C. B. 675 



. 11 Form 6252 
Record Length: 585 Characters 

Field 
No. Identification 

Form 
Ref. Length Field Description 

000 
010 
020 
030 
040 
050 
060 
070 
080 
090 
100 
110 
120 
130 
140 
150 
160 
170 
180 
190 
200 
210 
220 
230 
240 
250 
260 
270 
280 
290 
300 
310 
320 
330 
340 
350 
360 
370 

@380 
390 

410 
420 
430 
440 
450 
460 
2060 
2090 
2100 
2103 
2107 
2110 
2120 
2150 
2160 

Purchaser 

Tax 

fit Ratio 

Relative Yes 
Relative No 

Record ID 
Property Description 
Date Acquired 
Date Sold 
Related Party Yes 
Related Party No 
Marketable Security Yes 
Marketable Security No 
Selling Price 
Mortgage/Indebtedness 
Line 1 Minus Line 2 
Cost or Basis 
Depreciation Allowable 
Adjusted Basis 
Commission/Other Exp 
Income Recapture F4797 
Sum of Lines 6/7/8 

Line 1 Minus Line 9 
Form 2119 Amount 
Gross Profit 
Line 2 Minus Line 9 
Contract Price 
Gross Profit Ratio 
Yr of Sale Line 13 Amt 
Payments Received 
Line 16 Plus Line 17 
Payments Reed Prior Yr 
Taxable Part 
Ordinary Income Part 
Line 20 Minus Line 21 
Related Party Identity 
Continuation Data 
Property Sold Yes 
Property Sold No 
1st Disp Sale/Exchange 
2nd Disp Involuntary Conversion 
2nd Disp After Death of Original 
Disposition Not to Avoid Tax 
Explanation of Disp Not to Avoid 
Selling Price 
Contract Price 1st Yr 
Smaller Line 23 or 24 
Total Payments Received 
Line 25 Minus Line 26 
Line 27 Times 1st Year Gross Pro 
Line 28 Ordinary Income 
Line 28 Minus Line 29 
Another Vehicle No. 
Vehicle Available Yes 
Vehicle Available No 
Primary Use by Over 5% Owner/ 

Primary Use by Over 5% Owner/ 

Another Vehicle Yes 
Another Vehicle No 
Vehicle Available Yes 
Vehicle Available No 

A 
B 
C 
D 
D 
E 
E 
1 

2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
F 
F 
G 
G 
H 
H 
H 
H 
H 
23 
24 
25 
26 
27 
28 
29 
30 

IIIB7-4 
IIIB5 — 5 
IIIB5 — 5 
IIIB6 — 5 
IIIB6 — 5 
IIIB7 — 5 
IIIB7 — 5 
IIIB5 — 6 
IIIB5 — 6 

25 

6 
6 
1 

1 

1 

1 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
12 
4 

12 
12 
12 
12 
12 
12 
12 
40 
80 

1 
1 
1 
1 
1 
1 
6 

12 
12 
12 
12 
12 
12 
12 
12 

1 

1 

1 

1 

1 
1 

1 

1 

1 

FRMb6252bnn 
Alphanumeric 
MMDDYY 
MMDDYY 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
NO ENTRY 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Alphanumeric 
Alphanumeric 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"STMbnn" or 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
Numeric 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 

Blank 

PG01bnnnnnnnnn 
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Field 
No. Identification 

Form 
Ref. Length Field Description 

2163 Primary Use by Over 5% Owner/Relative Yes 
2167 Primary Use by Over 5% Owner/Relative No 
2170 Another Vehicle Yes 
2180 Another Vehicle No 
2190 Maintain Statement Yes 
2200 Maintain Statement No 
2210 Maintain Statement Yes 
2220 Maintain Statement No 
2230 All Personal Use Yes 
2240 All Personal Use No 
2250 More Than 5 Yes 
2260 More Than 5 No 
2270 Meet Requirements Yes 
2280 Meet Requirements No 

. 12 Form 8283 
Record Length Page 1: 886 Characters 
Record Length Page 2: 442 Characters 

Field 
No. Identification 

IIIB6-6 
IIIB6-6 
IIIB7 — 6 
IIIB7 — 6 

IIIC8 
IIIC8 
IIIC9 
IIIC9 

IIIC10 
IIIC10 
IIIC11 
IIIC11 
IIIC12 
IIIC12 

Form 
Ref. Length 

"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 

Field Description 

000 
*010 
020 
030 
050 
060 
070 
090 
100 
110 
130 
140 
150 
170 
180 
190 

*210 
220 
230 
240 
250 
255 
260 
270 
280 
290 
300 
305 
310 
320 
330 
340 
350 
355 
360 
370 
380 
390 
400 

Record ID 
Donee Organization A 
Donee Address A 
Descrip of Prop A 
Donee Organization B 
Donee Address B 
Descrip of Prop B 
Donee Organization C 
Donee Address C 
Descrip of Prop C 
Donee Organization D 
Donee Address D 
Descrip of Prop D 
Donee Organization E 
Donee Address E 
Descrip of Prop E 
Contribution Date A 
Date Acquired A 
How Acquired A 
Cost or Basis A 
Fair Market Value A 
Method Used A 
Contribution Date B 
Date Acquired B 
How Acquired B 
Cost or Basis B 
Fair Market Value B 
Method Used B 
Contribution Date C 
Date Acquired C 
How Acquired C 
Cost or Basis C 
Fair Market Value C 
Method Used C 
Contribution Date D 
Date Acquired D 
How Acquired D 
Cost or Basis D 
Fair Market Value D 

Ala 
Ala 
Alb 
Bla 
Bla 
Blb 
Cla 
Cla 
Clb 
Dla 
Dla 
Dlb 
Ela 
Ela 
Elb 
Ac 
Ad 
Ae 
Af 
Ag 
Ah 
Bc 
Bd 
Be 
Bf 
Bg 
Bh 
Cc 
Cd 
Ce 
Cf 
Cg 
Ch 
Dc 
Dd 
De 
Df 
Dg 

25 
25 
25 
25 
25 
25 
25 
25 
25 
25 
25 
25 
25 
25 
25 
25 

6 
4 

10 
12 
12 
20 

6 
4 

10 
12 
12 
20 

6 

10 
12 
12 
20 
6 
4 

10 
12 
12 

"FRMb8283bnnPGOlbnnnnnnnnn" 
Alphanumeric 
Alphanumeric 
Alphanumeric 
Alphanumeric 
Alphanumeric 
Alphanumeric 
Alphanumeric 
Alphanumeric 
Alphanumeric 
Alphanumeric 
Alphanumeric 
Alphanumeric 
Alphanumeric 
Alphanumeric 
Alphanumeric 
MMDDYY 
MMYY 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMYY 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMYY 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
MMDDYY 
MMYY 
Alphanumeric 
Numeric 
Numeric 
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Field 
No. Identification 

Form 
Ref. Length Field Description 

405 
410 
420 
430 
440 
450 
455 

*457 
460 
470 
480 
490 
500 
510 
520 
530 
540 
550 
560 
570 
580 
590 

600 
610 
620 
630 
640 
641 
642 
643 
644 
645 
646 
647 

*650 
660 
670 
680 
690 
700 
710 
720 
730 
740 
750 
760 
770 
780 
790 
800 
810 
820 
830 
840 
850 
860 

Method Used D 
Contribution Date E 
Date Acquired E 
How Acquired E 
Cost or Basis E 
Fair Market Value E 
Method Used E 
Property ID Letter 
Amount This Year 
Amount Prior Year 
Name Donee 
Number 8i Street 
City, State, Zip 
Place Kept 
Name of Person 
Restriction YES 
Restriction NO 
Give Rights YES 
Give Rights NO 
Restriction on Use YES 
Restriction on Use No 
Record ID 

Date Received 
Donee Name 
Employer ID 
Number k. Street 
City, State, Zip 
Property Type — Art 
Property Type — Real Estate 
Property Type — Gem/Jewelry 
Property Type — Stamps 
Property Type — Coins 
Property Type — Books 
Property Type — Other 
Descrip of Prop (1) 
Date Acquired (1) 
How Acquired (1) 
Cost or Basis (1) 
Fair Market Value (1) 
Descrip of Prop (2) 
Date Acquired (2) 
How Acquired (2) 
Cost or Basis (2) 
Fair Market Value (2) 
Descrip of Prop (3) 
Date Acquired (3) 
How Acquired (3) 
Cost or Basis (3) 
Fair Market Value (3) 
Descrip of Prop (4) 
Date Acquired (4) 
How Acquired (4) 
Cost or Basis (4) 
Fair Market Value (4) 
Condition Summary 
Identifying Letters of Items $500 or Less 

Dh 
Ec 
Ed 
Ee 
Ef 
Eg 
Eh 
za 
2b 
2b 
2b 
2b 
2b 
2c 
2d 
3a 
3a 
3b 
3b 
3c 
3c 

Bl 
Bl 
Bl 
Bl 
Bl 
B2 
B2 
B2 
B2 
B2 
B2 
B2 
B3a 
B3b 
B3c 
B3d 
B3e 
B3a 
B3b 
B3c 
B3d 
B3e 
B3a 
B3b 
B3c 
B3d 
B3e 
B3a 
B3b 
B3c 
B3d 
B3e 
B4 
III 

20 
6 
4 

10 
12 
12 
20 

1 
12 
12 
35 
25 
25 
25 
25 

1 

1 
1 

1 

1 
1 

25 

6 
35 
9 

25 
25 

1 

1 

1 
1 
1 

1 
1 

25 
4 

11 
12 
12 
25 
4 

11 
12 
12 
25 

4 
11 
12 
12 
25 
4 

11 
12 
12 
50 

4 

Alphanumeric 
MMDDYY 
MMYY 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
Alpha 
Numeric 
Numeric 
Alphanumeric 
Alphanumeric 
Alphanumeric 
Alphanumeric 
Alphanumeric 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"FRMb8283bnnPG02 
bnnnnnnnnn" 
MMDDYY 
Alphanumeric 
Numeric 
Alphanumeric 
Alphanumeric 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
"X" or Blank 
Alphanumeric 
MMYY 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
MMYY 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
MMYY 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
MMYY 
Alphanumeric 
Numeric 
Numeric 
Alphanumeric 
Alpha 

NOTE: When PG02, Form 8283, is significant, a completed page 2 of the paper Form 8283 must be attached to the 
Form 8453, Taxpayer Declaration. Enter a "1" in Field 29, Paper Document Indicator 9, of the Summary Record if a "1" is not already present. 
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Internal Revenue Service Department of the Treasury 

ssistant Commissioner 
(Planning, Finance and 
Research) 

Washington, DC 20224 
January tg8& 

~Participating Taxpayers 
Electronic Pilinq Project 

Dear Taxpayert 

Thank you far participating in our pilot pro]ect for elec- 
tronic filing of individual tax returns. This is the second year 
of this pilot proiect. 

Electronic filing eliminates most of the manual processes 
required to handle paper returns. As a result of last year' s 
experience, t: he Internal Revenue Service expects to reduce by 
two to three weeks the time required' . to issue refunds on elec-- 
tronically filed returns. We cannot, however, guarantee a refund 
wt. thin a specific time period'because, as with any return, errors 
made by you, your preparer or by us may delay. your refund. Also, . 
in the case of electronic filing, we cannot begin processing your 
refund until your preparer correctly transmits your return to us. 

Electronic filinq will neither increase nor decrease the 
chances that we will audit your return. Receivinq tax returns 
electronically allows us to accomplish quickly and economically 
the same processing that is performed on paper returns. On the 
reverse side is additional information regaiding electronic filinq. 

Your preparer will provide you with the required preparer- 
signed copy of your return and ask you to siqtt a declaration 
form which- must be filed. with us. This declaration form replaces 
the signature part of a paper return and also serves as your 
authorization to have your return electconically filed. Aqain, 
thank you for participating in this pilot which offers benefits 
both to you and to the Internal Revenue Service. 

Sincerely, 

1987 — 1 C. B. 679 
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Additional Information Regarding Electronic Piling 

1 As. with a paper return, Xrui are -responsible for the timely 
submission of an accurate tax return. Sowever, your preparer 
will receive an acknowledgement from the IRS when your electronic 
return is received and accepted. 

2. IRS provides a recorded . tax -information system, Tele-Tax, 
that answers many-Pederal tax questions, -particularly refund 
inquir-ies. -To -check on the status of your refund, please call 
the Tele-Tax number listed below. Before calling, please have 
available the primary Social Security Number as i. t appears on 
your tax return the . exact amount of your expected refund and the 
filing status as shown on your return. 

3. Xf the Tele-Tax message gives you a date that your refund was 
issue'd by IRS, you should receive the refund within a week of 
that date. If not, contact your local IRS office. 
4. If the Tele-Tax message ~ Rmk give you a refund date and it has been more than four weeks after filinq your electronic 
return, ask . your preparer to contact IRS to inquire about the 
status of your return. Your preparer will tell you what to do 
next. 

5. please contact your preparer with any other questions you may 
have. 

List of Tele-Tax phone Numbers 

Sacramento, California 

Albany, New York 

Norfolk, virginia 

Nilwaukee, Wisconsin 

1-888-554-4477 

1-888-554-4477 

1-888-554-4477 

291-1783 

680 1987 — 1 C. 8. 



Ittternal Revenue Service 

Assistant Commissioner 
(Planning. Finance arid 
Research} 

Department of the Treasury 

Washington, DC 20224 
January 1987 

&Particirrating Taxpayers 
Electronic Filing Project 

Dea" Taxpayer: 

Thank you for participating in our pilot oroject for elec- 
tronic filing of individual tax returns. This is the second year 
of this oilot project. 

-Electronic filing eliminates most of the manual orocesses 
required to handle paper returns. As a result of last year' s 
exnerience, the Internal Revenue Service expects to reduce by 
two. to three weeks the tirae required to issue refunds on elec- 
tronically filed returns. We cannot, however, guarantee a refund 
within a specific time period because, as with any return, errors 
made by you, your prerrarer or' by us may delay your refund. Also, 
in khe case of electronic filinq, we cannot begin rrrocessing your 
refund until your oreparer correctly transmits your return to us. 

Electronic filinq will neither increase nor decrease the 
chances that we will audit your return. Receiving tax returns 
electronically allows us to accomplish quickly and economically 
the sarse processing that is performed on paper returns. 

This year you have the option . of having your refund directly 
deposited in your savings or checking account at vour financial 
institution. However, we may encounter a few instances in which 
honorinq the election for direct deposit would delay issuance'of 
your refund. To avoid such a delay, we will issue a paper check. 
On the reverse side is additional information regarding electronic 
filinq and direct deposit of refunds. 

Your preparer will provide you with the required oreoarer- 
signed cony of your return and ask you to sign a declaration 
form which must be filed with us. This declaration form rerrlaces 
the siqnature part of a caner return and also serves as your 
authorization to have your return electronicallv filed and your 
refund directly deposited if you elected this option. Again, 
thank vou for uarticioating in this oilot which offers 

berief 

it 
both to you and to the Internal Revenue Service. 

aqP 

1987 — 1 C. B. 6B1 



Additional Information Regarding Electronic Piling and Direct 
Deposit of Refunds 

1 As- with a paper return, KDR are responsible for. the timely 
submission of an accurate . tax return. However, your preparer 
will receive an acknowledgement from the IRS when your electronic 
return is received and accepted. 

2 IRS -providea a recorded tax -information system, Tele-Tax, 
that answers many Pederal tax questions, . particularly refund 
inquiries. - To check on the . status of your refund, please call the 
Tele-Tax number listed below (DO NOT CALL YOUR BANK). Before 
calling, please have available the primary Social Security Number 
as it appears on your tax return, the exact amount of your 
expected refund and the filing status as shown on your return. 

3 ~ Xf the Tele-Tax message gives you a date that your refund was 
issued by IRS, you should receive the refund within a week of 
that date. If not, contact your local IRS office. 
4. If the Tele-Tax message-dRRR DRi. give you a refund date and 
it has been more than four weeks after filing your electronic 
return, ask your preparer to contact IRS to inquire about the 
status of your return. Your preparer will tell you what to do 
next. 

5. If you file a joint return and elect to have your refund 
deposited directly in your financial institution account, you may 
have-the refund credited to a joint account or to the separate 
account of either party. If married and filing separatelyi the 
direct deposit can only be made to your own account or to a joint 
account with youp-spouse. Please make sure that you indicate the 
owner of the account on the Form 8453. 

6. Please contact your preparer with any other questions you may 
have. 

List of Tele-Tax Numbers 

Phoenix, Arixona 

Durham, North Carolina 

Payetteville, North Carolina 

Raleigh, North Carolina 

Cincinnati, Ohio 

Dayton, Ohio 

252-4989 

1-888-554-4477 

1-888-554-4477 

1-888-554-4477 

421-8329 

1-888-554-4477 
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Usd lllS 
labeL ' 

Otherw(se, 
please 
print dr 
type. 

Tow felt Muw uld Imllsl (Ii iomi Iwlhu, wo ulu saowo'\ hulm nw lhluoo 

84/3 U S Individual income Tax Declaration 
for Electronic Filing 

Ososnmem el the Tlwuur 
Imww dorsmm sornw For the year January 1-0ecember 31, 1986 

OM a Ne. 15C5. 0555 

Tew seoul socwltv harness 

Sdewds soWW swuitr OWoeor 

Tax Return Information (Whole Oollars Only) 

1 Total income� (Form 1040, line 23; Form 1040A, Nne 10; Form 1040EZ. line 3) . 
2 Totai tax (Form 1040. line 55: Form 1040A, line 23; Fohn 1040EZ. Nne 9) 

3 Refund (Form 1040, line 65: Form 1040A. line 26: Form 1040EZ, Nne 10) 

Direct Oeposlt of Refund (ONLY Complete for (Zuanfled Taxpayers. See Instructions. ) 

4 Name of financial inititution and. it applicable. branclx 

5 Routing transit number (RTN): 

6 Oepositor account number. 

7 Type of depositor account: Q Checking, OR Q Savings 

8 Sourcecode: Q Cactuscard. Q Form 1099-(NT, Q Blank chtndr. OR Q Other 

9 Ifrnarriedfilin ajointorsebarateretum, indicateownerofdeoositoraccount(checkonej: Q Husband. Q Wife. OR Q Both 

Oeclaratlon of Taxpayer 

IJnder penalties of perjury, I dedare that 0» amounts described in part I above agree with the amounts shown on the corresponding 
Nnes of my 1986 Federal income tax return given to me by my tax return preparer/transmitter, and that I have also compared the 
information contained on my return with the information I provided to my preparer/transmitter. To the best ol my knowledge and belief. my 
return and, il applicable, the account information shown on lines 4 through 9 in Part II above are true, correct. and complete. I consent that 
my, return, inducing this declaration and accompanying scheduled and sfatements. be sent to the Internal Revenue Service by my tax 
return transmitter and, it applicable. that my refund be directly deposited as designated in part 8 above. If joint return and the refund is to 
be directly deposited. this is an irrevocable appointment of the other spouse as an agent to recewe the refund. 

Please 
Sign 
Here Tow uuwtwo ONe ) secure'S udhctwe (d Iwm Iolunl. aOTN must suer 

Oeclaration of Preparer/Transmitter (if the transmitter did not prepare the tax return, check here. & Q ) 
I declare that the above taxpayer's return is based on all information of which I have knowledge and, if applicable. that I have vanfied 

that the taxoayer'5 name shown on this dedaratlon agrees with the name that appeals on the proof ol accounL A copy of ax forms and 
information to be filed wnh the Internal Revenue seneca has been prowded to the taxpayer. 

Paid 
Preparer's/ 
Transmitter's . 
ijse Qnjy Team, dsetuhuuorsd) 

srd wdlrss 

rar peoerwark Roduciian Act Natice. Oee ecch ol larilh 

Yaur swsu sosuhtr hwueer 
II 'lul 

Q 
t I Na 

hPceda 

rwm 84 53 (1%let 
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Attachment IV 

PreparertTransmitter Agreement for Electronic Filing of Tax Year 1986 Returns 

Name and Address of Preparer/ 
Transmitter: Responsible Official: 

Name 

Title 

Telephone No. 

Name and Address of 
Communications Company: 

Responsible Official of that 
Company: 

Name 

Telephone No. 

NOTE: If you will be transmitting electronic returns from more than one 
metropolitan area, check here [ ] and list the name, address and telephone 
number of principal contact at each location on the reverse side of this form. 

I agree to the following conditions to file Individual Income Tax Returns electron- 
ically. I understand that my failure to meet any of the criteria will result in my not 
being accepted to participate in the program. 

1, I will submit a test transmission by January 16, 1987. I understand that until a 
successful test transmission has been acknowledged by the Service, I am not 
permitted to file electronic returns. 

2, Before transmitting an electronic return, I will secure a taxpayer declaration signed 

by the taxpayer and to store and submit the declaration in the manner and timeframe 
prescribed by the Service. 

3. I will secure, store and submit Forms W — 2 and all other forms, documents, etc. , 
that are required for a complete return in the manner and timeframe prescribed 
by the Service. 

4. My return transmissions will conform exactly to all prescribed specifications. 
5. I understand that any return not acknowledged as received by the Service will be 

considered not filed. When this occurs, I will within one workday either retransmit 
the return or advise the affected taxpayer that the return has not been filed. If I 
receive an acknowledgement for a return which I did not transmit to the Service, 
I will notify the Service by telephone within one workday of receipt of the er- 
roneous acknowledgement. 

6. All returns I file electronically will be original, current year, individual income 
tax, refund returns. 

7. The advertising language I use will not infer any special relationship with the 
Internal Revenue Service, nor endorsement of my services by the Internal Rev- 
enue Service. Claims for faster refunds will not differ from language in Service 
publications. 

8. I will not advertise outside the prescribed metropolitan areas. I will not transmit 
returns for taxpayers who do not personally appear in my office (at least one 
taxpayer on a joint return) unless the taxpayers are residents of the prescribed 
metropolitan areas during the filing season. 

9. I will keep copies of the returns at (address) in accordance with Service specifi- 
cations. 

10. If a taxpayer declaration is found to be missing or in error by the Service, I will 

(1) provide another copy (with other associated paper documents) from my re- 
tained records, or (2) request that the taxpayer furnish this material. If this material 
is not provided, I will advise the taxpayer that the Service considers his or her 
return unsigned. 

11. I will provide the Service access to all materials I am required to maintain to 
ensure my compliance with retention requirements. 
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12. If located in the Albany, Norfolk, Milwaukee or Sacramento metropolitan areas, 
I will give each taxpayer for whom I file an electronic return a copy of the letter 
provided by the Internal Revenue Service concerning electronic filing (Attachment 
I, pages 1 and 2, of the Revenue Procedure for Electronic Filing). 

13. If located in the Cincinnati, Phoenix or Raleigh/Durham/Fayetteville metropolitan 
areas, I will give each taxpayer for whom I file an electronic return a copy of the 
letter provided by the Internal Revenue Service concerning electronic filing and 
direct deposit (Attachment I, pages 3 and 4, of the Revenue Procedure for Elec- 
tronic Filing). 

14. If this application covers branch offices, I will (1) require company-owned branches 
to observe the provisions of this agreement, (2) provide copies of the applicable 
revenue procedures (excluding software, hardware, and communications require- 
ments, at my option) to privately-owned branch offices, and (3) prior to accepting 
returns from privately-owned branch offices for electronic transmission, obtain 
signed Branch Office Supplemental Agreement Forms and promptly forward them 
to the Service. 

15. I will comply with all provisions of the Revenue Procedure for Electronic Filing 
and, if applicable, the provisions of the Revenue Procedure for Direct Deposit. 

In consideration for the opportunity to participate in the IRS Individual Income 
Tax Return Electronic Filing Project, my firm/company agrees to meet and satisfy 
each of the conditions enumerated herein. It is understood and agreed that the failure 
of my firm/company to satisfy any of the above criteria as determined solely by the 
Internal Revenue Service may result without advance notice, in immediate cancellation 
of this agreement along with participation of my firm/company in the electronic filing 

project. I further understand and agree that any administrative appeal from said 
determination will be limited to the review procedures established by the Internal 
Revenue Service. 

Signature of Responsible Company Official: Date: 
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Name, Title and Telephone Number of 
Responsible Official: 

Attachment IV (cont. ) 
Branch Office Supplemental Agreement for Electronic Filing (required only for pri- 
vately-owned branch oflices) 
Name and Address of 
Branch Office: 

Name of Parent Company: Location of Processing Center: 

I agree to the following conditions to file Individual Income Tax Returns electron- 
ically. I understand that my failure to meet any of the criteria will result in my not 
being allowed to participate in the program. 
1. When I send a return to the above processing center to be filed as an electronic 

return, I agree to secure a taxpayer declaration signed by the taxpayer, Forms 
W — 2 and all other forms, documents, etc. , that are required for a complete return. 

2. I will keep copies of the returns at (address) in accordance with Service specifi- 
cations. 

3. All returns I submit for electronic filing will be original, current year, individual 

income tax, refund returns. 
4. The advertising language I use will not infer any special relationship with the 

Internal Revenue Service, nor endorsement of my services by the Internal Rev- 
enue Service, and claims for faster refunds will not differ from language in Service 
publications. 

5. I will not advertise outside the prescribed metropolitan areas and I agree to not 
transmit returns for taxpayers who do not personally appear in my office (at least 
one taxpayer on a joint return) unless the taxpayers are residents of the prescribed 
metropolitan areas during the filing season. 

6. If a taxpayer declaration form is found to be missing or in error by the Service, 
I will (1) provide another copy (with other associated paper documents) from my 
retained records, or request that the taxpayer furnish this material. If this material 
is not provided, I will advise the taxpayer that the Service considers his or her 
return unsigned. 

7. I will provide the Service access to all materials I am required to maintain to 
ensure my compliance with the retention requirements. 

8. If located in the Albany, Norfolk, Milwaukee or Sacramento metropolitan areas, 
I will give each taxpayer for whom I file an electronic return a copy of the letter 
provided by the Internal Revenue Service concerning electronic filing (Attachment 
1, pages 1 and 2, of the Revenue Procedure for Electronic Filing). 

9. If located in the Cincinnati, Phoenix or Raleigh/Durham/Fayetteville metropolitan 
areas, I will give each taxpayer for whom I file an electronic return a copy of the 
letter provided by the Internal Revenue Service concerning electronic filing and 
direct deposit (Attachment 1, pages 3 and 4, of the Revenue Procedure for Elec- 
tronic Filing). 

10. I have received and read the Revenue Procedure for Electronic Filing and, if 
applicable, the Revenue Procedure for Direct Deposit and will comply with all 
provisions relating to my responsibilities as return preparer. 

In consideration for the opportunity to participate in the IRS Individual Income 
Tax Return Electronic Filing Project, my firm/company agrees to meet and satisfy 
each of the conditions enumerated herein. It is understood and agreed that the failure 
of my firm/company to satisfy any of the above criteria as determined solely by the 
Internal Revenue Service may result, without advance notice, in immediate cancel- 
lation of this agreement along with participation of my firm/company in the electronic 
filing project. I further understand and agree that any administrative appeal from said 
determination will be limited to the review procedures established by the Internal 
Revenue Service. 
Signature of Responsible Company Official: Date: 
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26 CFR 601, 602: Forms and instructions. 

(Also Part 1, Sections 40S, 6041, 6041A, 6042, 6043, 
6044, 6045, 6047, 6049, 6050A, 6050B, 6050D, 6050E, 
6050H, 60501, 6050N; 1. 408-7, 1. 6041-1, 1. 6042-2, 
1. 6044-2, 1. 6045-1, 1. 6047-1, 1. 6049-4, 1. 6050A-1, 
1. 6050 B-1, 1. 6050D-1, 1. 6050E-1, 1. 6050 H- IT, 

Rett. Proc. 87-17 

PART A. GENERAL 

SECTION 1. PURPOSE 

. 01 The purpose of this revenue pro- 
cedure is to state the requirements for; 

(1) reproducing paper substitutes of the 
forms shown below, covering payments 
made during the 1987 calendar year (for 
Forms 5498, contributions made for 1987), 
that are required to be filed with the In- 

ternal Revenue Service (IRS), (2) fur- 

nishing substitute statements to forms 

recipients (see Section 4. 01 for definition, 

and paper document reporting). This rev- 

enue procedure contains specifications for 
the following: 

(a) Form 1098, Mortgage Interest 
Statement. 

(b) Form 1099 — A, Information Return 
for Acquisition or Abandonment of Se- 
cured Property. 

(c) Form 1099 — B, Statement for Re- 
ceipt of Proceeds From Real Estate, Bro- 
ker, and Barter Exchange Transactions. 

(d) Form 1099 — DIV, Statement for 
Recipients of Dividends and Distribu- 
tions, 

(e) Form 1099 — G, Statement for Re- 
cipients of Certain Government Pay- 
ments. 

(f) Form 1099 — INT, Statement for Re- 
cipients of Interest Income. 

(g) Form 1099 — MISC, Statement for 
Recipients of Miscellaneous Income. 

(h) Form 1099 — OID, Statement for 
Recipients of Original Issue Discount. 

(i) Form 1099 — PATR, Statement for 
Recipients (Patrons) of Taxable Distri- 
butions Received From Cooperatives. 

(j) Form 1099 — R, Statement for Re- 
cipients of Total Distributions From Profit- 

Sharing, Retirement Plans, Individual 
Retirement Arrangements, Insurance 
Contracts, Etc. 

(k) Form W — 2G, Statement for recip- 
ients of Certain Gambling Winnings. 

(1) Form 5498, Individual Retirement 
Arrangement Information. 

(m) Form 1096, Annual Summary and 
Transmittal of U. S. Information Returns. 

. 02 For the purpose of this revenue 
procedure, a substitute form is one that 
is not printed by IRS. For a substitute 
form to be acceptable to the IRS, it must 
conform to the official form and the spec- 
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ticipant), and Copy C (Form W-2G For 
Winner s Records) must contam the m 
formation specified in section 8 to rise to 
the level of a "statement" or "official form" 
under the applicable provisions of the In- 
ternal Revenue Code. The format of this 
information is at the discretion of the filer 
with the exception of the composite Form 
1099 statement specified in section 8. 04. 

, 03 Proposed substitutes for Copy A 
that do not conform to these specifications 
are not acceptable. 

. 04 No IRS office is authorized to al- 

low deviations from this revenue proce- 
dure. 

. 05 The use of chemical transfer paper 
on Copy A may be approved after review 

by IRS. Submit all requests with a mini- 

mum sample of 100 blank sheets of 20 lb. 
paper (17 x 22 — 500) to Internal Rev- 
enue Service, Attn: D:R:R:T, 1111 Con- 
stitution Avenue, N. W. , Washington, DC 
20224. The paper will be tested and the 
results reported to the requester. 

However, if you utilize self contained 
carbonless paper for copies other than Copy 
A no IRS approval is necessary. 

. 06 Forms 1096, 1098, 1099, 5498 and 
W-2G are subject to annual review and 

possible change. Filers are cautioned, 
therefore, against overstocking supplies 
of privately printed substitutes. THE 
SPECIFICATIONS CONTAINED IN 
THIS REVENUE PROCEDURE AP- 

PLY TO 1987 FORMS ONLY. 
. 07 Copies of the official forms for the 

reporting year may be obtained from most 

Internal Revenue offices. IRS provides 

only cut sheets (no carbon interleaves) of 
these forms. If they are not available at 

your local IRS district office, you may ask 

them to order copies for you. You should 

receive your order within 10 days. If you 

prefer, you may order them by calling 800- 

424-Form. 
. 08 Only original or ribbon copies that 

are typed or machine printed with black 

carbon based ink may be filed with IRS. 
Carbon copies and photocopies are not 

acceptable. 

ifications outlined in this revenue proce- 

dure. DO NOT submit any substitutes for 
APPROVAL. Only those forms that con- 

form to the officicial form and comply with 

the specifications set forth herein are ac- 

ceptable. See Part A, Section 8 for the 

specifications that apply to form recipient 

statements (Copy B). 
. 03 This revenue procedure supersedes 

Revenue Procedure 86-30, 

SEC. 2. NATURE OF CHANGES 

. 01 Ink color for Forms 1098, 1099 and 

5498 has been changed. 
. 02 Specifications for substitute form 

recipient copies. 
. 03 Various editorial changes have been 

made. 
. 04 Improper information provided on 

information returns are subject to pen- 
alties. 

. 05 Separate mailing requirements have 

been modified. 
. 06 New requirements for filing all forms 

with IRS on magnetic media have been 
added. 

. 07 There are no longer screens on 
Forms 1096, 1098, 1099 or 5498. 

. 08 Carbonless paper specifications are 
clarified. 

SEC. 3. REQUIREMENTS FOR ACCEPTABLE 

SUBSTITUTE FORMS, 1098, 1098, 1099, 
5498 AND W-2G. 

. 01 Paper substitutes for Form 1096, 
and copy A of Forms 1098, 1099, 5498 
and W — 2G, that totally conform to the 
specifications contained in this procedure 
may be privately printed and filed as re- 
turns with the IRS. DO NOT submit any 
substitutes for general approval (except 
for Chemical transfer paper listed in . 05 
below). Only those forms that conform 
with the official form and the specifica- 
tions contained herein are acceptable. 

If you are uncertain of any specification 
set forth herein and want that specifica- 
tion clarified, you may submit a letter cit- 

ing the specification in question, your 
interpretation of the specification, and an 
example of the form with your under- 
standing of the specification to: 

Internal Revenue Service 
ATTN: D:R:R:T 
1111 Constitution Avenue, N. W. 
Washington, DC 20224 

You must identify the specification in 
question as general approval of forms is 
not available. 

. 02 Copy B (Form 1098 For Payer, 
Form 1099 — A For Borrower, other Forms 
1099 For Recipient, Form 5498 For Par- 

SEC. 4. OEFINmONS 

. 01 The term taxpayer (form reap& 

ent) identification number (TIN)" for an 

individual means the individual's social 

security number (SSN). The SSN consists 

of nine digits separated by hyphens as fol- 

lows: 000-00-0000. For all other form re- 

cipients, the term "taxpayer (form 
recipient) identification number" means 

the employer identification number (EIN). 
The EIN consists of nine digits separated 



by one hyphen as follows: 00-0000000. A 
sole proprietor may have both an EIN and 
an SSN. 

. 02 In the past the terms payee and 
recipient were usually synonymous. The 
addition of new forms to the information 
returns family requires different termi- 
nology to identify the recipient of a copy 
of the form filed with IRS (i. e. , 1098 is 
payer, 1099-A is borrower, 5498 is par- 
ticipant). Therefore, to alleviate any pos- 
sibility of confusion, the person who is 
required by law to receive a copy of the 
official form or information statement will 
be referred to as the "form recipient. " 
The name of the appropriate form recip- 
ient must be shown on the first or second 
name line in the area on the form pro- 
vided for the form recipient name and 
address. (See Section 6 for guidelines on 
the preferred methods for the form recip- 
ient name and TIN). No descriptive in- 
formation or other name should precede 
the form recipient's name. ONLY one form 
recipient name should appear on the first 
line of the form. If more than one form 
recipient(s) name must be entered, we 
prefer that the filer place the responsible 
form recipient (person or organization 
whose TIN is provided) on the first line. 
Place other form recipient's names on the 
succeeding name lines (up to 3 name lines 
are allowable). While we prefer that these 
guidelines be followed in submitting in- 
formation returns, we recognize that cer- 
tain states require that the entities on trust 
accounts be provided in a different for- 
mat. Filers should provide information re- 
turns reflecting payments to trust accounts 
with the trusts' TINs in the recipients' TIN 
areas, and the trusts' names as the recip- 
ient's first name lines and the trustee as 
the recipients' second name lines. 

. 03 The term "filer" means the person 
or organization required by law to file with 
IRS a form listed in section 1. 01 above. 

. 04 A corrected and/or amended re- 
turn is one that corrects previously re- 
ported information. Place an "X" within 
the box to the left of the word "Cor- 
rected. " 

. 05 The term "substitute form" means 
a paper substitute of Copy A of an official 
form listed in section 1. 01 above that to- 
tally conforms to the provisions in this 
revenue procedure. 

. 06 The term "form recipient state- 
ment" means a paper statement of the 
information reported on a form listed in 

section 1. 01 above that must be furnished 
to a person, as so defined (form recipient) 
under the applicable provisions of the In- 

ternal Revenue Code. 
. 07 A composite statement is a substi- 

tute form recipient copy of official Forms 
1099-DIV, INT, OID and PATR, in the 

aggregate or in any combination thereof. 
A filer may use a composite statement 
when such reportable payments are paid 
to the same form recipient during the cal- 

endar year. A composite statement is one 
form (although the form itself may com- 

prise more than one page) that contains 
all the requisite Form 1099 information 

(for the payments enumerated above). A 
composite statement may contain any 
combination of the above Form 1099 in- 

formation. A composite Form 1099 can- 
not be filed with IRS. If the filer does not 
use a composite statement for these pay- 
ments, the filer must provide the neces- 
sary information to the form recipient 
separately on each respective form or sub- 

stitute statement as the case may be. See 
Notice 87-17, page 454, this Bulletin, and 

other applicable procedures for the rules 

on how these statements should be provid- 

ed to form recipients. 

SEC. 5. INSTRIICllONS FOR PREPNING 

FORMS THAT WIU. BE BLED WITH THE IRS 

. 01 The form recipient's name, street 
address, city, , state, and ZIP code infor- 
mation must be TYPED OR MACHINE 
PRINTED IN BLACK INK on separate 
lines. The city, state, and ZIP code must 
be on the same line. 

. 02 The box below the form recipient's 
name and address may be used for the 
account designation number. This infor- 
mation is not required; however, special 
caution must be taken if an a~~unt des- 
ignation number is being entered. This 
number must be unique and MUST NOT 
appear anywhere on the form other than 
in the box specified for this use. If window 
envelopes are used, this number must not 
show through the window because the 
Postal Service may not accept them for 
metered mail. 

. 03 Filers must TYPE OR MACHINE 
PRINT data entries on the forms, use car- 
bon-base BLACK ribbon, insert data in 

the middle of blocks well separated from 
other printing and guidelines, and take 
other measures to guarantee a clear, dark 
black, sharp image. 

. 04 Machine printed forms should be 
printed using a 6 lines/inch option. 

. 05 Machine printed forms must be 
printed in 10 pitch pica (i. e. , 10 print char- 
acters per inch) or 12 pitch elite (i. e. , 12 
print positions per inch). 

. 06 On corrected returns, an "X" must 

be placed within the check box located at 

the top of the form to the left of the word 
"CORRECTED. " The accompanying 
Form 1096 for a submission of corrected 
returns should also contain an "X" within 

the "CORRECTED" box at the top of 
the form. DO NOT type the words COR- 
RECTED RETURN on the Form 1096, 
1098, 1099, 5498 or W-2G, All required 
data blocks must be completed on a cor- 
rected return since it replaces and 
supersedes the information return previ- 
ously filed. 

, 07 For corrected or voided docu- 
ments, enter an "X" within the appro- 
priate box using only computer print, 
typewriter or 4t2 pencil. DO NOT use a 
ball-point pen or felt tip marker. The ma- 

chine used to "read" paper forms gen- 
erally cannot "read" these ink types. 

. 08 Substitute forms prepared in con- 
tinuous or strip form must be burst and 

stripped to conform to the size specified 
for a single sheet before they are filed with 

IRS. The size specified does not include 
pinfeed holes. Pinfeed holes MUST NOT 
be present on forms filed with IRS. 

. 09 Money amounts should be printed 
without dollar signs ($), ampersands (8r. ), 
asterisks ('), commas (, ) or other special 
characters. However, use decimal points 
to indicate dollars and cents. 

. 10 DO NOT FOLD Forms 1096, 1098, 
1099, or 5498 mailed to IRS. Mail these 
forms flat in an appropriately sized en- 
velope or box. Folded documents cannot 
be readily moved through the scanner 
transport used in IRS processing. 

. 11 DO NOT STAPLE Forms 1096 to 
the returns being transmitted. Staple holes 
in the vicinity of the return code number 
reduce our ability to machine scan the 
return code number, which is used to 
identify the type of document being proc- 
essed. 

. 12 MAIL completed paper forms to 
the IRS service center specified in the In- 
structions for Forms 1099, 1098, 5498, 1096, 
and W — 2G. 

. 13 If you submit forms to IRS that do 
not meet the specifications in this revenue 
procedure, you may be subject to a pen- 
alty for filing forms in an unacceptable 
format under section 6721 of the Internal 
Revenue Code. The penalty is $50 for each 
form that the IRS cannot accept as a re- 
turn because it does not meet the provi- 
sions set out in this revenue procedure. 

. 14 Filers who submit forms with miss- 
ing or incorrect information (other than 
an SSN) on an information return may be 
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subject to penalties under section 6723 of 
the Internal Revenue Code. Generally the 

penalty is $5 per information return. For 
instructions on how to file information re- 
turns see Instructions for Forms 1099, 1098, 
5498, 1096 and W-2G. 

SEC. 6. TAXPAYER IDENTIFICAllON 

NIIINBERS 

. 01 Under section 6109 of the Internal 
Revenue Code, a person with respect to 
whom a return, statement, or other doc- 
ument is required to be made by another 
person must furnish his taxpayer identi- 
fication number (TIN) to such other per- 
son. The number must be furnished to the 
filer whether or not the form recipient is 
required to file a tax return or is covered 

by Social Security. Section 6109 also re- 

quires filers to request the TINs and place 
them on returns required to be filed with 

IRS. 
. 02 Filers must provide correct TINs 

on all forms submitted. It is particularly 
important that correct social security and 

employer identification numbers for form 
recipients be provided on magnetic media 
or paper forms submitted to IRS. 

. 03 Section 6676 of the Internal Rev- 
enue Code imposes a $50 penalty on filers 
for each return filed with an incorrect or 
missing TIN. For payments of interest, 
dividends and royalties the penalty is self- 
assessable on Form 8210, Self-Assessed 
Penalties Return. 

. 04 The TIN required to be furnished 
to the IRS depends primarily on the man- 
ner in which the account is maintained in 

the filer's records. Usually, the TIN pro- 
vided must be that of the owner of record. 
If an account is recorded as a joint ac- 
count, Le. , more than one person is listed 
on the account, furnish the TIN and name 
of the first person listed on the record. 
For individuals, the TIN is the SSN, (for 
those individuals operating a business as 
a sole proprietorship with employees fur- 
nish an EIN). For other entities, furnish 
an EIN. 

. 05 Sole proprietors filing information 
returns should show their EIN on the re- 
turn if required to have an EIN. If not, 
they should show their SSN. However, if 
the sole proprietor is a form recipient, 
then the SSN should be used. 

. 06 The charts below will help you de- 
termine the TIN to be furnished to IRS. 

Chart 1. Guidelines for Social Security Numbers 

Type of account 

1. An individual's ac- 
count. 

2. A joint account (two 
or more individuals, 
husband and wife, 
adult and minor). 

3. Account in the name 
of a guardian or com- 
mittee for a designated 
ward, minor, or in- 

competent person. 
4. Custodian account of a 

minor (Uniform Gift 
to Minors Act). 

5. The usual revocable 
savings trust account 
(grantor is also 
trustee). 

6. So-called trust account 
that is not a legal or 
valid trust under state 
law. 

7. Sole proprietorship. 

For Form Recipient TIN 
enter the Social Security 
number of 

The individual. 

The actual owner of ac- 
count. (If more than one 
owner, the first individual 
on the account). 
The ward, minor, or in- 
competent person. 

The minor. 

The grantor-trustee. 

The actual owner. 

The sole proprietor 
owner. 

On the 1st Name Line of 
the Form Recipient 
Portion of the Return 
Enter the Name of 

The individual. 

The individual whose 
SSN is entered. 

The individual whose 
SSN is entered. 

The minor. 

The grantor-trustee. 

The actual owner. 

The sole proprietor 
owner. 
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Chart 2. Guidelines for Employer Identification Numbers 

On the 1st Name Line of 
For Form Recipient TIN the Form Recipient Por- 

enter the Employer Iden- tion of the Return Enter 
tification Number of the Name of For this type of account 

1. A valid trust, estate, 
or pension trust. 

2. A corporate account. 
3. An association, club, 

religious, charitable, 
educational, or other 
tax-exempt organiza- 
tion. 

4. A partnership account 
held in the name of 
the business. 

5. A broker or registered 
nominee middleman. 

6. Account with the De- 
partment of Agricul- 
ture in the name of a 
public entity, such as a 
state or local govern- 
ment, school district, 
or prison, that receives 
agriculture program 
payments. 

Legal entity. (Do not fur- 

nish the identification 
number of the personal 
representative or trustee 
unless the name of the 
representative or trustee 
is used in the account ti- 

tle). 
The corporation. 
The organization. 

The partnership. 

The broker or nominee/ 
middleman. 
The public entity. 

The legal trust, estate, or 
pension trust. 

The corporation. 
The organization. 

The partnership. 

The broker or nominee/ 
middleman. 
The public entity. 

SEC 7. MAGNHlC NEDU RUNG 

. 01 IRS encourages all filers including 

nominees (hereafter collectively referred 
to as filers) to file information returns on 
magnetic media instead of paper forms. 
All forms listed in Sec. 1. 01 (except Form 
1096) may be filed on magnetic media. 

. 02 Any person who is required to file, 
or was required to file for the prior year, 
more than 50 Forms 1099-DIV (for div- 

idend reportable under section 6042 of the 

Code), 1099-INT, 1099-OID or 1099- 
PATR in any combination, for a calendar 

year MUST file these returns on magnetic 
media. This requirement applies to any 

person for any period unless such person 
establishes that this requirement would 

result in undue hardship and requests a 
waiver from the filing requirements. To 
request a waiver from filing on magnetic 

media, submit a waiver request on a writ- 

ten statement or on Form 8508, Request 
for Waiver From Filing Information Re- 

turns on Magnetic Media, 90 days before 
the due date of the return and send it to 
the following address: Magnetic Media 

Reporting, Internal Revenue Service, 
National Computer Center, P. O. Box 
1359, Martinsburg, WV 25401-1359. 

. 03 Regulations section 1. 6045-1(1) 
requires brokers and barter exchanges to 
use magnetic media in reporting any Form 
1099-B data to IRS. Generally, new bro- 
kers and new barter exchanges may re- 

quest an undue hardship exception by filing 

a waiver request, by the end of the second 
month following the month in which they 

became a broker or barter exchange, with 

the IRS National Computer Center at the 

address in . 02 above. 

. 04 Regulations section 301. 6011-2 re- 

quires the use of magnetic media for filing 

Forms 1098, 1099-A, 1099-G, 1099-MISC 
(except substitute payment reported in Box 
8), 1099-R, 5498 and W-2G if you are 
required to file, or were required to file 

for the prior year, 250 or more returns 

unless you establish that this requirement 
would result in undue hardship. A request 
for a waiver should be submitted by writ- 

ten statement or on Form 8508, 90 days 
before the due date of the return and sent 

to the National Computer Center, at the 
address in . 02 above. 

. 05 Specifications for filing informa- 
tion returns on tape, 8 inch and 5' inch 
diskette, cassette or mini-disk are con- 
tained in various revenue procedures re- 
lating to Requirements and Conditions for 
Filing Information Returns on Magnetic 
Media. Copies of these procedures may 
be obtained from any Internal Revenue 
District office or by contacting the IRS 
National Computer Center. Filers or agents 
who are required to, or want to, file in- 

formation returns on magnetic media must 

file Form 4419, Application for Magnetic 
Media Reporting of Information Returns. 
Forms 4419 must be filed prior to sub- 

mitting returns on magnetic media. IRS 
will provide a written reply to the appli- 
cant and further instructions at the time 
of approval. The application must be sent 
to the National Computer Center address 
in . 02 above. 

. 06 Since many states accept infor- 
mation returns filed on magnetic media, 
savings may be obtained if similar media 
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is used for filing with IRS and state tax 
agencies. For information regarding state 
magnetic media filing requirements, filers 

should contact the respective state tax au- 

thority. 

SEC. B. STATEMENT TO FORM RECIPIENTS 

AND FORM RECIPIENT COPIES 

. 01 For payments of interest and div- 

idends reportable on Forms 1099-DIV (for 
dividends reportable under section 6042 
of the IRC), 1099-INT (except for inter- 

est reportable under section 6041), 1099- 
OID or 1099-PATR an offiicial Form 1099 
must be furnished to a form recipient either 

in a statement mailing by first-class mail 

or in person. For payments of royalties 
reportable on Form 1099 — MISC, you are 
also required to furnish the statement in 

person or in a statement mailing by first- 

class mail, but the statement need not be 
the official form. These forms may be 
mailed or provided to the form recipient 
in one of two ways: (1) In a statement 
mailing with other Forms 1098, 1099 or 
5498 form recipient statements, a check, 
a letter explaining why no check is en- 
closed, a statement of the person's ac- 
count, Forms W-8 and Form W-9, Forms 
W — 2 and W-2P, and a letter limited to an 
explanation of the tax consequences of 
the enclosed form recipient statements. If 
this method is used, the statement "Im- 
portant Tax Return Document Enclosed" 
must appear on the envelope and on each 

check, letter, or account statement in a 
bold and conspicuous manner. (2) In a 
separate mailing with other Forms 1098, 
1099, or 5498 form recipient statements, 
Forms W-g, Form W — 9 solicitations, 
Forms W — 2 and W — 2P, and a letter of the 
tax consequences of the enclosed form re- 
cipient statements. If you follow the sec- 
ond method you are not required to include 
the legend "Important Tax Return Doc- 
ument Enclosed" on the envelope. No 
other information, such as advertising, 
promotional material, or a quarterly or 
annual report, may be mailed with the 
form recipient statement or provided in 

person with the form recipient statement 
without violating these requirements. 

. 02 The requirement to furnish form 
recipients with an official Form 1099-DIV, 
INT, OID and PATR, may be met by 
furnishing a substitute Form 1099 (form 
recipient copy) if it contains language sub- 

stantially similar to that of the official form, 
such as the aggregate amount paid to the 
form recipient, any Federal income tax 
withheld under IRC section 3406, of the 
code, the name, address and TIN of the 
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2. The title of the official form or 
forms for which this form recipient copy 
substitutes must be shown at the be- 
ginning of each appropriate block of 
information. 

3. Any information required by the 
official form that would otherwise be 
repeated in each information block is 
only required to be listed once in the 
first information block on the compos- 
ite form. For example, there is no re- 
quirement to report the name of the 
filer in each information block. 
. 05 Statements to form recipients of 

other reportable payments on Forms 1098, 
1099-A, 1099-B, 1099-G, 1099-MISC 
(except payments reportable under sec- 
tion 6045), 1099-R, 5498, 1099-DIV (or 
payments reportable under section 6047), 
10999-INT (for payments reportable un- 

der section 6041) and W-2G should meet 
the following requirements: 

1. The filer and form recipient in- 

formation required on the statement 
must be included. 

2. All money amounts and infor- 
mation required to be reported to the 
form recipient must be titled on the 
form recipient statement in substan- 

tially the same manner as those on the 
official form. 

3. Form recipient statements must 

contain the following: 

(1) Forms 5498 and Form 1099- 
R — "This information is being fur- 

nished to the Internal Revenue Ser- 
vice. " 

(2) Forms 1099 — G and W-2G- 
"This is important tax information 
and is being furnished to the Internal 
Revenue Service. If you are required 
to file a return, a negligence penalty 
or other sanction may be imposed 
on you if this income is taxable and 

the IRS determines that it has not 
been reported. " 

(3) Forms 1099 — B and 1099- 
MISC — Same as item (2) above, ex- 

cept change "may" to "will" in the 
second sentence. 

(4) Form 1099 — A — "This is im- 

portant tax information and is being 

furnished to the Internal Revenue 

Service. If you are required to file a 
return, a negligence penalty or other 

sanction will be imposed on you if 
taxable income results from this 
transaction and the IRS determines 

that it has not been reported. " 
(5) Form 1098 — (a) "The amount 

in box 1 is important tax information 

and is being furnished to the Internal 

person making the return and any other 

information required by the official form. 

Generally, information not required by 
the official form should not be included 

on the form because it may violate the 

mailing requirements (see . 01 above). In 
addition, the form recipient copy for in- 

terest, dividends, patronage dividends and 

original issue discount must contain the 
information listed below. 

1. All money amounts required to 
be reported to the form recipient must 

be titled and numbered in substantially 

the same manner as those on the offi- 

cial form. 
2. The form recipient copy must 

contain all applicable form recipient in- 

structions provided on the front and 
back of the official form. 

3. Form recipient copies covering 
reportable interest, dividends, patron- 
age dividends and original issue dis- 

count must contain the following 
statement in bold and conspicuous type, 
"This is important tax information and 
is being furnished to the Internal Rev- 
enue Service. " If you are required to 
file a return, a negligence penalty or 
other sanction will be imposed on you 
if this income is taxable and IRS de- 
termines that it has not been reported. " 

4. The form recipient copy must 
contain the Office of Management and 
Budget (OMB) number prescribed on 
the official form. 

5. The form recipient copy must show 
the title and number of the official Form 
1099 for which it substitutes. 

1. All information pertaining to a 
particular type of payment must be lo- 
cated and blocked together on the form 
and must be separate from any infor- 
mation covering other types of pay- 
ments included on the form. 

. 03 If the form recipient copy contains 
all the information listed in . 02 above, 
layout and format of the form is at the 
discretion of the filer. 

. 04 A composite form recipient copy 
is permitted for reportable payments of 
interest, dividends, patronage dividends, 
and/or original issue discount (Forms 1099- 
DIV, INT, OID or PATR) when one filer 
is reporting any or all of these payments 
during a calendar year to the same form 
recipient. Although the composite form 
recipient copy may be on one form, the 
format of the composite form recipient 
copy must satisfy the following require- 
ments in addition to the requirements listed 
in . 02 above. 



Revenue Service. If you are required 
to file a return, a negligence penalty 
or other sanction will be imposed on 
you if the IRS determines that an 
underpayment of tax results because 
you failed to properly show this 
amount on your return. " 

(b) "The amount shown may not 
be fully deductible by you on your 
Federal income tax return. Limita- 
tions based on the cost and value of 
the secured property may apply. In 
addition, you may only deduct an 
amount of mortgage interest to the 
extent it was actually paid by you 
and not reimbursed by another per- 
son, and to the extent the interest is 
attributable to a loan for which you 
are liable for repayment. " 
4. Appropriate instructions to the 

form recipient, similar to those on the 
official form, must be provided to aid 
in the proper reporting of the items on 
the form recipients' income tax returns. 
For payments reported on Form 1099- 
B, the requirement to include on the 
statement furnished to form recipients 
instructions that are substantially sim- 
ilar to those on the official form may 
be satisfied by providing form recipi- 
ents with a single set of instructions with 

respect to all statements required to be 
furnished in a calendar year. 
. 06 Statements specified in . 05 above 

may contain information other than that 
required by the official form. However, if 
other information is included, such state- 
ments cannot be mailed with Forms 1099— 
DIV, INT, OID or PATR or their sub- 

stitutes without violating the mailing re- 
quirements. 

. 07 A composite form recipient state- 
ment for forms specified in . 05 above is 

permitted when one filer is reporting any 
or all of these payments during a calendar 
year to the same form recipient. A com- 

posite statement is not allowable for a 
combination of forms listed in . 05 above 
and forms listed in . 04 above. For ex- 

ample, a composite statement of Form 
1098 and 1099-INT (for interest report- 
able under section 6049) is not allowable. 
Although the composite form recipient 

copy may be on the form, the format of 
the composite form recipient copy must 

satisfy the requirements listed in items (1), 
(2), and (3) of . 04 above. 

SEC. 2. SPECIFICATIONS FOR FORMS 1096 
AND COPY A OF FORMS 1098, 1099 AND 

5498 

. 01 The substitute form must be an ex- 

act replica of the official reproduction proof 
with respect to layout and contents. "Spot 
Carbons" are not permitted for Copy A. 
The Government Printing Office (GPO) 
symbol must be deleted. Specifications for 

Copy A are provided in Exhibits A thru 

M. 

. 02 Color and quality of paper. Paper 
for Copy A (cut sheets and continuous 
pinfeed forms) as specified by JCP 0-25, 
dated November 29, 1978, must be: White 
100% bleached chemical wood, optical 
character recognition (OCR) bond pro- 
duced in accordance with the following 
specifications: 

Note: Reclaimed fiber in any percent- 
age is permitted, provided the require- 
ments of this standard are met. 
1. Acidity: pH value, average, 

not less than . . . . . . . . . . . . . . . . . 4. 5 
2. Basis Weight 17 x 22 

500 cut sheets, . . . . . . . . . . . . . . 
Metric equivalent — g/m 

A Tolerance of ~ 5 pct. 
shall be allowed. 

3. Stiffness: Average, each 
direction, not less than— 
mifligrams . . . . . . . . . . . . . . . . . . . . 50 

4. Tearing strength: Average, 
each direction, not less 
than — grams . . . . . . . . . . . . . . . . . 40 

20 
75 

PART 8-SUBSTITUTE FORM FORMAT 

REQUIREMENTS (EXCLUDING FORM W-2G) 

SEC. 1. GENERAL 

. 01 The following specifications pre- 
scribe the format requirements of Forms 
1098 (Copy A), 1099 (Copy A), 5498 (Copy 
A), and 1096. 

. 02 The form identifying number (e. g. , 
9191 for Forms 1099-DIV) must be printed 
in non-reflective black carbon-based ink 

in print positions 25 through 29 using an 

OCR A font. The ballot boxes located to 
the right of the form identifying number 
must be 10-point boxes. 

Note: If the ballot box is checked in- 

dicating a corrected return or a "void" 
return, more than 50% of the box must 

be covered by an" X. " Do not type "COR- 
RECTED RETURN" on the top of the 
form. AH required data must be com- 

pleted on the corrected form since it re- 

places and supersedes the information 
return previously filed. 

5. Opacity: Average, not less 
than — percent . . . . . . . . . . . . . . . 

6. Thickness: Average— 
inch — 0. 0038 
Metric equivalent- 

mm — 0. 097 
A tolerance of +0. 0005 

inch (0. 0127 mm) shaH 

be 

82 

allowed. 
Paper shall not vary more 
than 0. 0004 inch (0. 0102 
mm) from one edge to 
the other. 

7. Porosity: Average, not less 
than — seconds . . . . . . . . . . . . . . . 

8. Finish (smoothness): 
Average, each side— 

seconds . . . . . . . . . . . . . . . . . . . . 
For information only, the 

Sheffield equivalent— 
units . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 170-100 

9. Dirt: Average, each side, 
not to exceed — parts per 
million . . . . . . . . . . . . . . . . . . . . . . . . 8 

. 03 AH printing will be in red OCR 
dropout ink, as specified, except for the 
4-digit form identifying numbers appear- 
ing in the upper middle margin on the 
official IRS form, which will be printed 
in nonreflective carbon-based black ink. 
AH other printing will be in red OCR 
dropout ink with or comparable to the 
specifications below. The screened area 
of any substitute form should generally 
correspond to that present on the official 
form. Separation between fields must be 
0. 1 inch. The numbered captions are 
printed as a solid with no screened back- 
ground. The red OCR dropout ink must 
be Sinclair-Valentine J — 6983 or an exact 
match. 

20-55 

OCR Specifications 

Contractor must have or initiate a qual- 
ity control program to assure OCR ink 
density. In addition he must have at or 
adjacent to his production area either a 
MacBeth PCM tester or a Kidder 082A 
tester in order that testing may be accom- 
plished at regular intervals throughout a 
shift. 

Paper and Ink 

Readings will be made when printed 
on approved 20 lb. White OCR bond with 
a reflectance of not less than 80%. Black 
ink used must not have a reflectance greater 
than 15%. These readings are based on 
requirements of the "REI Input 80 Model 
C1 & D" Optical Scanner using Sinclair 
and Valentine J — 6983 red ink or equal. 
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MacBeth PCM II Tester 

The tested Print Contrast Signal (PCS) 
values when using the MacBeth PCM — II 
tester on the "C" scale must range from 
. 01 minimum to . 06 maximum. 

Kidder 082A Tester 

The tested Print Contrast Signal (PCS) 
values when using the Kidder 082A tester 
on the Infra Red (IR) scale must range 
from . 12 minimum to . 21 maximum. White 
calibration disc must be 100%, sensitivity 
must be set at one (1). 

Alternative Tester 

If an alternative tester is used it must 

be approved by the Government so that 
tested (PCS) values can be established with 

this equipment. Approval may be ob- 
tained by writing to the following address: 

Commissioner of Internal Revenue 
Attn: PM:HR:F:P:P Room 1237 
Tax Forms Procurement Analyst 
1111 Constitution Avenue, N. W. 

Washington, DC 20224 

Printing exceeding the maximum screen 
density will cause the forms to be non- 

processable. If this happens the filer will 

be required to refile on acceptable forms 
and will be subject to a $50 penalty for 
each form printed or prepared that is filed 
in a nonprocessable format. 

. 04 Typography — Type must be sub- 

stantially identical in size and shape with 

corresponding type on the official form. 
All rules are either 1-point or Y4-point. 

Rules must be identical to that on the 
official IRS form. NOTE: The form iden- 

tifying number must be nonreflective car- 
bon-based black ink in OCR A font. 

. 05 Dimension — Three official Forms 
1098, 1099 or 5498 (Copy A) are con- 
tained on a single page, which is 8 inches 
wide (exclusive of any snapstubs and/or 

pinfeed holes) by 11 inches deep. The top 
margins must be 4 inch, and the right 
margin must be Y4 inch plus or minus . 0313 
inch. If the right and top margins are 

properly aligned the left margin for all 

forms will be correct. All margins must 

be free of all printing. 

. 06 The depth of the individual trim 
size of each form on a page must be the 
same (3V3 inches) as that of the official 

reproduction proof. 
. 07 Perforations are required between 

forms on all copies (except Copy A) to 
enable the separation of individual forms. 

. 08 The words "For Paperwork Re- 
duction Act Notice and instructions for 

completing this form, see Instructions 

for Forms 1099, 1098, 5498, 1096 and 

W — 2G" must be printed on Copy A and 

Copy C. 
. 09 The OMB Number must be printed 

on each ply in the same location as on the 
official form, 

. 10 Privately printed continuous sub- 

sn'tute forms (Copy A) must be perforated 
at each 11" (3-on) page depth. No perfo- 
rations are allowed between the 3%" forms 
on a single copy page of Copy A. 

. 11 The words "Do NOT Cut or Sep- 
arate Forms on This Page" must be printed 

in red dropout ink (as required by form 
specifications) between the three forms. 
NOTE: Perforations are required be- 
tween all the other individual copies 
(Copies B and C, and copies 1 and 2 for 
Form 1099 — R) included in the set. 

. 12 The back of a substitute Copy A 
must be free of all printing. 

. 13 Carbonized. "Spot carbons" are not 
permitted for Copy A. Interleaved carbon 
must be of good quality to assure legibility 
of information on all parts to preclude 
smudging and should be black. "Chemical 
transfer paper" is now permitted (see Sec- 
tion 3. 05 of Part A above). 

. 14 Printer's symbol — The GPO sym- 
bol must not be placed on substitute Copy 
A. In place of the GPO symbol, the em- 
ployer identification number (EIN) of the 
forms printer must be printed in the bot- 
tom margin on the face of each individual 

form of Copy A. 
. 15 In the past, substitute Forms 1098, 

1099 and 5498 were approved allowing a 
black postal indicia box in the nonscanned 
upper right hand corner of the form. Be- 
cause of the difficulty IRS has experi- 
enced in processing these forms, this 
deviation is NO LONGER ACCEPTA- 
BLE. However, you may use a postal in- 

dicia if it meets the following criteria: a) 
it is printed in the OCR ink color pre- 
scribed for the form; b) no part of the 
indicia is within 1 print position of the 
scannable area; c) there is a V6 inch head 
margin; and d) there is a le inch right 
margin. 

PART C. SUBSTITUTE FORM FORMAT 

REI}UIREMENTS FOR FORM W-2G ONLY 

SEC. 1. GENERAL 

. 01 The following specifications pre- 
scribe the format requirements of Form 
W-2G — COPY A ONLY. 

. 02 A filer may file a substitute Form 
W-2G with IRS (hereinafter referred to 

as substitute Copy A). Substitute forms 
submitted to IRS must be exact replicas 
of the official forms with respect to layout 
and contents. The Government Printing 
Office symbol must be deleted. 

SEC. 2. SPECIFICATIONS FOR COPY A FOR 

FORMS W-2G 

. 01 Color and Quality of Paper. 

1. Paper for Copy A must be white 
chemical wood bond, or equivalent, 20 
pound (basis 17 x 22 — 500), plus or minus 
5 percent. The paper must consist of prin- 
cipally bleached chemical woodpulp and 
be free from unbleached or ground wood- 

pulp or recycled printed paper. It also must 
be suitably sized to accept ink without 
feathering. 

2. Copies B and C (to be filed with tax 
return and For Winner's Records) and D 
(For Payer) are provided in the official 
assembly solely for the convenience of the 
filer. Filers may ciioose the format, de- 

sign, color and quantity of the paper used 
for these copies. 

3. Copies 1 and 2 are provided to file 
with the state. Some states have requested 
the addition of these two plys and they 
have been included solely for the conven- 
ience of the filer. 

. 02 Color and Quality of Ink — All 
printing must be in a high quality non- 

gloss black ink. Bar codes should be free 
from picks and voids. 

. 03 Typography — Type must be sub- 

stantially identical in size and shape with 

corresponding type on the official form. 
All rules on the document are either Vi 

point (. 007 inch), 1 point (0. 015 inch) or 
3 point (0. 045). Vertical rules must be 
parallel to the left edge of the document; 
horizontal rules, parallel to the top edge. 

. 04 Dimensions — The official form is 8 
inches wide x 3' inches deep, exclusive 

of a Y~ inch snap stub on the left side of 
the form. The snap feature is not required 
on substitutes. The top and right margins 

must be tr4 inch plus or minus . 0313. If 
the top and right margins are properly 
aligned, the left margin for all forms will 

be correct. All margins must be free of 
all printing. If the substitute forms are in 

continuous or strip form, they must be 
burst and stripped to conform to the size 

specified for a single form before they are 
filed with IRS. 

1. The width of a substitute Copy A 
must be 8 inches. The left margin must 

be free of all printing other than that shown 

on the offic|al form. 
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2. The depth of a substitute Copy A 
must be 3' inches. 

. 05 Clear Area — The back of Copy A 
must be free of all printing. 

. 06 Carbonized forms on "spot car- 
bons" — Carbonized forms and "spot car- 
bons" are not permitted. Interleaved 
carbons, if used, must be of good quality 
to preclude smudging and should be black. 

. 07 Printer's Symbol — The Govern- 
ment Printing Office symbol must not be 
printed on substitute Forms W — 2G. In 
place thereof, the printer's employer 
identification number should appear in the 
same place on such substitute forms. 

PART D. ADDITIONAL INSTRUCTIONS FOR 

FORMS 1098, 1099, 5498 AND W-2G 

SEC. 1. OTHER COPIES 

. 01 Copies 1 and 2, B, C and D are 
included in the official assembly for the 
convenience of the filer. Although there 
is no requirement that privately printed 
substitute forms include these copies, 
Copies B and C will satisfy the require- 
ment of law and regulations concerning 
the statement of information that is re- 
quired to be furnished to the form recip- 
ient. Copies C and D may be desired as 
a filer record copy. 

. 02 Arrangement of Assembly. The 
parts of the assembly shall be arranged, 
from top to bottom, as follows: Forms 
1099 (except 1098, 1099-A, 1099 — R, 5498, 
and W — 2G) Copy A (Original), "For In- 

ternal Revenue Service Center"; Copy B 
"For Recipient"; Copy C "For Payer. " 
Form 1098 Copy A (original), "For In- 

ternal Revenue Service Center"; Copy B 
"For Payer"; Copy C "For Recipient. " 
Form 1099 — A Copy A (Original), "For 
Internal Revenue Service Center"; Copy 
B "For Borrower"; Copy C "For Lender. " 
Form 1099-R Copy A (Original), "For 
Internal Revenue Service, " 

Copy 1, "For 
State Tax Department, " Copy B, "For 
Recipient, " 

Copy 2, "To be filed with re- 
cipient's state income tax return, " 

Copy 
C, "For Payer. " Form W-2G Copy A 
(Original), "For Internal Revenue Ser- 
vice Center"; Copy 1, "For State Tax De- 
partment, " Copies B and C "For Winner's 

Records, " Copy 2 "To be filed with win- 

ners state income tax return, if required, " 
Copy D "For Payer". Form 5498 Copy A 
(Original), "For Internal Revenue Ser- 
vice Center, " 

Copy B "For Participant", 

Copy C "For Trustee or Issuer. " 

SEC. 2. REPRODUCllON PROOFS 

. 01 Reproduction Proofs — Order 
blanks for reproduction proofs are mailed 

annually to requestors of record and to 
other users upon request. Printers and 

others wishing to obtain reproduction 
proofs may send their requests to: 

Internal Revenue Service 
Attn: Reproduction Proof Coordinator 

PM:HR:F:P: — Room 1528 
1111 Constitution Avenue, N. W. 

Washington, DC 20224 

. 02 A charge of $1. 00 per printed page 
will be made for each reproduction proof 
regardless of page size. Invoices will be 
made after orders are filled. 

SEC. 3. OMB REQUIREMENTS 

. 01 Office of Management and Budget 
(OMB) Requirements for Substitute 
Forms — Pub. L. 96-511 requires: (1) OMB 
approval of Internal Revenue Service tax 
forms, (2) that each form show (in the 
upper right corner) the OMB approval 
number and (3) the form (or its instruc- 
tions) state why IRS is collecting the in- 
formation, how will be used it and whether 
it must be given to us. The official IRS 
forms will contain this information. 

. 02 As it applies to substitute IRS forms 

this means: 
1. All substitute forms show the OMB 

number as it appears on the official IRS 
form. 

2. For Copy A, the OMB number must 

appear exactly as shown on the official 
IRS form. 

3. For any copy other than Copy A, 
the OMB number must use one of the 
following formats: 

a. OMB No. XXXX-XXXX (pre- 
ferred) or; 

b. OMB 4i XXXX-XXXX 
4. You must inform the users of your 

substitute forms of the reasons for IRS 
collection, use and requirements, as stated 
in the instructions for the IRS form. 

5. The official OMB approval numbers 

may be obtained from reproduction proofs, 
or official IRS printed forms, 

SEC. 4. EFFECT ON OTHER REVENUE 

PROCEDURES 

Revenue Procedure 86-30 is superseded. 
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Exhibit A Form 1096 

00 RDT Syapce 

. 50" 
I89I 9 

331i 

CORRECTED 

, 1096 
Deiwrltllsrlt of Iho Treasury 
Inlvrnxi Revenue Senriov 

Annual Su mar and Transmittal of 
U. S. nfor tion Returns 

oMSno isxs. oioa 

0187 

3. 95" 

rTyp or machine rint FILER'S name(or attach label) 

4. 20" 

Stre t address 

1. 333" 444 33i\ 

City state, and P code 

Enter in Box 1 or below the identification 
number you used s the filer on the 
attached informa ion returns. Do not fill in 
both Boxes 1 and 

4. 15" 

Paperwork Reduction Act No ice 
We ask for this information to carry t the 
Internal Revenue laws of the United tates. We 
need it to ensure that taxpayers are mplying 
with these laws and to allow us to fig re and 
collect the right amount of tax. You a e required 
to give us this information. 2 033 

For Official se Only 

1 Employer identification 

1. 433" 
mber 28ocmlsecurdynumber 

1. 40" 
3 To number of 

acu errF20rr 
4 Federal income tax withheld 9 Total amount reported with this Form 1096 

1. 40" i. sn- 

Check onl one b x below to indicate the t e of for attache 25" 

W. 2G 
32 

1098 
81 

1099-A 
80 

1099. 8 
79 

1099. DIV 

91 
1099. G 

86 
1099-IRT 

92 
1099. MISC 

95 
1099. DID 

96 
1099. PATR 

97 
1099. R 

98 
549S 

28 

Under penalties af perlury, I declare that I have examined this return an 
complete. In the case of documents without rem pients' identification num 
mcipients. 

accompanying documents and, to the best of my knowledge and behef, they are true, correct, and 
rs, I have complied with the requirements of the law m attempting to secure such numbers from the 

8. 00" 
signature P . . ntfe w Dale P. . . 

Instructions 
Changes You Should Note. — Form 1096 has been 
reformatted. Please take care in making entries in the 
boxes. A new Box 5, "Total amount reported with this 
1096, " has been added. No entry is required if you are 
Form 1099-A or 1099-G. For all other forms, enter in 
of Form 1096 the total of the amounts from the specif 
boxes of tne forms listed below: 

Form W-2G Box 1 
Form 1098 Box 1 
Form 1099-8 Boxes 1b, 2a, 3, and 6 
Form 1099-DIV Boxes 1, 8, and 9 
Form 1099-INT Boxes 1 and 3 
Form 1099-MISC Boxes 1, 2, 3, 5, 6, 7, and 
Form 1099-OID Boxes 1 and 2 
Form 1099-PATR Boxes 1, 2, 3, and 5 
Form 1099-R Boxes 1, 8, and 9 
Form 5498 Boxes 1 and 2 

Purpose of Form. — Use this form to transmit Forms 
1098, 1099, and 5498 to the Internal Revenue Servic 
Completing Form 1096. — If you have received a 
preprinted label from IRS, place it in the name and add 
area of the form using the brackets as indicators. Mak 
necessary corrections to your name and address on th 
However, do not use the label if the taxpayer identifica 
number shown is incorrect. If you are not using a prepr 
label, enter the filer's name, address, and taxpayer 
identification number (TIN) in the spaces provided on t 

form. A filer includes a payer, a recipient of mortgage interest 
payments, a broker, a barter exchange, a trustee or issuer of 

roper an individual retirement arrangement (including an IRAor 
SEP), and a lender who acquires an interest in secured 

il'ing property or who has reason to know that the property has 
been abandoned. Individuals not in a trade or business 
should enter their social security number in Box 2; sole 
proprietors and all others should enter their employer 
identification number in Box 1. However, sole proprietors 
who are not required to have an employer identification 
number should enter their social security number in Box 2. 

Group the forms by form number and submit each group 
with a separate Form 1096. For example, if you must file 
both Forms 1099-DIV and Forms 1099-INT, complete one 
Form 1096 to transmit your Forms 1099-DIV and another 
Form 1096 to transmit your Forms 1099-INT. 

In Box 3, enter the number of forms you are transmitting 
with this Form 1096. Do not include blank or voided forms in 

your total. Enter the number of correctly completed forms, 
not the number of pages, being transmitted. For example, if 

you send one page of three-to-a-page Forms 5498 with a 
Form 1096 and you have correctly completed two Forms 
5498 on that page, enter 2 in Box 3 of Form 1096. Check the 

ess appropriate box to indicate the type of form you are 
any transmitting. 

If you are filing a Form 1096 for corrected information 
returns, enter an "X" in the CORRECTED box at the top of 

nted this form, 
For more information about filing, see the separate 

Instructions for Forms 1099, 1098, 5498, 1096, and W-2G. 

Farm 1096 &1987) 

Please return this entire a e to the Intern I Revenue Service. Photoco ies are NOT acce table. 

696 1987 — 1 C. B. 



Exhibit B Form 1098 

8181 
(. vv 

VOID CORRECTED For Offimal Use Only 

RE 'S/(ENDER'S name. reetaddress. c state, and ZIPcode OMB No tso50901 

3ll 3. 3 2. 833 3. 00 'ilI87 
rtgage 

nte rest 
Statement 

RECI 

Type 

ENT'S Federal identeca 

1. 70» 
no. PAYE 

address 

te, and ZIP cade 

at il Uiiiber (optionaO 

machinepnntPAYER' BORROWER' 

3. 40» 

'S sac el securny num 

1. 70» 
me (first, middle, la 

r 1 Mortgage interest received from payer(s)/borrower(s) 

v. vv» 

Copy A 

Forlnternal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 26» 

1096, and W-2G'. 

Form 1098 

8. 00» 

Department ofthe Treasury -Internal Revenue Service 
Oo NOT Cut or Separate Forms on This Page 

7. 20» 

S 1 8 1 VOID CORRECTED For Official Use Only 

RECIPIENT'5/iENDER'5name, reetaddress, cdy, state, andZIPcode 

11. 00» 

0MB No. 1545. 0901 

ij87 
Mortgage 

Interest 
Statement 

RECIPIENT'Srederal rdentifrca no. PAYER'5 sacml securay number 

Type or machine pnntPAYEfl' BORROWER'S name(hmt, middle. last) 

Street address 

City, state, and ZIP code 

Account number (opt mnal) 

1 Mortgage interest received from payer(s)/borrower(s) Copy A 

Forlnternal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
histructions for 

Forms 1099, 
1098, 5498, 

1096, and W-2G. 

Form 1098 Department of the Treasury . Internal Revenue Service 
Oo NOT Cut or Separate Forms on This Page 

8 1 8 1 VOID CORRECTED For Official Use Only 

RECIPIENT'S/(ENDER'S name. rest address, city, state, and ZIP code 0MB No. 15454901 

1187 
Mortgage 

Interest 
Statement 

RECIPIENT'S Federal rdentrfrca no. PAYER'S socml securrly number 

Type or machine pnnt PAYER' BORROWER'S name(hrst, middle, last) 

Street address 

City. state, and ZIP code 

Account number (optional) 

1 Mortgage interest received from payer(s)/borrower(s) Copy A 

Forlnternal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice . nd 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 

1096, and W-2G. 
Form 1098 Department of the Treasury - Internal Revenue Service 

Oo NOT Cut or Separate Forms on This Page 

1987 — 1 C. B. 697 



Exhibit C Form 1099-A 

Type 

. 50 
. 33" 

8080 OID 

dress. Bty. state, and P code r machine pnnt LENDE '5 name. street 

CORRECTED ForOfficialUseOnly 

OMB No 1545 0877 

3il 3. 3 3. 00" 
0Q87 
Information 
Return for 

Acquisition or 
Abandonfnent of 

Secured Property 

3. 88" 
LEN 

Type 

Stre 

City. 

Acco 

OWER'S identification umber 

1. 70" 
. middle. last) 

2. 83 

address 

tale. and ZIP code 
3. 40" 

nt number (optional) 

ER S Federal idenblicati n number BOR 

1. 70" 
r machine pnnt BORR ER'5 name(lir 

1 Date of lender's a«quisibon or 
knowledge of abandonmenl 

MMDDYY 

3 Amount ol debt sabslied 

1. 40" 

2 Amount of debt outstandmg 

4 Fair market value of property 
at acquisitmn or abandonment 

2. 80" 

5 Is borrower personally bable Ior repayment el the debt? 

Yes No 

6 Descriphon of properly 

Copy A 

For Internal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 25 i i 1096, and W-2G'. 

Form 1099. A Department ol the Treasury. Internal Revenue Service 
Do NOT Cut or Separate Forms on This Page 

7. 25" 
8. 00" 

S080 VOID 

Type or machine print LENOE 'S name, street address, cdy, state, and ZIP code 

11. 00" 

CORREC'TED For Offioal Use Only 

OMB No. 1545 0877 

1187 
Information 
Return for 

Acquisition or 
Abandonment of 

Secured Property 

LENDER'SFederalidentihcati nnumber BORROWER'Sidentilicationnumber 

Type or machine pnnt BORR ER'S name(first, middle, last) 

Street address 

City. state, and ZIP code 

Account number (ophonal) 

1 Date ol lender's acquisnion or 2 Amount of debt outstanding 
knowledge of abandonment 

MMDDYY 

3 Amount of debt satisfied 4 Fair market value of property 
at acquisition or abandonment 

5 Is borrower personally bable for repayment at the debt? 

Yes No 

6 Descnption of property 

Copy A 

For Internal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
corn pletmg this 

form, sea 
Instructions for 

Forms 1099, 
1098, 5498, 

1096, and W. 2G. 

Form 1099-A Department of the Treasury ~ In'ernal Revenue Seniice 
Do NOT Cut or Separate Forms on This Page 

S 0 8 0 VOID CORRECTED For Official Use Only 

Type or mach ne pnnt LEND 'S name. street address. city. state. and ZIP code OMB No. 1545. 0877 

II87 
Information 
Return for 

Acquisition or 
Abandonment of 

Secured Property 

LENDER'5Federalidentificat nnumber BORROWER'5identificationnumber 

Typeormachmepnnt BORR WER'S name(first, middle, last) 

Street address 

City. state. and ZIP code 

Account number (optional) 

1 Date of lender's acquisition or 
knowledge of abandonment 

Copy A 

Forlnternal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, sae 
Instructions for 

Forms 1099, 
1098, 5498, 

1096, and W-2G. 

2 Amount of debt outstanding 

MMDDYY 

4 Fair market value ot property 
at acquisition or abandonment 

3 Amount of debt satisfied 

Yes No 

6 Descnption ol property 

5 Is borrower personally liable for repayment of the debt& 

Form 1099. A Do NDT Cut or Separate Forms on This Page Department of the Treasury - Internal Revenue Service 
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Exhibit 0 Form 1099-8 

CORRECTED 

I a Date of sale/closing 

MMDDYY 

Ib Real estate 

2. 833" 3. 33" 3. 00" 3 
2a Stocks, bands, etc 

50v I 33 
7'979 OID 

Typ r m hme pnnt PAYER'S me. street address. city. state, and Zl code 

El 
Grass prsczsdi 
Gram prccttdi I em tsmmi stoat 
axda hax rxmixmt 

2b CUSIPno 

1. M" ~ 

For Offioal Use Only 

DMB Na 1545. 07(5 Proceeds From Real 

g I 87 Estate, Broker, and 
Barter Exchange 

Reci ients of Transactions 

3. 66" PAY s deral idenldicalion 

1. 80" 
mtmr RECIPIENT'S identification umber 

1. 60" 

Stre add ss 

City. late, ndZIPcode 

3. 40" 

Acco nt n ber (ophonat) 

Type rm bine pnntRECIPIEN S name(hrst, middle. last) 

3 Barlenng 

1. 40" 
5 Des«nption 

4 Federal income tax withheld 

1. 40" ~ 
Pn a opal residence 

6 Proht or (loss) realized m 
1987 

7 Unrealized profit or (loss) on 
open centra«ts — 12/31/86 

8 Unreahzed profit or (loss) an 
open contracts — 12/3(/87 

9 Aggregate profit or (toss) 

Regulated Futures Contracts 

Copy A 

Forlnternal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
completmg this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 1096, 25v i 

and W-2G: 

Form 109 B 

8. 00" 
7. 25" 

Department ol \he Treasury. Internal Revenue Service 
Do NOT Cut or Separate Forms on This Page 

7 9 7 9 VOID CORRECTED 

11. 00" 

Ia Date of sale/ciosing 

MMODYY 

1b Real estate 

Type oi m bine pnnt PAYER'S name, street address, city, slate, and ZIP code 

For Official Use Only 

DMB No Is4s oy's Proceeds From Real 

g Qo87 Estate, Broker, and 
Barter Exchange 

Reci ients of Transactions 
2a Stocks, bonds, etc. 

B 
Grew proceeds 
Gross prattedt leis temmitksns 
tace trna rtmixmx 

2b CUSIPno 

PAYER'S 7 deral identmcation number RECIPIENT'S identihcatian number 

Typeoim hmepnnt RECIPIENT'S name(first, middle. last) 

Street add ss 

City. state. ndZIPcade 

Account n ber (optional) 

3 Bartenng 4 Federal income tax withheld 

5 Descnption 

6 Preht or (loss) realized in 
1987 

7 Unreahzed profit or (loss) an 
open contracts — 12/31/86 

8 Unrealized profit or (loss) on 
open contracts — 12/31/87 

9 Aggregate profit or (loss) 

Pnxopsl ieadtsct 

Other ical tilate 

Regulated Futures Contracts 

Copy A 

Forlnternal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
corn pletmg this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 1096, 

and W. 2G. 

Form 109 . 8 Department of the Treasury. Internal Revenue Service 
Do NOT Cut or Separate Forms on This Page 

7 9 7 9 VOID CORRECTED 

ta Date of sale/closing 

MMDDYY 

Ib Real eatate 

Type or m hine pnnt PAYER'5 name, street address, mly, state, and ZIP code 

For Off ictal Use Only 

Proceeds From Real 

g I87 Estate, Broker, and 
Barter Exchange 

Reci ients of Transactions 
2a Stocks. bonds, etc. 

H 
Gross proceeds 
Gran proceeds less tammiitioxs 
axde hex iemixmi 

2b CUSIPno 

PAYER'S deral identification number RECIPIENT'S identification number 

Type arm hine pnnt RECIPIENT'S name (first, middle, last) 

Street add ss 

City, slate and ZIPcode 

Account n mber (optional) 

3 Bartenng 4 Federal income tax withheld 

5 Description Pnscipal rxixlexce 

Olhxr real ettalt 

6 Profit or (loss) realited in 

1987 
7 Unrealized profit oi (toss) on 

open contracts — 12/31/86 

8 Unreakzed profit or(loss)on 
open contracts — 12/31/87 

9 Aggregate proht or (loss) 

Regulated Futures Contracts 

Copy A 

For Internal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 1096, 

and W. 2G. 

Form 10 8 Department of the Treasury Internal Revenue Service 
Do NOT Cut or Separate Forms on This Page 

1987 — 1 C. B. 699 



Exhibit E Form 1099-DIV 

Type 

50ii 

'l191 OID 

mach pnnt AYER'5 name, street address, mty, state, and Zl code 

CORRECTED For Official Use Only 

OMB No 1545. 0110 

IQ87 
Dividends and 

Distributions 

3. 66" 

3. 3 3ii 

2. 833" 
3. 00" 

PATE '5 Fed 

machi 

Stree ddres 

city, ate, an ZIP co 

Acco tnum r(opti at) 

alident ication number RECIPIENT'Sidentilicationn mber 

1. 70" 1. 70" 
e pnnt ECIPIENT 5 name(Brat, middle. last) 

3. 40" 

1 Gross dnidends and other 
distnbiltions on stock 

2 Investment experises 
included in Box 1 

1 vs" 
4 Federal mcome tax withheld 

2. 80" 

Statement for 
Recipients of 

3 Capital gain distnbubons 

5 Nontaxable distnbuhons (il 
determinable) 

6 Foreign tax paid 7 Foreign cauotry ar U S. possessioo 

8 Cash 

Liquidation Distributions 
9 Noncash (Fair market value) 

Copy A 

For Internal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 25„ 1096, and W-2G. 

Form 1099 DIV Department of the Treasury 
Do NOT Cut or Separate Forms on This Page 

7. 25" 
8. 00" 

9 1 9 1 VOID CORRECTED For Offiaal Use Only 

Internal Revenue Service 

Type or machine print AYE R'5 name, street address, city, state, and ZIP code 

I 1. 00" 
1 Gross dividends and other 

distnbutions on stock 

OMB No 1545. 0110 

ON87 
Statementfor 
Recipients of 

Dividends and 
Distributions 

PAYER'SFederalident icationnumber RECIPIENT'Sidentihcation number 

Type or machine pnnt ECIPIENT'S name (first, middle. last) 

Street address 

City, state. and ZIP co 

Account number (opti al) 

2 Investment expenses 
included m Box 1 

3 Capital gam distnbutions 

4 Federal income tax withheld 5 Nontaxable distnbutions (il 
determinable) 

6 Foreign tax paid 7 Foreign country or U S possession 

8 Cash 

Liquidation Distributions 
9 Noncash (Fair market value) 

Copy A 

For Internal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 

1096, and W-2G. 

Form 1099. DIV oeparlment of the Treasury - Internal Revenue Service 
Do NOT Cut or Separate Forms on This Page 

9 1 '9 1 VOID CORRECTED ForOfficial use Only 

Type or machine pnnt AYER'S name, street address, aty. state. and ZIP code 

1 Gross dividends and other 
dutnbutions on stock 

OMB No. 1545 0110 

ON87 
Statement for 
Recipients of 

Dividends and 
Distributions 

PAYER'S Federal iden ication number RECIPIENT'S identilicabon number 

Type or machine pnnt ECIPIENT'5 name (first, middle. last) 

Street address 

City. state. and ZIP co 

Account number (opti al) 

2 Investment expenses 
mcluded in Box 1 

3 Caprtal gain distributions 

4 Federal income tax withheld 5 Nontaxable distnbutions (il 
determinable) 

6 Foreign tax paid 7 Foreisscoustry or U S possvmoo 

8 Cash 

Liquidation Dlstnbutlons 
9 Noncash (Fair market value) 

Copy A 

Forlnternal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 

1096, and W. 2G. 

Form 1099 DIV Department of the Treasury Internal Revenue Sennce 
Do NOT Cut or Separate Forms on This Page 
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Exhibit F Form 1099-G 
50 

8684 
. 33" 

OID CORRECTED For Offimal Use Only 

Type o machin print PAYER'5 name, street address, oty, s te, and Zl code 1 Unemployment compensation DMB No 1545. 0120 

3. 88" 
PAYER 

Type o 

Street 

City. st 

Accau 

3 I 3. 3 2. 833" 
0\I 3. 0 

5 Feder 

machm 

identification number RECIPIENT'S iden ficatian n 

1. 70" 1. 70" 
pnnt RECIPIENT'5 name (first, middle, last 

3. 40" 

ddress 

IP code te, and 

(0 pi Ia no I) numbe 

ber 

2 State or iocal income tax 
refunds 

1. 40" 
3 
3 Refundisfortaxyear 

YYYY 

5 Discharge of mdebtedness 

2. 80" 

7 Agnculture payments 

0Q87 
Statement for 
Recipients of 

4 Federal mcome tax w thheld 

1. 40" ~ 
6 Taxable grants 

8 The amount m Box 2 apphes 
to income from a trade ar 
business ~ Ci 

Certain 
Government 

Payments 

Copy A 

For Internal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 1098, 
5498, 1096, 25 I 

and W-2G ' 

Form 1 99-G Department of the Treasury Internal Revenue Service 
Do NOT Cut or Separate Forms on This Page 

7. 25" 
8. 00" 

8 6 8 6 VOID CORRECTED For Official Use Only 

Type o machine pnnt PAYER'S name. street address, oty, state, and ZIP code 1 Unemployment compensation DMB No 1545 0120 

00" 2 State ar local income tax 
refunds 

$Q87 
Statement for 
Recipients of 

Certain 
Government 

Payments 

PATE 

Type a 

Street 

City. 5 

Aesop 

5 Federal identificahon number RECIPIENT'5 identificatian number 

machine prmt RECIPIENT S name (first, middle, last) 

ddress 

te and ZIP code 

number (oplional) 

3 Refundislor tax year 

YYYY 

5 Discharge of mdebtedness 

7 Agncullure payments 

4 Federal ncome tax wilhheld 

6 Taxable grants 

8 The amount in Box 2 applies 
to income from a trade or 
busmess w 

Copy A 

For Internal 
Revenue 

Service Center 
For Pa pe r work 

Reduction Act 
Notice and 

instructions for 
completing this 

form, see 
Instructions for 

Forms 1099. 1098. 
5498, 1096, 

and W-2G 

Farm 1 99-G Department ofthe Treason . Internal Revenue Service 
Do NOT Cut or Separate Forms on This Page 

8484 VOID CORRECTED ForofficialUseonly 

Type o machme pnnt PAYER'S name. street address. city. state, and ZIP code 1 Unemployment compensatrox DMB No 1545-0120 

PATE 

Type o 

Street 

Ci'ty s 

Accau 

S Federal identificahon number RECIPIENT'S identification number 

machine pnnt RECIPIENT S name (first, middle, last) 

ddress 

te andZIPcode 

number(optional) 

2 Stale ar local mcome tax 
refunds 

3 Refundisfortaxyear 

YYYY 

5 Discharge of indebtedness 

7 Agriculture payments 

tjQ87 
Statement for 
Recipients of 

4 Federal m come tax withheld 

6 Taxable grants 

8 The amount m Box 2 applies 
to income from a trade or 
busines~ w 

Certain 
Government 

Payments 

Copy A 

For Internal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 1098, 
5498, 1096, 

and W-2G 

Form 1 99-G Department of the Treasury Internal Revenue Service 
Do NOT Cut or Separate Forms on This Page 

1987 — 1 C. B. 701 



Exhibit G Form 1099-INT 

Type 

3. 3 3lr 

. 33" 
50r I 

9 2 9 2 OID CORRECTED 

mach pnnt AYER's name, street address, city, state, and 2 code Payer's RTN (opt~anal) 

For Offi(ual Use Only 

DMB No. 1545-0112 

)N87 Interest Income 

3. 66" 2. 833" 
3. 00" Statementfor 

Recipients of 

FAYE 

Type 

Street 

Crtlr. s 

Accou 

'S Fed aliden ification number RECIPIENT'Sidenbficationn mber 

1. 70" 1. 70" 
machi e pnnt ECIPIENT'S name (brat, middle, last) 

3. 40" 

ddres 

te, an ZIPc e 

Inurn 

r(opb nai) 

2 Early withdrawal penalty 

1. 40" 
3 U. S. Savings Bonds, etc. 

1. 40" 

4 Federalincometaxwithheld 

5 Foreign tax paid (if eligible for 6 Forwgn country or U. S. 
foreign tax credit) possessfoh 

1 Earnings from savinfn and loan assooations, credn unions, bank 
deposits, bearer cero fiestas of deposit, etc. 

x. ss" 
Copy A 

Forlnternal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 25rr 

1096, and W-2G. 

Form 1099. INT Department of the Treasury - Internal Revenue Service 
Do NOT Cut or Separate Forms on This Page 

7. 25" 
8. 00" 

9 2 9 2 VOID CORRECTED ForOffrcial Use Only 

Type or machine pnnt AYER'S name, street address. oty, state, and ZIP code 

11. 00" 

Payer's RTN (opbonal) DMB No 1545. D112 

'ila87 
Statement for 
Recipients of 

Interest Income 

PAYER'S Federal iden ficabon number RECIPIENT'S identification number 

Type or machine print ECIPIENT'S name (tirst, middle, last) 

Street address 

City, state, and ZIP co e 

Account number (opt i ai) 

$ 
2 Early withdrawal penalty 3 U. S. Savings Bonds, etc. 

4 Federal mcome tax withheld 

5 Foreign tax paid (4 eligible for 
foreign tax credit) 

6 Foreign country or U. S. 
possession 

1 Earnmgs from sawngs and loan associations, credit unions, bank 
deposits, bearer certificates of deposit, etc Copy A 

For Internal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 

1096, and W-2G. 

Form 1099-INT Department of the Treasury ~ Internal Revenue Service 
Do NOT Cut or Separate Forms on This Page 

9 2 9 2 VOID CORRECTED For Official Use Only 

Type or machine pnnt AVER'5 name. street address, oty, state, and ZIP code Payer's RTN (optional) 0MB No. 1545-0112 

'ilo87 
Statement for 
Recipients of 

Interest Income 

PAYER'5 Federal iden fication number RECIPIENT'S identificabon number 

Type or machine pnnt ECIPIENT'S name(first, middle, last) 

Street address 

City, state, and ZIP co 

Account number (opti al) 

2 Early withdrawai penalty 3 U. S. Sawngs Bonds, etc. 

4 Federal mcome tax withheld 

5 Foreign tax paid (if ehgible for 
foreign tax credit) 

6 Foreign country or U S. 
possession 

1 Earnmgs from savmgs and loan assooations, credit unions. bank 
deposits, bearer cerbficates of deposit. etc Copy A 

For Internal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 

1096, and W-2G. 

Form 1099. INT Department of the Treasury Internal Revenue Service 
Do NOT Cut or Separate Forms on This Page 
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Exhibit H Form 1 099-MISC 
33rr 

50er 

9595 OID CORRECTED For Official Use Only 

3 cere 

Type mac inepnntPAYE 

3. 33" 

2. 833" 

'S name, street address. Mty. state. and Zl code 

3. 00" 

1 Rents 

2 Royalties 

DMB No 1545-01 15 

1887 
Statementfor 
Recipients of 

Miscellaneous 
Income 

FAYE 

Type 

Stree 

City, 

Aced 

'SFe ralidentecab 

1. 70" 
rmac inepnntRECI 

addr s 

ate, a dZIPcode 

tnu er(opbonal) 

nnumber RECIPIENT'Sidenti'icationn 

1. 70" 
ENT'S name(first, middle, last) 

3. 40" 

mber 3 Prizes and awards 4 Federalmcometaxwithheld 

5 Fishing boat proceeds 6 Medical sad health care payments 

7 Nonemployee compensation 

1. 40" 
6 Substitute payments in lieu of 

dividends or mterest 

1. 40" ~ 
9 Payer made direct sales of $5000or more of consumer 

products toe buyer (recipient) for resale 

2. 80" 
10 The amount m Box 7 is crop msurance proceeds 

Copy A 

Forlnternal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructians for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 1096, 

and W-2G. 25 

Form 1099-MISC 

7. 25" 
8. 00" 

9595 

Department of the Treasury ~ Internal Revenue Serwce 
Do NOT Cut or Separate Forms on This Page 

VOID CORRECTED Far 

Official 

Use 

Onl 

Type or machme prmt PAYE 'S name, street address, city, state, and ZIP code 1 Rents OMB No 1545. 0115 

Ore 11. 0 2 Royalties 
0 Nj87 
Statementfor 
Recipients of 

Miscellaneous 
Income 

PAYER'S Federal idenbhcati 

Type or machine pnnt RECI 

Street address 

City, state, and ZIPcode 

Account number (optional) 

n number RECIPIENT'5 idenhfication number 

ENT'S name (first, middle. last) 

3 Pnzesandawards 4 Federal mcome tax withheld 

5 Fishmg boat proceeds 6 Medical cad health cere peymeels 

7 Nonemployee compensation 6 Substitute payments mheu of 
dividends or mterest 

10 The amount m Box 7 is crop insurance proceeds 

9 Payer made direct sales of $5000or more of consumer 

products toe buyer (recipient) for resale 

Copy A 

Forlnternal 
Revenue 

Service Center 
For Paperwork 
Reduction, '\ct 

Notice and 
instructions for 
completing this 

farm, see 
Instructions for 

Form 1099, 
1098, 5498, 1096, 

and W-2G. 

Form 1099. MISC Department of the Treasury ~ Internal Revenue Service 
Do NOT Cut or Separate Forms on This Page 

9 5 9 5 VOID CORRECTED For Official Use Only 

Type or machine pnnt pAYE '5 name, street address, city, state. and ZIP code 1 Rents 

2 Royalties 

DMBNo 15450115 

'il 087 
Statement for 
Rempients of 

Miscellaneous 
Income 

PAYER'5 Federal identificat 

Type or machine pnnt RECI 

Street address 

City. state. and ZIP code 

Account number (optional) 

n number RECIPIENT'S identification number 

ENT'S name(first. middle, last) 

3 Pnzesandawards 4 Federalincometaxwithheld 

5 Fishing boat proceeds 6 Medicaleedheehhcarepeymexls 

7 Nonemployee compensation 6 Substitute payments in heu of 
dividends or mterest 

10 The amount m Box 7 is crop msurance proceeds 

9 Payer made direct sales of $5, 000 or more of consumer 

products toe buyer (recipient) for resale 

Copy A 

Forlnternal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 1096. 

and W-2G 

Form 1099. MISC Department of the Treasury- Internal Revenue Service 
Do NOT Cut or Separate Forms on This Page 
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Exhibit I form 1099-OID 
Orr 

I b 9 Ia OIO CORRECTED For Offiaal Use Only 

Type machine pnnt PAYER name, street sd ess, aty, state, and Zl code 1 Total onginal issue discount 
far 1987 

OMB No 1545. 0117 

3. 66" 

3ll 3. 3 2. 833" 3. 00" 2 Other penodic interest 
'ilQ87 
Statement for 
Recipients of 

Original Issue 
Discount 

FAYE 

Typ 

Street ddress 

city, ate, and ZIP code 

Accau t number (opt iona I) 

'S Federal identilicatio 

1. 70" 
machine print RECIPI 

number RECI 

NT'S name (li rat, 

3. 40" 

ENT'S identification n mber 

1. 70" 
iddle, last) 

3 Early withdrawal penalty 

1. 40" 
5 Descnption 

4 Federal income tax withheld 

1. 40" ~ 
s. ss" 

Copy A 
Forlnternal 

Revenue 
Service Center 

For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 25 i r 

1096, and W-2G. 

Form 1099. DID 

8. 00" 

Department of the Treasury - Internal Revenue Sennce 
Oo NOT Cut or Separate Forms on This Page 

7. 26" 

9 is 9 ts VOID CORRECTED For Offimal Use Only 

Type or machine pnnt PAYER 

PAYER'5 Federal identilicatio 

Type or mac hme pnnt RECIPI 

Street address 

City, state. and ZIP code 

Account number (optional) 

name, street address, aty, state, and ZIP cade 

00" 

number RECIPIENT'5 identilicatlan number 

T'S name (hrst, middle. last) 

1 Total ongmal issue discount 
for 1987 

2 Other penadic mterest 

3 Early withdrawal penalty 

5 Descnptlon 

OMB No 1545. 0117 

'ilQ87 
Statement for 
Recipients of 

4 Federal income tax withheld 

Original Issue 
Discount 

Copy A 
Forlnternal 

Revenue 
Service Center 

For Paperwork 
Reduction Act 

Notice and 
instructions for 
corn pletmg this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 

1096, and W. 2G. 

Form 1099. DID Department ol the Treasury Internal Revenue Service 
Oo NOT Cut or Separate Forms on This Page 

9 Ia 9 ts VOID CORRECTED For Official UseOnly 

Type or machine pnnt PAYER' name, street address, aty, state, and ZIP code 1 Total onginal issue discount 
lor 1987 

OMB No. 1545. 0117 

Type or machine pnnt RECIPI T'S name (hrst, middle, last) 

Street address 

City, state, sr d ZIP code 

Account number (aptianal) 

PAYER'S Federal idenlilicatio number RECIPIENT'S identification number 

2 Other penodic mterest 

3 Early withdrawal penalty 

5 Description 

'ilQ87 
Statement for 
Recipients of 

4 Federal mcome tax withheld 

Original Issue 
Discount 

Copy A 

Forlnternal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
completmg this 

form, see 
Instructions for 

Farms 1099, 
1098, 5498, 

1096, and W. 2G. 

Form 1099. 0ID Department ol the Treasury ~ Internal Revenue Service 

Do NOT Cut or Separate Forms on This Page 
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Exhibit J Form 1099-PATR 
. 50» 

9797 OID CORRECTED For Offioal Use Only 

3 80 sr 

Type 

3. 33» 

FAYE 'SF 

Type ma 

Str ddr 

Cay. te, 

Acco t nu 

2. 833" 
3. 00» 

2 Nonpatronage distnbulions 

3 Per-unit retain allocations 

eral identifi tion number RECIPIENT'S identification n mber 

1. 70» ~ 1. 70» 
ine print RE IPIENT'S name (hrst, middle, last) 

3. 40» 

4 Federal income tax withheld 

6 Investment credit 

d ZIP code 

6 Jobs credit 

1AD» 

bef (optlofla1 

ine pnnt PA R'S name. street address. aty. state. Ond Zl cade 1 Patronage dividends DMB No. 1545-0116 

087 
Statement for 
Recipients 
(Patrons) of 

5 Redemption of nonqualified 
notices and retain allocations 

7 Energy investment credit 

1. 40» 

2. 80» 

Taxable 
Distributions 

Received From 
Cooperatives 

Copy A 
For Internal 

Revenue 
Service Center 

For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 25» 

1096 and W-2G. 
' 

PATR rom 109 
7. 25» 

8. 00» 
'l 797 VOID CORRECTED For Offioal Use Only 

DMB No 1545-0115 Typeorma ine pnnt PAYER'S rome, street address, mty. state, and ZIP code 1 Patronage dividends 

Taxable 
Distributions 

Received From 
Cooperatives 

'III87 2 Nonpatronage distnbutions 

11. 0 Drr 
Statement for 
Recipients 
(Patrons) of 

3 Per. unit retain allocations 

Department of the . reasury - InternalRevenue Serwce 
Do NDT Cut or Separate Forms on This Page 

PAYER'5 F 

Type or ma 

Street addr 

City. state, 

Account nu 

eralidentification number RECIPIENT'S dentification number 

ine pnnt RECIPIENT'S name (hrst, middle, last) 

d ZIP code 

ber (optional) 

4 Federal income tax withheld 

6 Investment credit 

6 Jabs credit 

5 Redemption of nonqualified 
notices and retain allocations 

7 Energy investment credn 

Copy A 
For Internal 

Revenue 
Service Center 

For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 

1096 and W-2G. 

Form 109 -PATR Department of the Treasury. Internal Revenue Service 
Do NDT Cut or Separate Forms on This Page 

'9 7 '9 7 VOID CORRECTED For Official Use Only 

Type or ma ine print PAYER'S name, street address. oty. state, and ZIP code 1 Patronage dividends 

2 Nonpatronage distributions 

3 Per. unit retam ailocabons 

DMB Na. 1545. 5115 

IQ87 
Statement for 
Recipients 
(Patrons) of 

Taxable 
Distributions 

Received From 
Cooperatives 

PAYER'5 F 

Type or mac ine pnnt RECIPIENT'S name (first, middle, last) 

Street addr 

City, state, a d ZiP cade 

Account nu ber (opto nal) 

eral identification number RECIPIENT'S identification number 4 Federal mcome tax withheld 

6 Investment credit 

6 Jobs credit 

5 Redemption of nonqualified 
notices and retain allocations 

7 Energy mvestrnent credit 

Copy A 

For Internal 
Revenue 

Service Center 
For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 

1096 and W-2G. 

Form 109 PATR Department of the Treasury. Interrwl Revenue Service 
Do NOT Cut or Separate Forms on This Page 
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Exhibit K Form 1099-R 

Type r mac epnnt 

3l i 3. 3 

3 i 'I 2. 83 
3. 00" 2 Capital gain(For lump sum 

datnbutions only) 

'il187 
Statement for 
Recipients of 

331 ~ 

50v r 

98'}8 VOID CORRECTED For Official Use Only 

0MB No. 1545. 01 19 1 Amount mcludible as inceme 
(Add Boxes 2 and 3) 

AYER'S name, street address, city, state. and 2 code otal Distributions From 
Profit-Sharing, 

Retirement Plans, 
Individual Retirement 

Arrangements, 
Insurance 

Contracts, Etc. 
3. 88" PAY 

Type 

Str 

Cltlr, 

'5 Fed 

r mach 

eddies 

tate, a 

ralid 

pnnt 

ZIP c 

ification number RECIPIENT'S identification n 

1. 70" 1. 70" 
ECIPIENT'5 name (hrst, middle, last) 

e 
3. 40" 

mber 3 Ordinary income 

5 Employee conlributions or 
insurance premiums 

1. 40" 

7 Category of distribution 

2. 80" 
9 Other 

4 Federal income tax withheld 

6 Net unrealized appreciation 
in employer's securities 

1. 40" 

0 IRA or SEP distnbuhons 

10 State income tax vhthheld 

Copy A 
For Internal 

Revenue 
Service Center 

For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
Ace nt num r (opt l nal) Payer's state num!mr Your percentage 

oftotal 
distnbution 

1098, 5498, 25& ~ 

1096, and W-2G. ' 

Form 1099. R Oeparlment of the Treasury Internal Revenue Service 
Do NOT Cut or Separate Forms on This Page 

7. 25" 
LOO" 

9 8 9 8 VOID CORRECTED ForOfficial Use Only 

Type or machine print 

PAYER'5 Federal iden 

Type or machme pnnt 

Streetaddress 

Cay, state, and ZIP c 

Account number (opti 

AYER'S name, street address, aty, slate, and ZIP code 

00 i 'I 

fication number RECIPIENT'5 identification number 

ECIPIENT'S name(first, middle, last) 

at) 

1 Ameunt includible as income 
(Add Boxes 2 and 3) 

2 Capital gain (For lumpeum 
datnbutions only) 

3 Ordinary income 

5 Employee contnbutmns or 
insurance premiums 

7 Categoryofdistnbution 

9 Other 

Payer's state number 

OMB No. 1545 0119 

Statementfor 
Recipients of 

Copy A 
For Internal 

Revenue 
Service Center 

For Paperwork 
Reduction Act 

Notice and 
instructions for 
«ompletihg this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 

1096, and W-2G. 

4 Federa I income tax withheld 

6 Net unrealized apprecmtion 
in employer's securities 

0 IRAorSEPdistnbubons 

10 State income tax Withheld 

Your percentage 
of total 
distribution 

otal Distributions From 
Profit-Sharing, 

Retirement Plans, 
Individual Retirement 

Arrangements, 
Insurance 

Contracts, Etc. 

Form 1099-R Oeparl ment of the Treasury - InternalRevenue Seneca 
Do NOT Cut or Separate Forms on This Page 

9 8 9 8 VOID CORRECTED For Official Use Only 

Type or machine pnn PAYER'S name, street address, city, state, and ZIP code 1 Amount includible as mcome 
(Add Boxes 2 and 3) 

2 Capital gain (For lump-sum 
drstnbutrons only) 

OMB No. 15454)) 19 

'ilI87 
Statement for 
Recipients of 

otal Distributions From 
Profit-Sharing, 

Retirement Plans, 
Individual Retirement 

Arrangements, 
Insurance 

Contracts, Etc. 
PAYER'5 Federal ide 

Type or machine pnn 

Street address 

City, state, and ZIP 

Account number (o 

tificationnumber RECIPIENT'Sidenbfication number 

RECIPIENT'S name (hrst, middle. last) 

nal) 

3 Ordinary income 

5 Employee contnbutions or 
insurance premiums 

7 Category of distribubon 

9 Other 

Payer's state number 

4 Federal income tax withheld 

6 Net unrealized appreaation 
in employer's securities 

6 IRAor SEPdistnbulions 

10 State income tax vhthheld 

Your percentage 
of total 
itistribution 

Copy A 
Forlnternal 

Revenue 
Service Center 

For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 

1096, and W-2G. 

Form 1099. R Oe partment ol thc Treasury . Interns I Revenue Service 
Do NOT Cut or Separate Forms on This Page 
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Exhibit L Form 5498 
50" 

CTED 2828 OID CORRE For Offioal Use Only 

Type or mac me pont TRUSTEE'5 or ISSUER'S name, st 
and ZIP cod 

dress, c, state, 

3. 33" 3. 00" 

TRUSTEESrul UER'Sftderaldsnbtaatanso PARTICIPANT'S 

1. 70" 1. 70" 
ial sacur number 

Street addr 

City. state. d ZIP code 

Account nu ber (opuonal) 

3AO" 

Type or mac inc print PARTICIPANT'S name(fest, middle, t) 

2. 833" 

1 Regular IRA contnbutrons 
made m 1987 and 1988 Ior 
1987 

2 Roaover IRA contrrbutmns 

1AO" 
8 
3 Lrie meara nce cost mcluded rn Bo 

4 Far market value of account 

2. 80" 

OMB No 1545 0747 

0N87 
Individual 

Retirement 
Arrangement 

Information 

1 Copy A 
For Internal 

Revenue 
Service Center 

For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 1096. 

2 „ 
and W-2G725 

Form 5498 
Do NOT Cut or Separate Forms on This Page 

7. 25" 
8. 00" 

2 8 2 8 VOID P CORRECTED 

Department of the Treasury. Internal Revenue Seance 

For Official Use Only 

Type or ma came pnnt TRUSTEE'S or ISSUER'S name, street address, aty, state, 
and ZIPcode 

1 Regular IRA oontnbutrons 
made rn 1987 and 1988 Ior 
1987 

2 Roaover IRA contnbutrons 

OMB No. 1545. 0747 

OI87 
Individual 

Retirement 
Arrangement 

Information 

Type or machme pnnt PARTICIPANT'5 name (hrst, middle, last) 4 Fair market value ol account 

11. 00" 

Street address 

City. state, and ZIP code 

Account number (optional) 

TRUSTEE'5 or ISSUER'5 federal rdestdrcalion ao PARTICIPANT'S social secunty number 3 Life insurance cost mcluded rn Box Copy A 
For Internal 

Revenue 
Service Center 

For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 1096, 

and W-2G 

Form 5498 Department of the Treasury . Internal Revenue Service 
Do NOT Cut or Separate Forms on This Page 

2 8 2 8 VOID CORRECTED For Offioal Use Only 

Type or machme pnnt 

TRUSTEE�'S 

or ISSUER'S name. street address. Nty. state. 
and ZIP code 

1 Regular IRAcontnbutrons 
made rn 1987 and 1988 for 
1987 

2 Roaover IRA contnbutions 

0MB No. )5454)747 

'Lj87 
Indiwdual 

Retirement 
Arrangement 

Information 

Type or machme print PARTICIPANT'S name (hrst, mid dkk last) 4 Fair market value of account 

Streetaddress 

City, state, and ZIP cade 

Account number (optronat) 

TRUSTEE'S or ISSUER'5 faleralidsalilicatan no PARTICIPANT'S saaal secunty number 3 Lite insurance cost included m Bo 1 Copy A 
For Internal 

Revenue 
Service Center 

For Paperwork 
Reduction Act 

Notice and 
instructions for 
completing this 

form, see 
Instructions for 

Forms 1099, 
1098, 5498, 1096, 

and W-2G. 

Form 5498 Department ol the Treasury. Internal Revenue Service 
Do NOT Cut or Separate Forms on This Page 
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Exhibit M Form W-2G 

3232 
50 i x 

. 25" 

CORRECTED For Official Use Only 

Type or pnnt PAYER'S name 

Street address 

City, state, and ZIP code 

Federal identification number 

2. 80" 

3. 30" 

ross winnings 

yne of wager 

ransactinn 

in nmgs from ident ical w ager a 

2 Federal income tax withheld 

4 Date wnn 

6 Race 

8 Cashier 

DMB Nn. 1545. 0238 

IQ87 
Statement for 
Recipients of 

Certain 
Gambling 
Winnings 

3. 70" Type or pnnt WINNER'S name (fi t, middle, las 

Street address 
a. aa" 

City, state, and ZIP code 13 

mnar x laxpaycr idantihcatian na 

1. 45" 
irst I D 

3. 00" 
lair/Payer s stale rdanbtrcatran na. 

10 Window 

1. 45" ~ 
12 Second I. D. 

14 State mcome tax withheld 

For Paperwork 
Reduction Act Notice 
and instructions for 
completing this form, 
see Instructions for 
Forms 1099, 1098, 
5498, 1096, and W-2G25„ 

Under penalhai of parle ry, I declare that. Ia t hul of my kaawlad an 

ma as the ran riant of this aaymanl aad any aa manta fram idenbca wag 

Si nature N 

lief. Ihc name 

. and that aa at 

3. 0 
ddraxi ana taxaayar idanbficabnn number that I have larmshad carracoy ideably 

II 
r rxan ix entitled ta any part al these payments 

vx 

Date ~ 

Copy A 
For Internal Revenue 
Service Center 

Form W. 2G 
7. 30" 

Department of the Treasury ~ internal Revenue Service 

3232 
8. 00" 

CORRECTED For Official Use Only 

Type or pnnt PAYER'S name 

Street address 11. 00" 

City, state, and ZIP code 

Federal identification number 

Street address 

City, state, and ZIP code 

Type or pnnt WINNER'S name(fi t, middle, last) 

1 Gross winnings 2 Federal incometaxwithheld 

3 Type of wager 4 Date wnn 

5 Transaction 6 Race 

7 Wmmngs from identical wagers 8 Cashier 

9 Winner x taxpayer idanlilicaban ns 10 Window 

11 First I. D 12 Second I D 

13 Stats/Payer'x slate identilicatian aa 14 State income tax withheld 

DMB No 1545 0238 

IQ87 
Statement for 
Recipients of 

Certain 
Gambling 
Winnings 

For Paperwork 
Reduction Act Notice 
and mstructions for 
completing this form, 
see Instructions for 
Forms 1099, 1098, 
5498, 1096, and W-2G. 

Signature N Date N 

Under penalties al perivry. I declare that. tc t best af my knowledge and belief the name address and laxpayar nlenbfrcatian number that I have furnished ceiractly identity 

ma as the recipient of this payment aad any aa ments tram idcatical wageii. and thar na other person n entitled te any part af these Saymanlx Copy A 
Forlnternal Revenue 
Service Center 

Form W 2G Department of the Treasury . Internal Revenue Service 

Type or pnnt PAYER'S name 

Street address 

City, state, and ZIP code 

Federal identification number 

3232 CORRECTEO 
1 Gross winmngs 

3 Type nf wager 

5 Transaction 

7 Wmnings from idenbcal wagers 

For Offiaal Use Only 

2 Federal mcnme tax withheld 

4 Date won 

6 Race 

8 Cashier 

DMB Nn. 1545-0238 

'ilQ87 
Statement for 
Recipients of 

Certain 
Gambling 
Winnings 

Typeorpnnt WINNER'S name(fi t, middle, last) 9 Winner's taxpayar idantificatmn ne 10 Window 

Street address 11 First I. D 12 Second I D. 

City, state, and ZIP code 13 State/Payar'i slate ieantihcatiaa na. 14 State income tax withheld 

Signature N Date N 

Under penalties of parivry I declare Ihal la th baal of my knowledge ana belief the name address aad laxaaycr identihcatian number that I have lvrnisbad carracoy idanbfy 
ma as Iba ranaianl al this paymanl ana any pa ments from idantmal wagari. and Ibat aa other person n entincd ta any part af these payments. 

For Paperwork 
Reduction Act Notice 
and instructions for 
completing this form, 
see Instructions for 
Forms 1099, 1098, 
5498, 1096, and W-2G. 

Copy A 
For Internal Revenue 
Service Center 

Form W. 2G Department ot the Treasury - Internal Revenue Sennce 
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26 CFR 601. 20lt Rulings and determination letters. 

Rett. Proc. 87-18 

SECTION 1. PURPOSE 

This revenue procedure modifies Rev- 
enue Procedure 84-23, 1984 — 1 C. B 457, 
to permit a mass submitter or sponsoring 
organization to obtain an opinion letter 
for a master or prototype profit-sharing 
plan which includes a cash or deferred 
arrangement (CODA) as described in 
section 401(k) of the Internal Revenue 
Code. 

SEC. 2. BACKGROUND AND GENERAL 

INFORIR ATION 

01. Rev. Proc. 84-23 sets forth the 
general procedures relating to the issu- 

ance of opinion letters by the National 
Office of the Internal Revenue Service as 
to the acceptability of the form of master 
or prototype pension, annuity, and profit- 
sharing plans involving sections 401(a) and 

403(a) of the Code, and the status for 
exemption of related trusts or custodial 
accounts under section 501(a). 

02. Prior to this revenue procedure, 
section 8. 033 of Rev. Proc. 84-23 pro- 
vided that the National Office would not 
issue opinion letters with respect to plans 
containing CODAs as described in sec- 
tion 401(k) of the Code. This revenue 
procedure modifies section 8. 033 of Rev. 
Proc. 84 — 23 to provide expedited review 
and issuance of opinion letters with re- 

spect to plans which are drafted or 
amended to contain CODAs. No other 
amendments will be reviewed pursuant to 
this revenue procedure. 

. 03 Section 1142 of the Tax Reform 
Act of 1986, P. L. 99 — 514 (October 22, 
1986) requires the Service to accept ap- 
plications for opinion letters for master or 
prototype plans which include CODAs as 
described in section 401(k) of the Code. 

. 04 In Notice 87-33, page 480, this Bul- 

letin, the Service issued Model TRA 
Amendments I and II that may be used 

by sponsors of master or prototype plans 
to conform those plans to the qualification 
requirements of the Tax Reform Act of 
1986 that are effective before January 1, 
1989. The Service also issued, in Notice 
87-34, page 490, this Bulletin, a model 

CODA amendment that may be used by 
sponsoring organizations and mass sub- 

mitters of master or prototype profit-shar- 

ing plans to provide a CODA. 
. 05 Beginning May 1, 1987, the Service 

will accept applications for opinion letters 
from sponsoring organizations for master 

or prototype profit-sharing plans that are 
amended to meet the requirements of sec- 
tion 401(k) of the Code by use of the model 

CODA amendment provided in Notice 
87 — 34. Applications for plans containing 
CODA amendments other than the model 
CODA will not be accepted until July 6, 
1987. Applications will be processed in 
accordance with the procedures in Rev. 
Proc. 84 — 23, as modified by this revenue 
procedure. Applications for opinion let- 
ters on previously approved master or 
prototype profit-sharing plans that have 
been amended to add a CODA will be 
given priority consideration as described 
in section 6. Opinion letters will be issued 
as soon as clerically feasible for currently 
approved master or prototype profit-shar- 

ing plans that have been amended solely 
to adopt either the model CODA or to 
adopt the model CODA and Model TRA 
Amendment II, described in . 04 above. 

SEC. 3. CODA PROVISIONS 

. 01 Required Provisions — In order to 
receive a favorable opinion letter with re- 

spect to its CODA provisions, each mas- 

ter or prototype plan must include 
provisions which comply with the follow- 

ing list. 
1. Separate 'accounts must be main- 

tained for each participant's 

(a) elective deferrals, as described 
in section 402(g)(3)(A) of the Code, 

(b) qualified nonelective contribu- 
tions, as described in section 
401(m)(4)(C), and matching contribu- 
tions used to satisfy the test provided 
in section 401(k)(3), 

(c) employee contributions, and 

(d) matching contributions, as de- 
scribed in 401(m)(4)(A) of the Code, 
that are not used to satisfy the test pro- 
vided in section 401(k)(3). 

2. An effective date for the CODA 
amendment should be provided in the plan. 
The amendment should be effective no 
earlier than the later of the first day of 
the first plan year beginning after Decem- 
ber 31, 1986, or the first day of the plan 
year in which the amendment is adopted. 

3. Elective deferrals, employee con- 
tributions, and qualified nonelective con- 
tributions must be nonforfeitable at all 

times. 

4. Amounts attributable to elective de- 
ferrals, other than excess deferrals, may 
not be withdrawn prior to the occurrence 
of one of the events specified in section 
401(k)(2)(B). 

5. Recharacterization of excess contri- 

butions is permitted consistent with reg- 

ulations or other guidance issued by the 
I. R. S. 

6. The CODA provisions may not be 
integrated with social security. 

7. Elective deferrals under the plan may 
not exceed $7, 000 (or such greater amount 

as subsequently determined in accord- 
ance with increases provided under sec- 
tion 415(d)) for any participant for any 
calendar year. 

8. A mechanism must be provided by 
which a participant may notify the plan 
administrator of an allocation of excess 
elective deferrals, and upon which notice 
such excess elective deferrals, and the ap- 
plicable earnings, will be distributed to 
the participant by April 15 of the year 
following the calendar year of deferral. 

9. The Actual Deferral Percentage 
(ADP) test set forth in section 401(k)(3) 
of the Code must be contained in the plan. 

10. A definition of highly compensated 
employee, as described in section 414(q) 
of the Code, must be contained in the 
plan. 

11. A mechanism by which contribu- 
tions in excess of those allowed under the 
ADP test will be distributed to partici- 
pants must be contained in the plan. 

12. An explanation of the 10% excise 
tax imposed by section 4979 of the Code 
upon employers that have not distributed 
(within 2tt'r. months following the end of 
the plan year) or recharacterized contri- 
butions (but see section 3. 015) in excess 
of the amount allowed by the ADP test 
must be contained in the plan. 

13. A mechanism must be provided to 
assure the proper ordering for tests de- 
scribed in section 401(m)(6)(D) of the 
Code. 

14. Provisions to satisfy the top-heavy 
requirements set forth in section 416 must 
be contained in the plan. Beginning on 
January 1, 1989, plans may not include 
elective deferrals as employer contribu- 
tions for the purpose of satisfying the min- 
imum contributions. 

. 02 Optional Provisions — master or 
prototype plans that include CODA pro- 
visions may also include provisions allow- 

ing some or all of the following items: 
1. matching contributions, or em- 

ployee contributions (in which case, the 
plan must contain the 401(m) nondiscri- 
mination test, and a mechanism for dis- 

tributing or forfeiting amounts in excess 
of the 401(m) test); 

2. qualified nonelective contributions 
(QNECs); 
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3. recharacterization of elective defer- 
rals in excess of the ADP test as voluntary 
employee contributions subject to section 
401(m), but see section 3. 015; 

4. employer contributions, including 
elective deferrals, to be made regardless 
of profits; 

5. use of qualified nonelective contri- 
butions to satisfy the ADP test; and 

6. use of qualified matching contribu- 
tions to satisfy the test set forth in section 
401(m). 

. 03 Additional Requirements for 
Standardized Form Plans — A standard- 
ized form plan that includes a CODA must, 
in addition to satisfying the requirements 
listed in section . 01 above, provide a min- 
imum qualified nonelective contribution 
of 3% of compensation if the underlying 
plan document does not otherwise pro- 
vide for the top-heavy minimum alloca- 
tion. 

1. The requirement that contributions 
be a uniform percentage of each partici- 
pant's compensation does not apply to 
elective deferrals, QNECs or matching 
contributions (if any) under the CODA. 
However, all other requirements of sec- 
tions 4. 07 and 6 of Rev. Proc. 84-23 apply 
to a standardized form plan that contains 
a CODA. 

2. The plan may not provide for re- 
characterization of excess contributions. 

SEC. 4. FILING INSTRUCTIONS TO 

NONMASS SUBMITTER SPONSORING 

ORGANIZATIONS 

. 01 Sponsoring organizations which 
amend existing adoption agreements to 
add a CODA amendment may take ad- 
vantage of a streamlined filing procedure. 
Such sponsoring organizations need only 
submit the following items in order to be 
considered for an opinion letter on a plan 
that has been amended to include a 
CODA. 

1. A cover letter stating the type of 
amendment involved (e. g. , model, non- 
model attachment, or other) and, if an 
amendment other than the model, sum- 

marizing the changes to the plan. 
2. (a) In the case of a model CODA 

amendment, a certification that the plan 
has adopted the model CODA, and, if 
applicable, the Model TRA Amendment 
II, on a word-for-word basis, and has made 
no other changes. 

(b) In the case of a CODA amend- 
ment, other than the model CODA, made 
as an attachment to the existing plan, a 
copy of the CODA attachment and cer- 

tification that no other changes (except, 
if applicable, the Model TRA Amend- 

ment II) have been adopted. 

(c) In the case of a CODA amendment 

which is not an attachment to the existing 

plan but which does not add an additional 

adoption agreement, a copy of the 
amended basic plan document and adop- 

tion agreement, highlighted to indicate the 

changes from the prior basic plan docu- 

ment and adoption agreement. 
3. The first and last pages of Form 4461 

must be completed and signed by the 

adopting sponsoring organization. The 
term "401(k)" should be printed in bold 
letters at the top right corner on the first 

page of the Form 4461. The form should 

include the file folder number of the plan 
as originally approved. 

. 02 A sponsoring organization's plans 
that are not eligible for the streamlined 
filing process established in section 4. 01 
above include plans that add a new adop- 
tion agreement rather than amending a 
current adoption agreement and plans that 
do not have a current opinion letter. 
Sponsoring organizations of such plans 
must submit the following items in order 
to be considered for an opinion letter on 
a plan containing a CODA: 

1. A cover letter stating whether the 
submission is a new plan or an addition 
of a new adoption agreement to an exist- 
ing plan and summarizing the changes to 
the plan. 

2. A copy of both the basic plan doc- 
ument and the adoption agreement as 
amended or drafted to contain a CODA. 
Each basic plan document and new adop- 
tion agreement must be highlighted to in- 
dicate the changes from a previously 
approved document, if applicable. 

3. A completed Form 4461 with the 
term "401(k)" printed in bold letters at 
the top right corner on the first page of 
the form. 

. 03 Model CODA amendments to 
master or prototype plans must be made 
by means of a separate attachment to the 
basic plan document and a separate at- 
tachment to the adoption agreement of a 
profit-sharing plan, as currently ap- 
proved. Nonmodel CODA amendments 
to master or prototype plans may also be 
made by means of such attachments. 

. 04 Applications should be sent to: 

Internal Revenue Service 
Employee Plans Division 

Attn: OP:E:EP:Q, Room 6550 
1111 Constitution Avenue, N. W. 

Washington, DC 20224 

In order to expedite processing of the ap- 
plication, "401(k) application" should be 
typed in the lower left corner of the en- 
velope. 

SEC. 5. FILING INSTRUCllONS FOR MASS 

SUBMITTERS 

. 01 Only an entity which has previ- 
ously applied for and received favorable 
opinion letters on a profit-sharing plan for 
ten (10) or more qualified sponsoring or- 
ganizations will be considered a mass sub- 
mitter of that plan for the purposes of this 
section. 

. 02 The National Office will provide to 
each mass submitter a list of the spon- 
soring organizations which have adopted 
the mass submitter's defined contribution 
plan(s). These sponsoring organizations 
will be eligible to add a CODA to the 
mass submitter plan on an identical word- 
for-word basis. Minor modifications on 
behalf of such sponsoring organizations to 
the CODA will be treated as nonmass 
submitter plans. Minor modifications of 
Model TRA Amendment II will not be 
permitted as a part of this review process. 

. 03 Mass submitters that qualify for 
categories 1 or 2(a) or (b) of section 6 
below, may submit the mass submitter plan 
application in accordance with the filing 
instructions provided in section 4. 01 above. 
In addition, the mass submitter must re- 
turn the list of the sponsoring organiza- 
tions provided under 5. 02 above, marked 
to indicate the sponsoring organizations 
that will be adopting the CODA amend- 
ment. A separate Form 4461 should not 
be submitted for each sponsoring orga- 
nization adopting the CODA. 

. 04 Mass submitters that qualify for 
categories 2(c) or 4 of section 6 should 
submit the mass submitter plan applica- 
tion (including the entire basic plan doc- 
ument, amended adoption agreement and 
the completed Form 4461) in accordance 
with the filing instructions set forth in sec- 
tion 4. 02 above. In addition, the mass 
submitter must submit a list of the spon- 
soring organizations adopting the CODA 
and the first and last pages of Form 4461, 
completed and signed by each such spon- 
soring organization. 

. 05 Applications should be sent to: 

Internal Revenue Service 

Employee Plans Division 

Attn: OP:E:EP:Q:1, Room 6229 

1111 Constitution Avenue, N. W. 

Washington, D. C. 20224 
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In order to expedite processing of the ap- 

plication, "401(k) application" should be 
typed in the lower left corner of the en- 
velope. 

SEC. 6. REVIEW PRIORITIES 

01 Applications will generally be re- 
viewed in accordance with the following 
priority categories. The priorities estab- 
lished in this section will be in effect until 

further notice. 
. 02 Category I: Current approved 

adoption agreements and basic plan doc- 
uments that are amended solely to adopt 
the master or prototype model CODA 
provided by Notice 87 — 34, as separate at- 
tachments to the basic plan document and 
the adoption agreement (and, if desired, 
the Model TRA Amendment II provided 
in Notice 87 — 33). The amendments must 
be word-for-word identical to the model 

language set forth in the application no- 

tices. A favorable opinion letter will be 
issued on the CODA amendment as soon 
as clerically feasible after acceptance of 
the application. 

. 03 Category 2 (a): Currently ap- 
proved mass submitter adoption agree- 
ments and basic plan documents which 

are amended solely to add a CODA that 
is not identical to the model CODA in 

Notice 87 — 34, as separate attachments to 
the basic plan document and the adoption 
agreeement, (and, if desired, the Model 
TRA Amendment II provided in Notice 
87-33, adopted on a word-for-word iden- 

tical basis). No other changes may be 
made. 

. 04 Category 2 (b): Currently ap- 
proved mass submitter adoption agree- 
ments and basic plan documents which 

are amended solely to add a CODA that 
is not identical to the model CODA in 

Notice 87 — 34, other than by attachments 
to the basic plan document and the adop- 
tion agreement, (and, if desired, the Model 
TRA Amendment II provided in Notice 
87 — 33, adopted on a word-for-word iden- 

tical basis). No other changes may be 
made. 

. 05 Category 2 (c): Currently approved 
mass submitter basic plan documents to 
which are adds any new adoption agree- 
ments to include any CODA (and, if de- 

sired, the Model TRA Amendment II). 
Under this category regardless of whether 
the CODA amendments are incorporated 
into the basic plan document or are in- 

cluded as an attachment, the entire 
amended basic plan document, as well as 

the new adoption agreement and a com- 

pleted Form 4461, must be submitted. 

. 06 Category 3t Currently approved 
nonmass submitter adoption agreements 
and basic plan documents amended solely 
to add a CODA amendment other than 
the model (and, if desired, the Model TRA 
Amendment II provided in Notice 87 — 33, 
adopted on a word-for-word identical ba- 

sis). Such addition may be made by means 
of an amendment to a currently approved 
adoption agreement or by the addition of 
a new adoption agreement to the cur- 
rently approved basic plan document. 

. 07 Category 4: Plans, either mass sub- 

mitter or nonmass submitter, that contain 
a CODA but do not fit into one of the 
categories listed above, including plans 
with new basic plan documents, will not 
be given priority treatment under this 

procedure. 

. 08 Mass Submitter Priority: Plans of 
mass submitters in category 1 above will 

be given precedence over plans of non- 
mass submitters in that category. How- 

ever, as stated in . 02, above, all plans in 
category 1 will be processed as soon as 
clerically feasible. Plans of mass submit- 

ters in category 4 will be given precedence 
over plans of nonmass submitters in that 
category. 

. 09 Case Processing: Submissions in 

categories below category 1 will be pro- 
cessed as resources are available. The 
Service will ordinarily process submis- 
sions in order of date of receipt (within 
the review priorities established above) 
but reserves the right to process or review 
cases out of that order if necessary to more 
efficiently utilize limited resources and 
better serve the public. For example, cer- 
tain types of CODA amendments (e. g. , 
those made by use of an attachment) may 
consume less processing time than 
amendments made by use of new or sep- 
arate adoption agreements, and may be 
selected for earlier review if the facts and 
circumstances warrant speedier process- 
ing. 

SEC. 7. PAIREII PQN ABGPTION 

For the purposes of this revenue pro- 
cedure, a sponsoring organization is per- 
mitted to adopt an additional set of defined 
contribution paired plans which are word- 
for-word identical to an approved set of 
paired plans of a mass submitter, in ad- 
dition to any set of paired plans it may 

already have. Adoption of the additonal 
set of defined contribution paired plans 

of such mass submit ter must be made pur- 

suant to section 17, 02 of Rev. Proc. 84- 
23. Therefore, a sponsoring organization 

may adopt one set of paired plans of a 
mass submitter which contains an ap- 
proved CODA in addition to the set of 
paired plans the sponsoring organization 

may already have. 

SEG. B. DEFERRED SUBMISSION FOR 

NONMOUEL CODA AMENDMENT 

APPLICATIONS 

The Service will begin processing model 
CODA applications as of May 1, 1987. In 
order to allow sponsoring organizations 
to assimilate the provisions stated above, 
the Service is providing a deferred sub- 

mission period for CODA applications 
other than applications for model CODA 
amendments. No applications for ap- 
proval of master or prototype plans under 
this revenue procedure other than for the 
model CODA amendment, may be sub- 

mitted prior to July 6, 1987. Any appli- 
cation, other than for a model CODA 
amendment, received prior to such date 
will be returned. Submissions which do 
not conform to the requirements of this 
revenue procedure may be given a de- 

layed date of receipt. Date of receipt for 
such plans will be the date upon which 

the plan meets all of the requirements. 

SEC. 9. PLAN ADOPTION PROGEBURE 

. 01 If all CODA amendments are made 
in the attachments, a sponsoring organi- 
zation need not apply for a new opinion 
letter for any adoption agreements that 
are not affected by the CODA. Employ- 
ers that utilize a currently approved basic 
plan document, but do not adopt the 
CODA, need not be provided with the 
separate attachment or apply for new de- 
termination letters solely because the 
CODA was added to the basic plan doc- 
ument. This subsection applies whether 
or not the amendments are made by use 
of the model CODA or nonmodel CODA 
language. 

02. If a CODA is not confined to the 
separate attachments, a sponsoring or- 
ganization will be required to submit ap- 
plications for new opinion letters with 
respect to all defined contribution plans 
using the amended basic plan document 
in order to preserve reliance obtained un- 

der Rev. Proc. 84-23 or 80 — 30. 
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SEC. 10. RELIANCE 

. 01 Opinion letters will be issued to 

sponsoring organizations which adopt the 

model CODA as soon as clerically fea- 

sible after the receipt of an application. 
Adoption by an employer of a sponsoring 
organization's model CODA amendment 

will not by itself affect the status of the 
plan's qualification and the exempt status 

of any related trust. Therefore, such em- 

ployer may rely on the opinion letter is- 

sued to the sponsoring organization, 
provided that the requirements of section 
18 of Rev. Proc. 84-23, including the ap- 

propriate Notice to Interested Parties, are 
met. In any case where the adoption of 
the sponsoring organization's plan in- 

cludes provisions other than the model 

CODA, see section 11 of Rev. Proc. 84- 
23 for guidance as to whether a deter- 

mination letter should be requested in re- 

gard to the qualification of the employer's 

plan. 
. 02 Except as provided in section 9. 01, 

in order for a plan not using the model 
CODA to remain a qualified master or 
prototype plan, a sponsoring organization 
must obtain a new opinion letter if changes 
are made to a basic plan document or 
adoption agreement to add a CODA 
amendment. Employers adopting a spon- 
soring organization's amended standard- 
ized plan may rely on the sponsoring 
organization's new opinion letter, pro- 
vided the requirements of section 18 of 
Rev. Proc. 84-23, including the Notice to 
Interested Parties, are met. Approval by 
the IRS National Office of a nonstandar- 
dized master or prototype plan's CODA 
amendment does not constitute a deter- 
mination that an employer who adopts the 
amended plan will have a qualified plan. 
Therefore, such an employer should re- 
quest a determination letter in accordance 

with the procedures in Rev. Proc. 80-30, 
1980-1 C. B. 685 to continue reliance upon 

their plans satisfying the applicable Code 

sections. 

SEC. 11. EFFECT ON OTHER DOIINENTS 

Rev. Proc. 84-23 is hereby modified to 

provide procedures for processing master 

or prototype profit-sharing plans that con- 

tain a CODA. 

SEC. 12. EFFECTIVE DATE 

This Revenue Procedure is effective as 

of May 1, 1987. 

26 CFR 601. 201: Rulings and determination leners 

lAlso Part I, Session 143; 6a. 103A-2. ) 

Rett. Proc. 87-19 

SECTION 1. PURPOSE 

The purpose of this revenue procedure 
is to supplement Rev. Proc. 85 — 42, 1985- 
2 C. B. 496, by adding "average area pur- 
chase price" safe harbor limitations for 
Guam, Puerto Rico, and the Common- 
wealth of the Northern Mariana Islands. 

SEC. 2. BACKGROUND 

. 01 Issuers of qualified mortgage bonds 
must satisfy several requirements if the 
interest on the bonds is to be excludable 
from gross income under section 103(a) 
of the Internal Revenue Code, One of the 
requirements is that the cost of each res- 
idence financed with bond proceeds must 
not exceed a certain percentage of the 
average area purchase price applicable to 
such residence. The average area pur- 

chase price is, with respect to any resi- 
dence, the average purchase price of single- 

family residences (in the statistical area 
in which the residence is located) that were 

purchased during the most recent 12-month 
period for which sufficient statistical in- 
formation is available 

. 02 Pnor to the enactment of the Tax 
Reform Act of 1986 (Act), Pub. L. No. 
99 — 514, section 1301, 100 Stat. 2085, sec- 
tion 103A(f) of the Code provided that 
the acquisition cost of each residence could 
not exceed 110 percent (120 percent for 
a targeted area residence) of the average 
area purchase price. The Act repealed 
section 103A(f) and replaced it with sec- 
tion 143(e), which provides that the ac- 
quisition cost can not exceed 90 percent 
(110 percent for a targeted area resi- 

dence) of the average area purchase price. 
The Act generally is effective with respect 
to bonds issued after August 15, 1986. 

. 03 Rev. Proc. 85 — 42 contains a list of 
the average area purchase price safe har- 

bor limitations for areas within each state 
and the District of Columbia. Section 3. 01 
of Rev. Proc. 85-42 indicates that issuers 
of qualified mortgage bonds may rely on 
the safe harbor limitations for the period 
beginning August 2, 1985, and ending 

August 1, 1986. On August 4, 1986, An- 

nouncement 86 — 91, 1986-31 I. R. B. 25, was 

published stating that issuers of qualified 

mortgage bonds may continue to rely on 

the average area purchase price safe har- 

bor limitations contained in Rev. Proc. 
85-42 until new safe harbor limitations 

are published. 

SEC. 3. APPLICATION 

The average area purchase price safe 
harbor limitations for jurisdictions that 
were not previously included in Rev. Proc. 
85-42 are listed below. Issuers may con- 
tinue to rely on such safe harbor limita- 

tions until new safe harbor limitations are 
published. 

STATE AND AREA DESIGNATION 

Guam 
All Areas 

Puerto Rico 
All Areas 

Commonwealth of the Northern Mariana Islands 
All Areas 

$52, 300 

61, 000 

49, 900 

$52, 300 

36, 600 

27, 400 

AVERAGE AREA PURCHASE PRICE 
SAFE HARBOR LIMITATIONS FOR 
SINGLE-FAMILY RESIDENCES 

NEW EXISTING 

SEC. 4. EFFECT ON OTHER 
REVENUE PROCEDURES 

Rev. Proc. 85-42 is supplemented. 
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26 &PR 601. 201: Rulings and determination leuers. 

(Also Part I, Sections 25, 103, 143; 1. 25-1 T, 1. 103- 
I, 6a. 103A-2. I 

Rev. Proc. 87-20 

SECTION 1. PURPOSE 

The purpose of this revenue procedure 
is to provide issuers of qualified mortgage 
bonds, as defined in section 143(a) of the 
Internal Revenue Code, and issuers of 
mortgage credit certificates, as defined in 

section 25(c), with a list of the "average 
area purchase price" safe harbor limita- 

tions. ~ 

SEC. 2. BACKGROUND 

. 01 Section 103(a) of the Code pro- 
vides that, except as provided in section 

103(b), gross income does not include in- 

terest on any state or local bond. Section 

103(b)(1) provides that section 103(a) shall 

not apply to any private activity bond that 
is not a "qualified bond" within the mean- 

ing of section 141. Section 141(d)(1)(B) 
provides that the term "qualified bond" 
includes any private activity bond if such 

bond is a qualified mortgage bond. 
. 02 Section 143(a)(1)(A) of the Code 

provides that the term "qualified mort- 

gage bond" means a bond that is issued 

as part of a qualified mortgage issue. Sec- 

tion 143(a)(2)(A) provides that the term 
"qualified mortgage issue" means an issue 

by a state or political subdivision thereof 
of one or more bonds, but only if (i) all 

proceeds of such issue (exclusive of is- 

suance costs and a reasonably required 

reserve) are to be used to finance owner- 

occupied residences; (ii) such issue meets 

the requirements of subsections (c), (d), 
(e), (f), (g), (h), and (i); and (iii) such 

issue does not meet the private business 

tests of paragraphs (1) and (2) of section 

141(b). 
. 03 An issue of bonds meets the re- 

quirements of subsection (e) of section 
143 if the acquisition cost of each resi- 

dence financed by the issue does not ex- 

ceed 90 percent of the average area 
purchase price applicable to such resi- 

dence. In the case of a targeted area res- 

idence, the acquisition cost must not exceed 
110 percent of the average area purchase 

price. The term "average area purchase 
price" means, with respect to any resi- 

dence, the average purchase price of sin- 

gle-family residences (in the statistical area 

in which the residence is located) that were 

purchased during the most recent 12-month 

period for which sufficient statistical in- 

formation is available. Separate deter- 
minations are made for new and existing 

residences, and for two-, three-, and four- 

family residences. 

. 04 section 143(e)(2) of the Code pro- 
vides that the determination of whether 

the acquisition cost of each residence does 
not exceed 90 or 110 percent of the av- 

erage area purchase price for that statis- 
tical area shall be made as of the date on 
which the commitment to provide the fi- 

nancing is made or, if earlier, the date of 
the purchase of the residence. 

. 05 Section 6a. 103A — 2(f)(5)(i) of the 
Temporary Income Tax Regulations (is- 
sued under former section 103A(f), the 
predecessor of section 143(e)) provides 
that an issuer may rely upon the average 
area purchase price safe harbor limita- 

tions published by the Department of the 
Treasury for the statistical area in which 

a residence is located. An issuer may use 
a limitation different from the published 
safe harbor limitation if the issuer has more 
accurate and comprehensive data. How- 

ever, when computing the average area 
purchase price for a statistical area that is 
a county, the issuer ordinarily must make 
the computation on an individual county 
basis and may not combine two or more 
counties. 

. 06 Section 143(k)(2)(A) of the Code 
provides that the term "statistical area" 
means (i) a metropolitan statistical area 
(MSA), and (ii) any county (or the por- 
tion thereof) that is not within an MSA. 
An area qualifies as an MSA if it contains 
a city of at least 50, 000 population, or an 

urbanized area of at least 50, 000 with a 
total metropolitan population of at least 

100, 000. If an area has more than one 
million population and meets certain other 
specified requirements, it is termed a 
"consolidated metropolitan statistical area" 
(CMSA), consisting of major components 
recognized as "primary metropolitan sta- 

tistical areas" (PMSA). 

. 07 A state or local government may 
elect to exchange all or part of its qualified 

mortgage bond authority for authority to 
issue mortgage credit certificates. In gen- 

eral, the recipient of a mortgage credit 
certificate may claim a federal income tax 
credit equal to the product of the certif- 
icate credit rate and the interest paid or 
incurred on the remaining principal of the 
certified indebtedness amount. Section 
25(c)(2)(A)(iii)(III) of the Code provides 
that the indebtedness certified by mort- 

gage credit certificates must meet the pur- 
chase price requirements under section 
143(e). Thus, the purchase price of the 

residence financed may not exceed 90 per- 
cent of the average area purchase price 
(110 percent in a targeted area). 

. 08 The average area purchase price 
safe harbor limitations for the period be- 
ginning August 2, 1985, and ending Au- 
gust 1, 1986, were published in Rev. Proc, 
85 — 42, 1985 — 2 C. B. 496. Announcement 
86 — 91, 1986 — 31 I. R. B. 25, provides that 
issuers of qualified mortgage bonds may 
continue to rely on the average area pur- 
chase price safe harbor limitations pub- 
lished in Rev. Proc. 85-42 until new safe 
harbor limitations are published. 

SEC. 3, APPLICATION 

. 01 Issuers of qualified mortgage bonds 

and mortgage credit certificates may rely 
on the average area purchase price safe 
harbor limitations contained in this rev- 

enue procedure for the period beginning 

May 11, 1987, and ending on the date that 
new safe harbor limitations are published. 
The safe harbor limitations are estimates 
of the average area purchase price on which 

issuers may rely to satisfy the require- 
ments of section 143(e) of the Code. The 
estimates are based on information from 
the Federal Home Loan Bank Board's 
monthly survey of "Terms of Conven- 
tional Home Mortgages. " The survey 
contains sales price estimates for both new 

and existing one-family nonfarm resi- 
dences. The safe harbor limitations are 
based on the sales price estimates for the 
12 months ending September 30, 1986. 
The sales price data are adjusted for non- 
conventional (Federal Housing Admin- 

istration (FHA) insured and Veterans 
Administration guaranteed) home sales. 
The data are presented for each MSA or 
PMSA for which a sufficient data sample 
is available. Data for the remaining areas 
in each state are combined to produce an 
estimate for "all other areas" in the state. 
If the data for a state or for "all other 
areas" in a state are too small, a regional 
estimate of average purchase price is used. 
Safe harbor limitations for two-to-four- 
family residences are equal to the appro- 
priate average area purchase price for sin- 
gle-family residences multiplied by the 
following adjustment factor: 1. 126 for two- 
family residences, 1. 363 for three-family 
residences, and 1. 585 for four-family res- 
idences. These adjustment factors are 
similar to those used for the FHA mort- 
gage limitations. 
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. 02 Issuers of qualified mortgage bonds 

may continue to rely on the average area 
purchase price safe harbor limitations 
contained in Rev. Proc. 85 — 42 for mort- 

gages financed with proceeds of bonds sold 

before June 10, 1987, if the commitments 

to provide financing for the mortgages are 
made before August 9, 1987, Issuers of 
qualified mortgage bonds that have re- 
ceived a ruling letter from the Service ap- 

proving an average area purchase price 
limitation that is higher than the safe har- 

bor limitation in this revenue procedure 
may rely on the ruling letter for 1 year 
after the date of the ruling letter. Issuers 
of mortgage credit certificates may con- 

STATE AND AREA DESIGNATION 

tinue to rely on the average area purchase 

price safe harbor limitations contained in 

Rev. Proc. 85-42 for certificates issued 

with respect to bond authority exchanged 

before June 10, 1987, if the commitments 

to issue the certificates are made before 

August 9, 1987. Issuers may continue to 
rely on the average area purchase price 
safe harbor limitations for Guam, Com- 

monwealth of the Northern Mariana Is- 

lands, and Puerto Rico, as added to Rev. 
Proc. 85-42 by Rev. Proc. 87-19, page 712, 
this Bulletin, until new safe harbor limi- 

tations are published for those jurisdic- 

tions. 

03 If an MSA or PMSA is contamed 
in two or more states, the acquisition cost 
of a residence within that MSA or PMSA 
shall not exceed the safe harbor limitation 
provided for the MSA or PMSA, not the 
limitation provided for all other areas in 
the state. 

. 04 The following average area pur- 
chase price safe harbor limitations have 
not been adjusted to refiect either the 90 
percent of the average area purchase price 
described in section 143(e)(1) of the Code 
or the 110 percent of the average area 
purchase price described in section 
143(e)(5). 

AVERAGE AREA PURCHASE PRICE 
SAFE HARBOR LIMITATIONS FOR 
SINGLE-FAMILY RESIDENCES 

NEW EXISTING 
Alabama 

Birmingham MSA 
Huntsville MSA 
Mobile MSA 
All Other Areas 

Alaska 
All Areas, 

Arizona 
Phoenix MSA 
All Other Areas 

Arkansas 
All Areas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

California 
Anaheim-Santa Ana PMSA 
Fresno MSA 
Los Angeles-Long Beach PMSA . . . . . . . . . . . . . . . 
Oakland PMSA 
Oxnard-Ventura PMSA 
Riverside-San Bernardino PMSA . 
Sacramento MSA 
San Diego MSA 
San Francisco PMSA . 

San Jose PMSA 
Santa Barbara-Santa Maria-Lompoc MSA 
Santa Cruz PMSA 
Santa Rosa-Petaluma PMSA . 
Stockton MSA . 
All Other Areas 

Colorado 
Denver PMSA . . . . . . 
All Other Areas 

Connecticut 
Bridgeport-Milford MSA 
Danbury MSA 
Hartford PMSA . 
New Haven-Meriden MSA 
Waterbury MSA . 
All Other Areas . 

Delaware 
All Areas . . . . . . . . . . . . . . . . . , . . . , . . . . . . . , . . . . . . , . . . „. . . 

District of Columbia 
Washington (DC-VA-MD) MSA 

714 1987 — 1 C. B. 

$97, 400 
103, 400 
80, 400 
78, 700 

124, 400 

146, 500 
108, 700 

78, 100 

154, 200 
108, 100 
141, 700 
176, 400 
153, 200 
129, 800 
134, 500 
151, 900 
183, 700 
177, 000 
172, 900 
149, 000 
124, 500 
112, 600 
120, 700 

155, 600 
120, 200 

113, 500 
154, 800 
136, 100 
125, 300 
114, 600 
168, 200 

137, 500 

147, 300 

$76, 500 
92, 000 
82, 200 
75, 400 

93, 400 

117, 800 
93, 900 

151, 600 
89, 900 

144, 300 
148, 900 
139, 300 
111, 100 
112, 800 
132, 200 
172, 400 
166, 800 
177, 600 
145, 500 
130, 000 
94, 100 

103, 500 

136, 700 
98, 000 

145, 800 
158, 700 
107, 900 
115, 200 
103, 600 
143, 500 

105, 900 

147, 500 



STATE AND AREA DESIGNA TION 

AVERAGE AREA PURCHASE PRICE 
SAFE HARBOR LIMITA TIONS FOR 
SINGLE-FAMILY RESIDENCES 

NEW EXISTING 
Florida 

Bradenton MSA 
Daytona Beach MSA 
Ft, Lauderdale-Hollywood-Pompano 
Ft. Myers-Cape Coral MSA 
Ft. Pierce MSA 
Jacksonville MSA 
Melbourne-Titusville-Palm Bay MSA 
Miami-Hialeah PMSA 
Orlando MSA 
Pensacola MSA 
Sarasota MSA 
Tallahassee MSA . 
West Palm Beach-Boca Raton-Delray 
All Other Areas . 

Georgia 
Atlanta MSA 
Augusta (GA-SC) MSA 
All Other Areas 

Hawaii 
All Areas 

Idaho 
All Areas 

Illinois 
Aurora-Elgin PMSA . 
Chicago PMSA . 
Joliet PMSA 
Lake County PMSA 
All Other Areas . 

Indiana 
Indianapolis MSA . 
All Other Areas . 

Iowa 
All Areas 

Kansas 
Wichita MSA 
All Other Areas . 

Kentucky 
All Areas 

Louisiana 
New Orleans MSA 
All Other Areas . 

Maine 
All Areas 

Maryland 
Baltimore MSA 
All Other Areas 

Beach PMSA 

Beach MSA 

Massachusetts 
Boston PMSA 
Lawrence-Haverhill (MA-NH) PMSA . 
All Other Areas . 

Michigan 
Ann Arbor PMSA . 
Detroit PMSA . . . . . . . . . „. . . . „. . . „. . . „„ 
Grand Rapids MSA 
Kalamazoo MSA 
All Other Areas . . . . . . . . . . . . „„. . . „„„, . 

94, 400 
82, 900 

100, 600 
87, 600 
73, 400 
95, 500 
90, 000 
87, 400 
97, 200 
80, 000 
97, 700 
88, 600 
97, 800 
76, 700 

126, 300 
80, 500 
77, 500 

146, 600 

117, 100 

123, 500 
128, 700 
108, 000 
143, 000 
48, 300 

108, 900 
73, 800 

54, 700 

104, 600 
74, 100 

71, 000 

91, 100 
78, 200 

79, 300 

141, 400 
88, 600 

158, 300 
139, 500 
130, 900 

136, 800 
87, 200 
80, 100 
75, 800 
64, 600 

67, 800 
62, 900 
85, 000 
89, 500 
72, 200 
99, 500 
79, 600 
86, 800 
91, 800 
83, 600 
83, 200 
73, 800 
95, 500 
68, 600 

104, 000 
73, 800 
59, 900 

141, 400 

88, 500 

80, 400 
99, 000 
67, 500 

151, 200 
45, 300 

74, 400 
51, 600 

64, 600 

75, 300 
55, 800 

53, 800 

87, 900 
80, 900 

76, 900 

92, 500 
60, 700 

145, 400 
134, 800 
121, 200 

83, 800 
71, 800 
73, 200 
69, 300 
49, 900 
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STATE AND AREA DESIGNATION 

AVERAGE AREA PURCHASE PRICE 
SAFE HARBOR LIMITATIONS FOR 
SINGLE-FAMILY RESIDENCES 

NEW EXISTING 
Minnesota 

Minneapolis-St. Paul (MN-WI) MSA . 
All Other Areas 

Mississippi 
All Areas 

Missouri 
Kansas City Missouri-Kansas MSA . 
St. Louis (MO-IL) MSA 
All Other Areas 

Montana 
All Areas 

Nebraska 
All Areas 

Nevada 
All Areas 

New Hampshire 
All Areas 

New Jersey 
Atlantic City MSA 
Bergen-Passaic PMSA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Middlesex-Somerset-Hunterdon PMSA 
Monmouth-Ocean PMSA . 
Newark PMSA . 
Trenton PMSA . . 
All Other Areas 

New Mexico 
All Areas 

New York 
Albany-Schenectady-Troy MSA 
Nassau-Suffolk PMSA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
New York City PMSA . 
Rochester MSA 
Syracuse MSA 
All Other Areas 

North Carolina 
Charlotte-Gastonia-Rock Hill (NC-SC) MSA 
Greensboro-Winston Salem-High Point MSA . 
Raleigh-Durham MSA . 
All Other Areas . 

North Dakota 
All Areas 

Ohio 
Akron PMSA 
Cincinnati (OH-KY-IN) PMSA 
Cleveland PMSA 
Columbus MSA 
Dayton-Springfield MSA 
All Other Areas 

Oklahoma 
All Areas 

Oregon 
Portland PMSA . . . . . . . . . . . . . . . . . , . . . , 
All Other Areas 

128, 000 
72, 100 

71, 800 

84, 800 
95, 900 
69, 500 

101, 700 

90, 900 

113, 100 

107, 600 

106, 800 
177, 700 
128, 900 
111, 600 
164, 900 
107, 100 
96, 900 

76, 900 

124, 500 
171, 900 
169, 100 
82, 900 
87, 700 
94, 900 

101, 900 
94, 200 

119, 500 
80, 800 

101, 700 

102, 400 
107, 000 
114, 800 
86, 500 
65, 500 
84, 800 

83, 900 

131, 100 
118, 800 

103, 900 
52, 300 

63, 000 

75, 600 
68, 700 
46, 000 

97, 900 

61, 400 

122, 800 

98, 700 

101, 500 
162, 800 
127, 900 
106, 100 
153, 100 
94, 200 
60, 300 

60, 200 

72, 700 
141, 400 
147, 000 
81, 200 
61, 000 
57, 700 

80, 500 
82, 400 
99, 400 
67, 500 

97, 900 

58, 200 
83, 400 
74, 500 
76, 000 
65, 700 
52, 700 

79, 200 

94, 500 
82, 900 
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STATE AND AREA DESIGNATION 

AVERAGE AREA PURCHASE PRICE 
SAFE HARBOR LIMITATIONS FOR 
SINGL E-FA MIL Y RESIDENCES 

NEW EXISTING 
Pennsylvania 

Allentown-Bethlehem (PA-N J) MSA 
Harrisburg-Lebanon-Carlisle MSA 
Lancaster MSA 
Philadelphia (PA-NJ) PMSA 
Pittsburgh PMSA 
Reading MSA . 

Scranton-Wilkes-Barre MSA 
York MSA 
All Other Areas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Rhode Island 
Pawtucket-Woonsocket-Attleboro PMSA 
All Other Areas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

South Carolina 
Columbia MSA 
Greenville-Spartanburg MSA 
All Other Areas . 

South Dakota 
All Areas . . . . . . . . 

Tennessee 
Chattanooga MSA 
Nashville MSA 
All Other Areas . 

Texas 
Dallas PMSA . 
All Other Areas . 

Utah 
All Areas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Vermont 
All Areas . 

Virginia 
Norfolk-Virginia Beach-Newport News MSA 
Richmond-Petersburg MSA 
All Other Areas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Washington 
Seattle PMSA 
Tacoma PMSA 
All Other Areas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

West Virginia 
All Areas 

Wisconsin 
Milwaukee PMSA . 
All Other Areas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Wyoming 
All Areas 

91, 300 
86, 500 
91, 400 
89, 400 

101, 000 
87, 700 
90, 300 
77, 300 
64, 400 

144, 500 
128, 000 

101, 000 
88, 400 
88, 400 

101, 700 

73, 200 
112, 500 
101, 200 

122, 700 
100, 400 

107, 100 

97, 700 

$114, 900 
95, 700 
73, 500 

132, 100 
117, 000 
83, 600 

108, 300 

109, 400 
72, 500 

101, 700 

71, 000 
70, 200 
63, 800 
82, 900 
62, 800 
58, 500 
58, 300 
55, 900 
58, 200 

99, 300 
115, 800 

83, 500 
64, 200 
80, 300 

97, 900 

57, 400 
95, 300 
67, 200 

114, 600 
83, 100 

95, 400 

85, 200 

$103, 300 
82, 600 
65, 400 

109, 300 
88, 900 
70, 800 

82, 300 

80, 100 
59, 000 

97, 900 

EFFECT ON OTHER REVENUE 
PROCEDURES 

Rev. Proc. 85-42 is obsolete except as 
provided in section 3. 02 of this revenue 
procedure. 
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26 CFR 60l. 702t Publication and public inspection. 

Rev. Proc. 87-21 

SECTION 1. PURPOSE 

The purpose of this revenue procedure 
is to eliminate the charges imposed for a 
request for a transcript of individual in- 

come tax account information. In so doing, 
it further modifies Rev. Proc. 66 — 3, 1966— 
1 C. B. 601, as previously modified by Rev. 
Proc. 84-71, 1984 — 2 C. B. 735, and Rev. 
Proc. 85-56, 1985-2 C. B. 739. 

SEC. 2. BACKGROUND 

. 01 Rev. Proc. 66-3 sets forth proce- 
dures to be followed by District Directors 
of the Internal Revenue Service in per- 
mitting inspection of federal tax returns 
and related documents filed under the In- 
ternal Revenue Code, and in furnishing 

copies of such returns and documents. 
Section 15 of Rev. Proc. 66 — 3 is entitled 
"Charges for Copies of Returns and Re- 
lated Documents. " 

. 02 Rev. Proc. 84 — 71 modified Rev. 
Proc. 66 — 3 by substituting a new section 
15, effective October 1, 1983. Section 15, 
as modified by Rev. Proc. 84-71, imposed 
a $5. 00 charge for each request for a copy 
of a return or other related document 
(other than Employee Plans and Exempt 
Organization returns), a $2. 50 charge for 
each request for a transcript of individual 

income tax account information, and a 
$1. 00 charge for the first page and $. 10 
for each subsequent page for copies of 
Employee Plans and Exempt Organiza- 
tions tax returns and related documents. 
A charge of $2. 50 for each Form 1040A 
and 1040EZ verification was also imposed 
by Rev. Proc. 84 — 71. 

. 03 Rev. Proc. 85 — 56 further modified 
section 15 of Rev. Proc. 66 — 3 to decrease 
the charge for each request for a copy of 
a return or related document (other than 
Employee Plans and Exempt Organiza- 
tion returns) to $4. 25 and to decrease the 
charge for each request for a transcript of 
individual income tax account informa- 
tion to $2. 25. The charge of $1. 00 for the 
first page of copies of Employee Plans and 
Exempt Organizations tax returns and re- 
lated documents remained the same, but 
the charge for subsequent pages was de- 
creased to $. 15. The charge for Form 
1040A or 1040EZ verification was elimi- 
nated. 

SEC. 3. PROCEDURES 

. 01 The charge for each request for a 
transcript of individual income tax ac- 
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count information is eliminated. Taxpay- 

ers seeking transcripts of account 
information should contact their local In- 

ternal Revenue Service office, which will 

supply the transcripts free of charge. Form 

4506, Request for Copy of Tax Form, 
should be used only to request a copy of 
a return or related document (other than 

Employee Plans and Exempt Organiza- 

tions returns). 
. 02 The revised section 15 shall read 

as follows: 

SEC. 15. CHARGES FOR COPIES OF 

RETURNS AND REIATED DOCUMENTS 

Charges for furnishing copies of returns 

and related documents will be as follows: 

. 01 A charge of $4. 25 will be made for 
each request for a copy of a return or 
other related document (other than Em- 

ployee Plans and Exempt Organizations 
returns). Payments will be submitted in 

advance using Internal Revenue Service 
Form 4506, Request for Copy of Tax Form. 

. 02 A charge of $1. 00 for the first page 
and $. 15 for each subsequent page will be 
made for copies of Employee Plans and 

Exempt Organizations tax returns and re- 
lated documents. Payments will be sub- 

mitted subsequent to receipt of Form 2860, 
Document Transmittal and Bill. 

SEC. 4. EFFECTIVE DATE 

This revenue procedure is effective 
January 1, 1987. 

SEC. 5. EFFECT ON OTHER REVENUE 

PROCEDURES 

. 02 Information regarding the stock of 
the employer 

. 03 Information regarding each selling 
shareholder 

. 04 Description of the plan 

. 05 Information regarding each sale of 
stock to the plan 

. 06 Required representations 

5. INQUIRIES 

6. EFFECT ON OTHER REVENUE 
PROCEDURES 

7. EFFECTIVE DATE 

SECTION 1. PURPOSE 

The purpose of this revenue procedure 
is to update Rev. Proc. 77 — 30, 1977 — 2 C. B. 
539, as clarified by Rev. Proc. 78 — 18, 1978- 
2 C. B. 491, and Rev. Proc. 78 — 23, 1978— 
2 C. B. 503. Rev. Proc. 77 — 30, as clarified, 
sets forth the information that must be 
included in a request for a ruling that a 

proposed sale of stock of an employer to 
a related qualified defined contribution 
employee plan of deferred compensation 
(" plan" ) will be treated as a sale of the 
stock by the selling shareholder rather than 
as a distribution of property taxable under 
section 301 of the Internal Revenue Code. 

For sales of stock to stock ownership 
plans or certain cooperatives that may 
qualify for tax-free treatment under cer- 
tain circumstances, see section 1042 of the 
Code. 

SEC. 2. BACKGROUND 

Effective January 1, 1987, Rev. Proc. 
66-3 is further modified, and Rev. Proc. 
84 — 71 and Rev. Proc. 85 — 56 are declared 
obsolete. 

26 CFR 60l. 20l: Rulings and detertnination letters. 

Rev. Proc. 87-22 

SALES OF STOCK OF EMPLOYER 
TO DEFINED CONTRIBUTiON 

PLANS 

1. PURPOSE 

2. BACKGROUND 

3. DEFINITIONS 

4. INFORMATION AND REPRESEN- 
TATIONS TO BE INCLUDED IN RE- 
QUESTS FOR RULINGS ON SALES 
OF STOCK OF THE EMPLOYER TO 
A PLAN 

. 01 Employer information 

The Internal Revenue Service receives 
many requests for rulings in which the 
information relating to the proposed 
transaction is not sufficient to permit a 
determination to be made. In these cases, 
it is necessary to obtain additional facts 
from the taxpayer before the request for 
ruling can be considered. Obtaining these 
additional facts is time consuming for both 
Service personnel and taxpayers and de- 

lays issuance of the ruling. 
This revenue procedure will facilitate 

the filing and processing of requests for 
rulings by setting forth specific informa- 
tion and representations to be included so 

that the requests will be as complete as 

possible when initially filed. Because the 

information and representations neces- 

sary to rule on a particular transaction 

depend upon all the facts and circum- 

stances, information or representations in 

addition to those set forth in this revenue 

procedure may be required. 

This revenue procedure is intended only 

to assist taxpayers and their representa- 



tives in preparing requests for rulings. It 
does not define, as a matter of law, the 
circumstances under which a sale of stock 
is treated as a corporate distribution of 
property under section 301 of the Code. 

The authority and general procedures 
of the National Office of the Internal Rev- 
enue Service with respect to the issuance 
of rulings are outlined in Rev. Proc. 87— 

1, page 503, this Bulletin. This revenue 

procedure, along with the present revenue 

procedure, are subject to periodic updat- 

ing by the Service. Therefore, careful 
attention should be given to ensure usage 
of the most current procedure. 

SEC. 3. DEFINITIONS 

For purposes of this revenue procedure 
only: 

. 01 The term "employer" means the 
corporation that is maintaining the plan 
to which the stock of the employer is to 
be sold. 

. 02 The term "related qualified de- 

fined contribution employee plan of de- 
ferred compensation" means a defined 
contribution plan that is maintained by 
the employer for the exclusive benefit of 
the employer's employees and is qualified 
under section 401(a) of the Code. 

. 03 The term "covered compensation" 
of an employee means the employee's 
compensation upon which allocations of 
employer contributions to the employee's 
account are based. 

. 04 The "account balance" of an em- 

ployee consists of the amounts contrib- 
uted to the employee's account in the plan 
and the employee's allocable share of for- 
feitures, income, and gains, less the em- 

ployee's allocable share of expenses and 
losses. 

. 05 The term "related persons" means 
the spouse, parents, grandparents, chil- 

dren, and grandchildren of the selling 
shareholder. 

SEC. 4. INFORMATION AND 

REPRESENTATIONS TO BE INCLUDED IN 

RE(UESTS FOR RULINGS ON SALES OF 

STOCK OF THE EMPLOYER TO A PLAN 

If the requested information and rep- 
resentations are supplied, a ruling will 

usually be issued that a proposed sale of 
stock of the employer to a plan will be a 
sale of stock, rather than a distribution of 
property taxable to the selling share- 
holder under section 301 of the Code. 

Each of the items in this section should 

be specifically addressed in the request for 
a ruling. If an item is not applicable, so 

state and briefly explain why. Standard 
representations are set forth throughout 
this section and are highlighted by the word 
"representation" in boldface type. These 
representations are of equal importance 
with the other factual information re- 
quested herein. The representations func- 
tion to ensure that specific statutory and 
judicial requirements and administrative 
ruling guidelines are satisfied. Each rep- 
resentation set forth in this section should 
be submitted precisely in the language re- 
quested. If a representation cannot be 
submitted as requested, an explanation 
must be given. Variations of the language 
of the representations may delay proc- 
essing the request for a ruling and will not 
be accepted unless reasons satisfactory to 
the Service are submitted. Submission of 
the information and representations should 
follow the format of this revenue proce- 
dure as closely as possible, with appro- 
priate descriptive headings. Care must be 
taken to ensure that all the facts relating 
to the transaction are submitted. 

. 01 Employer information. 
1 Name of employer. 
2 State of incorporation. 
3 Employer identification number. 
4 Brief description of the employer's 

business. 
. 02 Information regarding the stock of 

the employer. 
1 A complete description of the stock 

that is the subject of the transaction. 
2 The number of shares of stock of each 

class outstanding prior to the transaction. 
. 03 Information regarding each selling 

shareholder. 
1 Name. 
2 Social security number. 
3 A description of the position held with 

the employer. 
4 A list of other shareholders of the 

employer who are related persons and the 
number of shares and classes of stock of 
the employer each owns. 

5 The number of shares, class, and 
percentage of the stock of the employer 
owned of each class by each selling share- 
holder. 

6 Jurisdiction. — Identify the District 
Olfice that will have audit jurisdiction over 
the return (in which the transaction is re- 

flected) of the selling shareholder (re- 
ferred to below as "taxpayer"). State 
whether, to the best knowledge of the tax- 
payer and the taxpayer's representatives 
(if any) the identical issue is in a return 
of the taxpayer (or of a related taxpayer 
within the meaning of section 267 of the 
Code, or a member of an affiliated group 

of which the taxpayer is also a member 
within the meaning of section 1504) and, 
if so, whether the issue (1) is being ex- 
amined by a District Director, (2) has been 
examined by a District Director and (a) 
the statutory period of limitation either 
on assessment or for filing a claim for re- 
fund or credit of tax has not expired and 

(b) a closing agreement covering the issue 
or liability has not been entered into by 
a District Director, (3) is being considered 
by an Appeals Office in connection with 
the taxpayer's return for an earlier period, 
(4) has been considered by an Appeals 
Office and (a) the statutory period of lim- 

itation either on assessment or for filing 
a claim for refund or credit of tax has not 
expired and (b) a closing agreement cov- 
ering the issue or liability has not been 
entered into an Appeals Office, or (5) is 
pending in litigation in a case involving 
the taxpayer or a related taxpayer. The 
request must contain a statement whether, 
to the best knowledge of the taxpayer and 
the taxpayer's representatives, the iden- 
tical or similar issue has been (i) submit- 
ted to the Service, but withdrawn before 
a ruling was issued, or (ii) ruled on by the 
Service to the taxpayer or the taxpayer's 
predecessor and, if so, when and with what 
results. If, after the request is filed but 
before a ruling is issued, the taxpayer 
knows that an examination of the issue 
by a District Director has been started, 
the taxpayer must notify the National Of- 
fice of this action. If a return is filed before 
a ruling is received from the National Of- 
fice concerning the issue that is the subject 
of the request for ruling, a copy of the 
request must be attached to the return. 
This alerts the District Office and avoids 
premature District action on the issue. 

. 04 Description of the plan. 

Submit a written copy of the plan. 

. 05 Information regarding each sale of 
stock to the plan. 

1 The number of shares and class of 
stock of the employer to be sold to the 
plan. 

2 The purchase price to be paid for the 
stock. In addition, submit the following 
REPRESENTATION: In the case of each 
purchase of stock of the employer by the 
plan, the purchase price will be equal to 
the fair market value of the stock ex- 
changed. 

3 Details as to the manner by which 
the plan will finance the purchase of stock. 

. 06 Required representations. 
Submit each of the following REP- 

RESENTATIONS: 

1987 — 1 C. B. 719 



1 There is no plan, intention, or un- 

derstanding for the employer to redeem 

any of the purchased stock from the plan. 
2 The combined beneficial interest in the 

plan of each selling shareholder and all 
related persons will not exceed 20 percent, 
based on the following: 

(a) The combined covered compensa- 
tion of each selling shareholder and all re- 

lated persons will not exceed 20 percent of 
the total covered compensation under the 

plan; 
(b) The total of the account balances 

(vested and nonvested) of the selling share- 

holder and related persons will not exceed 
20 percent of the total of all employee ac- 
count balances (vested and nonvestedj in 
the plan; and 

(c) The combined interest (vested and 
nonvestedj of the selling shareholder and 
related persons in any separately managed 
fund or account within the plan (not taking 
into account a separately managed fund or 
account within the plan that at no time may 
be credited with stock of the employer) will 

not exceed 20 percent of the total net assets 
in that fund or account. 

3 The restriclions on disposition of the 
shares of stock to be distributed to em- 

ployee-parlicipants from the plan (other 
than restrictions imposed by federal or state 

laws) will be no more onerous than the 
disposition restrictions on at least a ma- 

jority of the shares of stock held by other 
shareholders of the employer. For pur- 
poses of this representation, any right of 
first refusal with respect to the stock to be 
distributed from the plan will not be con- 
sidered a restriction on disposition, if the 
right of first refusal will: 

(a) apply to shares of stock that are not 
publicly traded (within the meaning of sec- 
tion 54. 4975-7(b)(l)(iv) of the Pension 
Excise Taxes Regulations) at the time the 
right is exercised; 

(b) be in favor of the plan, the em- 

ployer, or both, in any order of priority; 

(c) not provide for a selling price and 
other terms that will be less favorable to 
the seller than the greater of (l) the fair 
market value of the stock or (2) the pur- 
chase price and. other terms offered by a 
purchaser (other than the employer or the 

plan) making a good faith offer to pur- 
chase the stock of the employer; and 

(d) lapse no later than 14 days after the 

shareholder gives written notice to the holder 

or holders of the right that an offer by a 
third party to purchase the stock has been 
received. 

SEC. 5. INQUIRIES 

Inquiries regarding this revenue pro- 
cedure may be addressed to the Associate 
Chief Counsel (Technical and Interna- 
tional), Attention: CC:C:3:10, 1111 Con- 
stitution Avenue, N. W. , Washington, 
D. C. 20224. 

SEC. 6. EFFECT ON OTHER REVENUE 

PROCEDURES 

Rev. Proc. 77 — 30, Rev. Proc. 78-18, 
and Rev. Proc. 78 — 23 are superseded. 

SEC. 7. EFFECTIVE DATE 

This revenue procedure is effective May 
18, 1987, the date of its publication in the 
Internal Revenue Bulletin. 

26 CFR 601. 201: Rulings and determination letters. 

(Also Part I, Sections 332, 337; 1. 332-2) 

Rev. Proc. B7-23 

SECTION 1. BACKGROUND 

Rev. Proc. 87-3, page 523, sets forth 
areas in which advance rulings or de- 

termination letters will not be issued by 
the Internal Revenue Service. Section 5 
of Rev. Proc. 87 — 3 is entitled, Areas Un- 
der Extensive Study in Which Rulings or 
Determination Letters Will Not be Issued 
Until the Service Resolves the Issue 
Through Publication of a Revenue Rul- 

ing, Revenue Procedure, Regulations or 
Otherwise. 

SEC. 2. PROCEDURE 

Rev. Proc. 87 — 3 is supplemented by 
adding the following to section 5: 

Section 337 — Nonrecognition for Prop- 
erty Distributed to Parent in Complete 
Liquidation of Subsidiary — Whether sec- 
tion 1. 1502 — 34 of the Income Tax Regu- 
lations is applicable in determining status 

as an 80-percent distributee as referred to 
in section 337(c). See also section 332. 

SEC. 3. EFFECTNE DATE 

This revenue procedure applies to all 
ruling requests on hand in the National 
Office on May 26, 1987, the date of pub- 
lication of this revenue procedure in the 
Internal Revenue Bulletin, as well as to 
requests received thereafter. 

SEC. 4. EFFECT ON OTHER REVENUE 

PROCEDURES 

Rev. Proc. 87 — 3 is supplemented. 

26 CFR 601. 106: Appeals functions. 

Rev. Proc. B7-24 

SECTION 1. PURPOSE 

The purpose of this revenue procedure 
is to facilitate effective utilization of the 
administrative appeals process and achieve 
earlier development and disposition of Tax 
Court cases either by settlement or by trial. 

SEC. 2. PROCEDURES 

Cases docketed in the United States 
Tax Court will be processed under the 
following procedures: 

. 01 Docketed cases mll be referred by 
District Counsel (hereinafter "Counsel" ) 
to the Appeals Division (hereinafter "Ap- 
peals" ) for consideration of settlement 
unless the statutory notice of deficiency 
was issued by Appeals. Cases in which 

Appeals issued the statutory notice of de- 

ficiertcy 

ma be referred to Appeals unless 
Counsel determines that there is little 
likelihood that a settlement of all or a part 
of the case can be achieved in a reason- 
able period of nme. 

. 02 Cases involving deficiencies (de- 
fined to include tax and penalties per tax- 
able period) of more than $10, 000 will be 

promptly returned to Counsel when no 
progress toward settlement of all or a part 
of a case is made, or when a case appears 
on a trial calendar, unless Counsel agrees 
to extend the period of Appeals' consid- 
eration of the case. 

. 03 Except as provided in section 2. 01, 
cases involving deficiencies of $10, 000 or 
less, including "S" cases, will be referred 
to Appeals for a period of six months or 
until one month before the trial calendar 
call in regular cases or 15 days before the 
trial calendar call in "S" cases, if earlier. 
At the end of the period described in the 
foregoing sentence or at such time as Ap- 
peals determines the case is not suscep- 
tible of settlement in whole or in part, the 
case will be returned to Counsel. Where 

appropriate, Counsel and Appeals may 

agree to extend the period of Appeals' 
consideration, or return the case to Ap- 
peals, if there is a likelihood of settle- 
ment. 

. 04 Appeals will have sole settlement 
authority over docketed cases referred to 
Appeals pursuant to these procedures un- 

til the case is returned to Counsel. Upon 
request, a case will be returned to Coun- 
sel to allow adequate trial preparation. 
Whenever a docketed case is returned to 
Counsel, sole authority to dispose of the 
case by trial or settlement will revert to 
Counsel, unless Counsel and Appeals agree 
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that settlement authority over some or all 
issues will be retained by Appeals. Thus, 
in some situations Counsel will prepare a 
case for trial while Appeals simultane- 
ously conducts settlement negotiations. 

05 By agreement between Counsel and 
Appeals, any docketed case may be trans- 
ferred from Counsel to Appeals or from 
Appeals to Counsel, as appropriate, not- 
withstanding the fact that the case was 

previously considered by the receiving 
function. This authority will be utilized 
when such transfer will promote more ef- 
ficient disposition of the case. 

. 06 In appropriate cases, such as those 
involving significant issues or large defi- 
ciencies, Counsel and Appeals may, as 
soon as the case is at issue, commence 
working together. During such a period 
of joint consultation Appeals will retain 
jurisdiction over settlement while Coun- 
sel acts in an advisory capacity, including 
attending settlement conferences. Joint 
consultation may continue until the case, 
is settled or settlement appears unlikely. 

. 07 At the request of Counsel and with 

the agreement of Appeals, when Counsel 
has jurisdiction over a case Appeals may 
assist Counsel with settlement negotia- 
tions, with trial preparation, or at the trial 
of the case. 

. 08 The Director of the Tax Litigation 
Division (or the Deputy Associate Chief 
Counsel (International) with respect to 
international issues) may, after consulting 
with the Director of the Appeals Division 
and the appropriate Regional Counsel, 
determine that a case, or an issue or issues 
in a case, should not be considered by 
Appeals. In such a situation Appeals will 

forego settlement authority over such case 
or issues. 

. 09 The petitioner and/or representa- 
tive will be contacted promptly by the 
Counsel or Appeals Office receiving the 
case. This notification will state that the 
receiving office has acquired sole author- 
ity to dispose of the case, through settle- 
ment or trial, as appropriate. Prompt 
notification will also be sent in the event 
it is determined that trial preparation will 
be commenced under section 2. 04 or that 
a case, or an issue or issues in a case, 
should not be considered by Appeals un- 
der section 2. 08. 

SEC. 3. EXCLUSIONS 

Section 2 shall not apply to cases in 
which the notice of deficiency, liability, 
or other determination was issued by Ap- 

peals, by the Employee Plans/Exempt Or- 

ganizations function or by a District 
Director based on a National Office ruling 
or technical advice in that case involving 

qualification of an employee plan or tax 
exemption and/or foundation status of an 

organization (but only to the extent the 
case involves such issue). Section 2 shall 

also not apply to cases docketed under 
sections 6110, 7428, 7476, 7477, or 7478 
of the Internal Revenue Code. 

SEC. 4. EFFECllVE DATE 

This procedure is applicable to all 
docketed Tax Court cases pending on or 
after June 1, 1987. 

SEC. 5. EFFECT ON OTHER DOCUMENTS 

Rev. Proc. 82-42, 1982-2 C. B. 761, is 
superseded. 

26 CFR 601. 602: Forms and instructions. 

(Also Part I, Sections 6011, 6041, 6047, 6051, 6071, 
6001, 6091; 1. 6041-1, 1. 6047-1, 31. 6051-1, 31. 6051- 
2, 31. 6071(a)-1, 31. 6081(a)-1. ) 

Rett. Proc. 87-25 

SECTION 1. PURPOSE 

. 01 The purpose of this revenue pro- 
cedure is to state the requirements of the 
Internal Revenue Service (IRS) and the 

Social Security Administration (SSA) re- 
lating to substitutes for Form W — 2, Wage 
and Tax Statement, Form W-2P, State- 
ment for Recipients of Annuities, Pen- 
sions, Retired Pay or IRA Payments, and 
Form W-3, Transmittal of Income and 
Tax Statements. This revenue procedure 
also contains general rules for filing Forms 
W — 2, W-2P, and W-3. The IRS provides 
a six-part Form W — 2 and W-2P set. The 
official Form W — 3 is provided as a two- 
part set. 

. 02 This revenue procedure supersedes 
Rev. Proc. 86-24, 1986-1 C. B. 565. 

SEC. 2. GENERAL RIILES FOR FIUNG 

FORMS W-2 AND W-2P 

. 01 Etttp/oyers and payers (hereafter 
and where applicable collectively referred 
to as payers) must use magnetic media for 
filing if the payer files 250 or more 1987 
Forms W-2 (Copy A) or W-2P (Copy A) 
with the Social Security Administration. 
If filing on magnetic media will result in 
an undue hardship a waiver of the re- 
quirement for one year may be requested 
from the IRS. Waiver requests for 1987 
should be addressed to: Magnetic Media 

Reporting, National Computer Center, 
P. O. Box 1359, Martinsburg, WV 25401- 
1359. Requests must be submitted by June 
30, 1987. Payers who do not comply with 

the magnetic media requirements and who 

are not granted a waiver will be subject 
to a failure to file penalty of $50 per Form 
W-2 up to a maximum of $100, 000 per 
calendar year. Since many states and lo- 
calities accept Forms W-2 and W — 2P data 
on magnetic media, savings may be ob- 
tained if magnetic media is used for filing 
with both the SSA and state or local agen- 
cies. Magnetic media users can design their 
own statements to give to employees, 
pensioners, annuitants, recipients of re- 
tired pay, recipients of IRA (Individual 
Retirement Account) payments, and re- 
cipients of disability income (hereafter and 
where applicable collectively referred to 
as payees). Statements designed by pay- 
ers must comply with the requirements of 
Sections 5, 7, 8 and 9 shown below. 

. 02 The following Technical Informa- 
tion Bulletins (TIB) contain the specifi- 
cations and procedures for filing Forms 
W — 2 (Copy A) and W — 2P (Copy A) data 
on magnetic media directly with SSA. 

1 TIB4a — "Magnetic Tape Report- 
ing, Submitting Annual Form W — 2 (Copy 

A) Information to the Social Security 
Administration" Form W — 2 (Copy A). 

2 TIB-4b — "Magnetic Tape Report- 
ing, Submitting Annuity, Pension, Re- 
tired Pay or IRA Payments to the Social 
Security Administration" Form W — 2P 
(Copy A); 

3 TIB — 4c — "Diskette Reporting, Sub- 
mitting FICA Wage and Tax Data to 
the Social Security Administration" Form 
W-2 (Copy A). 

Copies of these publications are avail- 
able by writing any IRS Service Center; 
IRS District Office; and SSA, (Reports 
Preparation Section, P. O. Box 2317, Bal- 
timore, Maryland 21203). 

. 03 Payers not using magnetic media 
must file Copy A of Form W — 2 or Copy 
A of Form W — 2P with SSA on either an 
official form or a privately printed sub- 
stitute paper form meeting the specifica- 
tions shown below. 

. 04 Payers using magnetic media are 
cautioned to obtain the most recent Tech- 
nical Information Bulletins and supple- 
ments due to possible changes in the 
specifications and procedures. 

. 05 1987 Forms W — 2 and W-2P, 
whether filed on magnetic media or pa- 
per, must be submitted to the Social Se- 
curity Administration by February 29, 
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1988. In addition, the employees/payees 
copies must be provided to the taxpayer 
by February 1, 1988. Failure to timely file 

with SSA or to timely provide the tax- 

payer copies may subject the payer to a 

failure to file penalty of $50 per Form 
W — 2 up to a maximum of $100, 000 per 
calendar year. 

SEC. 3. GENERAL RULES FOR FILING FORM 

W-3 

. 01 Employers and payers (hereafter 
and where applicable collectively referred 
to as payers) required to file Forms W — 2 
or W — 2P must transmit Forms W — 2 or 
W-2P with Form W-3. 

. 02 Form W-3 must be the same width 

(i. e. 7 inches, 7. 5 inches, or 8 inches) as 
the Forms W — 2 or W-2P filed. 

. 03 Form W — 3 should only be used to 
transmit paper Forms W — 2 (Copy A) or 
Forms W-2P (Copy A). Payers using 
magnetic media must transmit W-2 or 
W-2P data with Form 6559, Transmitter 
Report of Magnetic Media Filing, along 
with either Form 6560, Employer Sum- 

mary of Form W — 2 Magnetic Media Wage 
Information, or Form 6561, Payer Sums 

mary of Form W — 2P Magnetic Media 
Pension Information. SSA will provide 
these forms to all approved magnetic me- 
dia filers. 

SEC. 4. PAPER SUBSTITUTES FOR FORMS 
W-2 (COPY A), W-2P (COPY A), AND W-3 

. 01 Paper substitutes conforming to the 
specifications contained in this revenue 
procedure should be privately printed 
without the prior approval of the IRS. 
Proposed substitutes not conforming to- 
tally to these specifications are not ac- 
ceptable. 

. 02 Forms W — 2, W — 2P, and W — 3 are 
subject to annual review and possible 
change. Payers are cautioned against ov- 
erstocking supplies of privately printed 
substitutes. 

. 03 Copies of the official form for the 
reporting year may be obtained from any 
IRS office. The IRS provides only cut sheet 
sets with no carbon interleaves for Forms 
W-2, W-2P, and W-3. 

. 04 Substitute Forms W — 2, W — 2P, and 
W — 3 transmitted to the SSA should gen- 
erally contain only data provided to pay- 
ees and summary data as requested by the 
form's instructions. 

. 05 Substitute Forms W — 2, W — 2P, and 
W — 3 may be redesigned as to the spacing 
for state and local tax data as long as the 
vertical and horizontal spacing for all fed- 

eral payment and data boxes are in com- 

pliance with the specifications contained 
herein. 

. 06 All ballot boxes on Forms W — 2 

(Copy A), W — 2P (Copy A), and W — 3 must 

be 8-point boxes. 
NOTE: More than 50% of the applicable 
ballot box must be covered by an "X. " 

SEC. 5. RE()UIREMENTS FOR SUBSTITUTE 

FORMS FURNISNED TO PAYEES (COPIES 8, 
C, AND 2 OF FORMS W-2 AND W-2P) 

. 01 All payers, including those filing 

Copy A using magnetic media, must fur- 
nish payees with at least two statements. 
The dimensions of these copies may be 
expanded from the dimensions of the of- 
ficial form to allow space for conveying 
additional information such as withhold- 

ing from pay for health insurance, union 
dues, bonds, charity, etc. This may permit 
the payer to eliminate other statements 
or notices which would otherwise be fur- 
nished to payees. The maximum allowa- 
ble dimensions are: 

1 depth should be no more than five 
inches; 

2 width no more than eight inches. 
. 02 The paper for all copies should be 

white. The substitute Copy, B (or its equal), 
that payees are instructed to attach to their 
Federal income tax return, must be at least 
24-pound paper (basis 17 x 22-500), while 
the other copies furnished the payee should 
be at least 18-pound paper (basis 17 x 
22-500). 

. 03 Chemical transfer paper is permit- 
ted only if the following standards are met: 

1 All copies must be clearly legible; 
2 All copies must have the capability 

to be photocopied; 
3 Fading must not be of such a degree 

as to preclude legibility and the ability to 
photocopy. 
In general„black chemical transfer inks 
are preferred; other colors are permitted 
only if the above standards are met. "Spot 
carbons" are not permitted. 

. 04 Interleaved carbon must meet the 
requirements specified in . 03 above. 
NOTE: Chemical transfer paper is per- 
mitted for additional payee copies. 

. 05 Substitute forms for payees need 
contain only the payment boxes and cap- 
tions that are applicable (in any desired 
sequence). Other boxes contained on the 
official form may be omitted, except that 
in all cases the payee name, address, so- 
cial security number and the year must be 
present. Payment boxes and captions that 
are applicable must be clearly identified, 

using where possible the same wording as 
on the official form. On Form W-2, Copy 
B, payers are required to identify the 
amount of Federal income tax withheld 

as "Box 9" and the amount of Wages, 

tips, other compensation as "Box 10. " On 
Form W — 2P, Copy B, payers are required 

to identify the taxable amount as "Box 
10" and the amount of Federal income 
tax withheld as "Box 11. " These payment 

boxes on Copy B are required to be out- 

lined in bold 2-point rule (see Exhibit M) 
or identified in some manner to distin- 

guish these boxes from the rest of the form. 

If the form contains additional data (e. g. , 
savings bonds withholding, retirement 

withholding, payroll savings, etc, ), there 
should be a special highlighting of the areas 

pertaining to (1) Federal income tax with- 

held, (2) Wages, tips, and other compen- 

sation, and (3) Advance EIC payment. 

. 06 For substitute forms for payees 

(Copies B, C, and 2 of Forms W-2 and 

Copies B, C, and 2 of Forms W-2P), the 

following requirements must be met: 
1 All copies of Forms W-2 and W — 2P 

must show both the form number, form 

title and the year. The title of Form 

W — 2 is "Wage and Tax Statement. " The 

title of Form W — 2P is "Statement for Re- 

cipients of Annuities, Pensions, Retired 

Pay, or IRA Payments. " 
2 If the substitute forms are not la- 

belled as to the disposition of the copies, 
then written notification must be provided 

to each payee as specified below: 

(a) The first copy of the form should 

be filed with the employee's (or recipi- 

ent's) Federal tax return. 

(b) The second copy of the form should 

be for the employee's (or recipient's) rec- 

ords. 
(c) If applicable, the third copy of the 

form should be filed with the employee's 

state, city, or local income tax return. 

3 If the substitute forms are labelled, 

then the forms must contain the appli- 

cable description: 

(a) "Copy B, to be filed with em- 

ployee's Federal tax return, " "Copy C, 
for employee's records, " and the desig- 

nation "Form W — 2 Department of the 

Treasury — Internal Revenue Service, " or 

(b) "Copy B, file with recipient's Fed- 

eral tax return, " "Copy C, for recipient's 

records, " and the designation "Form W- 

2P Department of the Treasury — Internal 

Revenue Service. " 
(c) The reference to the Department 

of the Treasury — Internal Revenue Ser- 

vice should be omitted from other copies 

provided in the set. 
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4 Instructions similar to those con- 
tained on the back of Copy C of the of- 
ficial form should be provided to each 
employee (recipient). For Form W — 2, the 
Social Security (FICA) rates applicable 
for the current tax year must: 

(a) appear either on the front or the 
back of the copy (Copy C) retained by 
the employee; or 

(b) be communicated to the employee 
via a separate statement. 
Note: If you are a Federal employer or a 
state or local government employer with 
employees covered only under Medicare, 
you must provide the current rate for hos- 
pital insurance benefits (Medicare) for 
those employees. 

5 Such substitutes are acceptable and 
payees should be advised that substitute 
wage and tax statements are acceptable 
for filing with their Federal income tax 
returns. 

SEC. 6, RE()UIREMENTS FOR SUBSTITUTE 

aPRIYATELY PRINTEO" FORMS W-2 (COPY 

A), FORMS W-2P (COPY A), AND FORMS 

W-3 THAT PAYERS SUBMIT TO THE SSA 

. 01 Payers may file privately printed 
substitute Forms W-2 and W — 2P with the 

SSA (hereafter referred to as a substitute 

Copy A). Payers may file privately printed 
substitute Forms W-3 with the SSA 
(hereafter referred to as a substitute W— 

3). The substitute form must be an exact 

replica of the official repro-proof with re- 

spect to layout and contents because it 

will be read by machines. Spot carbons 

are not permi fed for Copy A or for Form 

W. -3 filed with SSA. The dimensions of a 
substitute form may differ as far as width 

(see Section 6. 05 below) and the printing 

of the Government Printing Office (GPO) 
symbol must be deleted (see Section 6. 12 

below). The specifications and allowable 

tolerances for the Copy A of substitute 

Forms W — 2 and W-2P are provided in 

Exhibits A, B, D, E, F, and G respec- 

tively. The specifications and allowable 

tolerances for Forms W — 3 are provided 

in Exhibits C, H, and I. 
NOTE: Printers of Forms W — 2 or W-2P 
that are wider than 7inches must provide 
Forms W — 3 that are of the same width as 
the Forms W-2 or W-2P (Le. 7'~" width 

Forms W — 3 with 7i/z" width Forms W — 2 
or W — 2P; 8" width Forms W-3 with 8" 
width Forms W — 2 or W-2P). 

. 02 Color and quality of paper. 
Paper for Copy A and for Form W-3, 

(cut sheets and continuous pinfeed forms), 
to be filed with SSA, as specified by JCP 
0-25, dated November 29, 1978, must be: 
White 100% bleached chemical wood, op- 
tical character recognition (OCR) bond 
produced in accordance with the fol- 
lowing specifications: NOTE: Reclaimed 
fiber in any percentage is permitted, pro- 
vided the requirements of this standard 
are met. 

1 Acidity: pH value, average, not less than 

2 Basis Weight 17 x 22 500 cut sheets . 
Metric equivalent grams per. sq. meter . 
A Tolerance of ~5 pct. shall be allowed. 

3 Stiffness: Average, each direction, not less than- 
Gurley milligrams . . . . . . . . . . . . . . . . . . . . . . cross direction . . 

. . . . . . . . . . . . . . . . , . . . . . . machine direction . . 

4. 5 

18-20 
60-75 

50 
80 

10 
20-55 
170 — d100 
8 

4 Tearing strength: Average, each direction, not less than — grams . . . . . 40 
5 Opacity: Average, not less than — percent 82 

Reflectivity average not less than 68 percent. 

6 Thickness: Average — inch 0. 0038 

Metric equivalent — mm 0. 097 

A tolerance of +0. 0005 inch (0. 0127 mm) shall be allowed. 

Paper shall not vary more than 0. 0004 inch (0. 012 mm) from one 
edge to the other. 

7 Porosity: Average, not less than — seconds 
8 Finish (smoothness): Average, each side — seconds . . . . . . . . . . . . . . . . . . . . . . . . 

For information only, the Sheffield equivalent — units . . . . . . . . . . . . . . . . . 
9 Dirt: Average, each side, not to exceed — parts per million . . . . . . . . . . . . . 

. 03 All printing will be in red OCR 
dropout ink, as specified, except for the 
form identifying numbers '22222', '55555', 

or '33333' at the top of the form and the 
descriptive information at the bottom (see 
Exhibits J, K, and L) which will be printed 
in nonrefiective black ink. All other print- 

ing will be in red OCR dropout ink with 

or comparable to the specifications below. 
The screened area of any substitute form 

(Copy A of Form W — 2 and W — 2P, and 
the Form W — 3 that is sent to SSA) should 

generally correspond to that present on 
the official form. Vertical rules require 
screening of . 05 inches on each side of an 
inside rule. Horizontal screening should 
follow the standard format and allow for 
typewriter spacing. All screened areas are 

to be printed in the red OCR dropout ink. 
The numbered captions are printed as a 

solid with no screened background. (See 
Exhibits) Sinclair and Valentine (U. S. ) 
red OCR dropout ink number J-25083 is 

the preferred ink because it is easier for 
the forms preparer to read. Printing in 

any other red OCR dropout ink must be 
cleared by contacting Manager of Media 
Support, Recognition Equipment, Inc. , 
P. O. Box 660204, Dallas, Texas 75266; 
telephone number (214) 579-6088. 

. 04 Typography — Type must be sub- 

stantially identical in size and shape with 

corresponding type on the official form. 
NOTE: The form identifying number must 

be in OCR A font. 
1 On Copy A of Forms W — 2 and W- 

2P and for Form W — 3, all the perimeter 
rules must be 1-point (0. 014 inch), while 

all other rules must be one-half point (0. 007 
inch). 

2 Vertical rules must be parallel to the 
left edge of the document; horizontal rules 
parallel to the top edge. 

. 05 Dimension — Three official Forms 
W — 2, (Copy A) W — 2P, (Copy A) or one 
official Form W-3 are contained on a sin- 

gle page which is 7 inches wide (exclusive 
of any snap-stubs) by 11 inches deep. The 
width of privately printed substitute pages 
must be 7 inches, 7V~ inches, or 8 inches 
exclusive of any left or right snap-stubs, 
or pin-feed holes, although adherence to 
the size of the official page is preferred. 
If a 7 inch form is produced, the image 
must be an exact copy of the official repro- 
proof. If the width of the substitute page 
is increased, the width of specified fields 
on the substitute page must be increased 
in accordance with Exhibits D, E, F, G, 
H, and I. The top margins and the right 
margin must be v4 inch plus or minus . 0313 
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inch and must be free of all printing. For 
Forms W — 2 (Copy A), W — 2P and W — 3 
the combination width of Box 1, "Control 
number, " and the box containing the form 

identifying number must always be 2. 2 
inches. 

1 When the width of Copy A is in- 

creased to 8 inches, exclusive of any left 

or right snap-stubs or pin-feed holes, the 
form identifying number must be shown 

as 222 for Form W — 2, 555 for Form W- 
2P, or 333 for Form W — 3. This number 
tells the scan equipment used by''SSA which 

information document it is reading, the 
width size and the position of individual 

data fields (see Exhibits D, F, and H). 
2 When the width of Copy A is in- 

creased to 7V» inches, exclusive of any left 

or right snap-stubs or pin-feed holes, the 
form identifying number must be shown 

as 2222 for Form W — 2, 5555 for Form W- 
2P, or 3333 for Form W — 3. This number 

tells the scan equipment used by SSA which 

information document it is reading, the 
width size and the position of individual 

data fields (see Exhibits E, G, and I). 
. 06 The depth of the individual image 

on a page (for Form W — 2 and W — 2P) must 

be the same (3Y» inches) as that of the 
official repro-proof. The depth of the Form 
W — 3 on a page must be 3. 37 inches. 

. 07 The words "Do Nfot Cut or Sepa- 
rate Forms on This Page" must be printed 
in red OCR dropout ink between the three 
Forms W — 2 (Copy A) or W — 2P (Copy A) 
(see Exhibits A and B) and must also be 

present on 7V; inch and 8 inch wide sub- 

stitute Forms W — 2 or W — 2P. Perforations 
are required on all copies (except Copy 

A) to enable the separation of individual 

forms. 
. 08 The words "For Paperwork Re- 

duction Act Notice, see back of Copy D" 
must be printed on the Forms W — 2 (Copy 
A) or W — 2P (Copy A) (see Exhibits A 
and B for format and location) and must 

also be present on 7' inch and 8 inch wide 

substitute Forms W — 2 or W — 2P, 
. 09 The OMB Number must be printed 

on each ply of Form W — 2, W — 2P, and 

W-3 (see Exhibits A, B, and C for format 

and location) and must also be present on 

7V» inch and 8 inch wide substitute Forms 

W — 2, W-2P, or W — 3. 
. 10 The words "Please return this entire 

page with the accompanying Forms W — 2 

or W — 2P to the Social Security Adminis- 

tration address for your state as listed be- 

low" as well as the list of SSA addresses 

must be printed on Forms W — 3 (see Ex- 
hibit C) whether Forms W — 3 are 7 inches 

wide, 7V» inches wide, or 8 inches wide. 

. 11 The Paperwork Reduction Act 
Notice must be printed on Form W — 3 (see 
Exhibit C for format and location) whether 

Forms W — 3 are 7 inches wide, 7' inches 

wide, or 8 inches wide. 
. 12 Privately printed continuous sub- 

stitute Forms W — 2 (Copy A) and W — 2P 
(Copy A) must be perforated at each 11" 
(3-on) page depth. No perforations are al- 

lowed between the 3Y»" forms on a single 

copy page of Copy A. 
NOTE: Perforations are required be- 
tween all the other individual copies (Copy 
1, B, C, 2, and D) included in the set. 

. 13 The back of a substitute Copy A 
must be free of all printing. 

. 14 Spot carbons are NOT permitted 

for Copy A of Forms W — 2 or W — 2P or 
for Form W-3. Interleaved carbon must 

be of good quality to assure legibility of 
information on all parts to preclude 
smudging, and should be black (see Sec- 
tion 5. 04). 

. 15 The use of "chemical transfer pa- 
per" on Copy A is no longer acceptable. 

. 16 Printer's symbol — The GPO sym- 

bol must not be placed on substitute Copy 
A of Forms W — 2 and W — 2P. In the place 
of the GPO symbol, the Employer Iden- 

tification Number (EIN) of the forms 
printer must be printed, in the bottom 
margin on the face of each individual sheet 
of Copy A. In addition, the EIN of the 
forms printer must be printed on the face 
of the Form W — 3 which is filed with SSA. 

SEC. 7. ADDITIONAL INSTRUCTIONS 
. 01 Arrangement of assembly — Ex- 

cept as provided below, if magnetic media 

is not used for filing with SSA, the sub- 

stitute copies of Forms W — 2 and W — 2P 
assembly should be arranged in the same 
order as the official Forms W — 2 and W- 
2P. Copy A should be first, followed se- 

quentially by perforated sets (Copies 1, 
B, C, 2, and D). The substitute form to 
be filed with SSA by the payer must carry 
the designation Copy A. 

1 Copy D for Employer or Payer. It is 
not required that privately printed sub- 

stitute forms contain a copy to be retained 
by payers although payers must be pre- 
pared to verify or duplicate this infor- 
mation if it is requested by the IRS or 
SSA. 

(a) If Copy D is provided for the em- 

ployer or payer, instructions contained on 
the back of Copy D of the official form 
must appear on the back of the substitute 
form Copy D. 

(b) If Copy D is not provided for the 

employer or payer, instructions contained 

on the back of Copy D of the official form 
must be furnished on a separate statement 
to the employer or payer. 

2 Additional Copies. Except as pro- 
vided in the arrangement of the official 
assemblies, additional copies which may 
be prepared by payers shall not be placed 
ahead of the copy "For employee's rec- 
ords, " 

Copy C (Form W — 2) or "For Re- 
cipient's Records, " 

Copy C (Form W — 2P). 
3 Notice to Employees. Instructions 

similar to those contained on the back of 
Copy C of the official form should be pro- 
vided to each employee (recipient). For 
Form W — 2, the social security (FICA) rates 
applicable for the current tax year must: 

(a) appear either on the front or the 
back of the copy (Copy C) retained by 
the employee; or 

(b) be communicated to the employee 
via a separate statement. 
Note: If you are a Federal employer, or 
a state or local government employer with 

employees covered only under Medicare, 
you must provide the current rate for hos- 

pital insurance benefits (Medicare) for 
those employees. The IRS recommends 
that the other text on the back of the of- 
ficial form Copy C be provided to the em- 

ployee. 
. 02 All privately printed Forms W — 2 

(Copy A) and W — 2P (Copy A) must have 

the tax year printed on the bottom face 
of each, using identical type to that of the 
official format. 

. 03 The substitute Copy B (or its equal), 
which the payee is instructed to attach to 
his/her Federal income tax return, must 

be at least 24-pound paper (basis 17 x 
22 — 500), while the other copies furnished 

the payee should be at least 18-pound pa- 

per (basis 17 x 22 — 500). 
. 04 The OCR bond Form W — 3 that is 

filed with SSA must have no printing on 

the reverse side. 

. 05 Instructions for Form W — 3 — In- 

structions similar to those provided as part 

of the official form must be provided as 

part of any substitute Form W — 3. 
. 06 All privately printed Forms W — 3 

must have the tax year printed on the bot- 

tom face of each Form W — 3, using iden- 

tical type to that of the official format. 

. 07 The copy of the substitute Form 

W — 3 which contains the instructions and 

is to be retained by the employer should 

be at least 18-pound paper (basis 17 x 
22 — 500). 
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SEC. B. INSTRUCTIONS FOR PAYERS 

. 01 Only originals or ribbon copies of 
Copy A of Forms W — 2 and W — 2P and of 
Form W — 3 may be filed. Carbon copies 
and photocopies are not acceptable. 

. 02 The Service requests the cooper- 
ation of the payers in typing or machine 
printing whenever possible and in provid- 
ing good quality data entries on the forms, 
i. e. , using black ribbon, inserting data in 
the middle of blocks, well separated from 
other printing and guidelines, and taking 
any other measures that will guarantee 
clear, sharp images. However, payers are 
not required to acquire equipment solely 
for the purpose of preparing these forms. 

. 03 The Employer Identification Num- 
ber (EIN) may be entered anywhere in 
Box 2 along with the Payer's name and 
address on Copy A of Forms W-2 and 
W — 2P. (If this is done, the EIN need not 
be entered in Box 3 of either Form W — 2 
or W — 2P. ) For Forms W — 3, the EIN must 
be entered where prescribed by the Form 
W — 3 Instructions. 

. 04 The payer's name, address and EIN 
may be pre-printed. 

. 05 State and Local Government Em- 
ployers — The amounts of wages paid and 
employee contributions withheld under a 
State-Federal Agreement, entered into 
pursuant to Section 218 of the Social Se- 
curity Act, may be shown in the space on 
Form W — 2 for Social Security Act Wages 
and Employee Tax. In such cases, the 
identification number assigned by the So- 
cial Security Administration to the state 
(prefixed by 69) should be shown in the 
employer name and address area block 
on Form W — 2. 

. 06 The optional employer's state 

number may be pre-printed in the em- 

ployer's (payer's) name, address, and ZIP 
code box. If this is done, box 4 of Forms 
W — 2 and W — 2P need not be completed, 
so long as the applicable state taxing au- 

thority does not object. 
. 07 The preparation and filing instruc- 

tions for Forms W-2 and W — 2P are con- 

tained in the 1987 Instructions for Forms 
W — 2 and W-2P. The preparation and fil- 

ing instructions for Form W — 3 are con- 

tained as part of the 1987 Form W — 3 snap 

set assembly. 
. 08 To avoid confusion and questions 

by payees, payers are encouraged to de- 

lete the following items from copies of 
Forms W — 2 and W — 2P provided to pay- 
ees: 

(1) Form identifying number (e. g. 
22222, 55555); 

(2) Any other captions or box num- 

ber that would not be of any infor- 

mational use to payees. 
. 09 Payers are encouraged to use IRS- 

supplied labels for affixing to all Forms 
W — 3 filed with SSA. 

SEC. 9. OMB REQUIREMENTS 

Office of Management and Budget 
(OMB) Requirements for Substi tute 
Forms 

Public Law 96-511 requires: (1) OMB 
approval of IRS tax forms, (2) that each 
form (all copies) show the OMB approval 
number and when appropriate, the form' s 
expiration date, and (3) that the form (or 
its instructions) state why IRS is collecting 
the information, how we will use it and 
whether it must be given to us. The official 
IRS forms will contain this information. 

As it applies to substitute IRS forms 
this means: 

1. All substitute forms (all copies) must 

show the OMB number and any expira- 

tion date as they appear on the official 

IRS form (see Exhibits A, B, and C). 
2. The OMB number must be in one 

of the following formats: 
OMB No. 1545-0008 (preferred) 
OMB ¹ 1545 — 0008 

3. You must inform the users of your 
substitute forms of the reasons for IRS 
collection, use and requirements, as stated 
in the instructions for the IRS form. 

SEC. 10. REPRODUCTION PROOFS 

. 01 Order blanks for reproduction 
proofs are mailed annually to requestors 
of record, and on request to other users. 
Reproduction copies of Forms W — 2 (Copy 
A), W — 2P (Copy A), and W — 3 (Page 1) 
each consists of two parts. Part 1 is line 

art, i. e. , type and ink. Part 2 is a black 
solid which should be photographically 
screened by the user to allow a 10% — 20% 
dot pattern when printed in red OCR 
dropout ink. In some cases where the pro- 
duction method requires the use of some- 

thing other than a standard dot pattern, 
the printed value of part 2 must stifi be 
10% — 20%. Printers and others wishing to 
obtain reproduction proofs may send their 

requests to Internal Revenue Service, Attn: 
Distribution Manager, PM:S:FM:P- 
Room 1528, 1111 Constitution Avenue, 
N. W. , Washington, D. C. , 20224. 

. 02 A charge of $1 per page will be 
made for each reproduction proof re- 

gardless of page size. Invoices will be 
mailed after orders have been fified. 

SEC. 11. EFFECT ON OTHER PROCEDURES 

Rev. Proc. 86 — 24, 1986 — 1 C. B. 565 is 

superseded. 

1987 — 1 C. B. 725 



Exhibit A — Form N-2 
. 25 

1 Control number '- 22222 
1. 3" ~. 9 

mp oyer s name, a ress, an c e 

ror Poy«cork 
Norko, coo 
OMB No 1545 

For Offlcial 
Use only m 

mp oyer s i anti icxtian numbdr 4 Employer's slate I. D. number 

. 25" 
5 tst)ftg Pnlsl U otx «Nd oi 

pico rcp. cmP mpcom8 

mpoyeossocia secxn 9 nxm r 

1. 6" 

3. 35" 
I ocated tips 1" 

era in orna axwit h d: 10 wages, tips, othercompensation 

1. 75", ~ 1. 65" 

Advance EIC payment 

11 odist sdcvrity tax withheld 

1. 5" 
mp oyee s name frs, mi e, ast 

6. 5 
„; 13 Social serunty wages 1 omal security tips 

7. 0" 
1 ofti or ormsW /W. P) 1 nngebeneitsmcl mBoxl0 

15 Em lo ee's address and ZIP code 

F~ W-2 Wage and Tax Statement 1887 

Do NOVGutorSeparateFonns n This Page 

17 Statx income tax 18 State wsges, bps, olc. 19 Nemo of state 

1. 05" 1. 05" 1. 05 o 

ocs income tax 1 ocx wages, tips. etc Name o locahty 

Copy A For octal ecurity Administration Dipl ol ihe frciivry — lkt 

Control number 
22222 

Employer's name, address, and ZIP code 

y«rkP ma~~a x«porefftcfof 
Nonce, coo bock ot Copy D. 

u 0 0MB No 1545. DDDB 
aa n y 

Employer'sidextificatrox number '. ll 4 Employer i state lD number 

Statutory - 0 ii 
' yexiioo Legal 942 . Sybfofd(, . *, ocfcrrcd 

employee', "plan rcp:'' cm "'. *;, " " cnocniihoc' 

/ wo "4: 
Allocated tips „. . '. . . , " . ;„Advance EIC payment 

S Emplerer'rrooxls«unty somber Federal in orna tax withheld 0 Wages tlpi, other comprcrxtion 1 Somalsccunty tax withhold 

2 Employee's name (first. middle, last) 13 Social security wages 4 Somal secunty tips 

6 (See Instr, for Forms W. 2/W-2P) 6a Fnnge benefits incL in Box IO 

7 State income tax 8 Statewxgcs, hps, rtc. 19 Narxeofstate 

5 Em lo ee's ad re nd ZIP cod 

roim W-2 Wage and Tax Statement 1887 

Do NOT Cut or Separate Fonna n This Page 

"7 Local income tax 1 Local wagor, tips otc Name o ocxlity 

Copy A For Social Security Administration Dept of the Treasury — los 

Control number 
22222 

y«po~ ~~M xci For Ofnctaf Notkc. coo back or Copy D. 
OMB No. 154548n 

' "se On'y m 

Employer's name, address, and 2IP code Employer's idextiticatieo number Emplorer'4 state I. D. number 

Slxtctory 
employee 

cosioo „Lcdaf: 942 vbldtcl gkfrrred 
lco rcy cmp, Ocr 

' 
ompcosshoo 

Allocated tips Advance EIC payment 

Employoo's tonal Ncvntr number Federal in ome tax withheld ' . 0 Wages, bps, other compensation 1 Sooal socunty tax withheld 

2 Employee's name(first, middle, last) 13 Social secunty wages 4 Social secunty tips 

6 (Sre Ixstr. ter Forms W-2/W. 2P) 6a Frixga benefits iocl. in Box 10 

17 State inceme tax 8 Stair wages, tips, otc. 19 Name of state 

m 1 e's ddr an IPDD 

r«m W-2 Wage and Tax Statement 1887 

DoNOTCutor SeparateForm n ThlsPa e 

Local income tax 1 local wages, bps, etc. amo ot Iocxtfty 

Copy A For Social Security Administration Bcpl at tbc Tm«vrr-IRS 
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Exhibit B — Form W-2P 

1 Control number 
' ' ~ 9" 

55555 
2 Payer's name, address, and ZIP code 

For Dffl lal use nlyn 
OMeff . 1545. 8 

. 25" 

3 Payur's federal rdsnhfrcatxpn numbu 4 Payer's state I D number"* 

3. 35" 
5 State income tax withheld . 6 Name of state 

25" 7T xumtu Duxuiud «Sxl Subiuixl ' w. x& ig vu ':, 25 luimiu 
' ' iu 

9 G ss annuity, p nsion, c. 
1. 75" 

8 Rempient's sooal security no 

1. 6" 
12 R ecipient s name (first, middle, last) 

10 Taxable amount 

1. 65" 
11 Federal income lux withheld 

1. 5" 
14 Distnbution code 

6, 5u 

7. 0" 

For Paperwork Reduction Act Notice, see the back of Copy D. 

Copy A — For Social Security Administration 
Se I t ti for Porn s W-2 and W-2Pand back of Copy 9 

Form W-2P 1987 St tement for ecipients of Annuities, 
Pe sions, Retir Pay, or IRA Payments 

Oo NOT Cut or Separate Forms on This Page 

Deparlmuni of the Treasury 
Internal Revenue Service 

I Control number for Offklal Uue Only ~ 
55555 OM8No. 1545. 0008 

2 Payer's name, address, and ZIPcode 3 Payur's Federal idenhhratmnnumbe 4 ayer s state . . number 

5 State income tax wit eld ameo sac 

7 rux xwt xu Deceased luau Sublulur u„, yu. u. „'. 
rm vwu ~i . 

dulurmi ru xcs'5': I'"("p'- f- 
8 Recipient's somal secunty no 9 G ss annuity, pension, etc. . 1 Taxable amount udural income lax wilhhuld w: 

12 Recipient's name ( irst, middle, last) is ri Ulloii co e 

15 Reci ient's address and ZIP code '' 

For Paperwork Reduction Act Notice. see the back of Copy D. 

Copy A — For Social Security Administration 
See Instructions for Forrps W-2 and W-2P and back of Copy D. 

Form W-2P 1987 St te 
Pe s 

ment for Recipients of Annuities, 
lone, Retired Pay, or IRA Payments 

o NOT Cut or Separate Forms on This Page 

Department of the Treasury 
Internal Revenue Service 

1 Control number. ", , - . 
55555 

2 Payer's name, address, and ZIP code 

For Otticial Uua Only m 

OM8 No. 1545-0008 

3 Parur's Federal idunhfirbtiun numbu 4 Payer's state I D number 

5 State m come tax withheld arne of state 

7 Tux uol uu Deceased tu ul ~ subtotal 
' 

l, vuid 6 ch 
uulurwiu 

8 Rempient's somal secunty no s annuity. pension, etc. 10 axable amount 11 Federal income tux withhuld, p' 

12 ecipient s name( irst, mi e, Iau 14 istribution code;. "" 

15 Reopient's address and ZIP code 
' 

For Paperwork Reduction Act Notice, see the back ol Copy D. 

Copy A — For Social Security Administration 
See Instructions for Forms W 2 and W 2P and back of Copy D. 

St te 
Form W. 2P 1987 Pe sl 

ment for Recipients of Annuities, 
ons, Retired Pay, or IRA Payments 

Department of the Treasury 
Internal Revenue Service 

o NOT Cut or Separate Forms on This Page 
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Exhibit C — Form W-3 
OO NOT STAPLE 

on ro num r 

1. 3" . 9 ~ For Official Use Only w 

3 3 3 3 3 OMB No. 1545. 0008 

. 25" 

. 3" 2 941/94L iiitar 943 
Kind 

Payer CT-I 942 Medicare 
ov't. em 

5 Number of 
statements 

attached 

25 oce e Ips vance payments . 25n 

wl e 
1. 75" 

ages, tips, and other comps nsatio 

2. 4 
11 Sodal secunty tax withheld 

2. 35" 
2 Employer'estate I D. number 3 Sowal secunty wages 14 Sowal secunty tips 

5 Employer's identification number 16 Establishment number 

7 Employer's name 18 Gross annuity, pension, etc. (Form W-2P) 

6. 5" 
20 Taxable amount (Form W. 2P) 

21 Income tax withheld by third. party payer 

Under penalbes of perlury, I declare that I have crammed this return and ace panymg documents, and to the best of my knowledge and belief they are 
true, correct, and complete ln the case of documents without rempients' identilyi numbers, I have complied with the requirements of the law in affempiing 
to secure such numbers from the rempients. 

Sigrwture & Date P 

W-3 Transmittal of Income and Ta Statements 1987 "i. t". "„. l'5". l!'. , Ds". . ", 0 

7 I 

Please return this entire page with the accom anying Forms W-2 or W-2P to the Social 
Security Administration address for your stat as listed below. 

It your legal residence, principal 
place of business, offic or 

agency I ~ located In Use this address 

Alaska, Arizona, Calitornia, Colorado, 
Hawse, Idaho, lowe, Minnesota, 
Missoun, Montana, Nebraska, Nevada, 
North Dakota, Oregon, South Dakota. 
Utah, Washington, Wisconsm, Wyoming 

Alabama, Arkansas, Flonda. Georgia, 
Nlinois, Kansas, Louisiana, Mississippi. 
New Mexico, Oklahoma, South Carolma, 
Tennessee, Texas 

Connecticut, Delaware, Distnct of 
Columbia, Indiana, Kentucky. Maine. 
Maryland, MassachuseNs, Michigan, 
New Hampshire, New Jersey, New York, 
North Carolina, Ohio, Pennsylvania, 
Rhode Island, Vermont, Virginia, 
West Virgmia 

lf you have no legal residence or 
prinwpal place of business in any state 

Paperwork Reduction Act Notice. — We 
the Internal Revenue laws of the United S 
taxpayers are complying with these laws 
the right amount of tax. Vou are required 

Social Secunty Administration 
Salinas Data 0perations Center 
Salinas, CA 93911 

Social Secunty Admmistration 
Albuquerque Data Operations 

Center 
Albuquerque, NM 87180 
Social Sec unty Administration 
Wilkes. Barre Data Operations 

Center 
Wakes-Barre, PA 18769 

Sowal Secunty Administration 
Wilkes. Barre Data Operations 

Center 
Wilkes. Barre, PA 18769 

sk for this information to carry out 
ates. We need it to ensure that 
d to allow us to figure and collect 
give us this information 

JF28 1987 — 1 C. B. 



Exhibit 0 — Form W-2 — 8" Width 

1. 3" P P P r» rvr»»»s a»x»w» xrr Fm Otfkhl 
Due so INsstss I)teeny i 

3. 35" 

3" 3 3 3" 3" 3" 3" 
p p~o~p 

6 7 
2. D" 

15' 

6 
1. 6" 

12 

0 10 
1. 7 ~ ' 

14 

16 

17 16 19 

15 Employee's addr 

I~W-2 Wage a 

ao NOT C 

s and ZIP code 

d Tax Statement 1087 

t or Separate Forms on This Page 

Copy A or 41 Securky mlnlstratlon Dept rr ar rruurr-lrs 

7. 5" 

8. 0 

Notes: l. Vertical measuremants must be Ihe same as ihe of. 
licial 7" width lorm. 

2. The form identification number must consist of 222 
In an OCR A font and placed In print positions la-2l 
measuring from the left page edge with 10 print posl. 
tions per inch. 

3. The Employer's Identification Number IEIN) may be 
preprinted anywhere in box 2. 

4. The printer's EIN must be printed in Ihe bottom 
margin of the tace of each individual form ol Copy A. 

5. The titles lor sll numbered boxes for federally 
required entries must correspond to the onlcial 
form. 

6. The ballot boxes must be S. point boxes. 

7. The begot boxes contained In box 5 must be aligned 
exactly the same Irom the right rule of the form 
regardless ol the width of the Form W 2 Il. e. , 7", 
7th', or 8'). 
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Exhibit E — Form W-2 — 7'/2" Width 

1. 3" 

. 25" 

r«eee«oo«h nero«lee Xor 
n«lee. ooo heoh or coco s. 

. 25" 
3" 3" 3" 3" 3" 3" 3" 

8 
1. 6" 

12 

3. 35" 

1. 75" 10 

13 

7 . 15 
1. 85 "~ 

14 

16 

17 18 19 

15 Employee's addr 

r««W-2 Wage 8 

Oo NOT C 

s and ZIP code 

d Tan Statement 1887 

t or Separate Forms on This Page 

py A For lal Security Administration popl ol the noeoery — III 

7. 0" 

7. 5" 

o 
e 

Notes: 1. Vertical measurements must be lhe same as the of. 
ficlal 7* width form. 

2. The form identification number mual consist of 222 
in sn OCR A loni and placed in print positions 19-21 
measuring from the felt page edge with 18 print posl. 
tions per inch. 

3. The Employer's Identification Number (EIN) may be 
preprinlad anywhere in box 2. 

4. The printer's EIN must be printed in Ihe bottom 
margin of the lace of each individual form ol Copy A. 

5. The titles lor sll numbered boxes for lederally. 
required entries must correspond to Ihe oflicial 
form. 

IL The ballot boxes must be 8 point boxes. 

7. The begot boxes contained in box 5 must be aligned 
exactly the same from the right rule ol Ihe form 
regardless ol the width of Ihe Foun W. 2 Il. e. , 7", 
'ytt, or 8'). 
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Exhibit F — Form W-2P — 8" Width 

1 ~1. 3" . 9" 
555 

yor omelet usa oaly S 
OMS No. 1545 0006 

. 25" 

. 25" 

1. 6" 

3. 35" 

7. 75" 

rsa 2 
4" 4" 4" 9 2 3 2 it~i a 

10 ll 
2. 55" 2. 7 

12 13 14 

5 
u1 
ru 

15 

For Paperwork Reduction Act Notice, sae the back of Copy D. 

Copy A — For Social Security Administration 
8ss Instructions for Forms W. 2 and W. 2P and back of Copy g. 

Form W-2P 198 
Statement for Recipients of Annuities, 
Pensions, Retired Pay, or IRA Payments 

tyo NOT Cut or Separate Forms on This Page 

Department ot the Treasury 
tntarnai Revenue Sarvca 

7. 5" 

8. 0" 

7 Notes: 1. Vertical mesaurementa must be the same sa the ol 
liclal 7" width form. 

2. The form idenutication number must consist ol 555 
in an OCR A font and placed in print positions 18-20 
measuring from the lett page edge with 10 print pool. 
lions per Inch. 

3. The blank space to the right ol box 15 snd below 
boxes 13 and 14 may be used lor sny additional 
payee information. 

4. The Employer's Identification Number IEIN) may be 
preprlnted anywhere in box 2. 

5. The printer'a EIN mual be printed In the bottom 
margin of the lace of sech individual form of Copy A. 

6. The titles lor sll numbered boxes lor lederslly- 
required enlrlss must correspond to the official 
form. 

7. The ballot boxes must be 8 point boxes. 

8. The ballot boxes contained in box 5 must be aligned 
exactly ihe same from the right rule of the lorm 
regardless of the width of the Form W 2P (l. e. , 7", 
Tyr*, or 8"). 
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Exhibit G — Form W-2P — 7'/2 " Width 
. 25 H 

1 
3 rl 

For Omrtat usa Only a 
ONa no. 15454eoe 

. 25" 

12 

1. 6 H 
9 10 

1. 75 "~ 4" 4" 4" . 9H 3 H 

Li LI 
11 

1. 5" 1. 55 

14 

. 25 H 

3. 35H 

For Pa pcrvvork Reduction Act Notice, saa the back of Copy D. 

Copy A — For Social Security'Administration 
$ae Instructions for Forn. s W-2 and W-2P and back of Copy D. 

Fwm W. 2P 198 
Statement for Recipients of Annuities, 
Pensions, Retired Pay, or IRA Payments 

Oo NOT Cut or Separate Fonna on This Page 

Department ot the Treasury 
Internal Revenue Service 

7. 0 " 

Notes: 1. Vertical measurements must be lhe same as ihe of- 
licial 7 width form. 

2. The lorm identification nutnber must consist of 5555 
In an OCR A loni snd placed In print positions 18-20 
measuring Irom the left page edge with 10 print pool. 
lions per Inch. 

3. The blank space to the right of box 15 snd below 
boxes 13 end 14 mey be used for any additional 
payee information. 

4. The Employer's Identification Number (EIN) may be 
preprlnted anywhere in box 2. 

5. Tha printer's EIN must be printed in the bottom 
margin ol the lace ot each Individual form ot Copy A. 

8. The titles lor ag numbered boxes lor lederelly. 
required entries must correspond io the oflicial 
form. 

7. The ballot boxes must be a. point boxes. 

8. The ballot boxes contained in box 7 must be aligned 
exactly Ihe same from the right rule ol the form 
regardless ol the width ol the Form W. 2F (l. e. , 7, 
Ftk, or 8"). 
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Exhibit H — Form W-3 — 8" Width 
. 25 

1 Control number ~1. 3" 

Kind 
. 3" 

Payer 

6 Allocated tips 

1. 7" 

For Onlclal Uxa Only W 

OM8 No. 1545 0008 

2 941/941( „Mihtary „943 

942 Medicare 

CI 0 0 
7 Advance EIC payments 

5 Number ol 
statements 

attached 

9 Federal income tax ithheld 

2. 5 " 

12 Employer'sstate I D number 

10 Wages, tips. and other compenxahon 

2. 2 
" 

13 Social xecunty wages 

I I Social recon ty lax withheld 

2. 5 

14 Sooal xecunty tips 

15 Employer'a xlentific ion number 16 Eatabhahment number 

17 Emplonrda rwlme 18 Gross annuity, pension, etc (Form W. 2P) 

20 Taxable amount (Form W. 2P) 

21 Income tax withheld by third. party payer 

19 Employer'2 address nd ZIP code (II available, place label over boxes 15, 17, and 19) 
Under penalbex of rlury, I declare that I have exammed this return and accompanying documents, and to the best of my knowledge and belwf they are 

true, correct, and compl e. In theease of documents without recipients' identifying numbers, I have complied with the requirements of the law in attempting 
to secure such numbers I om the recipients. 

Signature & Title h Date & 

Form W 3 Tr nsmittal of Income and Tax Statements 1987 Intenalgevenueterwce 

7. 5" 

8. 0" 

Notes: 1. Vertical measuremenls must be the same as the of. 
tlcial 7" width form except Ihe mark sense squares 
(l. e. , ballot boxes) in boxes 2-4 may be moved down 
to conform to a six line per inch spacing. 

2. The Form Identification Number must consist ol 
3333 in an OCR A font and placed In print positions 
18-21 measuring from the lett page edge with 10 
print positions per Inch. 

3. The Employer's Identification Number (EIN) may be 
preprinted anywhere in box 15. 

4. The printer's EIN must be printed centered below 
the "signature" line. 

5. The titles lor all numbered boxes must correspond 
lo the official form. 

6. The ballot boxes must be 8-point boxes. 

7. The ballot boxes contained in box 2, 3, and 4 must 
be aligned exactly the same from the right rule ol 
the form regardless ol the width of the Form W 3 
(i. e. , 7", 7'/2, or 8"). 

8. The words "Please return this entire page to the 
Social Security Administration address ior your 
State as listed below, " and the appropriate SSA ad. 
resses must appear on any substitute Form W 3 
in the same position as on the oflicial form. 
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Exhibit I — Form W-3 — 7'/2 " Width 
DO NOT STAPLE 

1 Control number 

1. 3" 
m — 9" For Oflicial Uee Only W 

3 3 3 3 OMB No. 15454008 

. 25" 

Q Kind 

Payer 

. 25" 6 Aiiocatedum 

2. 3" 

1. 7" 
2 941/94IF4, 444(rlary 943 Q~~ 

CT I 942 

Q Q Q 
7 Advance EIC payments 8 

2. 3 " 

5 Number of 
statements 
checked 

. 25" 

9 Federal income tax ithheld 

12 Employer'sstalel D number 

10 Wages, bpe, 
' other compensation 

13 Social sec unty wages 

11 Soael xecunty tex withheld 

2. 4 
" 

14 Soaal secunty tips 

15 Employer's identifi ion number 

17 Employer's name 

4. 6" 
16 Establishment number 

18 Gross annuity, pension, etc (Form W-2P) 

20 Taxable amount(Form W. 2P) 

21 Income tex withheld by third-party payer 

19 Employer'3 address nd ZIP code (If available, place label over boxes 15, 17, and 19 ) 
Under penalbes ot qury, I declare that I have examined this return and accompanying documents, end to the best of my knowledge and belwi they are 

true, correct. end comp e. In the case or documents without reapiente' identifying numbers. I have complied with the requirements of the law m attempting 
to secure such numbwe I om the reapiente 

Signature p Title P Date h 

W-3 Tr nsmittal of Income and Tax Statements 1987 
7. 0 v 

7 5il 

Notes: 1. Vertical measurements must be the same as lhe of- 
licial 7" width lorm except the mark sense squares 
(l. e. , ballot boxes) in boxes 2-4 may be moved down 
lo conform to 8 six line per inch spacing. 

2. The Form Identification Number must consist of 
3333 in sn OCR A lont snd placed in print positions 
18-21 measuring from lhe left page edge with 10 
print positions per inch. 

3. The Employer's Identification Number (EIN) msy be 
preprinted anywhere in box 15. 

4. The printer's EIN must be printed centered below 
the "signa lure" line. 

5. The titles for all numbered boxes must correspond 
to the oflicial form. 

6. The ballot boxes must be g. point boxes. 

7. The ballot boxes contained in box 2, 3, and 4 must 
be aligned exactly the same from the right rule ol 
the form regardless of the width of the Form W. 3 
(i. e. , 7", Txh, or 8 ). 

8. The words "Please return this entire page lo the 
Social Security Administration address for your 
State as listed below, " snd the appropriate SSA ad- 
resses musl appear on any substitute Form W. 3 
in Ihe same position as on the oflicial form. 
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Exhibit J — Form W-2 — Box Layout 

22222 

5 

0 0 0 0 0 0 

10 

12 13 14 

16 16a 

17 18 15 

15 

r«W-2 Wage and Tax Statement 1987 

Do IIOT Cut or Separate Forms on This Page 

20 

Copy A For Social Security Administration Dept et me rreaturr- IRI 

Exhibit K — Form W-2P — Box Layout 

55555 

10 

12 13 14 

15 

Form W-2P 1987 Statement for Recipients of Annuities, 
Pensions, Retired Pay, or IRA Payments 

Department of the Treasury 
Internal Revenue Setvtce 
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Exhibit L — Form W-3 
DO NOT STAPLE 

1 Control number For Offlcial Use Only ~ 
0 M B No. 1545. 0008 

10 

12 14 

16 

17 18 

20 

19 

21 

Uniler penaltms ol paqury, I declare that I have examined this return and accompanying documents, and to tire best of my knowledge and belief they are 
true, correct, and complete In the case of documents without reapients' identifying numbers, I have complied with the requirements of the law in attempting 
to secure such numbers from the recipients 

Signature ~ Title P Date & 

Fo W 3 Transmittal of Income and Tax Statements 1 987 I t IR ss. ' 

Please return this entire page with the accompanying Forms W-2 or W-2P to the Social 
Security Administration address for your state as listed below. 

If your legal residence, principal 
place of business, office or 

agency Is located ln Use this address 

Alaska, Anzona, California, Colorado, 
Hawse, Idaho, lowe. Mmnesota, 
Missoun, Montana, Nebraska, Nevada, 
North Dakota, Oregon, South Dakota, 
Utah, Washmgton, Wisconsm, Wyoming 

Alabama, Arkansas, Flonda. Georgia, 
Plinois, Kansas. Louisiana, Mississippi, 
New Mexico, Oklahoma, South Carohna, 
Tennessee. Texas 

Connecticut, Delaware, Distnct of 
Columbia, Indiana, Kentucky, Maine, 
Maryland, Massachusetts, Michigan, 
New Hampshire, New Jersey, New York, 
North Carolma, Ohio, Pennsylvania, 
Rhode Island, Vermont, Virgmia, 
West Virgmia 

If you have no legal residence or 
pnnapal place of business in any state 

Social Secunty Admmistration 
Salmas Data Operations Center 
Salmas, CA 939 1 1 

Soma l Secunty Administration 
Albuquerque Data Operations 

Center 
Albuquerque, NM 87180 
Social Secunty Administration 
Wilkes Barre Data Operations 

Center 
Wilkes-Barre, PA 18769 

Social Sec unty Administration 
Wilkes-Barre Data Operations 

Center 
Wilkes-Barre. PA 18769 

Paperwork Reduction Act Notice. — We ask for this mformation to ca ry out 
the Internal Revenue laws of the United States. We need it to ensure that 
taxpayers are complying with these laws and to allow us to figure and collect 
the nght amount of tax. You are required to give us this information. 
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Exhibit M — Form W-2/W-2P (Copy 8) 

I Control number 
ppppp 

Dna nv 15lsasn 

2 Employer's name, address, and ZIP cade 3 Employer'I Identrtuatioh oumhn 4 Employer's state I. D. nurxbrr 

Sly Svlnol ~ I DII«ivd V«d 
«mp, I«li arri«I iNi 

5 Qmunry Dr«mud rr«i«u i«pl 
Nip«tris piv« ivr 

D 0 0 0 CI 
6 Allocated tips 7 Advance EIC payment 

8 imployle'I nxnl sscunty number 9 Federal Income tax withheld 10 Wages, hpl, Other compensatmn 11 Sorisl security tax withheld 

12 Employee's name (first, middle, last) 13 Social sec uhty wages 14 Social security tips 

16 (SM Instr. fw Forms W 2/W. 2P) 16a Fringe benefits incl. in gox ig 

17 Stall income lax 18 Qatewagn, hpl. Ilc 19 narseol stale 

15 Employee's address and ZIP code 

r«m W. 2 Wage and Tax Statement 1087 
2 loca income tax loni wage, hps, etr. arne locality 

Thl ~ I«row««id« I ~ hvi«e Iumlvh«d Io Ihv I«i«m«1 nvv«««v Sunk« copy a To hv fired with vmoleyee' ~ Federal i««mlum Dept el the Trv«vrr — Iss 

1 Control number For Onlclal Use Only ~ 
55555 OMB no. 15454XXM 

2 Payer's name, address, and ZIP code 3 Payer's federalidsatduaiios number 4 Payer's state I D number 

5 State income tax withheld 6 Nome of state 

7 Tdvt sulgm D«mwd tvtai Svhlolal T«s 

a 
8 Recipient's sacral securrty no. 9 Grass annuity, pension, etc. 10 Taxable amount i1 federal income tsx withheld 

12 Recipient's name (first, mutdle, last) 13 14 Disthbution code 

15 Recipient's address and ZIP cade 
Copy 8-File with recipient's FEDERAL tex return 
Thm I«ror«milo« l«rmlno I«mr eh«I Io ui« i«ion«I nemnim s«r«vo 

Form W-2P 1987 Statement for Recipients of Annuities, 
Pensions, Retired Pny, or IRA Payments 

Deoanmenl or the Treasury 
Internal Reveriue Ser«Ke 
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I. Electronic/Magnetic Media Returns 

1. Overview 

This Revenue Procedure sets the spec- 
ifications for the 1987 Electronic/Mag- 
netic Media Filing Pilot of Tax Year 1986 
U. S. Fiduciary Income Tax Returns, Forms 
1041. It is issued solely to document the 
procedures for the filing period that has 
just been completed. In this pilot, quali- 
fied tax return filers will transmit return 
information to the Internal Revenue Ser- 
vice over communications lines, or via ap- 
proved magnetic tape. Filers will retain 
related paper documents (taxpayer dec- 
larations, etc. ) for submission to the IRS 
every week. To participate' in this pilot, 
filers must follow all requirements and 
specifications in this Revenue Procedure 
and must provide a signed statement to 
that effect (see attachment III). Filers will 

also have to successfully complete a test 
transmission by February 27, 1987. The 
data for the test transmission will be pro- 
vided by the Service. Approval to partic- 
ipate will be for 1987 only. Specifications 
and application procedures for 1988 will 

be issued in mid-1987. 
The Service reserves the right to revoke 

the electronic/magnetic filing privilege of 
any preparer/transmitter who varies from 
these requirements and specifications or 
does not consistently transmit error-free 
returns. 

2. Composition of an Electronic/ 
Magnetic Media Return 

a. An electronic/magnetic tape return 
consists of data transmitted to the Service 
via electronic transmission or magnetic tape 
and data filed with the Service on paper 
documents. In total, an electronic/mag- 
netic return must contain the same infor- 
mation as a comparable return filed entirely 
on paper documents. 

b. For the 1987 pilot, data transmitted 
electronically or on magnetic tape is lim- 

ited to entries from the returns and sched- 
ules listed below. 
1. Form 1041 — U. S. Fiduciary 

Income Tax Return 
2. Schedule D — Capital Gains & 

Losses 
3. Schedule — Beneficiary's Share 

K — 1 of Income, etc. 
4. Form 6251 — Alternative 

Minimum Tax 
Computation 

5. Form W — 2 — (A paper Form 
W — 2 must also be 
attached to the 
Form 8453 — F) 

6. Form W — 2P — (A paper Form 
W — 2P must also be 
attached to the 
Form 8453-F) 

c. The non-electronic/magnetic tape 
portion of the return consists of the fol- 
lowing: 

(1) Form 8453 — F, U. S. Fiduciary In- 
come Tax Declaration for Magnetic Me- 
dia/Electronic Filing, is required for all 
returns. (See attachment I, Form 8453— 
F). 

(2) Copy B of Forms W — 2 and W — 2P, 
which would normally be attached to the 
front of a return filed entirely on paper. 
Instead, these will be attached to Form 
8453-F. 

(3) Other documents containing re- 
quired signatures or supporting informa- 
tion, such as Form. 8271, Investor 
Reporting of Tax Shelter Registration 
Number, or 

(4) Any other documents which 

(a) are not required by the Service, 

(b) are not IRS forms or schedules, 

(c) are not covered in (3) above, 
(d) are voluntarily included as sup- 

porting material. 

(5) Also, in certain instances a signed 
copy of the paper tax return will have to 
be attached. (See paragraph VI below). 

d. The non-electronic/magnetic tape 
material described in sub-paragraph 2. c 
above must be stapled to the Taxpayer 
Declaration (Form 8453 — F). 

3. Exclusions 

The following types of returns are ex- 
cluded from the 1987 pilot. 

a. Those returns with tax owed or with 

remittance. 

b, Amended or Corrected returns. 
(Even if the return being amended was 

filed on magnetic tape or via electronic 
transmission). Only one electronic/mag- 
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netic tape return should be filed for any 
taxpayer for the filing season. 

c. Returns containing Forms or Sched- 
ules not listed above. 

d. Returns for any tax period other than 
January 1, 1986 to December 31, 1986. 

e. Returns transmitted by a filer not 
approved by the Service for electronic/ 
magnetic tape filing. 

f. Returns completed after April 15, 
1987, even if the taxpayer has secured an 
extension. 

g. Returns with dollars and cents en- 
tries (even dollars only accepted). 

h. Family estate trusts. 
i. Bankruptcy estates. 
j. Returns with Power of Attorneys. 

II. Filer Eligibility Requirements 

A participating filer must meet the fol- 
lowing qualifications: 

1. Have substantial experience with 
the use of computers to process tax re- 
turn data, either directly or through a 
service bureau. 

2. If filing electronically, have sub- 
stantial communication experience un- 

der IBM 3780 RJE bi-synchronous 
protocol at 4800 BAUD through a dial- 

up modem, or will associate with an- 
other firm which has such experience. 

3. Will observe all requirements of 
this revenue procedure. 

III. Advertising Standards 

1. Advertising Restrictions 

Preparers/transmitters of electronic or 
magnetic tape returns, with respect to their 
capability to file returns electronically or 
on magnetic tape, shall comply with the 
advertising and solicitation provisions of 
31 C. F. R. Part 10 (Treasury Department 
Circular No. 230). Such provisions pro- 
hibit the use in any way or participation 
in the use of any form of public com- 
munication containing a false, fraudulent, 
misleading, deceptive, unduly influenc- 

ing, coercive or unfair statement or claim. 
The prohibition includes, but is not lim- 

ited to, statements pertaining to the qual- 
ity of services rendered unless subject to 
factual verification, claims of specialized 
expertise not authorized by State or Fed- 
eral agencies having jurisdiction over the 
preparer/transmitter, and statements or 
suggestions that the ingenuity and/or prior 
record of a preparer/transmitter rather than 
the merit of the matter are principal fac- 
tors likely to determine the result of the 
matter. In addition, advertising must not 
infer a special relationship with the In- 

ternal Revenue Service. Claims for faster 
refunds by virtue of electronic filing must 

be consistent with the language in official 

Service publications. 

2. Communications 

Communications, including fee infor- 

mation, shall be limited to professional 
lists, telephone directories, print media, 
permissible mailings, radio and televi- 
sion. In the case of radio and television 
broadcasting, the broadcast shall be pre- 
recorded and the practitioner shall retain 
a recording of the actual audio transmis- 
sion. 

3. IRS Endorsement Must Nor Be 
Implied 

Approval to participate in the program 
does not imply endorsement by the In- 
ternal Revenue Service of the computer 
software or quality of services provided. 
Therefore, any public communication in 
which a preparer's electronic/magnetic tape 
filing capability is referenced whether 
through publication or broadcast, must 

clearly indicate that IRS acceptance of the 
preparer for electronic/magnetic tape fil- 

ing does not constitute an endorsement 
or approval of the quality of tax prepa- 
ration services provided. 

IV. Taxpayer Declarations (Form 8453- 
F) 

1. Prior to submitting an electronic/ 
magnetic tape return, a filer must obtain 
the signature of the fiduciary or officer 
representing the fiduciary on a declara- 
tion form (see attachment I). In addition, 
the filer must obtain all other documents 
described in I. 2. c above. Note: If a fi- 

duciary or representing officer is author- 
ized to sign for more than one return, a 
consolidated 8453 — F (Attachment IV) may 
be used. 

The declaration will serve the following 
purposes: — authenticate the return — authorize the filer to file the return 

on behalf of the fiduciary — provide a transmittal for the associ- 
ated paper documents that will be sta- 

pled to the declaration — authorize the filer to transmit via a 
third-party transmitter. 
2. If the amounts on the declaration 

differ from corresponding amounts on the 
return by more than $25. 00 on lines one 
through four, or more than five dollars on 
lines five and six, the filer will be required 
to file a corrected declaration or file a 

corrected return. If a taxpayer declaration 
is found to be missing, the filer must ex- 
peditiously provide a signed form; oth- 
erwise the return will be considered 
unsigned and unfiled. 

3. Filers must use the official form 8453— 
F or a substitute form which duplicates 
the official form in size, format, language, 
and contents. 

4. After the declaration has been prop- 
erly executed, including the taxpayer and 
filer signatures, the filer will transmit the 
electronic/magnetic tape portion of the 
return to the Service in accordance with 

Service specifications (see Section VI for 
signature requirements). By transmitting 
the electronic/magnetic tape portion of the 
return to the Service the filer is stipulating 
that the declaration has been executed and 
that the official descriptions of each entry 
of the electronic/magnetic tape return ap- 

ply (i. e. , retained copies do not contain 
any unauthorized caveats). 

5. The filer will assign a unique 14 digit 
Declaration Control Number (DCN) to 
each Form 8453 — F. Its structure will be 
as follows: 

Position Comments 

These two digits must be "00". 
The Electronic/Magnetic Me- 
dia Filer Identification Number 
(EFIN). This is a unique num- 
ber assigned by the IRS to each 
participating filer. The first two 
digits will always be the District 
Office code. 

8 — 13 A sequential number assigned 
to each return by the filer. 

14 This digit must be "7". 
6. The DCN must be recorded in the 

upper right hand corner of the Form 8453- 
F for each taxpayer. Hyphens must ap- 
pear between the 2nd and 3rd, 7th and 
8th and 13th and 14th digits (e. g. 00-12345— 
678910-7). 

1 — 2 

3 — 7 

V. Filing of Electronic/Magnetic Media 
Returns and Distribution of Copies 

1. The Service will advise electronic/ 
magnetic tape filers when they can begin 
to file electronic/magnetic tape returns. 
This will be as early in the filing period 
as possible, but only after all the pro- 
grams, equipment, and facilities related 
to electronic/magnetic tape filing have been 
thoroughly tested. Until this notification 
has been issued, electronic/magnetic tape 
returns will not be accepted by the Ser- 
vice. 

2. Similarly, if the electronic/magnetic 
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tape filing system breaks down for a po- 
tentially lengthy period, the Service will 

advise filers to discontinue electronic/ 
magnetic tape filing until they are notified 

by the Service that the problem has been 
resolved. 

3. To Be Filed With The Service. 
a. Participating filers must transmit to 

the Service all electronic/magnetic tape 
data, all taxpayer declarations, and all 

other materials described in Section I. 2. c 
above. 

b. The filer will maintain the docu- 
ments referred to in Section 1. 2. d in DCN 
order and place them in the folders (to 
be provided by the IRS) in groups of 100. 

c. Beginning on January 30, 1987, and 

every week thereafter through the end of 
the filing period the electronic/magnetic 

tape filer will send this material to the 
Andover Service Center, in accordance 
with shipping instructions described in 

paragraphs V. 3. d — k below. No Form 8453— 
F may be sent to the Service for any elec- 
tronic return that has not been acknowl- 

edged as received by the Service. Each 
shipment should include forms for all 

electronic returns filed during that period 
which have been acknowledged by the 
Service. 

d. A Form 1332, Block and Selection 
Record, (see attachment II) must be the 
first item inside each folder. The Service 
will provide these forms. Record the last 
DCN at the top of the form as illustrated 
in attachment II. If a return has been re- 

jected or not acknowledged by the Service 
(see Section XI) pull the applicable Forms 
8453 — F from the folder and circle the last 
two digits of the sequential number for 
each such form not included in the folder. 
If rejected or unacknowledged returns are 
subsequently transmitted, the applicable 
Forms 8453 — F must be renumbered. 

e. The paper documents in each folder 
must be maintained in ascending se- 
quence following the Form 1332. The first 

DCN must be recorded on the tab of the 

folder. 
f. Place folders in the IRS Standard 

Type 3 Cartons (to be provided), so that 
the identifying sequence number infor- 
mation appearing on the tab is visible from 

the open end of the container. 

g. The sequence of folders in the car- 
ton must be from right to left, beginning 
with the lowest number. The top of the 
returns must always be at the open end 
of the container. Number and ship boxes 
in strict DCN sequence. 

h. Place the lids provided on the car- 

tons and seal with gummed tape which is 

at least 2 inches wide. 
i. Ship cartons to: 
Internal Revenue Service 
Andover Service Center 
P 0 Box 311 
Andover, MA 01810 
Stop 108 D 
SUPERB 
j. The initial supply of shipping ma- 

terials will be forwarded directly to your 
offices. If additional supplies are needed, 
contact the Management Support Branch 
of the Andover Service Center at 617— 
681 — 5428 (not a toll free number). 

k. Cartons should be shipped via a car- 
rier that will ensure receipt at the service 
center within two days of shipment. 

4. To Be Retained By The Filer — The 
filer must retain a copy of tlie material 
furnished to the taxpayer. The filer copy 
of the electronic material (described in 

Paragraph I. 2. b) may be retained on mag- 
netic tape. In addition, the filer must re- 
tain the acknowledgment file received from 
the Service to facilitate taxpayer inquir- 
ies. The retention period for this material 
must be consistent with IRC 6107. 

5. To Be Provided To The Taxpayer- 
The filer must furnish the taxpayer with 
a printed copy of all material filed with 
the Service covered in Paragraphs 1. 2. b 
and I. 2. c. In addition, the filer should ad- 
vise the taxpayer to retain copies of ma- 

terials which the taxpayer provided to the 
filer. The copy of the electronic/magnetic 
tape material described in Paragraph 1. 2. b 
can be contained on replicas of official 
forms or on forms designed by the filer. 
If the latter, data entries must be refer- 
enced to the line numbers on official forms. 

VI. Electronic(Magnetic Media Filer 
Requirements and Responsibilities 

1. The Service will accept electronic/ 
magnetic tape returns only from filers who 
have been approved for electronic or 
magnetic tape filing. 

2. Except as provided in VI. 3 the elec- 
tronic/magnetic tape filer must be iden- 
tified on the electronic/magnetic tape 
return as the paid preparer, and must also 
sign the Form 8453 — F as the preparer. 

3. If an electronic/magnetic tape filer 
accepts returns prepared by others solely 
for purposes of electronic/magnetic tape 
input, this will be considered to come 
under the "mechanical assistance" excep- 
tion described in Treasury Regulation 
301. 7701 — 15(d)(1), and hence the ap- 
proved firm will not be considered to be 

a paid preparer for purposes of 3p1. 77p1, 
However, in these cases the following re- 
quirements must be met: 

a. The electronic/magnetic tape filer 
must sign the Form 8453 — F as the trans- 
mitter, and obtain the taxpayer's signa- 
ture on that same form. 

b. The return must meet all of the con- 
sistency tests required for any other elec- 
tronic/magnetic tape return. However, the 
minor correction provisions in VI. 5 are 
not applicable. The taxpayer or the filer 
must correct the source material prior to 
submission. If the electronic/magnetic tape 
filer corrects any material, the electronic/ 
magnetic tape filer becomes the return 
preparer. 

c. A signed copy of the tax return must 
be attached to the Form 8453 — F. 

d. Filers may not transmit returns sub- 
mitted to them for transmission by an- 
other paid preparer, unless such preparer 
is also a qualified electronic filer. Filers 
may transmit returns submitted to them 

by taxpayers, even if the return was pre- 
pared by another paid preparer. 

4. If electronic/magnetic tape returns 
are transmitted to the Service via a com- 
munications company, and the commu- 
nications company does not alter the return 
information, the Service will consider the 
actions of the approved filer as a per- 
missible disclosure under Treas. Reg. 
301. 7216 — 2h, and will consider the actions 
of the communications company as an 
"auxiliary service" under Treas. Reg. 
301. 7216 — 1(b)(2) (i)(B) . 

5. If an electronic/magnetic tape re- 
turn is corrected in a non-substantive way 
after the taxpayer's signature has been 
obtained on Form 8453 — F, but before 
transmission to the Service, it will not be 
necessary for the filer to obtain the tax- 
payer's signature on a new Form 8453 — F, 
provided the following conditions are met: 

a. The corrections do not affect any of 
the amounts included on the Form 8453— 
F signed by the taxpayer by more than 
$25. 00 on lines one through four or by 
more than five dollars on lines five and 
six. 

b. The non-substantive changes are 
limited to corrections of arithmetic errors, 
inconsistencies due to rounding, and cor- 
rections of spelling errors. 

6. Once an electronic/magnetic tape 
return is submitted, it cannot be recalled 
or intercepted in process. Hence, if either 
the filer or the taxpayer wishes to change 

any entries, an amended return must be 
filed in the form of a paper document. 
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7. The filer must promptly satisfy Ser- 
vice requests to resolve problems relating 
to missing or inconsistent Forms 8453 — F 
and provide copies of such forms within 
three workdays upon request by the Ser- 
vice. 

8. The filer must provide access to all 

materials that the filer is required to main- 

tain for the purpose of ensuring compli- 
ance with the retention requirements of 
this Revenue Procedure. 

VII. Electronic Filing Communications 
Requirements 

1. These procedures will only apply to 
this limited pilot and may not be relevant 
when this project is expanded in subse- 

quent years. 
2. Returns can be transmitted by pre- 

parers or by communications firms acting 
for preparers. For purposes of this section 
both will be termed transmitters. The In- 

ternal Revenue Service will arrange a 
schedule of days and times when ap- 
proved transmitters may transmit return 
data, in the format covered in this Rev- 
enue Procedure. Normally, all data com- 
munications will be over the Public 
Telephone Switching Network to the An- 

dover Service Center. FIowever, if a firm 

prefers to provide a dedicated line for 
transmission of its data, it should contact 
the Technology Research Office at (202) 
376-0388. Telephone numbers, specific 
password conventions and a test trans- 

mission schedule will be developed be- 
tween the IRS and transmitters at a later 
time. 

3. All data communications over the 
Public Telephone Switching Network be- 

tween transmitters and the Service will be 
accomplished using the following require- 
ments: 

a. 4800 BAUD line speed. 
b. EBCDIC or ASCII character code. 
c. IBM 3780 communications proto- 

col. 
d. Half-duplex, Synchronous Bell 

compatible dial-up MODEMs. 
e. Line-level and system-level security 

(passwords). 
4. Transmitters will be responsible for 

the security of all transmitted data. Trans- 
mittals will not be considered filed returns 
until they successfully pass through the 
IRS Electronic Filing pre-processing com- 
puter. 

5. The receipt date of the electronic 
record will constitute the receipt date of 
the return for the purpose of determina- 
tion of timely filing, if it is acknowledged 

by the IRS as an accepted return. 

6. All electronic returns must be re- 

ceived by April 15 in order for the returns 

to be timely filed. 
7. If a filer is transmitting both Forms 

1041 and Forms 1065, the records must 

be on separate files. 

VIII. Magnetic Tape Specifications 

In most instances, the Service will be 
able to process any compatible tape files. 
Compatible tape files must meet any one 
of the following: 

1. Type of tape — 0. 5 inch (12. 7 mm) 
wide, computer grade magnetic tape on 
reels of up to 2400 feet (731. 52 m) within 

the following specifications: 
a. Tape thickness — 1. 0 or 1. 5 mils 

b. Reel diameter — 10. 5 inch (26. 67 cm), 
8. 5 inch (21. 59 cm), or 7 inch (17. 78 cm) 

2. Interrecord gap — s/~ inch 

3. 9 channel EBCDIC (Extended Bi- 
nary Coded Decimal Interchange Code' ) 
with odd parity and 1600 of 6250 bits per 
inch density, or 

9 channel ASCII (American Standard 
Coded Information Interchange) with odd 

parity and 1600 or 6250 bits per inch den- 

sity. 
4. If a filer is transmitting both Forms 

1041 and Forms 1065, the records must 
be on separate tapes. 

IX. Overview of Electronic 
Transmission Procedures 
(See appendices A and B for all record 
formats). 

The following sequence of events will 

constitute a tax return data transmission 
session: 

1. The Andover Service Center will call 
the transmitter during the scheduled time 
and initiate the authentication procedure. 

2. When the transmitter has been au- 

thenticated, a tax return transmission will 

commence. Data transmission costs will 

be borne by the transmitter. 
3. Each transmitter sending session may 

consist of no more than approximately 30 
minutes line time. If more returns are 
available for transmission, they must be 
sent in subsequent transmissions. If a sin- 

gle session of 30 minutes or less is inter- 
rupted, it must be reinitiated from the 
beginning; there is no checkpoint capa- 
bility at the IRS site. 

4. The IRS Service Center will con- 
tinue to poll the transmitter for returns 
after each session until the final record is 
sent by the transmitter. After receiving 
the final record, the IRS Service Center 
will break the connection. 

X. Magnetic Tape Shipping Procedures 

All magnetic tapes for this pilot must 

be shipped to the Andover Service Center 
to the address specified in V. 3. i. The re- 

ceipt date of the magnetic tape will be the 
receipt date of the return unless the return 
is not acknowledged by IRS. 

XI. Acknowledgment of Returns 

Each transmission of a file of elec- 
tronic/magnetic tape returns will be ac- 
knowledged to the transmitter as soon as 
possible after successful receipt. The 
transmitter should immediately match the 
acknowledgment file back to the original 
file transmitted. Any tax return transmit- 
ted which is not acknowledged will have 
been bypassed by the Service due to trans- 
mission or file format problems and must 
be resubmitted to be considered a filed 
return. Any return not acknowledged as 
received by the Service will be considered 
not filed. 

Note: Any transmitter who receives ac- 
knowledgments for returns which were 
not transmitted on the designated trans- 

mission or who does not receive trans- 
mission of an acknowledgment file must 

contact the Andover Service Center at 
617 — 681 — 5428 (not a toll-free number). 
Electronically filed returns will be ac- 

knowledged via an electronic transmis- 
sion (see Appendix A for specifications). 
Returns filed on magnetic tape will be ac- 
knowledged by a hardcopy printout mailed 
to the filer. 

XII. Production Monitoring of 
Electronic/Magnetic Tape Transmissions 

The Service will continually monitor the 
quality of each participant's transmissions 
to ensure that quality is kept at an ac- 
ceptable level. 

It is understandable that a filer's first 
few submissions will have more problems 
than will later ones. Therefore, an exten- 
sive review of a filer's initial submissions 
will be performed. Subsequent files will 

then be measured for marked improve- 
ment. At a minimum, a transmitter's sub- 
sequent files should have a minimum of 
95% of its returns acceptable and proc- 
essable. 

If a filer does not attain an acceptable 
level of quality, the filing authorization 
may be revoked. 

Once a firm's authorization has been 
revoked, it will be left to the Service Cen- 
ter Director's determination whether the 
filer's authorization will be reinstated. 
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A filer's transmissions will continue to 
be monitored throughout the filing season 
to ensure that an acceptable level of qual- 
ity is maintained. 

XIII. Evaluation Requirements of 
Electronic/Magnetic Tape Transmissions 

To assist the Service in evaluation, par- 
ticipants will be asked to compile their 
reactions to electronic/magnetic tape fil- 

ing, the reactions of their clients to elec- 
tronic/magnetic tape filing, statistics on the 
number of taxpayers eligible for elec- 
tronic/magnetic tape filing and the num- 

ber of electronic/magnetic tape returns 
filed. This information will be sent to the 
Service in June 1987. The Service will pro- 
vide forms for these purposes at a later 
date. 

The Service will share with the partic- 
ipants the resultant evaluation report. 

Appendix A 
Return File Specifications 

Summary 

For either electronic or magnetic tape 
submissions the sequence of data is as fol- 

lows: 
1. TRANS record (this record identi- 

fies the transmitter). 
2. Tax Return records (including all 

schedule, form, and statement records). 
3. Summary record. 
4. RECAP record. 
For electronic filers this sequence will 

be repeated for each transmission session 
of approximately 30 minutes. 

For electronic filers the sequence of ac- 
knowledgment transmission is as follows: 

1. The original TRANS record. 
2. An ACK record for each recogniz- 

able return received. 
3. The original RECAP record plus 

counts for accepted and rejected returns. 
For magnetic tape filers this data will 

be printed on hardcopy and shipped to 
the filer. 

I. General Description 

a. The IBM byte count convention is 

required. This convention is for a four 
byte counter to precede each block and a 
four byte counter to precede each logical 
record. 

b. The first record on a transmitted file 

(the TRANS record) contains informa- 
tion regarding the transmitter and file for- 
mat. This record should be followed by 
the records comprising the tax returns 

being transmitted. The last record on a 
transmitted file (the RECAP record) will 

provide balancing counts of returns. 

c. A tax return will consist of a variable 

number of fixed-field records. The size 

and format of the logical record for each 

page of each form, schedule etc. , are 
specified herein. In addition, a variable 

field/record format option is acceptable. 
See details under Variable Length Op- 
tion. 

d. Maximum-sized physical record (i. e. , 
block) is 4500 characters. Physical records 

may be of varying lengths but the logical 

records described herein may not be bro- 

ken between physical records. 
e. Each logical record should contain 

all data fields pertaining to one printed 

page of an oflicial form, schedule or con- 
tinuation statement. The logical record 
therefore contains either an entire form, 
schedule or statement, or a logical part 
(i. e. , a page) of a form, schedule or state- 
ment. The complete tax return must con- 
sist of all logical records pertaining to it 

in the following sequence: Return, Sched- 
ules, Forms, Statements and Summary. 
Schedules must be in alphabetical se- 
quence and forms must be in numeric se- 
quence. Return, Schedule, Form, and 
Statement Records may contain addi- 
tional sequential Page Records if they 
consist of more than one printed page. 
(Pages are only numbered within a form 
schedule or statement, not across the re- 
turn. ) All records must appear in the 
proper sequence, with the proper control 
information and the counts of the sched- 
ules and forms must balance to the Sum- 

mary Record or the return will be rejected. 
f. The first logical record for a tax re- 

turn (i. e. , the Return Record for page I 

of the tax form) will include the tax period 
and return type and a unique 16-digit iield 
for user-assigned return transmission 
number which will include the electronic 
filers identification and the date, and se- 
quence of the transmitted return. This 16 
digit Return Sequence Number appears 
in the RETURN record and consists of 
the following lields: 

(1) Electronic Filer Identification 
Number (EFIN) (5 characters) 

(2) EFIN suffix for optional use by 
electronic filers (2 characters) 

(3) Julian date of transmission (3 char- 
acters) 

(4) Transmission sequence number for 
the given Julian date (2 characters) 

(5) Sequential number assigned to the 
return (4 characters) 

g. If the number of data items ap- 
pearing on the same line exceeds the num- 

ber that can be contained in the space 
provided on the printed form or schedule, 

the data must be provided on a separate 
continuation statement (STM) record. If 
STM is used, the total should be entered 
in the base return and all the details in 
the statement record. The first line entry 
for the continued item on the base form 
or schedule record itself shall read 
"STMbnn ("nn" being the applicable 
statement number). All of the applicable 
entries must then be on the statement rec- 
ord and cannot be split between the con- 
tinued item record(s) and the statement. 
Statements can only be used by the elec- 
tronic/magnetic tape filer when the open- 
ended item cannot be contained in the 
space provided on the printed form or 
schedule. See details under Statement 
Record Layout in VII, below. 

h. All money fields are 12 characters, 
11 numerics followed by the sign char- 
acter. Money fields containing no signif- 
icant data must be filled with spaces, by 
filers using the fixed format. The signifi- 
cant numeric characters should be right 
justified, and zero filled. Dollar signs, 
decimal points, or other non-numeric 
characters are not permitted. The right- 
most position of any negative money field 
must contain the negative sign; for posi- 
tive fields this position is always blank. 
Money fields must be all whole dollars (no 
cents). 

i. A summary record will be the final 

record for each tax return. This record 
will contain electronic filer identification 
data and counts of the Schedules, Forms 
and Statements included in the return and 

indicators for paper documents retained 

by the electronic filer for subsequent 
transmission to the IRS. 

j. Except where designated, do not en- 

ter blanks or spaces between data ele- 

ments. 

k. The file should be unlabeled (no 
standard header or trailer records). 

l. Each file must contain only complete 
returns. 

m. All alphabetic data must be in up- 

per case only. 

n. Assign a 7-digit number to each 

K — 1 (Field 010) in ascending order. 

o. If any portion of the tax withheld 

(F1041 Seq ¹690) is from backup with- 

holding on a Form 1099, seq ¹685 (Form 
1041) must have an entry. 

Following is the format of each record. 
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II. TRANS Record 

The first record on each file is the 
TRANS record which will contain the fol- 
lowing (for this purpose, Transmitter is 
the firm handling the data communica- 
tion): 

Field ¹ Identification 

(I) 
(2) 
(3) 
(4) 
(5) 
(6) 

(7) 

(g) 
(9) 
(10) 
(11) 

(12) 
(13) 

(14) 
(15) 

Record I. D. 
Transmitter Name 
EIN of Transmitter 
Address 
City, State, Zjp Code 
Area Code, Telephone 
Number 

Type Transmitter (Preparer's 
Agent or Preparer) 
Reserved 
Reserved 
Transmission Date 
Electronic Transmitter 
Identification Number 
Julian Date of Transmission 
Transmission Sequence 
Number for Julian Date in (12) 
RESERVED 
Record Type 

Length 

5 
35 
9 

35 
35 
10 

16 

6 
12 
6 
7 

Description 

Value "TRANS" 
Alphanumeric 
Numeric 
Alphanumeric 
Alphanumeric 
Numeric 

Alphanumeric 

Blank 
Blank 
MMDDYY 
Numeric 

Numeric 
Numeric 

F = fixed, V = variable 
length option 

III. Variable Length Option 

The variable format will be indicated 

by a "V" in the Record Type field of the 
initial (TRANS) Record for a file. In this 

format the data field is preceded by the 
applicable field identification number 
shown in specific record layouts. The field 

identification number is enclosed with field 

delimiters ([ ]). These characters will also 

enclose the control information (i. e. Rec- 
ord I. D. field) which begins each return, 

schedule or form record. The beginning 
of record control information remains in 

the same fixed format shown; the individ- 
ual data fields need only contain the sig- 
nificant data (i. e. no leading zeros or 
trailing spaces). The Summary and State- 
ment records, which are not keyed to field 
numbers, must be full length expanded 
records but must still be enclosed in field 
delimiters. 

Each variable record will end with a 
Record Terminus Character (¹). IM- 
PO R TA lv T: THE FOLLOWING 
THREE CHARACTERS "[", "]", and "¹" ARE RESERVED AS DELIM- 
ITERS AND MAY NOT APPEAR AS 
DATA CHARACTERS. The basic rec- 
ord would follow this format. 

[RECORD ID FIELD] [1st field num- 

ber] DATA 
[Next field number] DATA. . . ¹ 
] = ASCII 93 173 decimal 

[ = ASCII 91 159 decimal ¹ = ASCII 35 123 decimal 

AD hexadecimal 
BD hexadecimal 
7B hexadecimal 

IV. Tax Return Record 

The Page 01 record for each tax return record with the Page Number incre- 
starts with the following 12 fields. Each mented. These records will each begin with 

page of the return will have a new page Fields I — 9 below. 

Field ¹ Identification 

(1) Record ID 
(2) FILLER 
(3) Return Type 

Length 

3 
1 

6 

Description 

Value "RET" 
Blank 
Alphanumeric; Valid Value 
"1041bb" 
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Field ¹ 
(4) 
(5) 

(6) 
(7) 
(8) 
(9) 

(10) 
(11) 

(12) 

(13) 

(14) 

ldentitication 

FILLER 
Page Number 

Length 

1 

4 

FILLER 
Tax Period 
FILLER 
Employer Identification 
Number 
FILLER 
Master File Tax Code 

***Begin data fields 
Sequence Number 

1 

2 
here for pages 

16 

Declaration Control Number 14 

***Begin data fields here for 
Data Fields various 

Description 

Blank 
Value "PG01", format 
PGnnb, "nn" will increment 
for each pnnted page 
Blank 
Value "8612", YYMM 
Blank 
Numerics ()001010000) 

Blank 
Must be 05 

after Page 01*** 
Return Transmission Seq 
Number (See item g. under 
General Description) 
Assigned by electronic filer to 
taxpayer declaration and 
related paper documents 

Page 01*'"'* 

Page data fields 

V. Schedule Record 

The second record or series of records with the Page Number incremented, This 
is the Schedule Record. Each page of a record should appear in alphabetic order 
schedule will have a new Schedule Record by Schedule type. 

Field ¹ 
(1) 
(2) 
(3) 

(4) 
(&) 
(6) 
(7) 
(8) 

Identification 

Record ID 
FILLER 
Schedule Type 

FILLER 
Page Number 
FILLER 
EIN 
Data fields 

Length 

3 
1 

2 

1 

4 
1 

9 
Various 

Description 

Value "SCH" 
Blank 
Alphanumeric (left justified) 
Values "Db", "Kl", etc. 
Blank 
Value "PGnn" nn = 01 to 99 
Blank 
EIN 
Page data fields 

VI. Form Record 

The third series of records after Re- 
turns and Schedules are the Form records. 
They should appear in numeric order by 

form number. Each page of a form will 
have a new Form Record with the Page 
Number incremented. 

Field ¹ 
(1) 
(2) 
(3) 
(4) 
(S) 
(6) 
(7) 
(8) 

Identification 

Record ID 
FILLER 
Form Number 
FILLER 
Page Number 
FILLER 
EIN 
Data fields 

Length 

3 
1 

6 
1 

4 
1 

9 
various 

Description 

Value "FRM" 
Blank 
Alphanumeric (left justified) 
Blank 
"PGnn" nn = 01 to 99 
Blank 
EIN 
Page data fields 
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VII. Statement Record 

The statement record is the fourth se- 
ries of records after Returns, Schedules 
and Forms. Statement records are used 
to continue a field or related series of fields 
which appear on the same print line. Each 
statement is given a sequential number 
beginning with . 01 The first data field of 
the line item(s) being continued will con- 
tain "STMbnn" with "nn" being the se- 
quential statement number. Each 
statement will consist of a series of rec- 
ords with LINE NUMBERS of 01 up to 
50 for each sequential PAGE NUMBER. 

After the control information there will 
be 80 characters of data for each line. The 
first line record (LN01) for each page of 
a statement will contain only the title of 

the item(s) being continued. The second 
line of each page (LN02) will contain the 
column titles for tabular data. For con- 
tinuous non-tabular data this line will be 
blank. 

The third line record (LN03) contains 

up to eight pairs of two digit counters giv- 

ing the field length and beginning dis- 

placement from the left margin for printing 
of each related field occurring in the same 

print line. (e. g. , if a 20 position descrip- 
tion and a 12 position amount are to be 
positioned beginning in columns 15 and 
40, the record would contain "20151240"). 
Each following statement record from 
"LN04" on will contain, left-justified, the 
related data fields in the same format as 
they appear in the base layout. 

The tabular column titles will be spaced 
in the same format as would be printed 
on a blank continuation page. Related 
contiguous fields which would have ap- 
peared as a single print line on the basic 
form or schedule shall also appear on the 
same statement line record, left justified, 
beginning with the fourth line record 
("LN04") on. The first data field for a 
table or a group of related line entries 
must contain the "STMbnn" for the entire 
table (i. e. , part of the table cannot appear 
on the form and part in a statement). 

Only fields marked with an asterisk in 

the record layout may contain "STMbnn". 
Fields marked with an "@" sign in the 
record layout must contain "STMbnn" on 
the record and the related data entries 
must appear on a statement. 

Field ¹ Identification 

(1) Record ID 
(2) FILLER 
(3) Statement Number 

(4) FILLER 
(5) Page Number 

(6) FILLER 
(7) Line Number 

(8) FILLER 
(9) EIN 
(10) K — 1 Sequence ¹ 
(11) Data Record 

Length 

3 
1 

2 
1 

4 
1 
4 
1 

9 
7 

80 

Description 

Value "STM" 
Blank 
nn Value 01 — 99 
Blank 
Value "PGnn" nn = 01 to 99 
Blank 
LNnn, nn = 01 — 50 
Blank 
EIN 
numeric (K — 1 only) 
Statement Title if "LN01"; 
column Titles and tab settings 
or blank if "LN02"; Digit 
counters giving field length & 
displacement if "LN03", 
otherwise left justified field(s) 
from record being continued 

VIII. Summary Record 
The final record for each tax return is 

the summary record. (A "1" in the paper 
document indicator field shows that the 

paper document specified is a part of the 
return, and has been attached to the Tax- 
payer Declaration Form 8453 — F. ) The 
format is as follows: 

Field ¹ Identification 

(1) Record ID 
(2) FILLER 
(3) Taxpayer's EIN 
(4) Name of Preparer 
(5) Preparer's SSN 
(6) Preparer Self-Employment 

Indicator 
(7) Preparer Firm EIN 
(8) Preparer Firm Name 
(9) Firm's City 
(10) Firm's State 
(11) Firm's Zip 
(12) Number of Logical Records in 

Tax Return (including 
Summary) 

Length 

3 
1 

9 
35 
9 
1 

9 
35 
20 
2 
9 
7 

Description 

Value "SUM" 
blank 
EIN 
Alphanumeric 
Numeric 
Alphanumeric ("x" if self 
employed), otherwise blank 
Numeric 
Alphanumeric 
Alphanumeric 
Alpha 
Numeric 
Numeric 
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Field ¹ 
(13) 

identification 

Number of Schedules 

(14) 
(15) 

Number of Forms 
Number of Statements 

(16) 

(17) 

(18) 

Paper Document Indicator 1 

Paper Document Indicator 2 

Paper Document Indicator 3 

(19) Paper Document Indicator 4 

l. ength 

7 
Descnpiii&n 

(0000000-9999999 ¹ of 
"SCH") or bbbbbbb 
(00 — 99 ¹ of "FRM") or bb 
(0000000-9999999 ¹ of 
"STM") or bbbbbbb 
"1" = Form W — 2 Attached 
else "0" 
"1" = Form W-2P Attached 
else "0" 
"1" = Form 8271 Attached 
else "0" 
"1" = other paper attached, 
else "0" 

(20) 
(21) 

Reserved 
Reserved 

IX. RECAP Record 
The final record on each file is the 

RECAP record. This record will contain 

a count of all returns in the file by type, 
and by a grand total. The format is as 
follows: 

Field ¹ 
(1) 
(2) 
(3) 
(4) 
(5) 
(6) 
(7) 

(8) 
(9) 
(10) 
(11) 

(12) 
(13) 

(14) 

Identification 

Record ID 
Reserved 
Reserved 
Reserved 
Reserved 
Total Return Count 
Total Logical Data Records 
(not including TRANS and 
RECAP) 
Reserved 
Reserved 
Count of Refund Returns 
Electronic Transmitter 
Identification Number 
Julian date of transmission 
Transmission sequence number 
for Julian date in (12) 
Transmitter User Area 

Length 

5 
6 
6 
6 
6 
6 

12 

50 

Description 

Value "RECAP" 
Numeric 

Numeric 
Numeric 
Numeric 
Numeric 
Numeric 

Numeric 
Numeric 
Numeric 
Numeric 

Numeric 
Numeric 

Filier (alphanumeric) 

X. Format of the Acknowledgment File 

The acknowledgment will be a trans- 
mission of a file consisting of the TRANS 
record submitted by the transmitter, an 
acknowledgment ("ACK") record for each 
recognizable return transmitted and the 
original "RECAP" record information 
submitted, plus counts for accepted, re- 
jected and duplicate records. For each 
transmission file sent during a transmis- 
sion session, a separate ACK file will be 
transmitted back to the sender. 

Further, if an ACK record contains an 
"R" in the Acceptance Code field, the 
return has been rejected due to a fatal 
error involving the return format, internal 
consistency, or data errors in a key field, 

and must be corrected and resubmitted to 
the IRS to be considered as a filed return. 
The IRS will provide additional infor- 
mation on the rejects to aid the trans- 
mitter in correcting the errors (see Section 
XI). 

If an ACK record contains a "D" in 
the acceptance code field, the return has 
been identified as a duplicate record, i. e. , 
a return record has been previously trans- 
mitted and accepted for that EIN. 

Any tax return with an "A" in the Ac- 
ceptance Code field has been accepted as 
a filed tax return and will be processed 
from that point in the same manner as a 
return originally submitted on a paper 
document. This does not imply that the 
return will pass all IRS service center va- 

lidity checks or post to the IRS Master 
File without delays. 

The acknowledgment file can be a sep- 
arate transmission or can precede or fol- 
low a return file transmission. For magnetic 
tape filers, the acknowledgment file will 

be on hardcopy. 

The first record on the acknowledg- 
ment file will be the same TRANS record 
as the first record of the tax return file, 
being acknowledged. (see TRANS Rec- 
ord format above). For each recognizable 
tax return in the transmission an ACK 
record will be generated, 
XI. The format for the ACK record is 

as follows: 
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Field ¹ Identification 

(1) Record ID 
(2) Return Type 

(3) 

(4) 

(5) 

(6) 

(7) 

(8) 

(9) 

(10) Acceptance Code 

(11) Date Accepted 

(12) 
(13) 

Time Accepted 
Error Counters 

(a) Internal Inconsistency 

(b) Control Data Error 
(c) Key Field Data Error 

Employer Identification 
Number 
Electronic Filer Identification 
Number (EFIN). 
Preparer's Use to Further 
Identify Originating Office 
Julian Date of Transmission 
From Originating Office 
Transmission Sequence 
Number for Date Specified in 

(6) 
Sequential Number Assigned 
Return for Transmission 
Sequence in (7) 
Expected Refund 

Length 

3 
6 

10 

Description 

Value "ACK" 
Item 3, Return Record (see 
IV. Tax Return General 
Specifications) 
Numeric 

Numeric 

Alphanumeric 

Numeric 

Numeric 

Numeric 

Refund field from applicable 
return 
Value "A" Accepted "R" = 
Rejected "D" = Duplicate 
Date of Acceptance 
(MMDDYY) 
Time of Acceptance 

Numeric 00 — 99 
Numeric 00 — 99 
Numeric 00 — 99 

Error Counter Explanation 

(a) Internal Inconsistency — The return's total number of records, forms, schedules 
or statements do not balance to totals in Summary Record or left bottom line entries 
for schedules and forms do not coincide with return carry forward entries. 

(b) Control Data Error — Erroneous data or sequence error(s) found in analyzing 
the control information at the beginning of each logical record. 

(c) Key Field Data Error — Data found in a key field not security in accordance 
with valid ranger specified herein or significant data present in prohibited fields. 

XII. Acknowledgment Recap Record is the final record of the tax return file 

After the ACK records, the final record being acknowledged with the addition of 

of the file will be the RECAP record which counts for accepted and rejected returns. 

Format of the Acknowledgment File 
RECA P Record 

Field ¹ Identification 

(1) Record ID 
(2) Reserved 

(3) Reserved 

(4) Reserved 

(5) Reserved 

(6) Total Return Count 

(7) Total Return Records 
(8) Reserved 
(9) Count of Even Returns 
(10) Count of Refund Returns 
(11) Total Returns Accepted 
(12) Total Returns Rejected 

Length 

5 
6 
6 
6 
6 
6 

12 
12 
6 
6 
6 
6 

Description 

VALUE "RECAP" 
NUMERIC 
NUMERIC 
NUMERIC 
NUMERIC 
NUMERIC 
NUMERIC 
NUMERIC 
NUMERIC 
NUMERIC 
NUMERIC 
NUMERIC 
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Fields 1 — 10 are identical in size to those 
in the RECAP record originally trans- 

mitted. Fields 11 and 12 are the total re- 

turns accepted and rejected (counts of "A" 
and "R" codes from ACK record field 10, 
Acceptance Code). 

XIII. Data Validation and Rejection 
Criteria 

The following data controls must be ad- 

hered to or the return shall be rejected: 
A. The data records must be in the 

following sequence; 
For each return: 

(1) RETURN RECORD (must be first 

record for each 1041). 
(2) SCHEDULE RECORDS other 
than K — 1's (optional). 
(3) FORM RECORDS (optional). 
(4) STATEMENT RECORDS (state- 
ments not related to K — 1's-optional). 

(5) SCHEDULE K — 1 RECORDS 

(6) STATEMENT for K — 1 REC- 
ORDS (optional). 
*Record pairs 5 &. 6 above are repeated 
for each K — 1 in return. 

(7) SUMMARY RECORD (must be 
final record for each return). 
B. Page records must be consecutive 

and sequential. 
C. Schedule records must be in as- 

cending alpha sequence. 

(1) SCHEDULE D 
D. Form records must be in ascending 

alpha sequence followed by numeric se- 

quence. 
(1) FORM W — 2 

(2) FORM W — 2P 

(3) FORM 6251 
Note: The K — 1 Statement Record should 

always contain statement number 99 
(STMb99), and an additional field con- 
taining the sequential K — 1 number (Seq 

1010) assigned to the K — 1 to which it re- 
lates. 

E. The Employer Identification Num- 
ber must be present and numeric and must 
be consistent throughout all data records 
for a tax return. 

F. The tax period must be "8612". 
G. The format and content of the rec- 

ord identification information which be- 
gins each type of record must be exactly 
as presented in the input specifications. 

H. Statement records do not have to 
be consecutive or in sequence but each 
statement number reference occurring in 
a data field ("STMbNN") must have a 
corresponding statement record. A state- 
ment record may be referenced only once, 
except for Schedule K — 1 statements. 

I. There must be no significant data 
present for the following fields from the 
Form 1041 record: 

Sequence Title Line 4/ 

028 
032 
110 
115 
190 
200 
210 
250 
260 
280 
480 
500 
510 
520 
530 
535 
540 
550 
560 
570 
580 
590 
610 
640 
650 
660 
670 
680 
720 

060 
160 
180 
190 
242 

Form 1041 
Bankruptcy Estate 
Family Estate Trust 
Amended Return Box 
Designated Settlement fund 

Nonexempt Charitable 
Split Interest Trust 
Box 1, 2, &3 
Net Rent/Royalty 
Net Business/Farm 
Ordinary Gain/Loss 
Other Tax 
Foreign tax credit 
Nonconventional Fuel Credit 
Total Credit 
Form 3800 Block 
Form 3468 Block 
Form 5884 Box 
Form 6478 Box 
Form 6765 Box 
Form 8586 Box 
Total credits 
Total credits (lines 26c & 27) 
Recapture of Investment credit 
Form 2439 Credit 
Form 4136 Credit 
Form 6249 Credit 
Total Credits 
Federal Tax Previously Paid 

Balance of Tax Due 
Schedule D 
Short-Term Gain from Form 6252 
Long-Term Gain from Form 6252 
Capital Gain Distribution 
Gain from Form 4797 
1987 Net Short-term Gain (Loss) 
Beneficiary 

Upper Left F 1041 
Upper Left F 1041 
Upper Left F 1041 
Upper Center F1041 
Upper Right 
Form 
1041 
4 
5 
7 
25b 
26a 
26b 
26c 
27 
27 
27 
27 
27 
27 
27 
28 
30 
33a 
33b 
33c 
33d 
34a 
36 

2 
8 
10 
11 
15(b)a 
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Sequence 

244 

246 
272 

274 

276 

330 

Title 

1987 Net Short-term Gain (Loss) 
Fiduciary 
1987 Net Short-term Gain (Loss) Total 
1987 Net Long-term Gain (Loss) 
Beneficiary 
1987 Net Long-term Gain (Loss) 
Fiduciary 
1987 Net Long-term Gain (Loss) Total 
Form 6251 
Foreign Tax Credit 

Line ¹ 
15(b)b 

15(b)c 
16(b)a 

16(b)b 

16(b)c 

J. Entries for Income Distribution (Seq. 
390) on Form 1041 must be supported by 
at least one Schedule K — 1. 

K. If an entry for Long-term Capital 
Gain deduction (seq. 370) on Schedule D 
is liable for Alternative Minimum Tax, 
Form 6251 must be present. 

L. The capital loss limitation (Seq. 390) 
on. Schedule D must not exceed $3000. 

M. Deduction lines 10 — 15, 18 — 22 must 
not contain negatives. 

N. All subtotal/total lines must equal 

the line entries leading to the subtotal/ 
total lines. 

O. The following fields must be equal 
(comparison of bottom line of schedule 
or form with return carry-forward line): 

Line From 1041 Record 

SEQ ¹ Title 

270 Capital Gain 

Line ¹ = Sch/Form SEQ ¹Title 
6 = Sched D 300 Total Net 

Gain 

Line ¹ 
17c 

270 Capital loss 

340 Charitable 
Deductions 

420 Long- Term 
Capital Gain 
Deduction 

620 Alternative 
Minimum Tax 

6 = Sched D 390 Capital Loss 24b 
Limitation 

13 = Sched A 850 Total Chari. 11 
Deductions 

21 =, Sched D 370 Long- Term 23 
Capital Gain 
Deduction 

31 = Form 340 Alternative 12 
6251 Minimum 

370 

Line from Schedule D 

Long-Term 23 
Cap. 
Gain Deduction 

Sched D 360 Balance 
x 60% 

22 

P. The format of the TRANS and the 
RECAP record must correspond exactly 
to that shown herein. Program accumu- 

lators will be maintained which corre- 

spond to the counters shown in the RE- 
CAP record. If they disagree at the end 
of processing the entire transmission will 

be rejected. 
Q. Accumulators will be maintained 

when processing each set of records for a 

tax return which corresponds to the 
counters in the SUMMARY record. If 
they disagree, the return will be rejected. 

R. The following are the permissable 
Exemption Amounts for the fiduciary 
codes. 

If an "X" appears in the following fields 

the exemption amount is as shown: 

1. Decedent Estate Box (Seq 020)- $600 

2. Simple Trust Box (Seq 022) - $300 

3. Complex Trust Box (Seq 024) - $100 
or $300 

4. Grantor Type Trust (Seq 026) - $100 
$300 

or blank 
5. Final Return (Seq 100) 

Estates or Trust blank 
*Final Return takes precedence 

S. Name Control (Field 010) must be 
present. 

T. Fiduciary Code (Field 020-030) must 
be present. 

U. Address Data (Fields 150, 160, 170, 
180) must be present. 

V. If (Seq ¹020) Decedent Estate is 
"X", Seq ¹022, 024, 026 and 030 must 
be blank. If (Seq ¹022) Simple Trust is 
"X", Seq ¹020 and 024 must be blank. 
If (Seq ¹024) Complex Trust is "X", Seq 
¹020 and 022 must be blank. If (Seq ¹026) 

Grantor Type Trust is "X", Seq ¹020 and 
030 must be blank. 

XIV. Special Instructions for Entering 
Taxpayer's Name and Address 

These instructions must be carefully 
followed to avoid delaying returns for 
error conditions. They must be included 
in electronic filers' programs as consist- 
ency tests and in the data entry instruc- 
tions. The return must not contain a foreign 
address. Foreign addresses are from other 
than the 50 states, the District of Colum- 
bia, Puerto Rico, the U. S. Virgin Islands, 
or Guam. 

1. Estate/Trust Name Line 

A. Estate/Trust name line will be used 
for the name of the Estate or trust. 

B. Only alphabetic characters, num- 
bers, spaces and the special characters 
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ampersand (&), slash (/), and hyphen (-) 
may appear in the Estate/Trust name line. 

C. Only one intervening space may 
separate any component of a name line. 

D. All apostrophes and any other 
punctuation characters except hyphen must 

be omitted from names and the alphabetic 
characters shifted to the left in their place 
(e. g. , O'Shea=OSHEA). 

E. Numeric Characters in name com- 
ponents must be replaced by alphabetic 
Roman Numerals (e. g. , Charles 
3rd = CHARLES III. 

2. Instructions for Street Address and 
Fiduciary Name Line 

A. Only alphabetic and numeric char- 
acters, ampersand (&), slash (/), hyphen 

Examples 

South Court. Street 
Circle Drive 
Lane Building 
Northeast Street 
Third Street 
3 Ave. 

Enter As 

S COURT ST 
CIRCLE DR 
LANE BLDG 
NORTHEAST ST 
THIRD ST 
3RD AVE 

(-), percent (%) and spaces appear in the 
Street Address and Fiduciary name line 
fields. 

B. The name and title of the Fiduciary 
will be used for the Fiduciary name line 
(seq. ¹130). 

C. For the street address, enter the 
house number and street, route number, 
post office box, or box number. 

D. Abbreviate words requiring stand- 
ard abbreviations unless the word is a 
proper name. 

E. If the fiduciary name and address 
has changed, enter the new address in the 
street address, city, state, and zip code 
fields. The old address should be entered 
in the Name/Address change field (Seq 
1030). 

F. Enter college, building, post office 
branch as the address if no mailing ad- 
dress is given. 

G. If "In Care Of" is the mailing ad- 
dress, use the symbol "%" followed by a 
space. 

Example: John Jones Trust 
In Care of Alice B. Smith 
801 Brown St. 

Enter As: JOHN JONES Trust 
% ALICE SMITH Exec 
801 BROWN ST 

(Name of Estate/Trust) 
(Fiduciary Name Line) 
(Street Address) 

H. Do not use "¹" symbol, "No. ", 
and "Number" as a prefix to a house, 
apt. , route, or P. O. Box. 

I. Always add st, nd, rd, th, to a num- 

bered street or avenue. Examples: 1 = 1ST, 
2 = 2ND, 3 = 3RD, etc. 

J. Enter 1/2 as 1/2 (no spaces). 

K. Plurals for street, road, avenue, 
apartment, etc. , will be entered as STS, 

RDS, AVES, APTS, etc. 
L. Omit the letters "APO" and "FPO" 

for address. ZIP code MUST be tran- 
scribed as five digits. 

M. Substitute a space for hyphens and 
do not use periods in the address line. 

N. Always use the following street ab- 
breviations: 

WORD 

and 
Air Force Base 
Apartment 
Avenue 
Boulevard 
Building 
Care of, or In care of 
Circle 
Court 
Drive 
East 
General Delivery 
Highway 
Lane 
North 
Northeast, N. E. 
Northwest, N. W. 
Parkway 
Place 
Post Oflice Box, P. O. Box 
Route, Rte. 
Road 

A BBR. 

& 
AFB 
APT 
AVE 
BLVD 
BLDG 

CL 
CT 
DR 
E 
GEN DEL 
HWY 
LN 
N 
NE 
NW 
PKY 
PL 
PO BOX 
RT 
RD 
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WORD 

R. D. , Rural Delivery, RFD, 
R. F. D. , R. R. or Rural Route 

South 
Southeast, S. E. 
Southwest, S. W. 
Street 
Terrace 
West 
One-Half 

ABBR. 

RD 

S 
SE 
SW 
ST 
TER 
W 
1/2 (all fractions, space before and after 

the number, i. e. , 1012 1/2 ST) 

3. Instructions for City, State and Zip 
Code Fields 

A. The City field may contain only al- 

phabetic or numeric characters. 

B. The following standard abbrevia- 
tions for STATE CODE and correspond- 
ing three high order zip code digits must 

always be used. Enclosed in parentheses 
are exceptions allowed. 

STA TE 

Alabama 
Alaska 
American Samoa 
Arizona 
Arkansas 

California 
Caroline Isis. 
Colorado 
Connecticut 
Delaware 
District of 

Columbia 
Florida 

Georgia 
Guam 
Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 
Kansas 
Kentucky 

Louisiana 

Maine 

Mariana Isis. 
Maryland 

Marshall Isis. 
Massachusetts 

Michigan 
Minnesota 
Mississippi 

Abbrev. 

AL 
AK 
AS 
AZ 
AR 

CA 
Tr 
CO 
CT 
DE 

DC 
FL 

GA 
GU 
HI 
ID 
IL 
IN 
IA 
KS 
KY 

LA 

ME 

TT 
MD 

TT 
MA 

MI 
MN 
MS 

Zip Code 

350-369 
995-999 

967 
850-865 
716-729 
(75502) 
900-966 

969 
800-816 
060-069 
197 — 199 

200-205 
320-340 

& 342 
300-319 

969 
967-968 
832-838 
600-629 
460-479 
500-528 
660-679 
400-427 
(45275) 
700-714 
(71749) 
039-049 
(03801) 

969 
206 — 219 
(20331) 

969 
002, 001- 

027 
480-499 
550-567 
386-397 

STA TE 

Missouri 
Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 
New Mexico 
New York 

North Carolina 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Puerto Rico 

Pennsylvania 
Rhode Island 

South Carolina 
South Dakota 
Tennessee 
Texas 

Utah 
Vermont 
Virginia 

Virgin Islands 
Washington 
West Virginia 
Wisconsin 

Wyoming 

Abbrev 

MO 
MT 
NE 
NV 
NH 
NJ 
NM 
NY 

NC 
ND 
OH 
OK 
OR 
PR 

PA 
RI 

SC 
SD 
TN 
TX 

UT 
VT 
VA 

VI 
WA 
WV 
WI 

Zip Code 

630-658 
590 — 599 
680-693 
890-898 
030-038 
070-089 
870-884 
004, 005 
090 — 098 
100-149 
(06390) 
270-289 
580-588 
430-459 
730-749 
970-979 
006, 007 

009 
150-196 
027 — 029 
(06379) 
290 — 299 
570-577 
370-385 
750-799 
(73949) 
840-848 
050-059 
220-246 
(20041) 
(20370) 
(20301) 

008 
980-994 
247-268 
530-549 
(49936) 
820-831 

1987 — 1 C. B. 751 



4. Special Instructions for Determining 
the IRS Name Control Field 

The Name Control for a trust should 
be determined from the information pres- 
ent on the "Name of estate or trust line. " 
The name control consists of the first four 
characters of surname, corporation name, 
or trust name or number. Disregard blanks 
between letters in the last name. Omit 
punctuation marks, titles and suffixes. For 
Indian tribes, use the name of the tribe. 
For GNMA Mortgage Backed Securities, 
use the first four non-zero digits as the 
name control. 

Examples of name controls specific to 
trusts and estates 

Appletree Trust Co. Trustees 
U/W of Kate B. Crabapple 
Dec'd (FBO Edna M. Rose) CRAB 

Treas. of the State of NC in Tr. 
for Jasmine Ins. Co. JASM 
GNMA Pool No. 008619 
Chicago Bank TTEE 8619 

Welfare Fund of International/ 

Union of Operating Engineers/ 
Locals 436 & 436B AFL-CIO 
Locals 436 & 436B TTEE WELF 

Tstmtry. Trust UW Maggie 
Plum 
Caludia IVY & Warren Iris 

W. Verbana & Charles Plum 

c/o Willow & Plum PLUM 

Before you determine the name control 
take the following into consideration. 

1. Blanks may be present only as the 
last two positions of the name control. 

Example: Wayne Elm Mary Van 
Alder 

2. The Ampersand (&) and the Hy- 

phen (-) are the only special characters 
allowed. 

Example: John A El-Rose 

3. Consider certain foreign suffixes as 
part of the last name (i. e. Armah-Bey, 
Paz-Ayala, Allar-Sid). Particular atten- 
tion must be given to those names which 

incorporate a mother's maiden name as a 
suffix to the last name. This practice is 

common in names of Spanish extraction. 
Consider the mother's maiden name as 
part of the surname for Name Control 
purposes. 

Examples 

Indtvtdual Name 

John Brown 
John Lea-Smith 
John Di Angelo 
John O' Neil 

John En, Sr. 
Pedro Paz-Ayala 
Abdullah Allar-Sid 
Joe McCarty 
Juan de la Rosa Y 

Obregon 
Jose Alvarado Nogales 
Donald Vander Neut 

Otto Von Wodtke 
Mary Smith & John Jones 

Name Control 

BROW 
LEA- 
DIAN 
ONEI 
EN 
PAZ- 
ALLA 
MCCA 
DELA 

ALVA 
VAND 
VONW 
SMIT 

APPENDIX B — RETURN SPECIFICATIONS 

Form 1041 
Record Length Page 1: 848 Characters 

Record Length Page 2: 460 Characters 

Field 
No. Identification 

000 Record ID 

010 Name Control 

015 EIN 

020 

022 

024 

026 

028 

030 

032 

040 

100 

110 

Decedent Estate 

Simple Trust 

Complex Trust 

Grantor Type Trust 

Bankruptcy Estate 

Generation Skippg Trust 

Family Estate Trust 

Pooled Income Fund 

Final return block 

Amended return block 

120 Estate/Trust Name Line 

Form 
Ref. Length Field Description 

63 Value 
"RETb1041bbbPG01b 
8612b999999999b05 
N(30) = Seq 4t & DCN 
(9 = EIN) 

Contains the first four characters of surname, corporate name, 
or trust name or number; no embedded spaces; allowable 
characters are alpha, numeric, ampersand, hyphen, and space. 
(See special instructions) 

Numeric (the employer ID number of estate or trust ) 
Value "X" or "b" 

1 Value "X" or "b" 
1 Value "X" or "b" 
1 Value "X" or "b" 
1 NO ENTRY 

1 Value "X" or "b" 
1 NO ENTRY 

1 Value "X" or "b" 
1 Value "X" or "b" 
1 NO ENTRY 

35 Alphanumeric, allowable special characters are: space, hy- 

phen (-), ampersand (&), and slash (/). (See special instruc- 

tions) 
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Field 
No. 

130 

140 

150 

160 
170 

180 

200 

210 

220 

230 

240 

250 

260 

Identification 

Fiduciary Name Line 

Date entity created 

Street address 

City 
State 

ZIP CODE 

Nonexempt charitable and split 
interest trust block 1 

Nonexempt charitable and split 
interest trust block 2 

Nonexempt charitable and split 
interest trust block 3 

Dividends 

Interest Income 

Partnership income or (loss) 
and/or income from another 
estate or trust 

Net Rent/Royalty 

Net Bus. /Farm 

Form 
Ref. Length 

35 

35 

20 
2 

9 

12 

12 

12 

12 

12 

Field Description 

Alphanumeric, allowable special characters are: space, Hy- 
phen (-), ampersand (&), slash and in care of (%). (See special 
instructions). 

MMDDYY 

Alphanumeric, valid special characters are slash (/), amper- 
sand (&), In care of (%), hyphen (-), and space. 

Alphanumeric 
See special instructions for valid state code abbreviations. 

Numeric 

NO ENTRY 

NO ENTRY 

NO ENTRY 

Numeric 

Numeric 

Numeric 

NO ENTRY 

NO ENTRY 
270 

280 

*290 

295 

300 

310 

320 

330 

340 

Capital Gain/Loss 

Ordinary gain/loss 

Source of other income 

Total of other income 

Total income (add lines 

Interest 

Taxes 

Fiduciary Fees 

Charitable Deductions 

8 

1 — 8) 9 

10 

11 

12 

13 

12 

12 

30 

12 

12 

12 

12 

12 

12 

Numeric 

NO ENTRY 

Alphanumeric 

Numeric 

Numeric 

Numeric (Exclusive of Form 4797) 
Numeric 

Numeric 

Numeric 
350 

'360 

365 

370 

380 

385 

390 

400 

*410 

415 

420 

Total of other deductions 

Total (lines 10 — 15) 

Adj. income total (line 9 minus 
line 16) 

K — 1 Count 

Income dist. 

Div. Exclusion 

Estate tax deduction 

Total Estate tax deduction 

Long-term capital-gain deduc- 
tion 

15 

16 

17 

18 

19 

20 

21 

Attorney Fees 14 

Nature of other deductions 

12 

12 

12 

12 

12 

12 

12 

12 

Numeric 

STMbNN or bbbbbb 
Note: Nontaxable grantor trust should use this statement to 
provide information as an attachment to return 

Numeric 

Numeric 

Numeric 

Numeric 

Numeric 

Numeric 

STMbNN or bbbbbb 

Numeric 

Numeric 

430 

440 

450 

Charity block 

Exemption Amt 

Total Exempt Inc. (add lines 
18 — 22) 

22 

23 

1 

12 

12 

Value "X" = yes, " " = no 

Numeric (See Allowable Values) 

Numeric 
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Field 
No. 

460 

470 

480 

490 

500 

510 

520 

530 
535 

540 

550 

560 

570 

580 

590 

600 

610 

620 

630 

640 

650 

660 

670 

680 

685 

690 

700 

710 

720 

730 

740 

750 

752 

760 

762 

770 

772 

780 

782 

790 

792 

Identification 

Taxable income of fiduciary 
(subtract line 23 from line 17 

Tax rate schedule 

Other tax 

Total tax 

Foreign tax credit 

Nonconventional fuel credit 

Total credits 

Form 3800 block 
Form 3468 block 

Form 5884 block 

Form 6478 block 

Form 6765 block 

Form 8586 block 

Total credits 

Total credits (lines 26c & 27) 
Balance (subtract line 28 from 
line 25c) 

Recapture of investment credit 

Alt. Min. Tax 

Total (add lines 29-31) 
Form 2439 credit 

Form 4136 credit 

Form 6249 credit 

Total credits 

Federal Tax previously paid 

1099 Indicator 

Federal tax withheld 

Total Federal tax paid 

Total (lines 33d and 34c) 

Balance of tax due 

Overpayment 

Record ID 

Charitable deductions from 
current year's gross income 

Charitable deductions State- 
ment 

Tax exempt interest allocable 
to charitable deduction 

Tax Exempt interest 

Long-term capital gain on 
line 1 

Long-term capital gain 

Gain from Sched. D column (b) 
Gain from Sched. D col (b) 
Gain from Sched. D column (c) 
Gain from Sched D col (c) 

Form 
Ref. 

24 

25a 

25b 

25c 

26a 

26b 

26c 

27 
27 

27 

27 

27 

27 

27 

28 

29 

30 

31 

32 

33a 

33b 

33c 

33d 

34a 

34b 

34c 

35 

36 

37 

A — 1 

A — 2 

A — 3 

A4 

A — 5 

Length 

12 

12 

12 

12 

12 

12 

12 

1 

1 

1 

1 

1 

1 

12 

12 

12 

12 

12 

12 

12 

12 

12 

12 

12 

9 

12 

12 

12 

12 

12 

33 

12 

12 

6 

12 

6 

12 

6 

12 

6 

Field Description 

Numeric 

Numeric 

NO ENTRY 

Numeric 

NO ENTRY 

NO ENTRY 

NO ENTRY 

NO ENTRY 
NO ENTRY 

NO ENTRY 

NO ENTRY 

NO ENTRY 

NO ENTRY 

NO ENTRY 

NO ENTRY 

Numeric 

NO ENTRY 

Numeric 

Numeric 

NO ENTRY 

NO ENTRY 

NO ENTRY 

NO ENTRY 

NO ENTRY 
"FORMb1099" or blank 

Numeric 

Numeric 

Numeric 

NO ENTRY 

Numeric 

Value RETb1041bbb PG02b8612b NNNNNNNNNb05 
(N = EIN) 

Numeric 

STMbnn or bbbbbb 

Numeric 

STMbnn or bbbbbb 

Numeric 

STMbnn or bbbbbb 

Numeric 

STMbnn or bbbbbb 

Numeric 

STMbnn or bbbbbb 
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Field 
No. 

Form 
Identification Ref. Length Field Description 

810 

820 

830 

840 

842 

850 

860 

870 
880 

890 

900 

60% of amount on lines 3, 4, 
or 5 

Add lines 2 & 6 

Balance (line 1 minus line 7) 
Net short-term capital gain and 
40% long-term capital gain 
current year 

Charitable purposes from gross 
income prior year 
Charitable purposes 

Total charitable deductions 
(lines 8-10) 

Adj Total Income 

Adj tax exempt interest 
Net Gain 

Sched. A (line 9 amount) 

40% from line 3, 4, or 5 of 
Sched A 

A — 7 

A — 8 

A — 9 

A — 10 

A — 11 

B — 1 

B-2 
B — 3 

B — 5 

12 

12 

12 

12 

12 

6 

12 

12 

12 
12 

12 

12 

Numeric 

Numeric 

Numeric 

Numeric 

Numeric 

STMbnn or bbbbbb 

Numeric 

Numeric 

Numeric 
Numeric 

Numeric 

Numeric 

910 

920 

930 

940 

950 

960 

970 

980 

990 

1000 

1010 

1020 

'1030 

1040 

"1045 

1050 

1060 

1065 

1070 

1080 

1090 

1100 

1110 

B — 6 

B — 7 

B — 8 

B — 9 
B — 10 

B — 11 

B — 12 

B — 13 

B — 14 

B-15 

B-16 

B — 17 

0/I — 1 

Tax exempt income 

Tax exempt income status 

Individual earnings 

Foreign account question 

Foreign account 

Foreign trust? 
Form 8264 block 

Complex trust block 

Sec. 643(e)(3) election box 

Decedent's estate 2-years 
more block 

0/I — 2 

0/I — 2 

0/I-3 
0/I-4 

0/1-5 

0/I — 6 

0/I-7 

0/I — 8 

or 0/I — 9 

Short-term cap. gain (Sched A 
line 1) 
Cap. loss pg 1 line 6 

Cap gain pg 1 line 6 

Distributable net income 

Accounting income 

Income to be distributed 
currently 

Other amounts paid/credited 

Total distributions 

Tax exempt income 

Tentative income 1 (line 13 
minus line 14) 

Tentative income 2 (line 9 
minus line 2) 

Income distribution deduction 

Name/address change 

12 

12 

12 

12 

12 

12 

12 

12 

12 

12 

12 

12 

35 

1 

Numeric 

Numeric 

Numeric 

Numeric 

Numeric 

Numeric 

Numeric 

Numeric 

Numeric 

Numeric 

Numeric 

Numeric 

Stmbnn 
(follow special instructions for entering taxpayer name and 
address) 
"X" = Yes, " " = No 

STMbnn or bbbbbb 
"X" = Yes, " " = No 

44 I'I 
No 

Alphanumeric 
"X" = Yes, " " = No 

Value "X" or " " 
Value "X" or " " 
Value "X" or " " 
Value "X" or " " 
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Schedule D 

Record Length Page 1: 1569 
Page 2: 256 

Field 
No. 

000 

'001 

002 

003 

004 

005 

006 

007 

008 

009 

010 

011 

012 

013 

014 

015 

016 

017 

018 

019 

020 

021 

022 

023 

024 

025 

026 

027 

028 

029 

030 

031 

Identification 

Record ID 

Transaction 1 Description of 
Property 

Transaction 1 Date Acquired 

Transaction 1 Date Sold 

Transaction 1 Gross Sales Price 

Transaction 1 Cost or Other 
Basis 

Transaction 1 Gain or (Loss) 

Transaction 2 Description of 
Property 

Transaction 2 Date Acquired 

Transaction 2 Date Sold 

Transaction 2 Gross sales Price 

Transaction 2 Cost or Other 
Basis 

Transaction 2 Gain or (Loss) 

Transaction 3 Description of 
Property 

Transaction 3 Date Acquired 

Transaction 3 Date Sold 

Transaction 3 Gross Sales Price 

Transaction 3 Cost or Other 
Basis 

Transaction 3 Gain or (Loss) 

Transaction 4 Description of 
Property 

Transaction 4 Date Acquired 

Transaction 4 Date Sold 

Transaction 4 Gross Sales Price 

Transaction 4 Cost or Other 
Basis 
Transaction 4 Gain or (Loss) 

Transaction 5 Description of 
Property 

Transaction 5 Date Acquired 

Transaction 5 Date Sold 

Transaction 5 Gross Sales Price 

Transaction 5 Cost or Other 
Basis 

Transaction 5 Gain or (Loss) 

Transaction 6 Description of 
Property 

Form 
Ref. 

1(a) 

1(b) 

1(c) 

1(d) 

1(e) 

1(f) 

1(a) 

1(b) 

1(c) 

1(d) 

1(e) 

1(f) 

1(a) 

1(b) 

1(c) 

1(d) 

1(e) 

1(f) 

1(a) 

1(b) 

1(c) 

1(d) 

1(e) 

1(f) 

1(a) 

1(b) 

1(c) 

1(d) 

1(e) 

1(f) 

1(a) 

6 MMDDYY 

6 MMDDYY 

12 Numeric 

12 Numeric 

12 Numeric 

20 Alphanumeric 

6 

6 

12 

12 

MMDDYY 

MMDDYY 

Numeric 

Numeric 

12 Numeric 

20 Alphanumeric 

6 MMDDYY 

6 MMDDYY 

12 Numeric 

12 Numeric 

12 Numeric 

20 Alphanumeric 

6 MMDDYY 

6 MMDDYY 

12 Numeric 

12 Numeric 

12 Numeric 

20 Alphanumeric 

6 MMDDYY 

6 MMDDYY 

12 Numeric 

12 Numeric 

12 Numeric 

20 Alphanumeric 

Length Field Description 

21 "SCHbDbbPG01 bnnnnnnnnn" (n = EIN) 

20 Alphanumeric 

NOTE: As stated in general instructions, special computations are required per Section 691(c). A statement sheet may be used 

to reflect these computations. 
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Field 
No. 

032 

033 

034 

035 

036 

037 

038 

039 

040 

041 

042 

043 

044 

045 

046 

047 

048 

049 

050 

051 

052 

053 

054 

060 

070 

080 

090 

100 

4101 

102 

103 

104 

105 

106 

107 

108 

109 

Identification 

Transaction 6 Date Acquired 

Transaction 6 Date Sold 

Transaction 6 Gross Sales Price 

Transaction 6 Cost or Other 
Basis 

Transaction 6 Gain or (Loss) 

Transaction 7 Description of 
Property 

Transaction 7 Date Acquired 

Transaction 7 Date Sold 

Transaction 7 Gross Sales Price 

Transaction 7 Cost or Other 
Basis 

Transaction 7 Gain or (Loss) 

Transaction 8 Description of 
Property 

Transaction 8 Date Acquired 

Transaction 8 Date Sold 

Transaction 8 Gross Sales Price 

Transaction 8 Cost or Other 
Basis 

Transaction 8 Gain or (Loss) 

Transaction 9 Description of 
Property 

Transaction 9 Date Acquired 

Transaction 9 Date Sold 

Transaction 9 Gross Sales Price 

Transaction 9 Cost or Other 
Basis 

Transaction 9 Gain or (Loss) 

Short-term Gain from Form 
6252 

Short-term Gain (Loss) Other 

Net Gain (Loss) 

Capital (Loss) Carryover 

Net Short-term Gain (Loss) 

Transaction 1 Description of 
Property 

Transaction 1 Date Acquired 

Transaction 1 Date Sold 

Transaction 1 Gross Sales Price 

Transaction 1 Cost or Other 
Basis 

Transaction 1 Gain or (Loss) 
Transaction 2 Description of 
Property 

Transaction 2 Date Acquired 

Transaction 2 Date Sold 

Form 
Ref. 

1(b) 

1(c) 

1(d) 

1(e) 

1(f) 

1(a) 

1(b) 

l(c) 

1(d) 

l(e) 

l(f) 
1(a) 

1(b) 

1(c) 

1(d) 

1(e) 

1(f) 

1(a) 

1(b) 

1(c) 

l(d) 

1(e) 

1(f) 
2 

3 

4 

5 

6 

7(a) 

7(b) 

7(c) 

7(d) 

7(e) 

7(f) 

7(a) 

7(b) 

7(c) 

Length 

12 

12 

12 

20 

12 

12 

12 

20 

12 

12 

12 

20 

12 

12 

12 

12 

12 

12 

12 

12 

20 

6 

6 

12 

12 

12 

20 

Field Description 

MMDDYY 

MMDDYY 

Numeric 

Numeric 

Numeric 

Alphanumeric 

MMDDYY 

MMDDYY 

Numeric 

Numeric 

Numeric 

Alphanumeric 

MMDDYY 

MMDDYY 

Numeric 

Numeric 

Numeric 

Alphanumeric 

MMDDYY 

MMDDYY 

Numeric 

Numeric 

Numeric 

No Entry 

Numeric 

Numeric 

Numeric 

Numeric 

Alphanumeric 

MMDDYY 

MMDDYY 

Numeric 

Numeric 

Numeric 

Alphanumeric 

MMDDYY 

MMDDYY 
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Field 
No. 

110 

111 

112 

113 

114 

115 

116 

117 

118 

119 

120 

121 

122 
123 

124 

125 

126 

127 

128 

129 

130 

131 

132 

133 

134 

135 

136 

137 

138 

139 

140 

141 

142 

143 

144 

145 

Identification 

Transaction 2 Gross Sales Price 

Transaction 2 Cost or Other 
Basis 

Transaction 2 Gain or (Loss) 

Transaction 3 Description of 
Property 

Transaction 3 Date Acquired 

Transaction 3 Date Sold 

Transaction 3 Gross Sales Price 

Transaction 3 Cost or Other 
Basis 

Transaction 3 Gain or (Loss) 

Transaction 4 Description of 
Property 

Transaction 4 Date Acquired 

Transaction 4 Date Sold 

Transaction 4 Gross Sales Price 
Transaction 4 Cost or Other 
Basis 

Transaction 4 Gain or (Loss) 

Transaction 5 Description of 
Property 

Transaction 5 Date Acquired 

Transaction 5 Date Sold 

Transaction 5 Gross Sales Price 

Transaction 5 Cost or Other 
Basis 

Transaction 5 Gain or (Loss) 

Transaction 6 Description of 
Property 

Transaction 6 Date Acquired 

Transaction 6 Date Sold 

Transaction 6 Gross Sales Price 

Transaction 6 Cost or Other 
Basis 

Transaction 6 Gain or (Loss) 

Transaction 7 Description of 
Property 

Transaction 7 Date Acquired 

Transaction 7 Date Sold 

Transaction 7 Gross Sales Price 

Transaction 7 Cost or Other 
Basis 

Transaction 7 Gain or (Loss) 

Transaction 8 Description of 
Property 

Transaction 8 Date Acquired 

Transaction 8 Date Sold 

Form 
Ref. 

7(d) 

7(e) 

7(f) 

7(a) 

7(b) 

7(c) 

7(d) 

7(e) 

7(f) 

7(a) 

7(b) 

7(c) 

7(d) 
7(e) 

7(f) 

7(a) 

7(b) 

7(c) 

7(d) 

7(e) 

7(f) 

7(a) 

7(b) 

7(c) 

7(d) 

7(e) 

7(f) 

7(a) 

7(b) 

7(c) 

7(d) 

7(e) 

7(f) 

7(a) 

7(b) 

7(c) 

Length 

12 

12 

12 

20 

12 

12 

12 

20 

12 
12 

12 

20 

12 

12 

12 

20 

6 

12 

12 

12 

20 

6 

6 

12 

12 

12 

20 

Field Description 

Numeric 

Numeric 

Numeric 

Alphanumeric 

MMDDYY 

MMDDYY 

Numeric 

Numeric 

Numeric 

Alphanumeric 

MMDDYY 

MMDDYY 

Numeric 
Numeric 

Numeric 

Alphanumeric 

MMDDYY 

MMDDYY 

Numeric 

Numeric 

Numeric 

Alphanumeric 

MMDDYY 

MMDDYY 

Numeric 

Numeric 

Numeric 

Alphanumeric 

MMDDYY 

MMDDYY 

Numeric 

Numeric 

Numeric 

Alphanumeric 

MMDDYY 

MMDDYY 
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Field 
No. 

146 

147 

Form 
Identification Ref. 

Transaction 8 Gross Sales Price 7(d) 

Transaction 8 Cost or Other 7(e) 
Basis 

Length Field Description 

12 Numeric 

12 Numeric 

148 

149 

150 

151 
152 

Transaction 8 Gain or (Loss) 

Transaction 9 Description of 
Property 

Transaction 9 Date Acquired 

Transaction 9 Date Sold 
Transaction 9 Gross Sales 
Price 

7(f) 

7(a) 

7(b) 

7(c) 
7(d) 

12 Numeric 

20 Alphanumeric 

6 MMDDYY 

6 MMDDYY 
12 Numeric 

153 

154 

160 

170 

180 

190 

200 

210 

215 

220 

230 

240 

242 

244 

246 

250 

260 

270 

272 

274 

276 

280 

Net Gain (Loss) 

Capital (Loss) Carryover 

Net Long Term Gain or Loss 

1986 Net Short-term Gain 
(Loss) Beneficiaries 

1986 Net Short-term Gain 
(Loss) Fiduciary 

1986 Net Short-term Gain 
(Loss) Total 

1987 Net Short-term Gain 
(Loss) Beneficiaries 

1987 Net Short-term Gain 
(Loss) Fiduciary 

1987 Net Short-term Gain 
(Loss) Total 

1986 Net Long-term Gain 
(Loss) Beneficiaries 

1986 Net Long-Term Gain 
(Loss) Fiduciary 

1986 Net Long-term Gain 
(Loss) Total 

1987 Net Long-Term Gain 
(Loss) Beneficiaries 

1987 Net Long-term Gain 
(Loss) Fiduciary 

1987 Net Long-term Gain 
(Loss) Total 

Total Net Gain (Loss) 
Beneficiaries 

12 

13 

14 

15(a)a 

15(a)b 

15(a)c 

15(b)a 

15(b)b 

15(b)c 

16(a)a 

16(a)b 

16(a)c 

16(b)a 

16(b)b 

16(b)c 

17(a) 

Transaction 9 Cost or Other 7(e) 
Basis 

Transaction 9 Gain or (Loss) 7(f) 
Long-term Gain from Form 8 
6252 

Long-term Gain (Loss) Other 9 

Capital Gain Distribution 10 

Gain from Form 4797 11 

12 Numeric 

12 Numeric 

12 No Entry 

12 Numeric 

12 No Entry 

12 No Entry 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 NO ENTRY 

12 NO ENTRY 

12 NO ENTRY 

12 Numeric 

12 Numeric 

12 Numeric 

12 NO ENTRY 

12 NO ENTRY 

12 NO ENTRY 

12 Numeric 

290 Total Net Gain (Loss) 
Fiduciary 

17(b) 12 Numeric 
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300 Net Total Gain (Loss) Total 17(c) 

310 Record ID 

320 1986 Net Long-term Cap. 
Gain 

18 

Field Form 
No. Identification Ref. Length Field Description 

12 Numeric 

21 "SCHbDbbPG02b nnnnnnnnn" (n = EIN) 
12 Numeric 

330 

340 
350 

360 

370 

375 

377 

380 

390 

400 

1986 Net Short-term Cap. 
loss 

1986 Net Cap. Gain 
1986 Net Long-term Gains 
Taxable 

Balance (line 21 from line 20) 

Long-term Cap. Gain Ded. 

Pre-1970 Cap. Loss 

Pre-1970 Cap. Loss if 
X — Statement. 

Computation of Capital Loss 

Capital Loss Limitation 

Capital Loss Loss from Line 
6 

19 

20 
21 

22 

23 

24 

24 

24(a) 

24(b) 

25 

12 Numeric 

12 Numeric 
12 Numeric 

12 Numeric 

12 Numeric 

1 "X" or blank 

6 STMbnn or blank 

12 Numeric 

12 Numeric 

12 Numeric 

460 Loss from Line 14 

470 Gain from Line 6 

31 

32 

480 Reduce Loss to extent of 33 
Gain 

490 Amount on Line 30 times 2 34 

500 Long-term Cap. (Loss) 35 
Carryover 

410 Long-term Gain from Line 14 26 

420 Reduce Loss to extent of 27 
Gain 

430 Smallest of Line 27 or 24b 28 

440 Short-term Cap. (Loss) 29 
Carryover 

450 Line 28 from Line 24b 30 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 
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Schedule K — l 
Record Length: 914 

Field 
No. Identification 

Form 
Ref. Length Field Description 

000 

010 

020 

030 

040 

050 

060 

070 

080 

090 

100 

110 

120 

130 

140 

150 

160 

162 

164 

170 

Record ID 

Sequential K — 1 Ai 

Beneficiary's Identifying 
Number 

Name Line 1 Beneficiary's 

Name Line 2 Beneficiary's 

Street Address Beneficiary's 

City Beneficiary's 

State Code Beneficiary's 

Zip Code Beneficiary's 

Dividends (before exclusion) 

Net Short-term Cap. Gain 
(Loss) 

Net Long-term Cap. Gain 
(Loss) 

Interest 

Source of Taxable Income 

Other Taxable Income 

Source of Taxable Income 

Other Taxable Income 

Source of Taxable Income 

Other Taxable Income 

Total of Lines 3 and 4 

1 

2a 

2b 

4a(1) 

4a(2) 

4a(2) 

4a(3) 

4a(3) 

4b 

21 

7 

40 

40 

40 

40 

2 

9 

12 

12 

12 

12 

20 

12 

20 

12 

20 

12 

12 

"SCHbKlbPG01bnnnnnnnnn (n = EIN) 
Numeric 

Numeric 

Alphanumeric 

Alphanumeric 

Alphanumeric 

Alphanumeric 

Alphanumeric 

Numeric 

Numeric 

Numeric 

Numeric 

Numeric 

Alphanumeric 

Numeric 

Alphanumeric 

Numeric 

Alphanumeric 

Numeric 

Numeric 

180 

190 

200 

210 

220 

222 

224 

230 

250 

Amortization Deduction 

Source of Amortization Ded. 

Amortization Deduction 

Total of Interest and Other 
Taxable Income minus 
Amortization Ded. 

4d(2) 

4d(3) 

4d(3) 

4e 

Estate Tax Deduction 5 

Excess Deduction on 6 
Termination 

Depreciation & Depletion 4c 

Source of Amortization Ded. 

Amortization Deduction 4d(1) 

Source of Amortization Ded. 

12 

20 

12 

20 

12 

20 

12 

12 

12 

12 

Numeric 

Alphanumeric 

Numeric 

Alphanumeric 

Numeric 

Alphanumeric 

Numeric 

Numeric 

Numeric 

Numeric 

270 

280 

290 

300 

310 

Tax Pref. Items: Accelerated 
Dep. on Real Property 

Accelerated Dep. Personal 
Property 

Depletion 

Source of Other Tax 
Preference Items 
Tax Preference Item Amount 

Source of Other Tax 
Preference Items 

7a(1) 

7a(2) 

7b 

7c(1) 

12 

12 

12 

20 

12 

20 

Numeric 

Numeric 

Numeric 

Alphanumeric 

Numeric 

Alphanumeric 
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Field 
No. 

Form 
Identification Ref. Length Field Description 

320 

322 

Tax Preference Item Amount 7c(2) 

Source of Other Tax 
Preference Items 

12 Numeric 

20 Alphanumeric 

324 

330 

420 

430 

440 

450 

460 

470 

480 

490 

500 

510 

520 

522 

524 

526 

528 

530 

540 

Tax Preference Item Amount 

Foreign Taxes 

Entry 1 Nature of Tax 
Exempt Income 

Entry 1 Amount of Tax 
Exempt Income 

Entry 2 Nature of Tax 
Exempt Income 

Entry 2 Amount of Tax 
Exempt Income 

Entry 3 Nature of Tax 
Exempt Income 

Entry 3 Amount of Tax 
Exempt Income 

Entry 4 Nature of Tax 
Exempt Income 

Entry 4 Amount of Tax 
Exempt Income 

Entry 5 Nature of Tax 
Exempt Income 

Entry 5 Amount of Tax 
Exempt Income 

Entry 6 Nature of Tax 
Exempt Income 

Entry 6 Amount of Tax 
Exempt Income 

Entry 7 Nature of Tax 
Exempt Income 

Entry 7 Amount of Tax 
Exempt Income 

Entry 8 Nature of Tax 
Exempt Income 

Entry 8 Amount of Tax 
Exempt Income 

Statement Record For 
Schedule K — 1 

7c(3) 

8 

9a 

9a 

9b 

9b 

9c 

9c 

9d 

9d 

9e 

9e 

9f 

9g 

9g 

9h 

9h 

12 Numeric 

12 Numeric 

20 Alphanumeric 

12 Numeric 

20 Alphanumeric 

12 Numeric 

20 Alphanumeric 

12 Numeric 

20 Alphanumeric 

12 Numeric 

20 Alphanumeric 

12 Numeric 

20 Alphanumeric 

12 Numeric 

20 Alphanumeric 

12 Numeric 

20 Alphanumeric 

12 Numeric 

6 STMb99 or bbbbbb 
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Field 
No. 

020 

030 

040 

050 

060 

070 

080 

090 

Identification 

Employer Name 

Employer Identifi- 
cation Number 

SSN 

Withholding 

Wages 

Social Security Tax 

Non-Standard Indicator 

Fringe Benelit Indicator 

Form 
Ref. 

8 

9 

10 

11 

Length Field Description 

35 Alphanumeric 

9 Numeric 

9 Numeric (W — 2 Social Security Number) 

12 Numeric 

12 Numeric 

12 

1 

Numeric 

Value "Y" or "N" (Y = W — 2 has been hand prepared or hand 

altered) 
"X" or blank 

Form W — 2P 

Record Length 118 Characters 

(This form does not contain all fields from 
the printed form but only the selected items 
shown. ) 

Field 
No. 

010 

015 

020 

030 

040 

050 

060 

070 

080 

Identification 

Record ID 

Sequential Number 

Payer Name 

Payer Identific. Number 

SSN 

Annuity, Pension etc. 

Taxable Amount 

Withholding 

Non-Standard Indicator 

Form 
Ref. 

2 

3 

8 

9 

10 

11 

Length Field Description 

25 Value "FRMbW — 2P bbbPGOlnnnnnnnnn" (n= Primary 
EIN from Form 1041) 

3 Numeric 

35 Alphanumeric 

9 Numeric 

9 Numeric (W — 2P Social Sec. No. 

12 Numeric 

12 Numeric 

12 Numeric 

1 Value "Y" or "N" (Y = W — 2P was hand prepared or hand 

altered) 

Form 6251 

Field 
No. Identification 

Form 
Ref. Length Field Description 

000 

010 

020 

030 

040 

050 

060 

070 

080 

090 

100 

110 

Record ID 

Adj Gross Inc. 

Sched. A Med/Dent. Exp 

5% of AGI 

Line 2a(1) less line 2a(2) 

Sched A. Contr. 

Casualty/Theft Losses 
Interest on Residence 

1 

2a(1) 

2a(2) 

2a(3) 

2b 

2c 
2d 

Other Sched A Interest 2e(1) 
Net Investment Income 2e(2) 
Smaller of Line 2e(1) or Line 2e(3) 
2 e(2) 
Sched A Gambling Losses 2f 

25 FRMb6251bbbPG01bNNNNNNNNN (N = EIN) 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 
12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 
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120 Sched A Estate 2g 
Tax Deduction 

130 Estate/Trust Deductions 2h 

135 Tot alt min tax Deduction 2I 

140 

150 

160 

170 

180 

200 

210 

220 

230 

240 

250 

260 

270 

280 

290 

Adj alt tax inc 

Dividend Exclus. 

60% Cap Gain Ded 

Accelerated Depreciation on 
Real Property 

Acc. Dep. on Leased 
Property 

Amortization on Pollution 
Control Facility 

Mining Exploration 

Circulation Research/ 
Experimental Expenses 

Reserves for Bad Debts 

Depletion 

Incentive Stock Option 

Intangible Drill. 

Total Tax Pref. Items 

Alternative Min Taxable 
Income 

Filing Status Amt 

Adj. Alt. Min. Taxable 
Income 

3 

4a 

4b 

4c 

4d 

4e 

4f 

4g 

4h 

4i 

4j 

4k 

4l 

5 

Field Form 
No. Identification Ref. Length Field Description 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

12 Numeric 

300 

310 

320 

330 

340 

20% of Line 7 

F1041 Line 29 Amount 

Line 8 minus Line 9 

Foreign Tax Credit 

Alt. Min. Tax 

8 

9 

10 

11 

12 

12 Numeric 

12 Numeric 

12 Numeric 

12 NO ENTRY 

12 Numeric 
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"- 8453-F 
Department of the Treasury 
Internal Revenue Seance 

U. S. Fiduciary income Tax Declaration for 
Magnetic Media/Electronic Filing 

For the calendar year January 1-December 31, 1986 

OMB No 1545. 0967 

Name of estate or trust Employer identification number 

Name and title of fiduciary 

Paperwork Reduction Act Notice. — We ask for this information to carry out the Internal Revenue laws of the United States. We need it to 
ensure that taxpayers are complying with these laws and to allow us to figure and collect the right amount of tax. You are required to give 

us this information. 

gag Tax Return Information 

1 Total income (Form 1041, line 9), 

2 Adjusted total income or loss(Form 1041, line 17) . 

3 Income distribution deduction (Form 1041, line 18) . 

4 Taxable income of fiduciary (Form 1041, line 24) 

5 Total tax (Form 1041, line 32) 

6 Overpayment (Form 1041, line 37) . 

ggg Declaration of Taxpayer 

Under penalties of perjury, I declare that the above descnbed amounts agree with the amounts shown on the corresponding lines of my 

1986 U. S. fiduciary income tax return. I have also examined a copy of the return being filed on magnetic media or electronically with the 
Internal Revenue Service, including accompanying schedules and statements. To the best of my knowledge and belief, my return is true, 

correct, and complete. 

If I am not the transmitter, I consent that my return, including this declaration and accompanying schedules and statements, be sent 
to the Internal Revenue Service by my tax return transmitter. 

Please 
Sign 
Here Signature of fiduciary or officer representing fiduciary Date 

gggg Declaration of Preparer/Transmitter (If the transmitter also prepared the tax return, check here a . ) 

I declare that the above taxpayer's return is based on all information of which I have knowledge. A copy of all forms and information to be 
filed with the lnternalRevenue Serwce has been or will be provided to the taxpayer. 

Paid 
Preparer's/ 

signature 
Transmitter's 
USe Qn/y yours. ifseif-employed) 

and address 

Date 

Check if 
self-employed 

E. l. No. 

ZIP code 

Your social secunty number 

Form 8453- F ( I 966) 
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S. C. Block Controi Number 

ATI'lttCHMENT I I 
5@eP~E 

Year iansact an Code MFT Codi' 

gg - J Z 3 y W- 4 7 Ir'9 4 8 — 7 
Count Code Batch Contiol I'lumber Date 

Surveyed by and O. tte Missinq Nuinbers at time of Survey f/ i' s*orr block. show number of 
fart rerurnf 

Returns marked "5" 
forwarded to Statistics 

Date 

Record of Selected Returns 

All returns in block 
lorwarded to Statistics 

Date 

25 50 75 

01 26 51 76 

02 27 52 77 

03 28 53 78 

29 79 

05 30 55 

31 56 81 

07 32 57 82 

33 58 83 

34 59 

10 35 60 85 

61 

12 37 62 87 

13 38 63 

14 39 

15 40 65 

16 41 91 

17 42 67 92 

18 43 68 93 

19 44 69 

45 70 95 

21 46 71 

22 47 72 97 

23 48 73 98 

24 49 74 99 

1332 i ft . 1. Ts f, " '. ". "sue 
firrr "Rey. 9. 6'9" Block Bnd Selection Record 

Department ai the Treasv v 

Internal Revenue Serv ce 
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Preparer/Transmitter Agreement for Electronic/Magnetic Tape Filing 

»me and Address of Preparer/Transmitter 

Name and title of responsible company official 

Address of location(s) where electronic/magnetic tape returns are prepared 
(if more than one location, list all on hack) 

Address of location(s) where taxpayer declarations are stored while awaiting shipment to the Internal Revenue Service 
(if more than one location, list afi on back) 

Name and address of communications company, and name of responsible official of that company 

I agree to the following conditions to file Income Tax Returns electronically or on magnetic tape. I understand that my failure 
to meet any of the criteria will result in my not being certified to participate in the program. 

1. I agree to submit a test transmission by January 30, 1987. I understand that until a successful test transmission has been 
acknowledged by the Service I am not certified to file. 

2. Before transmitting an electronic/magnetic tape return, I agree to secure a taxpayer declaration signed by each taxpayer for 
whom I file a return, and to store and submit the declarations in the manner a d timeframes prescribed by the Service. 

3. I agree to secure, store and submit Forms W — 2 and all other forms, documents, etc. , that are required for a complete return, 
and to do so in the manner and timeframes prescribed by the Service. 

4. I agree that my return transmission will conform exactly to all prescribed specifications. 
5. I understand that any return not acknowledged as received by the Service wifi be considered not filed. 
6. I understand that inclusion in the Pilot does not guarantee permission to lile electronically or on magnetic tape in future 

years. 
7. I agree that the advertising language I use will not infer any special relationship with the Internal Revenue Service, nor 

endorsement of my services by the Internal Revenue Service, and that claims about services will not differ from language in 

Service publications. 
8. I will keep copies of the returns at (address) in accordance with Service specifications. 
9. I understand that if a taxpayer declaration is missing or in error, I will be responsible for supplying another together with 

accompanying paper documents. If a copy cannot be supplied, the return will be considered unsigned and unfiled. 
10. I agree to comply with all provisions of the Revenue Procedure for the Electronic/Magnetic Tape Filing Pilot. 

In consideration for the opportunity to participate in the IRS Electronic/Magnetic Media Tape pilot, my firm/company agrees 
to meet and satisfy each of the conditions enumerated herein. It is understood and agreed that the failure of my firm/company 
to satisfy any of the above criteria as determined solely by the Internal Revenue Service may result, without advance notice, in 
immediate cancellation of this agreement along with participation of my lirm/company in the electronic/magnetic tape pilot. I 
further understand and agree that any administrative appeal from said determination will be limited to the review procedures 
established by the Internal Revenue Service. 

Signature of responsible company oflicial 
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U. S. FIDUCIARY INCOME TAX DECLARATION FOR 

MAGNETIC MEDIA/ELECTRONIC FILING 

FORM B453-F 19B6 
FOR THE YEAR JANUARY 1-DECEMBER 31, 1966 

NAME OF ESTATE OR TRUST 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX XXX 
NAME AND TITLE OF FIDUCIARY 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX 

PART I TAX RETURN INFORMATION 

EIN 
XX — XXXXXXX 

1. TOTAL 
INCOME 

2. ADJ. 
TOTAL 

3. DISTR. 
DEDUCT 

4. TAXABLE 
INCOME 

5. TOTAL 
TAX 

6. OVER- 
PAYMENT 

XXXXXXXXXX XXXXXXXXXX XXXXXXXXXX XXXXXXXXXX XXXXXXXXXX XXXXXXXXXX 

NAME OF ESTATE OR TRUST 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX 
NAME AND TITLE OF FIDUCIARY 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX 

PART I TAX RETURN INFORMATION 

EIN 
XX — XXXXXXX 

1. TOTAL 
INCOME 

2. ADJ. 
TOTAL 

3. DISTR. 
DEDUCT 

4. TAXABLE 
INCOME 

5. TOTAL 
TAX 

6. OVER- 
PAYMENT 

XXXXXXXXXX XXXXXXXXXX XXXXXXXXXX XXXXXXXXXX XXXXXXXXXX XXXXXXXXXX 

ETC. ETC. 

PART II DECLARATION OF TAXPAYER 

UNDER PENALTIES OF PERJURY, I DECLARE THAT THE ABOVE DESCRIBED AMOUNTS AGREE WITH THE 
AMOUNTS SHOWN ON THE CORRESPONDING LINES OF OUR, 1986 FIDUCIARY INCOME TAX RETURNS. I HAVE 
ALSO EXAMINED A COPY OF THE RETURNS BEING FILED ON MAGNETIC MEDIA OR ELECTRONICALLY 
WITH THE INTERNAL REVENUE SERVICE, INCLUDING ACCOMPANYING SCHEDULES AND STATEMENTS. TO 
THE BEST OF MY KNOWLEDGE AND BELIEF, THE RETURNS ARE TRUE, CORRECT AND COMPLETE. 

IF I AM NOT THE TRANSMITTER, I CONSENT THAT OUR RETURNS, INCLUDING THIS DECLARATION AND 
ACCOMPANYING SCHEDULES AND STATEMENTS, BE SENT TO THE INTERNAL REVENUE BY OUR TAX RE- 
TURN TRANSMITTER. 

SIGNATURE OF FIDUCIARY OR OFFICER 
REPRESENTING FIDUCIARY 

PART III DECLARATION OF PREPARER/TRANSMITTER 

DATE 

I DECLARE THAT THE ABOVE TAXPAYERS' RETURNS ARE BASED ON ALL INFORMATION OF WHICH I HAVE 
KNOWLEDGE. A COPY OF ALL FORMS AND INFORMATION TO FILED WITH THE INTERNAL REVENUE HAS 
BEEN OR WILL BE PROVIDED TO THE TAXPAYERS. 

PREPARER'S/TRANSMITTER'S SIGNATURE 
& SSN, IF SELF-EMPLOYED 

XXX — XX — XXXX DATE 

FIRM'S NAME E. I. NO. 

FIRM'S ADDRESS ZIP CODE 
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20 (FR 001. 20)t Rulings and determination levers. 
(Also Part I, Sections 404, 412, 442, 501; 1. 404(a)— 
I, 1. 442-1, 1. 501(a) — I ) 

Rov. Proc. 87-27 

SECTION 1. PURPOSE 

The purpose of this Revenue Proce- 
dure is to provide guidelines for changing 
the plan year of an employee retirement 
plan and the trust year of a tax-exempt 
employees' trust. It provides certain au- 
tomatic approvals of changes v. ithout re- 
questing prior approval from the Internal 
Revenue Service. The procedure pre- 
scribed are applicable to changes in plan 
years for any retirement plan to which 

section 412 of the Internal Revenue Code 
applies; also they apply to changes in the 
trust year of any employees' trust forming 
a part of a qualified plan whether or not 
the trust is part of a plan subject to section 
412. Service approval is not required to 
change the plan year of a plan that is not 
subject to section 412. This Revenue Pro- 
cedure supersedes Rev. Proc. 77 — 44, 1977— 
2 C. B. 578. 

SEC. 2. BACKGROUND 

. 01 Section 412(c)(5) of the Internal 
Revenue Code provides that, if the plan 
year of an employee retirement plan sub- 

ject to section 412 of the Code is changed, 
the new plan year shall become the plan 
year for the plan only if the change is 

approved by the Secretary of Treasury. 
Section 442 of the Code provides that, if 
the taxpayer changes the annual account- 
ing period, the new accounting period shall 

become the taxpayer's taxable year only 
if the change is approved by the Secre- 
tary. 

. 02 Rev. Proc. 77 — 44 required the 
mandatory filing of Form 1128 (Appli- 
cation for Change in Accounting Period) 
by employers or plan administrators de- 

siring to change a plan and/or trust year 
unless certain conditions allowing for au- 

tomatic approval (which expired on Jan- 
uary 1, 1979) were met. Form 5308 
(Request for Change in Plan/Trust Year), 
released in February 1979, has replaced 
Form 1128 as the form to be used to ob- 
tain approval from the Internal Revenue 
Service to change the plan year of an em- 

ployee retirement plan or the trust year 
of an employees' trust (See Announce- 
ment 79 — 43, 1979 — 12 I. R. B. 25). 

. 03 Section 301. 6058 — 1 of the Regu- 
lations on Procedure and Administration 
requires that the employer or plan ad- 
ministrator of each plan subject to section 

6058 of the Code must file the appropriate 
Annual Return/Report of Employee Ben- 
efit Plan (Form 5500 series) at the time 

and in the manner required by the forms 
and related instructions applicable to the 
period. Item 1d of the Form 5500 series 
return for the short period should be com- 

pleted to reflect a change in the plan year 
of an employee retirement plan. 

. 04 Section 1. 404(a) — 14(c) of the In- 

come Tax Regulations provides that al- 

though the deductible limit for a defined 
benefit plan applies for an employer's tax- 
able year, the deductible limit is deter- 
mined on the basis of a plan year. If the 
employer's taxable year coincides with the 

plan year, the deductible limit for the tax- 
able year is the deductible limit for the 
plan year that coincides with the year. If 
the employer's taxable year does not co- 
incide with the plan year, the deductible 
limit for a given taxable year of the em- 

ployer is one of the following alternatives: 

(1) the deductible limit determined for the 
plan year commencing within the taxable 
year; (2) the deductible limit determined 
for the plan year ending within the taxable 
year; or (3) a weighted average of alter- 
natives (1) and (2). The method used must 

be consistently applied. 

SEC. 3. DEFINITIONS 

. 01 For purposes of this revenue pro- 
cedure, the term "plan year" refers to a 
plan, calendar, policy, or fiscal year on 
which records of the plan are kept. 

. 02 For purposes of this revenue pro- 
cedure, the term "trust year" refers to any 
12-consecutive month period correspond- 
ing to the trust's taxable year. 

. 03 The term "short period" is the pe- 
riod that begins on the day after the close 
of the present plan or trust year and ends 
at the close of the day before the day 
designated as the first day of the new plan 
year or trust year. 

SEC. 4. INSTRUCTIONS TO TAXPAYERS 

. 01 Automatic Approval 
1. A plan or trust year that ends after 

the effective date of this revenue proce- 
dure may be changed without obtaining 
prior approval from the Internal Revenue 
Service if the conditions set forth in par- 
agraphs 2 through 8 are satisfied. 

2. No plan year is more than 12 months 
long. 

3. The change will not delay the time 
when the plan would otherwise have been 
required to conform to the requirements 
of any statute, regulation, or published 
position of the Service. 

4. The trust, if any, retains its exempt 
status for the short period required to ef- 

fect the change as well as for the taxable 

year immediately preceding the short 

period. 
5. The trust, if any, has no unrelated 

business taxable income under section 511 
of the Code for the short period. 

6. All actions necessary to implement 
the change of plan year, including plan 
amendment and a resolution of the Board 
of Directors (if applicable), have been 
taken on or before the last day of the short 

period. 
7. No change of plan year has been 

made for any of the four preceding plan 
years. 

8. In the case of a defined benefit plan, 
the deductible limit under section 404(a)(1) 
of the Code is limited by the requirements 
of section 5 of this Revenue Procedure. 

. 02 Form 5308 Filing Requirements. 
The employer or the plan administrator 

must file a Form 5308 to obtain approval 
to change a plan and/or trust year when 

the automatic approval requirements of 
section 4. 01 are not met. The employer 
or plan administrator must attach a state- 
ment to the Form 5308 explaining which 

of the automatic approval criteria stated 
in section 4. 01 above has not been met 
and the reasons for noncompliance with 

said criteria. All approvals by the Service 
are conditioned upon the employer com- 

plying with the applicable provisions of 
sections 4. 015 and 4. 018 of this Revenue 
Procedure. Form 5308 is to be filed in 
duplicate with the Commissioner of the 
Internal Revenue, Washington, D. C. , 
20224, Attention: OP:E:EP:R, on or be- 
fore the last day of the end of the short 
period. 

SEC. 5. DEDUCTIBLE LIMITS FOR DEFINED 

BENEFIT PLANS 

. 01 If, as a consequence of a change in 

plan year, more than one plan year is as- 
sociated with the taxable year of the em- 
ployer, or the sum of the number of months 
of each plan year associated with an em- 
ployer's taxable year is different from the 
number of months in the employer's tax- 
able year, then the deductible limit for 
the employer's taxable year must be ap- 
propriately adjusted as described within 
this section. 

. 02 The appropriate adjustment as de- 
scribed in subsection . 01 above is ob- 
tained by multiplying the sum of the 
deductible limits for the associated plan 
years by a fraction, where the numerator 
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"t" equals the number of months in the 
taxable year of the employer and the de- 

nominator "p" is the aggregate number 
of months in plan years associated with 

such taxable year. The deductible limit for 
a short plan year is determined by ratably 
reducing the deductible limit for a 12- 
month plan year in proportion to the 
number of months of the short plan year. 

. 03 If the requirements of this section 
5 are followed, then the taxpayer will have 

met the requirements of section 1. 404(a)— 
14(c) of the regulations regarding ap- 
proval for changing the plan year that is 
used as the basis for determining the de- 
ductible limit. 

. 04 The requirements of this section are 
illustrated by the following examples. 

Example 1. A calendar year employer 
computed the deductible limit for a de- 
fined benefit plan on the basis of the plan 

year commencing October 1 within such 

calendar year. In 1987, the employer, 
pursuant to section 4 of this Revenue Pro- 
cedure, changed the plan year to a cal- 

endar year basis. This resulted in a short 

plan year commencing on October 1, 1987, 
and ending on December 31, 1987. The 
plan uses an aggregate funding method 
and the normal cost for the 12-month plan 
year commencing October 1, 1987, is 

$24, 000. The deductible limit is not re- 
duced by the full funding limit and is not 
increased by the provisions of section 
404(a)(1)(A)(i) of the Code. 

The plan year associated with the 1987 
calendar year of the employer (taxable 
year) is the plan year commencing Oc- 
tober 1, 1987, and ending December 31, 
1987. The deductible limit determined on 
the basis of this short plan year is $6, 000 
($24, 000 times 3/12). The deductible limit 

applicable to the employer's 1987 taxable 
year is $24, 000, the product of the de- 
ductible limit for the short plan year, 
$6, 000, multiplied by the fraction t/p (12/ 
3). For 1988 and succeeding taxable years, 
the deductible limit is the limit for the 
plan year coincident with the taxable year 
and is determined with regard to section 
1. 404(a) — 14 of the regulations, particu- 
larly section 1. 404(a) — 14(d) of the regu- 
lations. 

Example 2. The facts are the same as 
in Example 1, except the taxpayer creates 
a short plan year beginning October 1, 
1987, and ending November 30, 1987, and 

subsequent plan years commence Decem- 
ber 1. Further assume that the normal 

cost for the 12-month plan year comm- 

encing December 1, 1987, is $38, 000. 

For the 1987 calendar year of the em- 

ployer (taxable year), the plan year 
commencing October 1, 1987, and ending 

November 30, 1987, and the plan year 
commencing December 1, 1987, and end- 

ing November 30, 1988, are associated with 

that taxable year. The number of months 

of plan years associated with the taxable 

year equals 14. 
The deductible limit determined on the 

basis of the short plan year commencing 
October 1, 1987, is $4, 000 ($24, 000 times 

2/12). The deductible limit for the 12- 
month plan year commencing December 
1, 1987, is $38, 000. The deductible limit 

for the taxable year (calendar year 1987) 
is $36, 000, obtained by multiplying the 
sum of the deductible limits, $42, 000 
($4, 000 plus $38, 000), by 12/14. For 1988 
and succeeding taxable years, the de- 

ductible limit is determined on the basis 
of the deductible limit for the 12-month 

plan year commencing on December 1 
within the taxable year (calendar year) of 
the employer as computed under section 
1. 404(a) — 14 of the regulations, particu- 
larly section 1. 404(a) — 14(d) of such reg- 
ulations. Thus, for the 1988 taxable year 
the deductible limit is determined by ref- 
erence to the deductible limit for the plan 
year beginning on December 1, 1988. 

SEC. 6. EFFECT ON OTHER DOCUMENTS 

Rev. Proc. 77 — 44, 1977 — 2 C. B. 578, is 
superseded. 

SEC. 7. EFFECTIVE DATE 

This Revenue Procedure applies to 
changes in plan and/or trust years when 

the last day of the short period required 
to effect the change ends after June 22, 
1987, (the date of the publication of this 
Revenue Procedure). 

26 CFR 601. 201r Rulings and dererminarion lerrers. 

Rev. Proc. B7-2B 

SECTION 1. PURPOSE 

The purpose of this Revenue Proce- 
dure is to set forth procedures for the sub- 

mission of requests for rulings to the 
Internal Revenue Service under section 
162(k) of the Internal Revenue Code. 

SEC. 2. BACKGROUND 

. 01 Section 162(k) of the Code pro- 
vides, in general, that no deduction will 

be allowed for expenses paid or incurred 

by an employer for a group health plan 
unless each "qualified beneficiary" who 
would lose coverage under the plan as a 
result of a "qualifying event" is entitled 
to elect, within a specified period, contin- 
uation coverage under the plan. In ad- 
dition, sections 601 through 609 of the 
Employee Retirement Income Security Act 
of 1974 ("ERISA") require that contin- 
uation coverage be provided under group 
health plans to certain individuals. 

. 02 Proposed regulations under sec- 
tion 162(k) were published on June 15, 
1987. Those proposed regulations ad- 
dressed issues other than those concern- 
ing the cost of providing continuation 
coverage. 

. 03 The Service expects to issue addi- 
tional guidance under section 162(k). Such 

guidance may include the following: 

(1) additional proposed regulations, 
relating to the computation of the cost of 
providing continuation coverage; 

(2) model plan language applicable to 
several statutory provisions, including 
section 162(k)(2)(B)(iii), relating to fail- 

ure to pay premium; section 162(k)(5)(A), 
relating to election period; section 
162(k)(5)(B), relating to effect of election 
on other beneficiaries; and section 
162(k)(7), relating to various definitions; 
and 

(3) revenue rulings under other pro- 
visions of section 162(k). 

SEC. 3. RUUNGS ISSUED BY THE NATIONAL 

OFFICE 

. 01 In general, the National Office will 

issue rulings under section 162(k) only to 
sponsors of group health plans. 

. 02 The National Office will not issue 
a ruling with respect to an issue that is 

clearly and adequately addressed by stat- 

ute, regulations, revenue rulings or rev- 

enue procedures. 
. 03 In cases described in subsection . 02, 

and in the case of requests submitted by 
persons other than plan sponsors, the Na- 

tional Office will respond to the ruling 

request with a general information letter 
which either indicates the Service's posi- 
tion with respect to the issue addressed 
in the ruling request or directs the tax- 

payer to published guidance relevant to 
the issue. 

. 04 Requests for rulings relating to the 
computation of the cost of providing con- 
tinuation coverage will not be accepted at 
this time. Guidance on such rulings will 

be provided after proposed regulations on 
the subject have been published. 
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. 05 The Service does not plan to issue 
private rulings on the meaning of "gross 
misconduct" for purposes of section 
162(k)(3)(B). 

SEC. 4. INSTRUCTIONS TO TAXPAYERS 

01 A request for a ruling letter con- 
cerning section 162(k) by the National Of- 
fice should be sent to the Internal Revenue 
Service, Associate Chief Counsel (Tech- 
nical and International), Attention: 
CC:EE, Washington, DC 20224. 

. 02 The Director, Employee Plans and 
Exempt Organizations Division, has pri- 
mary responsibility for providing basic 
principles for uniform interpretation and 
application of section 162(k). 

. 03 In all other respects, except where 
the context manifestly requires otherwise, 
the provisions of Rev. Proc. 87 — 1, page 
503, apply to requests for rulings under 
section 162(k). 

SEC. S. EFFECTIVE OATE 

The National Office will begin pro- 
cessing requests for rulings under section 
162(k) as of the 30th day following the 
publication of the model plan language 
described in section 2. 03(2) above. Re- 
quests for such rulings should not be sub- 
mitted before that date. 

26 CFR 601. 204: Changes in accounting periods and 
in methods of accounting. 

(A iso Part I, Sections 446, 481, 7805; 1. 446-1, 1. 481- 
5, 301. 7805-1. ) 

Ret. Proc. 87-29 

SECTION 1. PURPOSE 

The purpose of this revenue procedure 
is to provide a procedure by which tax- 
payers who have been reporting income 
from sales on the installment plan in a 
manner inconsistent with Rev. Rul. 87— 
48, page 145, this Bulletin, may obtain ex- 
peditious consent to change from such 
method of reporting income to a permis- 
sible method. Taxpayers complying with 
this revenue procedure will be deemed to 
have obtained the consent of the Com- 
missioner to change their method of ac- 
counting. 

SEC. 2, BACKGROUND 

. 01 Section 453A(a)(1) of the Code 
provides that, under regulations pre- 
scribed by the Secretary, a person who 
regularly sells or otherwise disposes of 
personal property on the installment plan 
may report income from sales on the in- 

stallment method. Section 1. 453 — 2(b) of 
the Income Tax Regulations defines "sale 
on the installment plan" for dealers in 

personal property as: 
(1) A sale of personal property by the 

taxpayer under any plan for the sale or 
other disposition of personal property 
which plan, by its terms and conditions, 
contemplates that each sale under the plan 
will be paid for in two or more payments, 
or 

(2) A sale of personal property by the 
taxpayer under any plan for the sale or 
other disposition of personal property- 

(i) Which plan, by its terms and con- 
ditions, contemplates that such sale will 

be paid for in two or more payments, 
and 

(ii) Which sale is in fact paid for in 

two or more payments. 
. 02 Rev. Rul. 87 — 48, which applies to 

tax years beginning on or after June 22, 
1987, provides that not all sales by a dealer 
under a plan qualify for treatment as sales 
on the installment plan under section 
1. 453 — 2(b)(1) of the regulations unless the 
dealer reasonably expects that, in gen- 
eral, customers will pay for sales in two 
or more payments. Therefore, if a tax- 
payer is reporting on the installment 
method income from sales that are made 
under a plan but, pursuant to Rev. Rul. 
87&8, that method of reporting is not 
proper because the plan does not qualify 
under section 1. 453 — 2(b)(1), then the tax- 
payer must change to a permissible method 
of reporting income from such sales. 

. 03 Section 446(e) of the Code and sec- 
tion 1. 446-1(e) of the regulations state 
that, except as otherwise provided, in or- 
der to change a method of accounting for 
federal income tax purposes, a taxpayer 
must obtain the consent of the Commis- 
sioner. Section 1. 446 — 1(e)(3)(i) generally 
provides that in order to obtain this con- 
sent, a taxpayer must file an application 
on Form 3115, Application for Change in 

Accounting Method, within 180 days after 
the beginning of the tax year in which the 
proposed change is to be made. Section 
1. 446-1(e)(3)(ii) authorizes the Commis- 
sioner to prescribe administrative proce- 
dures setting forth the limitations, terms, 
and conditions deemed necessary to per- 
mit taxpayers to obtain consent to change 
their method of accounting in accordance 
with section 446(e). 

. 04 Section 481(a) of the Code pro- 
vides that if a taxpayer's taxable income 
for any tax year is computed under a 
method of accounting different from the 
method used to compute taxable income 

for the preceding tax year, then the tax- 

payer must take into account those ad- 

justments necessary to prevent amounts 
from being duplicated or omitted by rea- 
son of such change in method. Section 
481(c) and section 1. 481 — 5 of the regu- 
lations provide that the adjustment re- 
quired by section 481(a) may be taken 
into account in determining taxable in- 
come in the manner and subject to the 
conditions agreed to by the Commissioner 
and the taxpayer. 

SEC. 3. SCOPE 

. 01 Except as provided in section 3. 02 
below, this revenue procedure applies only 
to taxpayers who are reporting income 
from sales on the installment plan in a 
manner inconsistent with Rev. Rul. 87— 
48 and who change to a permissible 
method. 

. 02 This revenue procedure does not 

apply to a taxpayer if: 
(1)(a) The tax year for which the tax- 

payer requests a change (year of change) 
by filing a Form 3115 in the manner 
described in section 6. 01 is a year other 
than the taxpayer's first tax year that 
begins on or after June 22, 1987, and 

(b) On or before the date that the 
first copy of Form 3115 required by sec- 
tion 6. 01 is filed, the taxpayer has been 
contacted in any manner by a repre- 
sentative of the Service for the purpose 
of scheduling an examination of the 
taxpayer's federal income tax return for 
any year and such examination has not 
been completed; or 
(2) On the date that the first copy of 

Form 3115 required by section 6. 01 is filed, 
the taxpayer is: 

(a) Before an appeals office of the 
Service with respect to an examination 
of the taxpayer's federal income tax re- 
turn(s) for any year, unless (i) the tax- 

payer has obtained an agreement from 
the appeals officer that there is no ob- 
jection to the proposed change in 
method of accounting, or (ii) the Ser- 
vice has not raised the issue whether 
the method of reporting income from 
sales is inconsistent with Rev. Rul. 87— 
48; 

(b) Before any federal court with re- 
spect to an income tax issue arising in 

any year, unless the taxpayer has ob- 
tained an agreement from counsel for 
the government that there is no objec- 
tion to the proposed change in method 
of accounting; or 

(c) Subject of a criminal investiga- 
tion or proceeding concerning, directly 
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or indirectly, (i) the taxpayer's federal 
tax liability for any year, or (ii) the pos- 
sibility of a false or fraudulent state- 
ment made by the taxpayer with respect 
to its federal tax liability for any year. 
. 03 Taxpayers to whom this revenue 

procedure does not apply and who desire 
to change their method of accounting must 

comply with the requirements of section 
1. 446 — 1(e)(3) of the regulations and Rev. 
Proc. 84-74, 1984-2 C. B. 736. 

SEC. 4. APPLICATION 

. 01 Consent. In accordance with sec- 
tion 1. 446 — 1(e)(3)(ii) of the regulations, 
the 180-day rule is waived, and under sec- 
tion 1. 446-1(e)(2)(i), consent is hereby 
granted to a taxpayer to change from a 
method of reporting income from sales on 
the installment plan in a manner incon- 
sistent with Rev. Rul. 87 — 48 to a permis- 
sible method, provided the taxpayer 
complies with the provisions and condi- 
tions of this revenue procedure. See sec- 
tion 5 regarding compliance with conditions 
of this revenue procedure. This consent 
is granted for the tax year for which a 
taxpayer requests a change (year of change) 
by filing a current Form 3115 in the man- 
ner described in section 6 of this revenue 
procedure. 

. 02 Section 481(a) adjustment. Section 
481 of the Code prescribes the rules to be 
followed in computing taxable income in 

cases in which the taxable income of tax- 

payer is computed under a method of ac- 
counting different from the method used 
to compute the taxable income for the 
preceding tax year. An adjustment, re- 
ferred to as a "section 481(a) adjust- 
ment, " is required to prevent items from 
being duplicated or omitted when a change 
in method of accounting is made. The 
"section 481(a) adjustment" shall be taken 
into account in computing taxable income 
in the manner provided in section 4. 03 
below. The section 481(a) adjustment 
generally will not be taken into account 
in computing corporate earnings and prof- 
its because section 312(n)(5) provides that 
for sales occurring after September 30, 
1984, earnings and profits are computed 
as if the corporation did not use the in- 

stallment method. The change in method 
of accounting shall be considered to be a 

change in method of accounting initiated 
by the taxpayer. 

. 03 Section 481 adjustment period. (1) 
The appropriate period (" adjustment pe- 
riod") for taking into account the section 
481(a) adjustment referred to in section 
4. 02 is to be determined as follows: 
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(a) For the 2 tax years beginning after 

June 22, 1987, the date of publication 

of Rev. Rul. 87 — 48 in the Internal Rev- 

enue Bulletin, the taxpayer will be given 

an adjustment period determined in ac- 

cordance with subdivisions (i), (ii), and 

(iii) below. 

(i) When the entire amount of the 

adjustment is attributable to the tax year 
immediately preceding the year of 
change (first preceding year), the total 
adjustment is to be taken into account 

in computing taxable income for the 

year of change. The amount attribut- 

able to the tax year immediately pre- 

ceding the year of change is the 
difference in the amount of the ad- 

justment determined under section 
481(a) of the Code for the year of change 

and the amount of the adjustment that 
would have been required under sec- 
tion 481(a) if the same change in method 

of accounting had been made in the 

preceding year. 

(ii) When subdivision (i) of this sec- 
tion 4. 03(1)(a) does not apply and 67 
percent or more of the amount of the 
adjustment is attributable to the 1-tax 

year period, 2-tax year period, or 3-tax 
year period immediately preceding the 
year of change, the highest percent at- 

tributable to the 1, 2, or 3-tax year pe- 
riod is to be taken into account ratably 
over a 3-tax year period beginning with 

the year of change. Any remaining bal- 
ance is to be taken into account ratably 
over an additional period equal to the 
remainder of the number of tax years 
the taxpayer has used the method of 
accounting that is being changed. How- 
ever, the total adjustment period shall 

not exceed 6 tax years. This section 
4. 03(1)(a)(ii) only applies if the tax- 

payer has used the method being 
changed for more than 3 tax years. If 
the method of accounting being changed 
has been used for no more than 4 tax 
years, 75 percent shall be substituted 
for 67 percent. An amount attributable 
to the 1, 2, or 3-tax year period is the 
difference in the amount of the ad- 

justment determined under section 
481(a) of the Code for the year of change 
and the amount that would have been 
required under section 481(a) if the same 
change had been made at the beginning 
of the perceding 1, 2, or 3-tax year pe- 
riod. 

(iii) When neither subdivision (i) nor 

(ii) of this section 4. 03(1)(a) applies, 
the total adjustment is to be taken into 
account ratably over the number of tax 

years (not to exceed 6) the taxpayer has 
used the method of accounting that is 
being changed. 

(b) When subparagraph (a) of this sec- 
tion 4. 03(1) does not apply and the entire 
amount of an adjustment is attributable 
to the tax year immediately preceding the 

year of change, the total adjustment is to 
be taken into account in computing tax- 
able income for the year of change. The 
amount attributable to the tax year im- 

mediately preceding the year of change is 

the difference in the amount of the ad- 

justment determined under section 481(a) 
of the Code for the year of change and 

the amount of the adjustment that would 

have been required under section 481(a) 
if the same change in method of account- 

ing had been made for such preceding year. 

(c) When neither subparagraph (a) nor 

(b) of this section 4. 03(1) applies, the 
total adjustment is to be taken into ac- 

count ratably over the number of tax years 

(not to exceed 3) the taxpayer has used 

the method of accounting that is being 

changed. 

(2) In applying section 4. 03(1), if a tax- 

payer's books and records do not contain 
sufficient information to compute the sec- 
tion 481(a) adjustment attributable to the 

1, 2, or 3-tax year period immediately pre- 

ceding the year to change, the taxpayer 

may reasonably estimate these amounts 

and attach the computations upon which 

the estimates are based to the Form 3115. 
In addition, the taxpayer must sign and 

attach to the Form 3115 the following 

statement: 
Under penalties of perjury, I hereby 

certify that: 

(a) The books and records of [name 
and taxpayer] do not contain sufficient 

information to permit a computation of 
the section 481(a) adjustment attrib- 

utable to the 1-tax year period, 2-tax 

year period, or 3-tax year period im- 

mediately preceding the year of change 
as required by section 4. 03(1) of Rev. 
Proc. 87-29. 

(b) Based on the information that is 

contained in such records, to the best 
of my knowledge and belief, the entire 
amount of the section 481(a) adjust- 

ment for the year of change [indicate 
either "is" or "is not", as the case may 

be] attributable to the tax year imme- 

diately preceding the year of change, 
and 67 percent [or "75 percent", in ap- 

plicable cases] or more of the section 

481(a) adjustment for the year of change 

[indicate "is" or "is not", as the case 



may be] attributable to the 1-tax year 
p~riod, 2-tax year period, or 3-tax year 
period immediately preceding the year 
of'change. 
(3) For examples of the application of 

the rules prescribed in section 4. 03(1) with 

respect to the appropriate period for tak- 
ing into account the section 481(a) ad- 
lustment, see examples in section 5. 14 of 
Rev. Proc. 84 — 74. 

. 04 Ceasing to engage in the trade or 
business. 

(1) With respect to a corporation: 
If the corporation ceases to engage in 

the trade or business to which the section 
481(a) adjustment relates at any time prior 
to the expiration of the adjustment period 
referred to in section 4. 03, the balance of 
the adjustment not previously taken into 
account in computing taxable income shall 

be taken into account in the year of ces- 
sation. See Rev. Rul. 80 — 39, 1980 — 1 C. B. 
112, which holds that if a division of a 
corporation for which a change in method 
of accounting had been granted ceases to 
operate the trade or business for which 
the change in method was granted, the 
remaining portion of the section 481(a) 
adjustment applicable to the business 
conducted by that division of the corpo- 
ration must be taken into account in com- 

puting taxable income in the year the 
corporation ceases to engage in that trade 
or business. For purposes of this condi- 
tion, the taxpayer is not considered to have 

ceased operation of the trade or business 
if its assets have been acquired by another 
corporation in a transaction to which sec- 
tion 381 of the Code applies, but in such 
case the acquiring corporation shall con- 
tinue to be subject to this revenue pro- 
cedure as though it were the acquired 
corporation. 

(2) With respect to a partnership: 
In the event the partnership terminates 

(within the meaning of section 708(b) of 
the Code) or ceases to engage in the trade 
or business to which the section 481(a) 
adjustment relates at any time prior to the 
expiration of the adjustment period re- 
ferred to in section 4. 03, the balance of 
the adjustment not previously taken into 
account in computing taxable income shall 

be taken into account in the year of ter- 
mination or the year of cessation, which- 

ever is applicable. A partnership ceases 
to engage in a trade or business if the 
partnership incorporates the trade or 
business in a transaction to which section 
351 of the Code applies (see Rev. Rul. 
85-134, 1985-2 C. B. 160). 

(3) With respect to a sole proprietor: 
If the individual (sole proprietor) ceases 

to engage in the trade or business to which 

the section 481(a) adjustment relates at 

any time prior to the expiration of the 
adjustment period referred to in section 
4. 03, the balance of the adjustment not 
previously taken into account in comput- 
ing taxable income shall be taken into ac- 
count in the year of cessation. A sole 
proprietor ceases to engage in a trade or 
business if the sole proprietor incorpo- 
rates the trade or business in a transaction 
to which section 351 of the Code applies 
(see Rev. Rul. 77 — 264, 1977 — 2 C. B. 187). 
A sole proprietor does not cease to en- 

gage in a trade or business if the sole pro- 
prietor sells a partial interest in the trade 
or business and continues to be actively 

engaged in the management of the trade 
or business that is subsequently operated 
as a partnership. The section 481(a) ad- 

justment remaining at the time the part- 
nership is formed is to be taken into 
account by the sole proprietor in com- 

puting his own taxable income as though 
there had been no change in ownership 
(see Rev. Rul. 66-206, 1966-2 C. B. 206). 

SEC. 5. COMPLIANCE WITH CONDITIONS 

Taxpayers making a change from a 
method of reporting income from sales on 
the installment plan in a manner incon- 
sistent with Rev. Rul. 8748 to a permis- 
sible method without complying with all 
the conditions of this revenue procedure 
will be deemed to have made a change in 
method of accounting without obtaining 
the consent of the Commissioner as re- 
quired under section 446(e) of the Code. 

SEC. 6. MANNER OF EFFECTING THE 

CHANGE 

. 01 A taxpayer applying for a change 
in method of accounting pursuant to this 
revenue procedure must complete and file 

a current Form 3115 in duplicate. The 
original shall be attached to the taxpayer's 
timely filed federal income tax return for 
the year of change. A copy of the Form 
3115 shall be filed with the National Office 
addressed to the Commissioner of Inter- 
nal Revenue, Attention: CC:C:1, 1111 
Constitution Avenue, N. W. , Washing- 
ton, D. C. 20224, no later than 270 days 
after the beginning of the year of change. 
In addition to including all of the infor- 
mation required on the Form 3115, the 
taxpayer must: (1) state that it agrees to 
all of the conditions of Rev. Proc. 87 — 29 
and proposes to take the section 481(a) 

adjustment into account over the appro- 
priate period required by section 4. 03; and 

(2) indicate the period over which the sec- 
tion 481(a) adjustment will be taken into 
account and the basis for such conclusion. 
If it is found that the taxpayer does not 
qualify for the change in method of ac- 
counting under this revenue procedure, 
the National Office or the district director 
will so advise the taxpayer. 

. 02 In order to assist in the processing 
of these changes in method of accounting 
and to insure proper handling, reference 
to this revenue procedure shall be made 
a part of the Form 3115 by either typing 
or legibly printing the following statement 
at the top of page 1 of Form 3115: "FILED 
UNDER REV. PROC. 87 — 29. " 

. 03 The signature of the person re- 
questing the change in method of ac- 
counting must appear in the space provided 
for it on the Form 3115. For example, an 
officer must sign on behalf of a corpora- 
tion, a general partner on behalf of a part- 
nership and a trustee on behalf of a trust. 
See the signature requirements set forth 
in the General Instructions attached to a 
current Form 3115 for those who are to 
sign. If an agent is authorized to represent 
the taxpayer before the Service, to receive 
the original or a copy of correspondence 
concerning the request, or to perform any 
other act(s) regarding the application on 
behalf of the taxpayer, a power of attor- 
ney reflecting such authorization(s) must 
be attached to the application. Taxpayer's 
representatives without a power of attor- 
ney to represent the taxpayer as indicated 
in this subsection will not be given any 
information about the application. 

. 04 If the taxpayer is a member of an 
affiliated group that has elected to file a 
consolidated federal income tax return, a 
Form 3115 submitted on behalf of the tax- 
payer must be signed by a duly authorized 
officer of the common parent. See section 
1. 1502 — 77 of the regulations. 

SEC. 7. INQUIRIES 

Inquiries regarding this revenue pro- 
cedure may be addressed to the Com- 
missioner of Internal Revenue, Attention: 
CC:C:4, 1111 Constitution Avenue, N. W. , 
Washington, D. C. 20224. 

SEC. 8. EFFECTIVE DATE 

This revenue procedure is effective June 
22, 1987, the date of its publication in the 
Internal Revenue Bulletin. Requests for 
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change in methods that qualify under this 
revenue procedure and are received in the 
National Office after the effective date 
will be returned to the taxpayer. Taxpay- 
ers who have timely filed a Form 3115 
with the National Office prior to the ef- 
fective date of this revenue procedure may 
use the automatic provisions of this rev- 
enue procedure and will be notified to this 
effect by the National Office. 

26 CFR 601. 201r Rulings and derermination letrers. 

(Also Parr I, Section 7805; 301. 7805 — Id 

Rov. Proc. B7-30 

SECTION 1. BACKGROUND 

Rev. Proc. 87-3, page 523, sets forth 
areas in which advance rulings or de- 

termination letters will not be issued by 
the Internal Revenue Service. Section 3 
of Rev. Proc. 87 — 3 is entitled "Areas in 
Which Rulings or Determination Letters 
Will Not Be Issued. " 
SEC. 2. PROCEDURE 

Rev. Proc. 87 — 3 is hereby amplified by 
adding to section 3. 01 the following new 
section: 

Section 453A(a). — Installment Method 
For Dealers In Personal Property— 
Whether sales made by a dealer under a 
deferred payment plan qualify for treat- 
ment as sales on the installment plan un- 

der section 1. 453 — 2(b)(1) of the Income 
Tax Regulations. 

SEC. 3. PURPOSE 

This section is being added to Rev. Proc. 
87 — 3 because the determination of whether 
a plan, by its terms and conditions, con- 
templates that sales will be paid for in two 
or more payments is dependent on the 
facts and circumstances. See Rev. Rul. 
87-48, page 145, this Bulletin. 

SEC. 4. EFFECTIVE DATE 

This revenue procedure applies to all 

ruling requests in the National Office on 
June 22, 1987, the date of publication of 
this revenue procedure in the Internal 
Revenue Bulletin, and to requests re- 
ceived thereafter. 

SEC. 5. EFFECT ON OTHER REVENUE 

PROCEDURES 

Rev. Proc. 87-3 is amplified. 

26 CFR 601. 201: Rulings and determination leuers. 

(Also Parr I, Sections 25, 103, 143; 1. 25 — IT, 1. 103— 

I, 6a. 103A-20 

Rov. Proc. B7-31 

SECTION 1. PURPOSE 

The purpose of this revenue procedure 
is to provide issuers of "qualified mort- 

gage bonds, " as defined in section 143(a) 
of the Internal Revenue Code, and issuers 
of "mortgage credit certificates, " as de- 
fined in section 25(c), with a list of av- 

erage annual aggregate principal amount 
of mortgages executed during the calen- 
dar years 1983, 1984, and 1985 for each 
state, the District of Columbia, Guam, 
Puerto Rico, and the Virgin Islands. 

SEC. 2. BACKGROUND 

. 01 Section 103(a) of the Code pro- 
vides that, except as provided in section 
103(b), gross income does not include in- 

terest on any state or local bond. Section 
103(b)(1) provides that section 103(a) shall 

not apply '. o any private activity bond that 
is not a "qualified bond" within the mean- 

ing of section 141. Section 141(d)(1)(B) 
provides that the term "qualified bond" 
means any private activity bond if such 
bond is a qualified mortgage bond. 

. 02 Section 143(a)(1)(A) of the Code 
provides that the term "qualified mort- 

gage bond" means a bond that is issued 
as a part of a qualified mortgage issue. 
Section 143(a)(2)(A) provides that the term 
"qualified mortgage issue" means an issue 

by a state or political subdivision thereof 
of one or more bonds, but only if (i) all 

proceeds of such issue (exclusive of is- 
suance costs and a reasonably required 
reserve) are to be used to finance owner- 
occupied residences; (ii) such issue meets 
the requirements of subsections (c), (d), 
(e), (f), (g), (h), and (i); and (iii) such 
issue does not meet the private business 
tests of paragraphs (1) and (2) of section 
141(b). 

. 03 An issue of bonds meets the re- 
quirement of subsection (h) of section 143 
of the Code if a required portion of the 
bond proceeds is made available for own- 

ership financing of targeted area resi- 
dences. A targeted area residence is a 
residence in either a qualified census tract 
or an area of chronic economic distress. 
The portion of the proceeds of an issue 
required to be made available in targeted 
areas is the lesser of (1) 20 percent of the 
proceeds or (2) 40 percent of the average 
annual aggregate principal amount of 
mortgages executed during the immedi- 

ately preceding 3 calendar years for sin- 
gle-family, owner-occupied residences in 
targeted areas within the jurisdiction of 
the issuing authority. 

. 04 When determining the portion of 
the proceeds that must be made available 
for owner financing of targeted area res- 
idences under the 40 percent limitation in 
section 143(h)(2) of the Code, issuers of 
mortgage revenue bonds may rely upon 
the amount produced by a formula de- 
scribed in section 6a. 103A — 2(h)(3) of the 
Temporary Income Tax Regulations (is- 
sued under former section 103A(h) of the 
Code). One component of the formula is 
the average annual mortgage originations 
for the state in which the issuing jurisdic- 
tion is located. Section 6a. 103A — 2(h)(3) 
provides that the issuing jurisdiction may 
use the Treasury Department estimate of 
the average annual mortgage originations 
published with the mortgage volume safe 
harbor estimate. Under former section 
103A(g), the state volume cap for quali- 
fied mortgage bonds was equal to the 
greater of 9 percent of the average annual 
mortgage originations or $200, 000, 000. 
(The unified state volume cap under sec- 
tion 146 for calendar year 1987 is gener- 
ally equal to the greater of $75 multiplied 

by the state population, or $250, 000, 000. ) 
. 05 A state or local government may 

elect to exchange all or part of its qualified 
mortgage bond authority for authority to 
issue mortgage credit certificates. In gen- 
eral, the recipient of a mortgage credit 
certificate may claim a credit equal to the 
product of the certificate credit rate and 
the interest paid or incurred on the re- 
maining principal of the certified indebt- 
edness amount. Section 25(c)(2)(A)(iii)(V) 
of the Code provides that the indebted- 
ness certified by mortgage credit certifi- 
cates must meet the requirements relating 
to the portion of loans that must be placed 
in targeted areas under section 143(h). 

. 06 The average annual mortgage orig- 
inations for 1982, 1983, and 1984, to- 
gether with the 1985 state ceiling safe 
harbor limitations, were published in Rev. 
Proc. 85 — 39, 1985 — 2 C. B. 443. Announce- 
ment 86 — 118, 1986 — 48 I. R. B. 32, in- 
formed issuers of mortgage revenue bonds 
that they may rely on the average annual 

mortgage originations in Rev. Proc. 85— 
39 until new average annual mortgage 
originations are published. 

SEC. 3. APPUCATION 

. 01 Issuers of qualified mortgage bonds 
and mortgage credit certificates may rely 
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on the average annual mortgage origi- 
nations contained in this revenue proce- 
dure for purposes of determining the 
portion of the proceeds that must be made 
available for owner financing of targeted 
area residences under section 6a. 103A— 
2(h)(3) of the temporary regulations. The 
mortgage originations are based on data 
and procedures that are employed in the 
Department of Housing and Urban De- 
velopment (HUD) coordinated surveys of 
mortgage lending activity for 1 — 4 family 
residences. The estimates of mortgage 
volume for 1 — 4 family dwellings in each 
state are adjusted from a special tabula- 

tion of the HUD sponsored Annual 
Housing Survey to refiect only the amount 
of mortgages originated that were secured 

by owner-occupied residences. 
. 02 Issuers may continue to rely on the 

average annual mortgage originations 
contained in Rev. Proc. 85 — 39 in the case 
of qualified mortgage bonds sold before 
July 29, 1987, and mortgage credit certif- 
icate programs with respect to which an 
election to exchange bond authority for 
authority to issue mortgage credit certif- 
icates was made before July 29, 1987. 

. 03 The average annual mortgage orig- 
inations contained in this revenue pro- 

cedure may be relied upon with respect 
to qualified mortgage bonds issued or bond 

authority exchanged for authority to issue 

mortgage credit certificates during the pe- 
riod beginning June 29, 1987, and ending 
December 31, 1988. 

. 04 The average annual mortgage orig- 
inations based on mortgage loan origi- 
nations secured by owner-occupied 
residences during 1983, 1984, and 1985 for 
each state, the District of Columbia, 
Guam, Puerto Rico, and the Virgin Is- 

lands are listed below (dollars in mil- 

lions). 

State 

Alabama 
Alaska 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
District of Columbia 
Florida 
Georgia 
Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Massachusetts 

Michigan 
Minnesota 
Mississippi 
Missouri 
Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 

South Carolina 
South Dakota 

Gross Mo 
for Owner 

1983 

1, 479 
693 

3, 594 
1, 139 

34, 014 
5, 105 
3, 152 

381 
576 

9, 552 
3, 341 
1, 188 

523 
7, 570 
2, 642 
1, 144 
1, 551 
1, 272 
2, 459 

567 
4, 587 
3, 572 
3, 686 
2, 656 

868 
2, 731 

566 
1, 045 
1, 381 

866 
5, 239 
1, 038 
7, 378 
3, 419 

451 
5, 851 
2, 771 
1, 092 
5, 496 

445 
1, 593 

304 

rtgage Originations 
-Occupied Homes 

1984 

1, 498 
702 

3, 564 
1, 095 

36, 276 
4, 899 
2, 909 

350 
560 

9, 791 
3, 572 
1, 265 

376 
6, 105 
2, 338 

926 
1, 294 
1, 124 

2, 205 
588 

4, 564 
3, 886 
3, 358 
2, 277 
1, 168 
2, 553 

460 
648 

1, 130 
820 

6, 560 
953 

9, 431 
3, 233 

338 
4, 987 
1, 938 

810 
5, 753 

443 
1, 566 

283 

1985 

1, 678 
920 

4, 696 
1, 374 

42, 771 
5, 707 
5, 116 

300 
479 

9, 803 
4, 154 
1, 202 

590 
8, 278 
3, 134 
1, 003 
1, 409 
1, 323 
2, 279 

903 
5, 808 
8, 292 
3, 924 
3, 921 
1, 244 
2, 834 

611 
749 

1, 447 
1, 199 
8, 244 
1, 376 
8, 953 
3, 905 

364 
7, 445 
2, 191 
1, 082 
6, 616 

831 
1, 945 

285 

Three 
Year 
Total 

4, 655 
2, 315 

11, 854 
3, 608 

113, 061 
15, 711 
11, 177 
1, 031 
1, 615 

29, 146 
11, 067 
3, 655 
1, 489 

21, 953 
8, 114 
3, 073 
4, 254 
3, 719 
6, 943 
2, 058 

14, 959 
15, 750 
10, 968 
8, 854 
3, 280 
8, 118 
1, 637 
2, 442 
3, 958 
2, 885 

20, 043 
3, 367 

25, 762 
10, 557 
1, 153 

18, 283 
6, 900 
2, 984 

17, 865 
1, 719 
5, 104 

872 

Average 
Annual 
Mortgage 
~Ori inations 

1, 552 
772 

3, 951 
1, 203 

37, 687 
5, 237 
3, 726 

344 
538 

9, 715 
3, 689 
1, 218 

496 
7, 318 
2, 705 
1, 024 
1, 418 
1, 240 
2, 314 

686 
4, 986 
5, 250 
3, 656 
2, 951 
1, 093 
2, 706 

546 
814 

1, 319 
962 

6, 681 
1, 122 
8, 587 
3, 519 

384 
6, 094 
2, 300 

995 
5, 955 

573 
1, 701 

291 
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State 

Tennessee 
Texas 
Utah 
Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 

Wyoming 
Guam 
Puerto Rico 
Virgin Islands 

Gross Mortgage Originations 
for Owner-Occupied Homes 

1983 1984 

2, 547 2, 331 
15, 669 13, 373 

1, 490 1, 324 
284 266 

6, 583 6, 378 
3, 838 3, 287 

596 561 
3, 156 2, 307 

523 410 
27 30 

388 478 
6 8 

1985 

3, 436 
14, 920 
1, 782 

287 
7, 256 
4, 517 

619 
2, 852 

398 
37 

781 
6 

Three 
Year 
Total 

8, 314 
43, 962 
4, 596 

837 
20, 217 
11, 642 
1, 776 
8, 315 
1, 331 

94 
1, 647 

20 

Average 
Annual 

Mortgage 
~Oti ation 

2, 771 
14, 654 
1, 532 

279 
6, 739 
3, 881 

592 
2, 772 

444 
31 

549 
7 
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Notice of Proposed Rulemaking 

Notice of Proposed Rulemaking 

Payment ef Excise Tax on Reversion of 

Qualified Plan Assets to Employer 

EE-151-86 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Notice of proposed rule- 
making by cross reference to temporary 
regulations. 

SUMMARY: This document provides 
regulations regarding the payment of the 
excise tax by employers receiving (di- 
rectly or indirectly) reversions of qualified 
plan assets required by the Tax Reform 
Act of 1986. * * * [T]he Internal Revenue 
Service is issuing temporary regulations 
relating to the payment of the excise tax 
[page 310, this Bulletin]; the text of these 

temporary regulations also serves as the 
comment document for this notice of pro- 
posed rulemaking. 

DATES: Written comments and requests 
for a public hearing must be delivered or 
mailed by June 2, 1987. These amend- 
ments are proposed to be applicable to 
reversions occurring after December 31, 
1985. 

ADDRESS: Please mail or deliver com- 
ments to: Commissioner of Internal Rev- 
enue, Attention: CC:LR:T (EE — 151 — 86), 
1111 Constitution Avenue, N. W. , Wash- 
ington, D. C. 20224. 

FOR FURTHER INFORMATION 
CONTACT: Suzanne K. Tank of the Em- 
ployee Plans and Exempt Organizations 
Division, Office of Chief Counsel, Inter- 
nal Revenue Service, 1111 Constitution 
Avenue, N. W. , Washington, D. C. 20224 
(Attention: CC:LR: T) (202 — 566-3938, not 
a toll-free number). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

The temporary regulations * * * 
[page 

310, this Bulletin] amend Part 54 of the 
Code of Federal Regulations. New 
f54. 6011 — 1T and new f54. 6071 — 1T are 
added to Part 54 of Title 26 of the Code 
of Federal Regulations. When 1354. 6011— 
1T is promulgated as final regulations, 
554. 6011 — 1 will be revised to reflect the 
new provision. For the text of the tem- 

porary regulations, e * * [page 310, this 
Bulletin]. The preamble to the temporary 

regulations explains this addition to the 
Pension Excise Tax Regulations. 

NONAPPLICABILITY OF 
EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue has determined that this proposed rule 
is not a major rule as defined in Executive 
Order 12291 and that a regulatory impact 
analysis therefore is not required. 

REGULATORY FLEXIBILITY ACT 

The Secretary of the Treasury has cer- 
tified that this rule will not have a signif- 
icant impact on a substantial number of 
small entities. First, most small businesses 
maintain defined contribution plans. The 
regulations do not generally affect defined 
contribution plans. Hence, small busi- 
nesses would not generally be affected by 
the regulation. Second, very few busi- 
nesses with defined benefit plans will be 
terminating their plans and receiving a re- 
version in any calendar quarter or year. 
A Regulatory Flexibility Analysis, there- 
fore, is not required under the Regulatory 
Flexibility Act (5 U. S. C. 605(b)). 

PAPERWORK REDUCTION ACT 

The collection of information require- 
ments contained in this regulation have 
been submitted to the Office of Manage- 
ment and Budget (OMB) for review un- 

der section 3504(h) of the Paperwork 
Reduction Act of 1980. Comments on these 
requirements should be sent to the Office 
of Information and Regulatory Affairs of 
OMB, Attention: Desk Officer for Inter- 
nal Revenue Service, New Executive Of- 
fice Building, Washington, D. C. 20503. 
The Internal Revenue Service requests that 
persons submitting comments on the re- 
quirements to OMB also send copies of 
these comments to the Service. 

DRAFTING INFORMATION 

The principal author of these proposed 
regulations is Suzanne K. Tank of the 
Employee Plans and Exempt Organiza- 
tions Division of the Office of Chief 
Counsel, Internal Revenue Service. How- 
ever, personnel from other offices of the 
Internal Revenue Service and the Treas- 
ury Department participated in develop- 
ing the regulations, on matters of both 
substance and style. 

COMMENTS AND REQUESTS FOR 
A PUBLIC HEARING 

Before adoption of these proposed reg- 
ulations, consideration will be given to 
any written comments that are submitted 
(preferably eight copies) to the Commis- 
sioner of Internal Revenue. All com- 
ments will be available for public inspection 
and copying. A public hearing will be held 
upon written request to the Commis- 
sioner by any person who has submitted 
written comments. If a public hearing is 
held, notice of the time and place will be 
published in the FEDERAL REGIS- 
TER. 

LAwRENcE B. GIBES, 
Commissioner of 

Internal Revenue. 

(Filed by the Office of the Federal Register on April 
1, 1987, 8:45 a. m. , and published in the issue of 
the Federal Register for April 2, 1987, 52 F. R. 10583) 

Notice of Proposed Rulemaking 

Taxation of Domestic International Sales 
Corporations 

INTL~ 
INTEREST CIIARGE DISCs 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Notice of proposed rule- 
making. 

SUMMARY: This document contains 
proposed regulations relating to the tax- 
ation of income allocable to a Domestic 
International Sales Corporation (DISC) 
for taxable years beginning after 1984. 
Changes to the applicable tax law were 
made by the Tax Reform Act of 1984 and 

the Technical Corrections Title of the Tax 
Reform Act of 1986. The proposed reg- 
ulations would provide DISCs and DISC 
shareholders with guidance needed to 
comply with the Act and would affect all 

DISCs and DISC shareholders. 

DATES: Written comments and requests 
for a public hearing must be delivered or 
mailed by April 6, 1987. The regulations 
are proposed to be effective for transac- 
tions after December 31, 1984, in taxable 

years ending after December 31, 1984. 
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ADDRESS: Send comments and re- 

quests for a public hearing to: Commis- 

sioner of Internal Revenue, Attn: 
CC:LR:T (Intl&~), Washington, D. C. 
20224. 

FOR FURTHER INFORMATION 
CONTACT: Joseph M. Rosenthal of the 
Office of the Associate Chief Counsel (In- 
ternational), Internal Revenue Service, 
1111 Constitution Avenue, N. W. , Wash- 

ington, D, C. 20224 (Attn: CC:LR:T). 
Telephone 202-566-6276 (not a toll-free 
call. ) 

SUPPLEMENTARY INFORMATION 
BACKGROUND 

This document contains proposed 
amendments to the Income Tax Regula- 

tions (26 CFR Part 1) under sections 441, 
991, 992, 995, 996 and 6011 of the Internal 

Revenue Code of 1954. These amend- 

ments are proposed to provide regula- 

tions under sections 441(h), 995(b)(1)(E), 
995(f) and 996 which were added to the 
Code by sections 803 and 802 of the Tax 
Reform Act of 1984 (Pub. L. 98 — 369, 98 
Stat. 672) or amended by the Technical 
Corrections Title of the Tax Reform Act 
of 1986 (Pub. L. 99 — 514, 100 Stat. 2085). 

EXPLANATION OF THE 
PROPOSED REGULATIONS 

TERMINATION OF DISC 
ELECTION AND EXEMPTION OF 

DISC INCOME FROM TAX 

Under section 805(b) of the Tax Re- 
form Act of 1984, the last taxable year of 
each DISC which began before January 
l, 1985, ended on December 31, 1984. 
The termination of a DISC's taxable year 
on that date is treated under 51. 921 — 1T(a) 
as a revocation of the corporations DISC 
election. All corporations which wish to 
be treated as a DISC for any period after 
1984 must make a new disc election on 
Form 4876A. Regulations providing for 
the time and manner of making the new 

DISC election were provided by 51. 921— 

1T(b)(1) 0&A — 1. Those regulations gen- 

erally require that the election of a cor- 
poration to be treated as an interest charge 
DISC for the corporation's first taxable 
year beginning after December 31, 1984, 
must be filed on Form 4876A within 90 
days after the beginning of such year. The 
Service has learned that many corpora- 
tions which were DISCs on December 31, 
1984, and which intended to continue to 
be treated as an interest charge DISC may 
have failed to re-elect DISC status in a 
timely manner. Accordingly, section 1, 992— 

2(a)(3) of these proposed regulations ex- 

tends the time for re-electing DISC status 

for 1985 and subsequent taxable years for 
corporations which were treated as a DISC 
for the taxable year ending December 31, 
1984, to June 4, 1987. Forms 4876A filed 

by such corporations within this time will 

be accepted by the Service as a timely 
DISC election for the DISC's taxable year 
beginning January 1, 1985, based on these 
proposed regulations. 

In addition, under section 805(b) of the 
Tax Reform Act of 1984, generally all cor- 
porations which qualified as DISCs on 
December 31, 1984, are permitted to treat 
their accumulated DISC income as pre- 
viously taxed income when distributed after 
that date. Temporary regulations relating 
to the treatment of such distributions were 
provided by 51. 921 — 1T and are contained 
in 51. 996-9 of the proposed regulations. 
That section of the proposed regulations 

also provides that any net operating loss 
or capital loss carryforward of a DISC as 
of December 31, 1984, is to be reduced 

by the amount of accumulated DISC in- 

come that was exempted from tax. In ad- 

dition, that section also provides that no 
foreign tax credit shall be allowed with 

respect to any foreign taxes paid with re- 

spect to the amount of accumulated DISC 
income that was exempted from tax. 

NEW DISC RULES 

The Tax Reform Act of 1984 also 

changed many of the rules applicable to 
DISCs effective for taxable years ending 
after 1984. 

Taxable year of the DESC 

A DISC is required to use the same 
taxable year as its principal shareholder. 
The same rule also applies to Foreign Sales 
Corporations (FSCs) and to small FSCs. 
Section 1. 441 — 1(h) of the proposed reg- 
ulations provides rules relating to this re- 

quirement. The DISC must change its 
taxable year if the principal shareholder 
changes its taxable year, or if a different 
shareholder having a different taxable year 
becomes the principal shareholder of the 
DISC. If the DISC must change its tax- 

able year to conform to the taxable year 
of a new principal shareholder, tJ1. 441— 

1(h)(3)(iii) of the proposed regulations 
provides that the short period required to 
effect the change shall end with the close 
of the new principal shareholder's taxable 
year within which the change in owner- 

ship occurs. This provision would amend 
the rule for determining the short period 
contained in 51. 921 — 1T(b)(6) of the Tem- 

porary Regulations (under which the short 

period is the taxable year of the DISC 
following the DISC's taxable year in which 

the change of ownership occurs), and is 

proposed to be effective for changes in 

ownership occurring after 30 days after 
the date the proposed regulations are fi- 

nalized. 

Controlled groups 

A DISC and a FSC or a small FSC 
cannot be members of the same greater- 
than-50-percent controlled group. Rules 

relating to this requirement are contained 

in t)1. 992 — 1(j) of the proposed regula- 

tions. In general, the DISC election of a 
corporation is treated as revoked if a FSC 
or a small FSC election becomes effective 

for any other member of the controlled 

group. A special transitional rule is pro- 

vided if a DISC and a FSC or a small FSC 
become members of the same controlled 

group by reason of an acquisition of a 
shareholder in either the DISC, the FSC 
or the small FSC. 

Deemed distributions 

The deemed distribution relating to base 

period export gross receipts (the incre- 
mental rule) is eliminated for taxable years 
beginning after 1984, and is replaced with 

a deemed distribution of the DISC's tax- 
able income attributable to qualified ex- 
port receipts that exceed $10 million. 
Section 1. 995 — 8 of the proposed regula- 
tions provides rules relating to this new 

deemed distribution. In general, the $10 
million amount may be allocated to qual- 

ified gross receipts on a transaction-by- 
transaction basis. Section 1. 995 — 8(b)(2) 
of the proposed regulations provides a 
special rule for the allocation of qualified 
gross receipts attributable to related and 
subsidiary services. Section 1. 995 — 8(f) of 
the proposed regulations provides a 
method for allocating the $10 million 
amount among DISCs which are mem- 

bers of the same controlled group. Under 
section 1. 995-8(a), the $10 million amount 
is to be prorated on a daily basis in the 
case of a DISC having a short taxable 
year. 

The deemed distribution of 50 percent 
of the DISC's taxable income to a non-C 
corporation DISC shareholder is elimi- 

nated, and the deemed distribution of 57. 5 
percent of the DISC's taxable income to 
a C corporation DISC shareholder is re- 
duced to a deemed distribution of I/17th 
of the amount of the DISC's taxable in- 

come for the taxable year in excess of the 
other deemed distributions. See $1. 995— 
2A of the proposed regulations. 
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INTEREST CHARGE 

ln general 

The Tax Reform Act of 1984 also pro- 
vides for an annual interest charge on the 

shareholders of the DISC. Section 
1. 995(f) — I of the proposed regulations 

provides rules relating to this require- 
ment. In general, the amount of the in- 

terest charge is based on the additional 

income tax that would otherwise be due 

on the accumulated DISC income de- 

ferred by the DISC in taxable years be- 

ginning after 1984 computed as if the 

deferred income were distributed to the 
shareholder. The rate of interest charged 

is tied to the rate of interest on 52-week 

Treasury bills (the "base period T-bill 

rate"), as described below. The interest 
charge is not imposed on the accumulated 

DISC income for the taxable year in which 

it is earned. Thus, a DISC shareholder 

will not have an interest charge for the 
shareholder's taxable year ending with or 
including the last day of the DISC's first 

taxable year for which its new DISC elec- 
tion is made. 

DISC-related deferred tax liability 

The tax that would otherwise be due 
on the deferred DISC income, the "share- 
holder's DISC-related deferred tax lia- 

bility, " for a taxable year of the shareholder 

is the excess of the shareholder's tax lia- 

bility computed as if the deferred DISC 
income were included in the shareholder's 

gross income over the shareholder's ac- 
tual tax liability for the taxable year. Sec- 
tions 1. 995(f) — 1(d) and (e) of the proposed 
regulations provide rules relating to this 

computation. Under section 995(f)(2), the 

computation is to be made without regard 
to carrybacks to the taxable year from a 

later taxable year. Under ii1. 995(f) — 1(d)(4) 
of the proposed regulations, the compu- 

tation is also to be made without regard 
to carryforwards to the taxable year or to 
any other item that may be carried by the 
shareholder to another taxable year. Thus, 
the treatment of carrybacks and carryov- 

ers of deductions and credits in the com- 

putation of the amount of the shareholder's 

DISC-related deferred tax liability is sim- 

ilar to the treatment of such items under 

section 644(a) of the Code. Section 644(a) 
provides a special rule for determining the 
tax imposed on a trust's gain on the sale 

of property contributed to the trust within 

two years by reference to the additional 

tax that would have been imposed on the 

grantor if the property had been sold by 
the grantor. 

Base period T-bill rate 

The rate of interest charged on the 
shareholder's DISC-related deferred tax 

liability for a taxable year is equal to the 
"base period T-bill rate. " This rate is 
equivalent to the average investment yield 

on 52 week T-bills auctioned during the 
one-year period ending on September 30 
of the calendar year ending with or within 

the taxable year of the shareholder. The 
base period T-bill rate, as determined 

above, is then compounded daily for the 
number of days in the shareholder's tax- 

able year for which the interest charge is 

being determined. Under section 6622, the 

amount of any interest required to be paid 
under the Code is determined by daily 

compounding. 
The base period T-bill rate for each 

one-year period ending September 30 shall 

be published in a revenue ruling in the 
Internal Revenue Bulletin. That revenue 

ruling shall also contain a table of factors 
reflecting daily compounding of the base 

period T-bill rate. Revenue Ruling 86- 
132, 1986-2 C. B. 137, published the base 

period T-bill rates for the periods Sep- 
tember 30, 1984, 1985 and 1986, together 
with tables of factors reflecting daily com- 

pounding. 
To compute the amount of the interest 

charge for the shareholder's taxable year, 
the shareholder shall multiply the DISC- 
related deferred tax liability by the base 
period T-bill rate factor corresponding to 
the number of days in the shareholder's 
taxable year for which the interest charge 
is being determined. Generally, the 
shareholder will use the base period T- 
bill rate factor for a 365 day year. The 
factor to be used will be other than the 
factor for 365 days if the shareholder's 

taxable year is a short taxable year, if the 
shareholder uses the 52 — 53 week taxable 

year, or if the shareholder's taxable year 
is a leap year. 

Paragraph (g) of $1. 995(f) — 1 of the pro- 
posed regulations provides rules for de- 

termining the amount of the interest charge 
for a taxable year in which stock in the 
DISC is transferred. In general, the trans- 

feror and the transferee shareholders 
compute their DISC-related deferred tax 
liability as if they each held the stock for 
the entire taxable year and then multiply 

that amount by the base period T-bill rate 
factor for the number of days in the year 
that each shareholder held the stock. A 
reduction in the amount of deferred DISC 
income (and thus of the interest charge) 
is made for any gain recognized on the 

transfer under section 995(c). 

Section 1. 995(f) — 1(h) of the proposed 
regulations provides for pass-through 
treatment of the interest charge in the case 
of DISC stock held by a partnership or 
an S corporation. If stock in a DISC is 
held by an estate or trust, however, the 
interest charge is imposed on the estate 
or trust. 

Payment, collection and assessment of 
the interest charge 

Section 995(f)(6) provides that the 
amount of the interest charge for a tax- 

able year is treated as interest imposed 
on an underpayment of tax under section 
6601. Thus, the interest charge may be 
deducted by the DISC shareholder only 
to the extent that the shareholder may 
deduct interest on an underpayment of 
tax. The interest charge is due at the same 
time the shareholder's income tax return 
for the taxable year is required to be filed, 
without regard to extensions. No pay- 
ments of estimated tax under sections 6154 
or 6654 are required with respect to the 
interest charge. 

The interest charge is to be computed 
on Form 8404. To assist the IRS in prop- 
erly processing the shareholder's the Form 
8404 and crediting the payment to the 
shareholder's account, the Form 8404, to- 

gether with the shareholder's payment of 
the interest charge, is not to be included 

with or attached to the shareholder's in- 

come tax return for the taxable year. 

Technical corrections 

The Technical Corrections Title of the 
Tax Reform Act of 1986 made several 

amendments to the DISC and FSC rules. 

The proposed regulations incorporate 
those amendments, but do not address 

any issues that may be raised by other 
substantive provisions of the Tax Reform 
Act of 1986. 

EXECUTIVE ORDER 12291 AND 
REGULATORY FLEXIBILITY ACT 

The Commissioner of Internal Reve- 
nue has determined that this proposed rule 
is not a major rule as defined in Executive 
Order 12291 and that a Regulatory Im- 

pact Analysis is therefore not required. 
Although this document is a notice of pro- 
posed rulemaking which solicits public 
comment, the Internal Revenue Service 
has determined that the regulations pro- 
posed herein are interpretative and that 
the notice and public procedure require- 
ments of 5 U. S. C. 5553 do not apply. Ac- 
cordingly, these proposed regulations do 
not constitute regulations subject to the 
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Regulatory Flexibility Act (5 U. S. C. 
Chapter 6). 

COMMENTS AND REQUESTS FOR 
A PUBLIC HEARING 

Before adopting these proposed regu- 
lations, consideration will be given to any 
written comments that are submitted 
(preferably eight copies) to the Commis- 
sioner of Internal Revenue. All com- 
ments will be available for public inspection 
and copying. A public hearing will be held 

upon written request to the Commis- 
sioner by any person who has submitted 
written comments. If a public hearing is 
held, notice of the time and place will be 
published in the FEDERAL REGIS- 
TER. 

PAPERWORK REDUCTION ACT 

The collection of information require- 
ments contained in this notice of proposed 
rulemaking have been submitted to the 
Office of Management and Budget (OMB) 
for review under section 3504(h) of the 
Paperwork Reduction Act. Comments on 
these requirements should be sent to the 
Office of Regulatory Affairs of OMB, At- 
tention: Desk Officer for Internal Reve- 
nue Service, New Executive Office 
Building, Washington, D. C. 20503. The 
Internal Revenue Service requests that 
persons submitting comments to these re- 
quirements to the OMB also send copies 
of those comments to the IRS. 

DRAFI'ING INFORMATION 

The principal author of the proposed 
regulations is Joseph M. Rosenthal of the 
Office of the Associate Chief Counsel (In- 
ternational), Internal Revenue Service. 
However, personnel from other offices of 
the Internal Revenue Service and the 
Treasury Department participated in de- 
veloping these regulations on matters of 
substance and style. 

Proposed amendments to the regulations 

Accordingly, the proposed amend- 
ments to 26 CFR Part 1 are as follows: 

INCOME TAX REGULATIONS 
(26 CFR Part 1) 

Paragraph 1. The authority for Part 1 
continues to read in part: 

Authority: 26 U. S. C. 7805 * * * 

Section 1. 441 — 1(h) also issued under 26 
U. S. C. 441(h) 

Section 1. 995 — 8(f) also issued under 26 
U. S. C. 995(b)(4)(B). * * * 

Section 1. 995(f) — 1(b)(2) also issued un- 

der 26 U. S. C. 995(f)(4). * * ' 
Section 1. 995(f) — 1(c) also issued under 

26 U. S. C. 995(f)(3). * * ' 
Section 1. 995(f) — 1(d)(4) and (5) also 

issued under 26 U. S. C. 995(f)(2)(b). * * * 

Par. 2. Section 1. 441 — 1 is amended as 
follows: 

1. a. Paragraph (b)(1) is revised: 
b. A new sentence is added at the end 

of paragraph (b)(3); 
c. A new sentence is added at the end 

of paragraph (b)(4); and 

2. A new paragraph (h) is added im- 

mediately after paragraph (g). 
The revised and added provisions read 

as follows: 

t11. 441 — 1 Period for computation of tax- 
able income. 

(b) Taxable year. (1) The term "tax- 
able year" means- 

(i) The taxpayer's annual accounting 
period, if it is a calendar year or a fiscal 
year (within the meaning of paragraph (e) 
of this section); 

(ii) The calendar year, if section 441(g) 
(relating to taxpayers who keep no books 
or have no accounting period) applies; 

(iii) The period for which the return is 
made, if the return is made under section 
443 for a period of less than 12 months, 
referred to as a "short period"; or 

(iv) In the case of a FSC, a small FSC 
or a DISC filing a return for a period of 
at least 12 months, the period determined 
under section 441(h) and paragraph (h) 
of this section. 

(3) ' ' ' For rules applicable to the 
adoption of a taxable year by a FSC or a 
DISC, see paragraph (h) of this section. 

(4) * " " For rules applicable to a 
change of taxable year by a FSC or a DISC, 
see paragraph (h) of this section. 

(h) Taxable year of FSCs and DISCs— 
(1) In general. (i) The taxable year of any 

FSC, or of any DISC established after 
December 31, 1984, shall be the same tax- 
able year as the taxable year of the FSC's 
or DISC's principal shareholder (as de- 
fined in paragraph (h)(2) of this section). 
In addition, any domestic corporation 
which was a DISC on or at any time be- 
fore December 31, 1984, and which elects 
to be treated as a DISC for any taxable 
year beginning after December 31, 1984, 
must adopt the same taxable year as its 
principal shareholder. For purposes of this 

section, the term "FSC" includes a small 

FSC as defined in section 922(b). 
(ii) The corporation shall (without being 

required to obtain the consent of the 
Commissioner, and without filing Form 
1128, Application for Change in Account- 

ing Period) adopt the taxable year of its 
principal shareholder by ending the cor- 
poration's first taxable year for which it 
elects to be treated as a FSC or a DISC 
on the last day of the principal share- 
holder's taxable year, and the corporation 
shall file its return for such first taxable 
year and for succeeding taxable years on 
that basis. If the principal shareholder's 

annual accounting period is a 52 — 53 week 

year under section 441(f), the FSC or DISC 
shall also adopt such 52 — 53 week year as 
the taxable year. 

(2) Principal shareholder — (i) General 

nde. The "principal shareholder" of a FSC 
or DISC is the shareholder (or group of 
shareholders having the same taxable year) 
who has the highest percentage of voting 

power in the FSC or DISC. If the prin- 

cipal shareholder of the DISC or FSC is 
a pass-through entity, such as an S cor- 
poration, a partnership, a trust or an es- 

tate, the DISC or FSC shall adopt the 
taxable year of the pass-through entity 
without regard to the taxable year of the 
pass-through entity's shareholders, part- 
ners or beneficiaries. 

(ii) Voting power. (A) In the case of 
a FSC, "voting power" is determined on 
the basis of the total combined voting 
power of all classes of stock in the cor- 
poration entitled to vote. 

(B) In the case of a DISC, "voting 
power" is determined on the basis of the 
one class of stock that the DISC is per- 
mitted to issue under section 992(a)(1)(C). 

(iii) More than one principal share- 
holder. If two or more shareholders, or 
groups of shareholders, have the highest 
percentage of voting power in the FSC or 
DISC and have different taxable years, 
such FSC or DISC shall conform its tax- 
able year (in the manner prescribed in 

paragraph (h)(1)(ii) of this section) to the 
taxable year of any one of such share- 
holders or groups, and only that share- 
holder or group shall be considered the 
principal shareholder for purposes of this 

paragraph (h). 
(3) Subsequent changes in FSC's or 

DISC's accounting period — (i) Genera! 
rule. Except as provided in this paragraph 

(h)(3), a FSC or a DISC shall not change 
its taxable year. 

(ii) Principal shareholder changes its 
taxable year. If the principal shareholder 
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of a FSC or a DISC changes its taxable 
year, the FSC or DISC shall also change 
its accounting period to conform to the 
principal shareholder's new taxable year, 
including using the same short period to 
effect such change. The Commissioner will 

not grant consent, under section 442, to 
a request for change in the principal 
shareholder's taxable year unless the FSC 
or DISC also agrees to make and makes 
the same change in its annual accounting 
period. 

(iii) New principal shareholder. This 
paragraph (h)(3)(iii) is effective for changes 
of ownership described in subparagraphs 
(A) and (B) of this paragraph (h)(3)(iii) 
which occur [INSERT DATE 30 DAYS 
AFTER DATE THIS DOCUMENT IS 
PUBLISHED IN THE FEDERAL 
REGISTER AS A TREASURY DECI- 
SION]. For such changes in ownership 
occurring before such date, see 26 CFR 
$1. 921 — 1T(b)(6) (Revised as of April 1, 
1985). If (A) the voting power of the prin- 
cipal shareholder in the FSC or DISC is 

reduced by 10 or more percentage points, 
and (B) immediately after such reduction 
such shareholder is no longer a principal 
shareholder of the FSC or DISC, the FSC 
or DISC shall change its annual account- 
ing period to that of the new principal 
shareholder in the manner prescribed by 
section 442 and the regulations there- 
under. The short period required for the 
FSC or DISC to effect such change shall 
end on the last day of the new principal 
shareholder's taxable year within which 

the change in ownership occurs. For ex- 
ample, assume that in 1985 a FSC or DISC 
adopts the calendar year to conform to 
the annual accounting period of its sole 
shareholder, and that on March 1, 1987, 
a new shareholder having a fiscal year 
ending on June 30 becomes the principal 
shareholder by acquiring 60 percent of the 
total voting power of the stock of the FSC 
or DISC. The short period required to 
change the FSC's or DISC's annual ac- 
counting period shall be the period be- 
ginning January 1, 1987, and ending June 
30, 1987. If, however, the new principal 
shareholder's taxable year were the fiscal 
year ending January 31, then the short 
period required for the FSC or DISC to 
change its annual accounting period shall 
be the period beginning January 1, 1988, 
and ending January 31, 1988. The change 
in the FSC's or DISC's annual accounting 
period shall be made in accordance with 
section 442 and the regulations there- 
under. 

Par. 3. Paragraph (b)(6) of Il1. 921 — 1T 
is removed. 

Par. 4. Section 1. 991 — 1 is amended as 
follows: 

1. In the third sentence of paragraph 

(a), the phrase "and the interest equali- 
zation tax" is removed, and three new 

sentences are added at the end of para- 
graph (a). 

2. a. In paragraph (b)(1) the third sen- 
tence is revised: 

b. In paragraph (b)(2) a new sentence 
is added immediately after the fourth sen- 
tence; 

c. Paragraph (b)(3) is revised; and 
d. Paragraphs (b)(4) and (5) are re- 

moved. 
3. New paragraphs (e) and (f) are added 

immediately after paragraph (d). 

$1. 991 — 1 Taxation of a domestic inter- 
national sales corporation (DISC). 

(a) ln general. * * * For taxable years 
of a DISC beginning after 1984, the share- 
holders of the DISC are required to pay 
an annual interest charge on the sharehold- 
er's DISC-related deferred tax liability. 
The interest charge is imposed on the 
DISC shareholder, not the DISC. See 
section 995(f) and $ 1. 995(f)-1. 

(b) Determination of taxableincome— 
(1) In general. * * "For example, a DISC 
may choose its accounting methods and 
inventory method, or elect, under section 
168(b)(3), different recovery percentages 
for its recovery property than those pre- 
scribed under section 168(b)(1), as if the 
DISC were a domestic corporation which 
had not elected to be treated as a 
DISC. ' ' ' 

(2) Choice of accounting meth- 
ods. * " * See also, section 267 for rules 
that may apply to transactions between a 
DISC and a related taxpayer requiring the 
matching of certain items of income and 
deduction and the deferral of certain 
losses. * * * 

(3) Annual accounting period. For tax- 
able years beginning after March 21, 1984, 
a DISC cannot choose or change its tax- 
able year without regard to the taxable 
year of its principal shareholder. In gen- 
eral, a DISC and its principal shareholder 
must use the same taxable year. See sec- 
tion 441(h) and t1L441 — 1. 

(e) Close of taxable year and termina- 
tion of DISC election for all DISCs on 
December 31, 1984; Reelection required; 

Exemption of pre-1985 accumulated DISC 
income from tax. Under section 
805(b)(1)(A) of the Tax Reform Act of 
1984, Pub. L. 90 — 369, the last taxable year 
of a DISC beginning before 1985 ended 
on December 31, 1984. The corporation's 
DISC election is also deemed revoked as 
of the close of business on December 31, 
1984. A new DISC election must be made 
on Form 4876A in order for the corpo- 
ration to be treated as a DISC for any 
taxable year beginning after December 31, 
1984. See tJ1. 921 — 1T(b). See section 
805(b)(2) of the Act and liL921 — 1T(a) for 
the tax treatment after 1984 of the accu- 
mulated DISC income derived before 1985 

by certain DISCs. 
(f) Interest charge imposed on DISC 

shareholders after 1984. Section 995(f) re- 
quires that for each taxable year begin- 

ning after 1984, each shareholder of a DISC 
shall pay an interest charge on the share- 
holder's DISC-related deferred tax liabil- 

ity. The shareholder's DISC-related 
deferred tax liability is computed only 

with reference to the DISC's accumulated 
DISC income (earned in periods after 
1984) and deferred by the DISC for more 
than one taxable year. Thus, in general, a 
DISC shareholder will not have a DISC- 
related deferred tax liability (and thus, no 
interest charge) until the close of the 
shareholder's taxable year following the 
taxable year with which or within which 
the first taxable year of the DISC (ending 
after 1984) ends. See ti 1. 995-(f)-1. 

Par. 5. Section 1. 992 — 1 is amended as 
follows: 

1. At the end of paragraph (a)(7), "and" 
is removed; at the end of paragraph (a)(8), 
the period is removed and ", and" is added 
in its place; immediately following para- 
graph (a)(8) the new paragraph (a)(9) is 
added to read as set forth below; and in 
the concluding text of paragraph (a), the 
language "subparagraphs (1) through (8) 
of this paragraph" is removed and the lan- 

guage "paragraphs (a)(1), through (a)(9) 
of this section" is added in its place. 

2. The text of paragraph (e) is redes- 
ignated as paragraph (e)(1) and new par- 
agraph (e)(2) is added to read as set forth 
below. 

3. A new paragraph (j) is added to read 
as set forth below. 

F11. 992 — 1 Requirements of a DISC. 
(a) 
(9) Is not a member of any controlled 

group (as defined in section 993(a)(3) and 
t11. 993 — 1(k)) of which a FSC or a small 

FSC (as defined in section 992) is a mem- 

ber. See paragraph (j) of this section. De- 
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cember 31, 1984, and under 8)1. 921— 
IT(a)(1) the corporation's DISC election 
is also deemed revoked as of the close of 

»iness on that date. A new DISC elec- 
tt» m«t be filed on Form 4876A in order 
o«he corporation to be treated as a DISC 

f«any taxable year beginning after De- 
cember 31, 1984. See f3 1. 992 — 2(a) and (b). 

(j) Effect on a DISC of a FSC elec- 

«on — (1) General rule. (i) Under section 
992(a)(1)(E) and paragraph (a)(9) of this 
section, a corporation shall not be treated 
as a DISC for a taxable year if at any time 
during such taxable year such corporation 
is a member of a controlled group (as de- 
fined in section 993(a)(3) and 51. 993 — 1(k)) 
of which a FSC or a small FSC (as defined 
in section 922) is a member. For purposes 
of this paragraph (j), a FSC also includes 
a small FSC. A FSC election within a group 
will prevail over any DISC election within 

such group. Thus, no corporation can make 
an election to be treated as a DISC for 
any taxable year if on any day of such 
taxable year such corporation is a member 
of a controlled group of which a FSC is a 
member. Further, the election of a cor- 
poration to be treated as a DISC is ter- 
minated on the first day for which the 
election of another corporation to be 
treated as a FSC becomes effective, if at 
any time during the DISC's taxable year 
such corporations are members of the same 
controlled group. Except as provided in 

paragraph (j)(2) of this section (relating 
to certain corporate acquisitions and re- 
organizations), the termination of the 
DISC election on such date means that 
such corporation shall not be treated as a 
DISC for its entire taxable year which in- 

cludes such date, and the corporation shall 

be subject to tax on its taxable income for 
such entire taxable year. A revocation of 
the corporation's DISC election under 

section 992(b)(3) is not required. 

(ii) The following example illustrates 
the provisions of this paragraph (j)(1): 

Example. D, a calendar year corporation, has made 

a proper DISC election for 1985 and succeeding years. 
F, a corporation having a fiscal year beginning on July 

1, is a member of the same controlled group of which 

D is a member. On May 1, 1986, F files an election 
to be treated as a FSC effective for F's taxable year 
beginning July I, 1986. D's DISC election is treated 
as terminated on July 1, 1986, and D is not a DISC 
for its taxable year which begins January 1, 1986, and 
ends on December 31, 1986. F's election to be treated 
as a FSC for its taxable year beginning July 1, 1986, 
is not affected by the termination of D's DISC elec- 
tion. 

(2) Exception for certain acquisitions 
and reorganizations. (i) In the case of a 
DISC and a FSC described in paragraph 

(j)(2)(ii) of this section for a taxable year, 
paragraph (j)(1) of this section shall not 

apply, and the domestic corporation may 

be treated as a DISC or the foreign cor- 
poration may be treated as a FSC for a 

short taxable year ending on the day pre- 
ceding the day the DISC and the FSC 
became members of the same controlled 
group. If the DISC election is terminated, 
the DISC is required to satisfy all require- 
ments to be treated as a DISC (including 
the 95 percent qualified export receipts 
and assets requirements of section 
992(a)(1)) for the short taxable year, and 

may satisfy those requirements by making 
the distributions to meet such require- 
ments provided in section 992(c). The $10 
million limitation on qualified export re- 
ceipts under section 995(b)(1)(E) for the 
short taxable year must be prorated on a 
daily basis as provided in 8/1. 995 — 8(a). If 
the FSC election is terminated, the FSC 
is required to satisfy all requirements to 
be treated as a FSC for the short taxable 
year, and if the FSC is a small FSC, the 
$5 million foreign trading gross receipts 
limitation under section 924(b)(2) for the 
short taxable year must be pro rated on 

a daily basis. The controlled group of cor- 
porations shall make its choice to termi- 

nate the election of either the DISC or 
the FSC by filing the short period return 
required for the corporation whose elec- 
tion as a DISC or FSC (as the case may 

be) is to be terminated within the due date 
(including extensions) prescribed by sec- 
tion 6072(b). If the group fails to termi- 
nate the election of either the DISC or 
the FSC within such period, the DISC 
election of the domestic corporation shall 

be terminated as provided by paragraph 

(j)(1) of this section. 
(ii) A DISC and a FSC are described 

in this paragraph (j)(2)(ii) for a taxable 
year if— 

(A) Both the DISC and the FSC had 

an immediately preceding taxable year and 

each was treated as a DISC and as a FSC, 
respectively, for such immediately pre- 
ceding taxable year, 

(B) The DISC and the FSC were not 
members of the same controlled group on 

the first day of the taxable year, and 

(C) The DISC and the FSC became 
members of the same controlled group of 
corporations during the taxable year by 
reason of the acquisition, directly or in- 

directly, of a member of the controlled 
group which includes such DISC (or FSC, 
as the case may be) by eitherc 

(I) A member of the controlled group 
which includes such FSC (or DISC, as the 
case may be) (thereby making the DISC 

and the FSC members of the same parent- 
subsidiary controlled group), or 

(2) The 5 or fewer persons who are 
individuals, estates or trusts who control 
the corporation which controls such FSC 
(or DISC, as the case may be) (thereby 
making the DISC and the FSC members 
of the same brother-sister controlled 
group. ) 

(iii) The provisions of this paragraph 

(j)(2) may be illustrated by the following 

example: 

Example — (i) Faca. Z corporation owns ag the stock 
of D, a corporation which has elected to be treated 
as a DISC. X corporation owns an the stock of F, a 
corporation which has elected to be treated as a small 

FSC. Z, X, D and F use the calendar year as the 
taxable year. D was treated as a DISC, and F was 

treated as a smaU FSC, for their taxable years ending 
December 31, 1986. On January I, 1987, Z and X 
are not members of the same controlled group. On 

August 1, 1987, Z purchases an of the stock of X, 
thereby making D and F members of the same con- 

trolled group. 

(ii) Result. (A) If the group choses to retain the 

small FSC and terminate the DISC, under paragraph 

(j)(2)(i) of this section, D is permitted to end its tax- 

able year on July 31, 1987, and may be treated as a 
DISC for such short year if it satisfies the require- 

ments of section 992(a)(1) with respect to such short 
taxable year. The $10 million amount under section 

995(b)(1)(E) for the short taxable year is limited to 
$5, 808, 219 ($10 million x 212/365). D's DISC elec- 

tion is terminated on August 1, 1987. F's small FSC 
election and $5 million amount under section 924(b)(2) 
are not affected by the acquisition. 

(B) Alternatively, the group could chose to retain 
the DISC and terminate the smaU FSC with the same 

short taxable year ending July 31, 1987. F's $5 million 

amount for such short year would be limited to 
$2, 904, 110 ($5 mifiion x 212/365), and D's DISC 
election and $10 million amount under section 
995(b)(1)(E) would not be affected by the acquisition. 

Par. 6. Section 1. 992 — 2 is amended by 
removing "Form 4876" each place it ap- 
pears and adding in their place the words 
"Form 4876A, " and by revising para- 
graphs (a) and (b)(2) to read as follows: 

r)1. 992 — 2 Election to be treated as a DISC. 

(a) Manner and Time of election— 
(1) Manner. The election to be treated as 
a DISC is made by the corporation by 
filing Form 4876A (Form 4876 for taxable 
years beginning before January 1, 1985) 
with the service center with which it would 

file its income tax return if the corporation 
were subject for such taxable year to all 
the taxes imposed by subtitle A of the 
Internal Revenue Code. The Form 4876A 
shall be signed by any person authorized 
to sign the corporation's return under sec- 
tion 6062, and shall contain the infor- 
mation required by such Form. Except as 
provided in paragraphs (b)(3) and (c) of 
this section, such election to be treated as 
a DISC shall be valid only if the statement 
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of consent of every person who is a share- 
holder of the corporation as of the begin- 
ning of the first taxable year for which 
such election is to be effective is made on 
or is attached to such Form 4876A when 
filed with the service center. 

(2) Time for making election. In the 
case of a corporation making an election 
to be treated as a DISC for the corpo- 
ration's first taxable year, the election shall 
be made within 90 days after the begin- 
ning of such taxable year. In the case of 
a corporation making an election to be 
treated as a DISC for a taxable year which 
is not the corporation's first taxable year, 
the election shall be made during the 90 
day period immediately preceding the first 

day of such taxable year. 
(3) Special rule for re-electing DISC 

status in 1985. Under section 805(b) of the 
Tax Reform Act of 1985, the last taxable 
year of any DISC beginning in 1984 ended 
on December 31, 1984, and under I1. 921— 
1T(a)(1), the corporation's election to be 
treated as a DISC is deemed revoked after 
the close of business on such date. A cor- 
poration which was a DISC on December 
31, 1984, and which wishes to be treated 
as a DISC for its first taxable year begin- 
ning after December 31, 1984, must make 
a new DISC election by filing Form 4876A 
in accordance with the instructions thereon 
and in accordance with paragraph (a)(1) 
of this section on or before June 4, 1987. 
The Form 4876A is to be filed within such 
period with the service center with which 
the corporation files its DISC return. 

(b) Consent by shareholders — * * * 

(2) Transitional rule for certain cor- 
porations re-electing DISC status in 1985. 
Notwithstanding paragraph (b)(1) of this 
section, if the corporation was a DISC on 
December 31, 1984, and the corporation 
files its election to be treated as a DISC 
for the corporation's first taxable year be- 
ginning after December 31, 1984, within 
the time prescribed in paragraph (a)(3) of 

, this section, the election shall be valid if 
the consent of each person who was a 
shareholder of the corporation on Janu- 
ary 1, 1985, is filed with the service center 
with which the election was filed on or 
before December 31, l987. The form of 
such consent shall be the same as that 
prescribed in paragraph (b)(1) of this sec- 
tion. A copy of the corporation's state- 
ment of election, Form 4876A, shall be 
attached to the consent. 

Par. 7. Section 1. 995 — 2 is amended by 
revising the title of the section and by 
adding two new sentences immediately 

before the first sentence in paragraph (a) 
to read as follows: 
$1. 995 — 2 Deemed distributions in quali- 
fied years ending before 1985. 

(a) General rule. This section applies 
to taxable years of a DISC ending before 
January 1, 1985. See 51. 995-2A for tax- 
able years of a DISC beginning after De- 
cember 31, 1984. * * * 

Par. 8. New section 1. 995-2A is added 
immediately after t11. 995 — 2 to read as fol- 
lows: 

$1. 995-2A Deemed distributions in qual- 
ified years beginning after 1984. 

(a) General rule. This section applies 
to taxable years of a DISC beginning after 
December 31, 1984. See 51. 995 — 2 for tax- 
able years beginning before January 1, 
1985. Under section 995(b)(1), each 
shareholder of a DISC shall be treated as 
having received a distribution taxable as 
a dividend with respect to the sharehold- 
er's stock on the last day of each taxable 
year of the DISC beginning after Decem- 
ber 31, 1984, in an amount equal to the 
shareholder's pro rata share of the sum 

(as limited by paragraph (b) of this sec- 
tion) of the following items: 

(1) The gross interest'derived by the 
DISC during such year from producer's 
loans (as defined in 51. 993-4). 

(2) The lower of- 
(i) Any gain recognized by the DISC 

during such year on the sale or ex- 
change of property (other than prop- 
erty which in the hands of the DISC is 
a qualified export asset) which was pre- 
viously transferred to it in a transaction 
in which the transferor realized gain 
which was not recognized in whole or 
in part, or 

(ii) The amount of the transferor's 
gain which was not recognized on the 
previous transfer of the property to the 
DISC. 

For purposes of this paragraph (a)(2), each 
item of property shall be considered sep- 
arately. See paragraph (d) of this section 
for special rules with respect to certain 
tax-free acquisitions of property by the 
DISC. 

(3) The lower of- 
(i) Any gain recognized by the DISC 

during such year on the sale or ex- 
change of property which in the hands 
of the DISC is a qualified export asset 
(other than stock in trade or property 
described in section 1221(1)) and which 
was previously transferred to the DISC 
in a transaction in which the transferor 

realized gain which was not recognized 
in whole or in part, or 

(ii) The amount of the transferor's 
gain which was not recognized on the 
previous transfer of the property to the 
DISC and which would have been in- 
cludible in the transferor's gross in- 

come as ordinary income if its entire 
realized gain had been recognized upon 
the transfer. 

For purposes of this paragraph (a)(3), each 
item of property shall be considered sep- 
arately. See paragraph (d) of this secfion 
for special rules with respect to certain 
tax-free acquisitions of property by the 
DISC. 

(4) Fifty (50) percent of the taxable in- 

come of the DISC for the taxable year 
attributable to military property (as de- 
fined in 51. 995-6). 

(5) The taxable income of the DISC 
for the taxable year attributable to qual- 
ified export receipts of the DISC for such 

year which exceed $10, 000, 000 (as deter- 
mined under $1. 995 — 8). 

(6) The sum of- 
(i) In the case of a shareholder which 

is a C corporation, an amount equal to 
one-seventeenth ('/») of the excess, if any, 
of the taxable income of the DISC for the 
taxable year, before reduction for any dis- 

tributions during such year, over the sum 

of the amounts deemed distributed for the 
taxable year in accordance with para- 
graphs (a)(1) through (5) of this section, 

(ii) (A) In the case of a shareholder 
which is a C corporation— 

(1) An amount equal to "/» of the ex- 
cess described in paragraph (a)(6)(i), 
multiplied by the international boycott 
factor as determined under section 
999(c)(1), or 

(2) In lieu of the amount determined 
under subparagraph (ii)(A)(1), 

' 
/» of such 

excess as is described in section 999(c)(2), 
or 

(B) In the case of a shareholder which 

is not a C corporation— 
(1) An amount equal to all of the ex- 

cess described in paragraph (a)(6)(i), 
multiplied by the international boycott 
factor as determined under section 
999(c)(1), or 

(2) In lieu of the amount determined 
under subparagraph (ii)(B)(1), the amount 

of such excess as is described in section 

999(c)(2), and 

(iii) An amount equal to the sum of 
any illegal bribes, kickbacks, or other 

payments paid by or on behalf of the DISC 
directly or indirectly to an official, em- 

ployee, or agent in fact of a government. 
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An amount is paid by a DISC where it is 
paid directly or indirectly by any officer, 
director, employee, shareholder, or agent 
of the DISC for the benefit of such DISC. 
For purposes of this section, the principles 
of section 162(c) and the regulations 
thereunder shall apply. The amount of an 
illegal payment made in the form of prop- 
erty or services shall be considered to be 
equal to the fair market value of such 
property or services at the time such prop- 
erty is transferred or such services are per- 
formed. 

(7) The amount of foreign investment 
attributable to producer's loans of the 
DISC, as of the close of the "group tax- 
able year" ending with such taxable year 
of the DISC, determined in accordance 
with $1. 995 — 5. The amount of such for- 
eign investment attributable to producer's 
loans so determined for any taxable year 
of a former DISC shall be deemed dis- 
tributed as a dividend to the shareholders 
of such former DISC on the last day of 
such taxable year. See 111. 995 — 3(e) for the 
effect that such deemed distribution has 
on scheduled installments of deemed dis- 
tributions of accumulated DISC income 
under l')1. 995 — 3(a) upon disqualification. 

(b) Limitation on amount of deemed 
distributions under section 995(b)(l) — (1) 
General rule. The sum of the amounts de- 
scribed in paragraphs (a)(1) through (a)(6) 
of this section which is deemed distributed 
pro rata to the DISC's shareholders as a 
dividend for any taxable year of the DISC 
shall not exceed the DISC's earnings and 
profits for such year. 

(2) Foreign investment attributable to 
producer's loans. The amount of foreign 
investment attributable to producer's loans 
of the DISC (as described in paragraph 
(a)(7) of this section) which is deemed to 
be distributed pro rata to the DISC's 
shareholders as a dividend for any taxable 
year of the DISC shall not exceed the 
lesser of the DISC's accumulated DISC 
income at the beginning of such year or 
the corporation's accumulated earnings 
and profits at the beginning of such year 
(but not less than zero)— 

(i) Increased by any DISC income 
of the corporation for such year as de- 
fined in l)1. 996 — 3(b)(2) (that is, any ex- 
cess of the DISC's earnings and profits 
for such year over the sum of the 
amounts described in paragraphs (a)(1) 
through (a)(6) of this section), or 

(ii) Decreased by any deficit in the 
DISC's earnings and profits for such 

year. For example, if a DISC has a deficit 
in accumulated earnings and profits at the 

beginning of a taxable year of $10, 000, 
current earnings and profits of $12, 000, 
no amounts described in paragraphs (a)(1) 
through (a)(6) of this section for the year, 
and foreign investment attributable to 
producer's loans for the taxable year of 
$5, 000, the DISC would have a deemed 
distribution described in paragraph (a)(7) 
of this section of $5, 000 for the taxable 
year. As a further example, assume that 
the DISC had accumulated earnings and 
profits of $13, 000 at the beginning of the 
taxable year, accumulated DISC income 
of $10, 000 at the beginning of the taxable 
year, a deficit in earnings and profits for 
the taxable year of $12, 000, no amounts 
described in paragraphs (a)(1) through 
(a)(6) of this section for the taxable year, 
and foreign investment attributable to 
producer's loans for the taxable year of 
$5, 000. Under these facts the DISC would 
have no deemed distribution described in 

paragraph (a)(7) of this section for the 
taxable year because the DISC had no 
DISC income for the taxable year and the 
current year's deficit in earnings and prof- 
its subtracted from the DISC's accumu- 
lated DISC income at the beginning of 
the year produces a negative amount. For 
rules relating to the carryover to a sub- 
sequent year, of the $5, 000 of foreign in- 

vestment attributable to producer's loans, 
see 51. 995 — 5(a)(6). 

(3) Ordering rule when limitation ap- 
plies. If, by reason of the limitation de- 
scribed in paragraph (b)(1) of this section, 
less than the sum of the amounts de- 
scribed in paragraphs (a)(1) through (a)(6) 
of this section is deemed distributed, then 
the portion of such sum which is deemed 
distributed shall be attributed first to the 
amount described in paragraph (a)(1), to 
the extent thereof; second to the amount 
described in paragraph (a)(2), to the ex- 
tent thereof; third to the amount de- 
scribed in paragraph (a)(3), to the extent 
thereof; and so forth, and finally to the 
amount described in paragraph (a)(6). 

(c) Examples. Paragraphs (a) and (b) 
of this section may be illustrated by the 
following examples: 

Example (JJ. Y is a corporation which uses the 
calendar year as its taxable year and elects to be treated 
as a DISC beginning with its taxable year beginning 
January 1, 1985. X, a corporation, is Y's sole share- 
holder. In 1985, X transfers certain property to Y in 

exchange for Y's stock in a transaction in which X 
does not recognize gain or loss by reason of the ap- 
plication of section 351(a). Included in the property 
transferred to Y is depreciable property described in 
paragraph (a)(3) of this section on which X realizes, 
and does not recognize by reason of the application 
of section 1245(b)(3), a gain of $20, 000. If X had sold 
such property for cash, the $20, 000 gain would have 

been recognized as ordinary income under section 

1245. Also included in the transfer to Y are 100 shares 

of stock in a third corporation (which is not a related 

foreign export corporation) on which X realizes, but 

does not recognize, a gain of $5, 000. In 1986, Y sells 

such property and recognizes a gain of $25, 000 on the 

depreciable property and $8, 000 on the 100 shares of 
stock. Y has accumulated earnings and profits at the 

beginning of 1986 of $5, 000, earnings and profits for 

1986 of $72, 000, and taxable income for 1986 of 
$100, 000. At the beginning of 1986, Y has $6, 000 of 
accumulated DISC income, no previously taxed in- 

come, and a deficit of $1, 000 of other earnings and 

profits. The total qualified export receipts of Y for 

1986 are less than $10 million and there were no trans- 

actions in military property. Under these facts and 

the additional facts assumed in the table below, X is 

treated as having received a deemed distribution tax- 

able as a dividend of $46, 000 on December 31, 1986, 
determined as follows: 

(I) Gross interest derived by Y in 1986 from 

producer's loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . $7, 000 

(2) Amount of gain on depreciable prop- 
erty (lesser of Y's recognized gain 
($25, 000) or X's gain not recognized on 
section 1245 property ($20, 000)) . . . . . . . 20, 000 

(3) Amount of gain on stock (lesser of Y's 

recognized gain ($8, 000) or X's gain not 

recognized ($5, 000)) . . . . . . . . . , . . . . . . . . . . . . . 5, 000 

(4) One-seventeenth of the excess of the 
DISC's taxable income for 1986 over 
the sum of lines (I), (2), and (3) (Vir of 
$100, 000 minus $32, 000)) . . . . . „. . . . . . . . . $4, 000 

(5) Limitation on lines (I) through (4): 
(a) Sum of lines (I) through (4) . . . . . . . $36, 000 
(b) Earnings and profits for 1986 . . . . . . 72, 000 

(c) Lesser of lines (5) (a) or (b) . . . . . . . $36, 000 

(6) Amount determined under paragraph 

(a) (7) of this section: 

(a) Foreign investment attributable to 
producer's loans under $1. 995 — 5 $10, 000 

(b) Sum of the lesser of accumulated 
earnings and profits at beginning of 
1986 ($5, 000) or accumulated DISC 
income at beginning of 1986 
($6, 000), plus excess of earnings and 

profits for 1986 over line (5) (c) 
($72, 000 minus $36, 000) . . . . . . . . . . . . . $41, 000 

(c) Lesser of lines (6)(a) or (b) . . . . . . . . $10, 000 

(7) Total deemed distribution for 1986 (sum 
of lines (5)(c) and (6)(c)) . . . . . . . . . . . . , . . . $46, 000 

Example (2). Assume the facts are the same as in 
example (I), except that the earnings and profits for 
1986 are only $30, 000. Under these facts, X is treated 
as receiving a deemed distribution taxable as a divi- 
dend of $35, 000 on December 31, 1986, determined 
as follows: 

(5) Limitation on lines (I) through (4) of 
example (1): 

(a) Lme (5)(a) of example (I) . . . . . . . . . . $36, 000 

(b) Earnings and profits for 1986 . . . . . . $30, 000 

(c) Lesser of lines (5)(a) or (b) . . . . . . . . $30, 000 

(6) Amount determined under paragraph 
(a)(7) of this section: 

(a) Line (6)(a) of example (I) . . . . . . . . . . $10, 000 
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(b) Sum of the lesser of accumulated 
earnings and profits at beginning of 
1986 ($5, 000) or accumulated DISC 
income at beginning of 1986 
($6, 000), plus excess of earnings and 
profits for 1986 over line (5)(c) 
($30, 000 minus $30, 000) . . . . . . . . . . . . . $5, 000 

(c) Lesser of lines (6)(a) or (b) . . . . „„$5, 000 

(7) Total deemed distribution for 1986 (sum 
of lines (5)(c) and (6)(c) . . . . . . . . . . . . . . . . . $35, 000 

Example (3). Assume the facts are the same as in 

example (I), except that Y has a delicit in accumu- 
lated earnings and profits at the beginning 1986 of 
$4000. This deficit is comprised of accumulated DISC 
income of $1000, no previously taxed income and a 
deficit in other earnings and profits of $5, 000. Assume 
also that Y has earnings and profits for 1986 of $45, 000. 
Under these facts, X is treated as receiving a deemed 
distribution taxable as a dividend in the amount of 
$45, 000 on December 31, 1986, determined as fol- 
lows: 

(5) Limitation on lines (I) through (4) of 
example (I): 

(a) Line (5)(a) of example (1) . . . . . . . . . . $36, 000 

(b) Earnings and profits for 1986 . . . . . . $45, 000 

(c) Lesser of lines (5)(a) or (b) . . . . . . . . $36, 000 

(6) Amount determined under paragraph 
(a)(7) of this section: 

(a) Line (6)(a) of example (I) . . . . . . . . . . $10, 000 

(b) Sum of the lesser of accumulated 
earnings and profits at beginning of 
1986 ($4, 000 deficit — but not less 

than zero) or accumulated DISC in- 

come at beginning of 1986 ($1, 000), 
plus excess of earnings and profits 
for 1986 over amount on line (5)(c) 
(45, 000 minus $36, 000) . . . . . . . . . . . . . . $9, 000 

(c) Lesser of lines (6)(a) or (b) . . . . . . . . $9, 000 

(7) Total deemed distribution for 1986 (sum 
of lines (5)(c) and (6)(c)) . . . . . . . . . . . . . . . . $45, 000 

(d) Special rules for certain tax-free ac- 
quisitions of property by the DISC— 
(1) Exchanges by DISC. For purposes of 
paragraph (a)(2)(i) and (3)(i) of this sec- 
tion, if- 

(i) A DISC acquires property in a 
first transaction and in a second trans- 
action it disposes of such property in 

exchange for other property, and 

(ii) By reason of the application of 
section 1031 (relating to like-kind ex- 

changes) or section 1033 (relating to 
involuntary conversions), the basis in 

the DISC's hands of the other property 
acquired in such second transaction is 

determined in whole or in part with 

reference to the basis of the property 
acquired in the first transaction, 

then upon a disposition of such other 

property in a third transaction by the DISC 
such other property shall be treated as 

though it had been transferred to the DISC 
in the first transaction. Thus, if the first 

transaction is a purchase of the property 
for cash, then paragraph (a)(2) and (3) of 
this section will not apply to a sale by the 

DISC of the other property acquired in 

the second transaction. 

(2) Transfer to another DISC. For pur- 

poses of paragraph (a)(2)(i) and (3)(i) of 
this section, if a DISC acquires property 
in a first transaction and it transfers such 

property to a transferee DISC in a second 
transaction in which the transferor DISC's 

gain is not recognized in whole or in part, 
then such property shall be treated as 
though it had been transferred to the 
transferee DISC in the same manner in 

which it was acquired in the first trans- 

action by the transferor DISC. For ex- 

ample, if X and Y are both DISCs, and 

if X transfers property to Y in a second 
transaction in which gain or loss is not 
recognized, paragraph (a)(2) or (3) of this 
section does not apply to a sale of such 

property by Y in a third transaction if X 
had acquired the property in a first trans- 

action by a cash purchase. If, however, X 
acquired the property from a transferor 
other than a DISC in the first transaction 
in which the transferor's realized gain was 
not recognized, then paragraph (a)(2) or 
(3) of this section may apply to a sale by 
Y if the other conditions of paragraph 
(a)(2) or (3) are met. 

(3) Limitation on amount recognized 

by DISC. If a DISC acquires property in 

a second transaction described in para- 
graph (d)(1) or (2) of this section in which 
it (or, in the case of a second transaction 
described in paragraph (d)(2), the trans- 
feror DISC) recognizes a portion (but not 
all) of the realized gain, then the amount 
described in paragraph (a)(2)(ii) or 
(a)(3)(ii) of this section with respect to a 
disposition by the DISC of such acquired 
property in a third transaction shall not 
exceed the amount of the transferor's gain 
which was not recognized on the first 
transaction minus the amount of gain rec- 
ognized by the DISC (or transferor DISC) 
on the second transaction. 

(4) Examples. The provisions of this 
paragraph (d) are illustrated by the fol- 
lowing examples: 

Example (I). X and Y are corporations each of 
which qualifies as a DISC and uses the calendar year 
as its taxable year. In 1985, X acquires section 1245 
property in a first transaction in which the transferor's 
entire realized gain of $17 is not recognized. In 1986, 
X transfers such property to Y in a second transaction 
in which X realizes a gain of $20 of which only $4 is 
recognized. (On December 31, 1986, X's sharehold- 
ers are treated as having received a distribution tax- 
able as a dividend which includes such $4 under 
paragraph (a)(3) of this section, provided the limi- 

tation in paragraph (b) of this section is met. ) Assume 

further that in a third transaction in 1987, Y sells such 
property and recognizes a gain of $25. Under section 
995(b)(1)(C) and paragraph (a)(3)(ii) of this section, 
Y's shareholders are treated as having received a dis- 

tribution taxable as a dividend on December 31, 1987, 
of $13, which is the amount of the gain not recognized 

on the first transaction ($17) reduced by the amount 

recognized by X on the second transaction ($4). 
Example (2). Z is a DISC which uses the calendar 

year as its taxable year. In a first transaction in 1985, 
Z acquires section 1245 property in exchange for its 

stock from A, an individual who is Z's sole share- 

holder, in a transaction in which A's realized gain of 
$30 is not recognized by reason of section 351(a). In 

a second transaction in 1986, Z exchanges such prop- 

erty for other property in a like-kind exchange to 
which section 1031(b) applies and recognizes $10 of 
a realized gain of $35. (On December 31, 1986, A is 
treated as having received a distribution taxable as a 
dividend which includes such $10 under paragraph 

(a)(3) of this section, provided the limitation in par- 

agraph (b) of this section is met. ) In a third transaction 

in 1987, Z sells the property acquired in the like-kind 

exchange and recognizes a gain of $25. Under section 

995(b)(1)(C) and paragraph (a)(3)(ii) of this section, 
A is treated as having received a distribution taxable 

as a dividend on December 31, 1987, of $20, which 

is the amount of gain not recognized by A on the first 

transaction ($30) reduced by the amount of gmn rec- 

ognized by Z on the second transaction ($10). 

(e) Carryback of net operating loss and 
capital loss to prior DISC taxable year. 
For purposes of sections 991, 995 and 996, 
the amount of the deduction for the tax- 
able year under section 172 for a net op- 
erating loss carryback or carryover or under 
section 1212 for a capital loss carryback 
or carryover shall be determined in the, 
same manner as if the DISC were a do- 
mestic corporation which had not elected 
to be treated as a DISC. Thus, the amount 
of the deduction will be the same whether 
or not the corporation was a DISC in the 
year the loss is incurred or in the year to 
which the loss is carried. For provisions 
setting forth adjustments to the DISC's, 
or former DISC's, deemed distributions, 
adjustments to its divisions of earnings 
and profits, and other tax consequences 
arising from such carrybacks, see I11. 996- 
8. See ft1. 996 — 9 for the reduction of the 
amount of any net operating loss or cap- 
ital loss carryforward of a DISC to the 
extent of the DISC's accumulated DISC 
income as of December 31, 1984. 

Par. 9. Section 1. 995 — 7 is amended by 
changing the title of the section and by 
revising paragraph (a) to read as follows: 

51. 995 — 7 Taxable income attributable to 
base period export gross receipts in tax- 
able years beginning after December 31, 
1975, and ending before January 1, 1985. 

(a) General rule. This section provides 
rules for the computation of taxable in- 

come attributable to base period export 
gross receipts. Section 995(b)(1)(E) (as in 
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effect prior to its amendment by section 

802(b)(I) of the Tax Reform Act of 1984) 
treats taxable income attributable to base 

period export gross receipts (as defined 

in paragraph (c)(4) of this section) as a 

deemed distribution to a shareholder of a 

DISC for taxable years of a DISC begin- 

ning after December 31, 1975, and ending 

before January 1, 1985. The amount at- 

tributable to base period gross receipts 

that must be included in the income of a 

shareholder will be referred to as the non- 

incremental distribution. The nonincre- 

mental distribution must be computed for 
each taxable year of a DISC beginning 
after December 31, 1975, and ending be- 

fore January 1, 1985. Each such year shall 

be referred to as the computation year. 

Par. 10. A new section 1. 995 — 8 is added 
immediately after tJ1. 995 — 7, to read as fol- 

lows: 

t11. 995 — 8 Taxable income attributable to 
qualified export receipts which exceed $10 
million for a taxable year ending after 1984. 

(a) In genera/. This section provides 
rules for the computation of the taxable 
income of the DISC attributable to qual- 

ified export receipts (as defined in section 
993(a) and the regulations thereunder) of 
the DISC which exceed $10 million for a 

taxable year beginning after December 31, 
1984. Section 995(b)(1)(E) treats the 
amount of such taxable income as a deemed 
distribution pro rata to the shareholders 

of the DISC for taxable years of the DISC 
beginning after December 31, 1984. If the 
DISC's qualified export receipts for the 
taxable year exceed the $10 million 
amount, the corporation does not lose its 

status as a DISC, but there will be a 
deemed distribution of all of the DISC's 
taxable income attributable to the quali- 

fied export receipts for the taxable year 
which exceed the $10 million amount. 

Under section 995(b)(4) and paragraph 

(f) of this section, only one $10 million 

amount is allowed among all DISCs which 

are members of the same controlled group 

(as defined in section 993(a)(3)). If the 
DISC's taxable year is a short period as 

defined in section 443, and for such year 
the DISC is not a member of a controlled 

group which includes any other DISC, the 

$10 million amount for such year shall be 
reduced to the amount which bears the 

same ratio to $10 million as the number 

of days in such short period bears to 365, 
and for purposes of this section, all ref- 

erences to the $10 million amount shall 

refer to such reduced amount. If the qual- 

ified export receipts of the DISC for the 

taxable year do not exceed the $10 million 

amount, section 995(b)(1)(E) and this 

section do not apply. The $10 million 

amount is an annual amount; thus, if $10 
million exceeds the DISC's qualified ex- 

port receipts for the taxable year, such 

excess may not be carried or applied to 
any other taxable year. For purposes of 
this section, the term "excess receipts" 
means the qualified export receipts of the 

DISC for the taxable year which exceed 
the $10 million amount. See paragraph 

(d) of this section for coordination of the 
deemed distribution under section 
995(b)(1)(E) and the other deemed dis- 

tributions under section 995(b)(1). 

(b) Determination of qualified export 
receipts which exceed $10 million— 
(1) General rule. If the qualified export 
receipts of the DISC for the taxable year 
exceed the $10 million amount, the DISC 
shall segregate the qualified export re- 
ceipts for the taxable year into two 
amounts, those which shall be considered 
not to exceed the $10 million amount, and 
those which shall be considered to exceed 
the $10 million amount. Except as pro- 
vided in paragraphs (b)(2) and (3) of this 

section, the selection of the excess re- 

ceipts may be made by the DISC in any 
manner. In general, the selection of the 
excess receipts permits the DISC to al- 

locate the $10 million amount to the qual- 

ified export receipts of those transactions 
during the taxable year which permit the 
greatest amount of taxable income to be 
allocated to the DISC under the inter- 

company pricing rules of section 994. Ex- 
cept as provided in paragraphs (b)(2) and 

(3) of this section, the allocation may be 
made on a transaction-by-transaction ba- 

sis among all the transactions occurring 
during the taxable year, or on the basis 
of groupings consistent with the groupings 
used by the DISC for purposes of apply- 

ing the inter-company pricing rules under 
t)1. 994 — 1(c)(7). Specifically, the $10 mil- 

lion amount is not required to be allo- 

cated to transactions in the order in which 

they occur during the taxable year, nor is 
the amount required to be allocated rat- 

ably to all transactions occurring during 
the taxable year. The allocation of the $10 
million amount shall be made by the DISC 
on or before the due date of the DISC's 
return for the taxable year. The allocation 
of the $10 million amount may thereafter 
be amended only if (i) the DISC and all 

of the DISC's shareholders file amended 
returns consistent with any change in the 
allocation of the $10 million amount, and 

(ii) at the time such amended returns are 

filed, at least 12 full months remain in the 

statutory period (including extensions) for 

the assessment of a deficiency against any 

shareholder of the DISC. If less than 12 

full months of such period remain with 

respect to any such shareholder, the di- 

rector of the service center with which 

such shareholder files its income tax re- 

turn will, upon request, enter into an 

agreement extending such statutory pe- 

riod for the limited purpose of assessing 

any deficiency against such shareholder 

attributable to the change in the alloca- 

tion of the $10 million amount. 

(2) Exception for related and subsidi- 

ary services. Notwithstanding paragraph 

(b)(1) of this section, if qualified export 
receipts for the taxable year arise from a 
transaction in which services are or are to 
be provided which are related and sub- 

sidiary to any qualified sale, exchange, 
lease, rental, or other disposition of ex- 

port property (within meaning of section 

993(a)(1)(C) and t11. 993 — 1(d)), the total 
amount of the qualified export receipts 
derived from such transaction must either 
be allocated in total, or not allocated at 
all to the $10 million amount. For ex- 

ample, if the qualified export receipts de- 

rived from a transaction are $50, of which 

$4 are attributable to related and subsid- 

iary services and $46 are attributable to 
the sale of export property, the DISC must 

allocate either $50 or $0 of the qualified 

export receipts from such transaction to 
the $10 million amount; the DISC may 
not chose to allocate to the $10 million 

amount only the $4 attributable to the 
services or only the $46 attributable to the 
export property. 

(3) Ratable allocation where last trans- 

action selected exceeds $10 million amount. 

If, in selecting among the qualified export 
receipts of the taxable year, the qualified 
export receipts of the last transaction so 
selected by the DISC (when added to the 
receipts selected from other transactions) 
result in the DISC exceeding the $10 mil- 

lion amount for such year, the amount of 
qualified export receipts and taxable in- 

come attributable to such transaction 
which, for purposes of section 995(b)(1)(E) 
and this section shall be considered not 
to exceed the $10 million amount, shall 
be apportioned in proportion to (i) the 
amount of the qualified export receipts of 
the transaction that do not (when added 
to the receipts selected from other trans- 
actions) cause the DISC to exceed the $10 
million amount, to (ii) the total amount 
of qualified export receipts from such 
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transaction. The remainder shall be con- 
sidered attributable to excess receipts for 
the taxable year. The deductions and the 
taxable income attributable to such trans- 
action shall also be apportioned in the 
same manner. For example, assume that 
for the taxable year the DISC has selected 
nine transactions having total qualified 
export receipts of $9, 975, 000 as transac- 
tions to which the $10 million amount is 
to be applied, and that the tenth trans- 
action the DISC would select has qualified 
export receipts of $40, 000. In this in- 

stance, $25, 000 ($10, 000, 000 — $9, 975, 000) 
of the qualified export receipts from such 
tenth transaction shall be considered not 
to exceed the $10 million amount, and 
$15, 000 ($40, 000 — $25, 000) of such re- 
ceipts shall be considered to be excess re- 
ceipts. Accordingly, 37. 5 percent (15/40) 
of the taxable income attributable to such 
transaction shall be deemed to be attrib- 
utable to excess receipts. 

(c) Deductions taken into account. After 
identifying the transactions of the taxable 
year which are considered to exceed the 
$10 million amount, the DISC shall re- 
duce such excess receipts by, where ap- 
plicable, the cost of goods sold attributable 
to such excess receipts, and the deduc- 

tions of the DISC properly allocated and 

apportioned to such excess receipts in ac- 

cordance with (11. 861 — 8. Such deductions 

include all applicable deductions from gross 

income for the taxable year provided un- 

der part VI of subchapter B of chapter 1 

of the Code. The difference between the 
amount of the excess receipts and the de- 

ductions attributable to such excess re- 

ceipts is the taxable income of the DISC 
attributable to qualified export receipts of 
the DISC for the taxable year which ex- 

ceed the $10 million amount. Except as 

provided in paragraph (d) of this section, 

this amount of taxable income is treated 
as the deemed distribution under section 

995(b)(1)(E) for the taxable year. 

(d) Coordination with other deemed 

distributions underseclion 995(b)(l). If (but 
for this paragraph (d)) an amount of tax- 
able income would be treated as distrib- 

uted for the taxable year under section 

995(b)(1)(E) and also under subpara- 
graph (A), (B), (C) or (D) of section 
995(b)(1), such amount of taxable income 
shall be treated as distributed for such 
taxable year under that other subpara- 

graph and not under section 995(b)(1)(E) 
and shall be subtracted from the amount 
determined under paragraph (c). of this 

section. In the case of military property, 
as defined in section 995(b)(3)(B) and 
()1. 995-6(c), 50 percent of the taxable in- 
come of the DISC for the taxable year 
attributable to such property is deemed 
distributed under section 995(b)(1)(D) and 
(11. 995 — 6. The remainder of the taxable 
income attributable to military property 
is deemed distributed under section 
995(b)(l)(E) unless all of the gross receipts 
attributable to such property is allocated to 
the $10 million amount. 

(e) Illustration. The principles of this 
section may be illustrated by the following 
example: 

Example — (i) Facts. P is a C corporation that uses 
the fiscal year ending Septeinber 30 as the taxable 
year. P owns all of the stock in Cospotaiion D. D 
elects to be treated as a DISC for its taxable year 
beginning January I, 1985. Under section 441(h), D 
must use the same taxable year as P. Accordingly, 
D's taxable year beginning January 1, 1985, will end 
on September 30, 1985. Assume that in D's taxable 
year ending September 30, 1985, D sold four aircraft 
in separate transactions (Sl, S2, Ml, M2). Two of 
the sales (Ml and M2) were of military property. D 
also derived $12, 000 of interest from producer's loans 
during the taxable year. D's quahged export receipts 
for the taxable year are $9, 762, 000, and assume that 
the deductions properly allocated and apportioned 
thereto are $8, 550, 000, as follows: 

Producer's loan 
interest 
Sales: Sl 

S2 
Ml 
M2 

Receipts 

$12, 000 
3, 750, 000 
3, 000, 000 
1, 500, 000 
1, 500, 000 

$9, 762, 000 

Deductions 

3, 330, 000 
2, 670, 000 
1, 200, 000 
1, 350, 000 

$8, 550, 000 

Taxable 
l rico Inc 

$12, 000 
420, 000 
330, 000 

150, 000 

$1, 212, 000 

(ii) Lfmitanon on $10 million amount, D's taxable 
year ending September 30, 1985, is a short period 
consisting of 273 days. Accordingly, the $10 million 

amount specified in section 995(b)(1)(E) is limited to 
$7, 479, 452 (273/365 x $10 million) for the taxable 

year. 

' (iii) Amount distributed under seen'on 995(bl(ll(Ej. 
D allocates aH of the qualified export receipts ftoin 
Sl and S2, and $729, 452 of the receipts from Ml 
against the $7, 479, 452 amount ($3, 750, 000 + 
$3, 000, 000 + $729, 452 = $7, 479, 452), leaving the 

following amounts, reduced by the deductions prop- 

etly apportioned and allocated thereto, as the amount 
distributed for the taxable year under section 
995(b)(1)(E): 

Ml 
Less: Amount of 

Ml not in 
excess of 

limitation 

Ml Excess receipts 
M2 

Excess 
Receipts 

$1, 500, 000 

~729. 452 

$770, 548 
1, 500, 000 

Deductions 

$1, 200, 000 

Taxable 
income 
$300, 000 

~uP3. 562 i|i ~145. 8n 
$616, 438 $154, 110 

1, 350, 000 150, 000 

Producer's loan 
interest 12, 000 
Taxable income attributable to excess receipts, see 

$1. 995-8(c) 
Less: Amounts otherwise distributed under section 

995(b)(1), see $1. 995-8(d): 
Section 995(b)(1)(A) — Producer's loan interest 

12, 000 

$316, 110 

$(12, 000) 

(1) $729, 452/$1, 500, 000 x $1, 200, 000 = $583, 562, 
See paragraph (b)(3) of this section. 
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Section 995(b)(1)(D) — 50% 
of taxable income 
attributable to sales of 
military property 

Ml $154, 110 x 50% 
M2 $150, 000 x 50% 

Deemed distribution under 
section 995(b)(1)(E) for 
taxable year $152, 055 

(iv) Deemed distribution for (985. The amount of 
D's deemed distribution under section 995(b)(1) for 
D's taxable year ending September 30, 1985, is $437, 464 
determined as follows: 

Section 995(b)(1): 
(A) Producer's loan interest 

(D) One-half of taxable income 
attributable to military 

property (50% of $450, 000) 
(E) Taxable income attributable to 

excess receipts 

(F) One-seventeenth of the excess 
of taxable income less 
atnounts in (A), (D) and 

(E) 
1/17 x ($1, 212, 000— 
$12, 000 — $225, 000— 
$152, 055) 

Amount 

$12, 000 

225, 000 

152, 055 

48, 409 

$437, 464 

(f) Members of a controlled group li m- 

ited to one $10 million amount— 
(1) General rule. For purposes of section 
995(b)(1)(E) and this section, in the case 
of a controlled group of corporations (as 
defined in section 993(a)(3) and 131. 993— 
1(k)), all DISCs which are members of 
such controlled group on a December 31, 
shall, for their taxable years which include 
such December 31, be limited to one $10 
million amount. The $10 million amount 
shall be allocated equally among the 
member DISCs of such controlled group 
for their taxable years including such De- 
cember 31, unless all of the member DISCs 
consent to an apportionment plan provid- 
ing for an unequal allocation of the $10 
million amount. Such a plan shall provide 
for the apportionment of a fixed dollar 

amount to one or more of the corpora- 
tions, and the sum of the amounts so ap- 
portioned shall not exceed the $10 million 
amount. If the taxable year including such 
December 31 of any member DISC is a 
short period (as defined in section 443), 
the portion of the $10 million amount al- 
located to such member DISC for such 
short period under the preceding sentence 
shall be reduced to the amount which bears 
the same ratio to the amount so allocated 
as the number of days in such short period 
bears to 365. The consent of each member 
DISC to the apportionment plan for the 
taxable year shall be signified by a state- 
ment which satisfies the requirements of 
and is filed in the manner specified in 

r(1. 1561 — 3(b). An apportionment plan may 
be amended in the manner prescribed in 
(11. 156 — 3(c), except that an original or an 
amended plan may not be adopted with 

respect to a particular December 31 if at 
the time such original or amended plan is 
sought to be adopted, less than 12 full 

months remain in the statutory period (in- 
cluding extensions) for the assessment of 
a deficiency against any shareholder of a 
member DISC the tax liability of which 
would change by the adoption of such 
original or amended plan. If less than 12 
full months of such period remain with 

respect to any such shareholder, the di- 
rector of the service center with which 
such shareholder files its income tax re- 
turn will, upon request, enter into an 
agreement extending such statutory pe- 
riod for the limited purpose of assessing 
any deficiency against such shareholder 
attributable to the adoption of such orig- 
inal or amended apportionment plan. 

(2) Membership determined under sec- 
tion 1563(b). For purposes of paragraph 

(f) of this section, the determination of 
whether a DISC is a member of a con- 
trolled group of corporations with respect 
to any taxable year shall be made in the 
manner prescribed in section 1563(b) and 
the regulations thereunder. 

(3) Certain shnrt taxable years — (i) 
General rule. If a DISC has a short period 
(as defined in section 443) which does not 
include a December 31, and such DISC 
is a member of a controlled group of cor- 
porations which includes one or more other 
DISC's with respect to such short period, 
then the amount described in section 

995(b)(1)(E) with respect to the shortest 
period of such DISC shall be determined 

by (A) dividing $10 million by the number 
of DISCs which are members of such group 
on the last day of such short period, and 

(B) multiplying the result by a fraction, 
the numerator of which is the number of 
days in such short period and the denom- 

inator of which is 365. For purposes of 
the preceding sentence, section 1563(b) 
shall be applied as if the last day of such 

short period were substituted for Decem- 
ber 31. Except as provided in paragraph 

(f)(3)(ii) of this section, a DISC having a 
short period not including a December 31 
may not enter into an apportionment plan 
with respect to such short period. 

(ii) Exception. If the short period not 
including a December 31 of two or more 
DISCs begins on the same date and ends 
on the same date and such DISCs are 
members of the same controlled group, 
such DISCs may enter into an apportion- 

ment plan for such short period in the 

manner provided in paragraph (f)(1) of 
this section with respect to the combined 

amount allowed to each of such DISCs 
under paragraph (f)(3)(i). 

(4) Effect on DISC shareholders. The 
computation of the deemed distribution 

under section 995(b)(1)(E) and this sec- 

tion for a taxable year, as affected by the 
controlled group rules of this paragraph 

(f), applies to a shareholder of a DISC 
whether or not such shareholder is a 
member of the controlled group which in- 

cludes such DISC. 
Par. 11. New tl1. 995(f) — 1 is added im- 

mediately after ll1. 995 — 8 to read as fol- 
lows: 

l)1. 995(f)-1 Interest charge on DISC-re- 
lated deferred tax liability for periods after 
1984. 

(a) Interest charge — (1) In general. Ff= 
fective for taxable years ending after De- 
cember 31, 1984, section 995(f) requires 
that each shareholder of a DISC shall pay 
for each taxable year interest on the 
shareholder's DISC-related deferred tax 
liability (as defined in paragraph (d) of 
this section) for such year at a rate of 
interest equal to the base period T-bill 

rate (as defined in paragraph (b)(2) of this 

section). See paragraph (b) of this section 
for the computation of the amount of the 
interest charge. The interest charge is 

computed on Form 8404. For purposes of 
this section, the term "DISC" includes a 
former DISC as defined in section 
992(a)(3). Accordingly, a shareholder of 
a former DISC is required to pay the an- 
nual interest charge on such shareholder's 
DISC-related deferred tax liability. 

(2) Related rules. (i) The interest charge 
is an annual charge and is imposed on the 
shareholder of the DISC. The interest 
charge is not imposed on the DISC. Un- 
der section 995(f)(6), the amount of a 
shareholder's interest charge for any tax- 
able year is treated for all purposes of the 
Code as interest paid or accrued on an 
underpayment of tax. Accordingly, sub- 

ject to all otherwise applicable limitations 
on the deduction for interest, the amount 
of the annual interest charge imposed on 
the shareholder is deductible by the 
shareholder for the taxable year in which 

the amount of the interest charge is paid, 
in the case of a shareholder which uses 
the cash receipts and disbursements 
method of accounting, or accrued, in the 
case of a shareholder which uses the ac- 
crual method of accounting. See para- 
graph (j)(2) of this section. Because the 
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interest charge imposed on the share- 
holder is treated as interest, the payment 
or accrual of the interest charge does not 
increase or decrease the shareholder's ba- 
sis in the stock of the DISC, and does not 
increase or decrease the taxable income 
or earnings and profits of the DISC. 

(ii) Under section 995(f)(2), the share- 
holder's DISC-related deferred tax lia- 
bility for a taxable year, that is, the amount 
considered to be the "principal" amount 
of the "loan" on which the interest charge 
is computed, is deterinined only with ref- 
erence to the accumulated DISC income 

(A) derived by the DISC in periods after 
19%, and (B) derived by the DISC in 

taxable years of the DISC that ended be- 
fore the taxable year of the shareholder 
for which the interest charge is being de- 
termined, 

(iii) No payments of estimated tax un- 

der section 6654 (in the case of individ- 

uals) or 6154 (in the case of corporations) 
are required with respect to the interest 
charge imposed by section 995(f)(1). 

(iv) Paragraph (g) of this section con- 
tains rules for determining the interest 
charge for a taxable year in which shares 
in the DISC are transferred or redeemed. 
Paragraph (h) of this section provides rules 
for the computation and allocation of the 
interest charge where the DISC's shares 
are held by S corporations, trusts, estates 
or partnerships. 

(b) Computation of the interest charge— 
(1) General rule. Under section 995(f)(1), 
the amount of the interest charge imposed 
on a DISC shareholder for a taxable year 
is equal to the product of- 

(i) The shareholder's DISC-related 
deferred tax liability for such year, 
multiplied by, 

(ii) A factor, which is equal to the 
base period T-bill rate compounded 
daily for the number of days in the 
shareholder's taxable year for which the 
interest charge in being computed. 

See section 6622 for the requirement that 
all interest required to be paid under the 
Code be compounded daily. See para- 
graph (c) of this section for obtaining the 
table of base period T-bill rate factors re- 
flecting daily compounding of the base pe- 
riod T-bill rate. See paragraph (g) of this 

section for special rules for computing the 
amount of the interest charge for a tax- 

able year in which the shareholder trans- 

fers or acquires stock in the DISC. 
(2) Base period T-bill rate. Under sec- 

tion 995(f)(4), the "base period T-bill rate" 
is the annual rate of interest determined 

by the Secretary to be equivalent to the 

, average investment yield of United States 
Treasury bills with maturities of 52 weeks 

which were auctioned during the one-year 

period ending on September 30 of the cal- 

endar year ending with (or, if the share- 
holder's taxable year is not the calendar 

year, of the most recent calendar year 
ending before) the close of the taxable 

year of the DISC shareholder for which 

the shareholder's interest charge is being 
determined. For example, if a DISC 
shareholder's taxable year is a fiscal year 
ending on June 30, the base period T-bill 

rate applicable to the shareholder's tax- 

able year ending June 30, 1987, would be 
the rate determined for the one-year pe- 
riod ending September 30, 1986. If the 
shareholder's taxable year is the calendar 

year, the base period T-bill rate applica- 
ble to the shareholder's taxable year end- 

ing December 31, 1987, would be the rate 
determined for the one-year period end- 

ing September 30, 1987. 

(c) Publication of base period T-bill rate 
and use of the table of factors for daily 
compounding. The base period T-bill rate 
for each one-year period ending on Sep- 
tember 30, as determined by the Secre- 
tary, shall be certified to the Commissioner 
and shall be published in a revenue ruling 
in the Internal Revenue, Bulletin. Such 
revenue ruling shall also contain a table 
of factors reflecting daily compounding of 
the base period T-bill rate. To compute 
the amount of the interest charge for the 
taxable year under paragraph (b) of this 
section the shareholder shall use the base 
period T-bill rate factor corresponding to 
the number of days in the shareholder's 
taxable year for which the interest charge 
is being computed. Generally, the factor 
to be used will be the factor for 365 days. 
The factor to be used will be other than 
the factor for 365 days if the shareholder's 
taxable year for which the interest charge 
is being determined is a short taxable year, 
if the shareholder uses the 52-53 week 
taxable year, or if the shareholder's tax- 
able year is a leap year. For example, if 
a DISC shareholder which had been using 
the calendar year as the taxable year 
changes its taxable year to the fiscal year 
ending January 31, then in computing the 
interest charge for the short taxable year 
January 1 to January 31 required to effect 
such change, the shareholder will use the 
factor for a taxable year of 31 days. 

(d) DISC-related deferred tax liabil- 
ity — (1) Purpose. For taxable years of a 
DISC shareholder ending after December 
31, 1984, the shareholder's DISC-related 
deferred tax liability represents, in gen- 

eral terms, the cumulative amount of in- 
come tax that is considered to have been 
deferred from taxation in prior taxable 
years (ending after 1984) of the share- 
holder by use of the DISC. A separate 
interest charge is imposed on the share- 
holder for each taxable year of the share- 
holder until the deferred DISC income in 
distributed or deemed distributed by the 
DISC. The amount of the shareholder's 
DISC-related deferred tax liability is de- 
termined for each taxable year by taking 
the difference between the shareholder's 
income tax liability for the taxable year 
computed first with, and then without, the 
accumulated DISC income that has been 
deferred from taxation in prior taxable 
years of the shareholder. See paragraph 
(f) of this section for the definition of "de- 
ferred DISC income. " This paragraph (d) 
provides certain special rules to be used 
solely for the purpose of determining the 
amount of the shareholder's DISC-re- 
lated deferred tax liability. For any tax- 
able year, these rules may result in the 
amount of the shareholder's. DISC-re- 
lated deferred tax liability being different 
than the amount of additional income tax 
that the shareholder would owe for such 
year if the deferred DISC income were 
received by the shareholder in an actual 
distribution to which section 996(a) ap- 
plies. 

(2) In General. (i) Under section 
995(f)(2), the "shareholder's DISC-re- 
lated deferred tax liability, " with respect 
to any taxable year of a DISC shareholder 
ending after 1984, is the excess of— 

(A) The amount which would be the 
tax liability (as defined in paragraph (e) 
of this section) of the shareholder for 
the taxable year if the amount of the 
deferred DISC income (as described in 
paragraph (f) of this section) of such 
shareholder for such taxable year were 
included in the shareholder's gross in- 
come as ordinary income, over 

(B) The actual amount of the share- 
holder's tax liability for such taxable 
year. 
(ii) If in the taxable year the share- 

holder owns stock in more than one DISC, 
the deferred DISC income of such share- 
holder for the taxable year is the sum of 
the amounts of deferred DISC income of 
such shareholder with respect to each of 
such DISCs. 

(iii) Where the DISC shareholder is a 
member of an affiliated group of corpo- 
rations that files a consolidated return, the 
affiliated group's DISC-related deferred 
tax liability for the taxable year is the ex- 
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cess of (A) the amount which would be 
the group's tax liability (as defined in par- 
agraph (e) of this section) including in 
gross income the deferred DISC income 
for the taxable year of each DISC share- 
holder which is a member of the group, 
over (B) the amount of the group's actual 
tax liability for such taxable year. 

(tv) Except as provided in paragraphs 
(d) and (e) of this section, the computa- 
tions necessary to determine the share- 
holder's DISC-related deferred tax liability 
shall be made under the law and the rates 
of tax applicable to the shareholder's tax- 
able year for which the computations are 
made. 

(v) The shareholder's DISC-related 
deferred tax liability for a taxable year is 
computed on Form 8404. See paragraph 
(j) of this section for the manner and time 
for filing or amending Form 8404 and pay- 
ing the interest charge. 

(3) Carrybacks nof taken into account. 
Under section 995(f)(2)(A), the share- 
holder's DISC-related deferred tax lia- 
bility for any taxable year is determined 
without regard to any net operating loss 
or capital loss carryback or any credit car- 
ryback to such taxable year from any suc- 
ceeding taxable year. For example, if for 
1987 a calendar year shareholder of a DISC 
has a DISC-related deferred tax liability 
for the taxable year and thereby incurs an 
interest charge for such taxable year, and 
if the shareholder thereafter has a net op- 
erating loss (as defined in section 172(c)) 
for calendar year 1988, all or a portion of 
which is a net operating loss carryback to 
the 1987 taxable year, the shareholder's 
DISC-related deferred tax liability and in- 
terest charge for the 1987 taxable year are 
not affected by such net operating loss 
carryback, even if the shareholder re- 
covers the total amount of the tax it paid 
for taxable year 1987, and has a net op- 
erating loss carryover to future taxable 
years. 

(4) Carryovers not taken into ac- 
count — (i) General rule. Under section 
995(f)(2)(A)(i), the determination of the 
shareholder's tax liability for the taxable 
year including the deferred DISC income 
shall be made by not taking into account 
any loss, deduction or credit to the extent 
that such loss, deduction or credit may be 
carried by the shareholder to any other 
taxable year. If, however, the taxable year 
is the last taxable year to which the amount 
of a carryforward (of either a deduction 
or a credit) may be carried, the share- 
holder's tax liability including the de- 
ferred DISC income shall be computed 

with regard to the full amount of such 

carryforward, because the amount of the 
carryforward cannot be carried to another 
taxable year of the shareholder. 

(ii) Examples. The provisions of this 
paragraph (d)(4) may be illustrated by the 
following examples: 

Example (I). Assume that in 1986, a calendar year 
DISC shareholder recognizes only ordinary business 
income of $10, 000, and has deferred DISC income 
for the taxable year of $5000, If the shareholder also 
had a net operating loss carryforward to 1986 of 
$12, 000, the shareholder would be allowed a $10, 000 
net operating loss deduction for 1986 and would have 
a net operating loss carryforward to 1987 of $2000. 
For purposes of determining the shareholder's DISC- 
related deferred tax liability for 1986, the sharehold- 
er's computation of its tax liability including the de- 
ferred DISC income under section 995(f)(2)(A)(i) may 
take into account a net operating loss deduction of 
only $10, 000, because $2000 of the total loss carry- 
forward may be carried to the shareholder's following 
taxable year. Accordingly, the shareholder's taxable 
income for 1986 including the deferred DISC income 
is $5000 ($10, 000 of ordinary income, plus $5000 of 
deferred DISC income, less the net operating loss 
deduction of $10, 000). However, if 1986 were the last 
taxable year to which the $12, 000 net operating loss 
carryforward could be carried, then the shareholder's 
tax liability including the deferred DISC income un- 

der section 995(f)(2)(A)(i) may be computed by tak- 

ing the full amount of the loss carryforward into 
account. 

Example (2). Assume that in 1986, a calendar year 
DISC shareholder places in service an amount of 
property such that the amount of the investment credit 
determined for the taxable year under section 46 is 

$25, 000, and that the shareholder has no credit car- 
ryforwards to the taxable year from any earlier tax- 
able year. Assume that for the shareholder's 1986 
taxable year the amount of the credit allowed is lim- 

ited to $20, 000, because of the limitation on the amount 

of the credit allowed under section 38(c), and that 
the remaining $5000 of the credit determined for the 
taxable year may be carried back 3 years or forward 
15 years. In determining the shareholder's DISC-re- 
lated deferred tax liability for the 1986 taxable year, 
the amount of the credit that may be allowed to re- 
duce the shareholder's tax liability including the de- 

ferred DISC income under section 995(f)(2)(A)(i) is 

limited to $20, 000, because the remaining $5000 of 
the credit may be carried to another taxable year. 

Example (3). The facts are the same as in example 

(2). Assume that $2000 of the $5000 excess credit for 
1986 was applied to reduce 1985 taxes, and that none 
of thc remaining $3000 could be carried-back to any 
other taxable year. If in 1987, all of the $3000 credit 
carried-over from 1986 is applied to reduce the share- 
holder's 1987 actual tax liability, that $3000 credit is 
also to be used to reduce the shareholder's 1987 tax 
liability including the deferred DISC income under 
section 995(f)(2)(A)(i). 

(5) Adjustments not involving carry- 
overs or carrybacks. In computing the 
amount of the DISC shareholder's taxa- 
ble income and tax liability including the 
deferred DISC income under section 995(f) 
(2)(A)(i), there shall be taken into ac- 
count adjustments in amounts allowable 
as deductions and in amounts excluded 

from or included in gross income to the 
extent that such adjustments do not result 
in amounts which may be carried back or 
forward by the shareholder to any other 
taxable year. For example, in the case of 
a DISC shareholder who is an individual, 
the amount of medical expenses allowable 
as a deduction under section 213 must be 
redetermined when computing the indi- 
vidual's taxable income and tax liability 
including the deferred DISC income un- 

der section 995(f)(2)(A)(i). The amount 
of medical expenses allowable as a de- 
duction decreases because the taxpayer's 
adjusted gross income, increased by the 
amount of the deferred DISC income, 
would increase the limitation on the de- 
ductible amount of medical expenses, and 
the medical expenses not allowed may not 
be carried to any other taxable year. As 
a further example, in the case of an in- 
dividual or a corporation which is a DISC 
shareholder, the amount allowable as a 
charitable deduction under section 170 is 

not redetermined when computing the 
taxpayer's taxable income and tax liability 
including the deferred DISC income un- 

der section 995(f)(2)(A)(i), because the 
amount of charitable contributions made 
for the taxable year which are not allow- 
able as a deduction for such year by rea- 
son of the percentage of income limitations 
under section 170(b) may be carried over 
to subsequent taxable years under section 
170(d). 

(6) Deferred tax liability determined 
without regard fo any consequential de- 
duction or credit. Except as provided in 

paragraph (d)(8) of this section, in com- 
puting the amount of the DISC share- 
holder's tax liability including the deferred 
DISC income under section 995(f) 
(2)(A)(i), there shall not be taken into 
account any additional deduction or credit 
that would be allowable for any item that 
would be paid or accrued if the deferred 
DISC income were actually distributed to 
the shareholder. For example, when com- 
puting the shareholder's tax liability in- 
cluding the deferred DISC income, no 
deduction shall be taken into account for 
the additional state or local income or 
franchise taxes that would be due if such 
deferred DISC income were actually dis- 
tributed to the shareholder. In addition, 
to simplify the calculations, in the case of 
a DISC shareholder who uses the accrual 
method of accounting, no deduction for 
the current year's interest charge shall be 
taken into account in computing the 
shareholder's DISC-related deferred tax 
liability for the current taxable year. 
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However, after the amount of the interest 
charge for the current taxable year has 
been determined, such amount may be 
taken into account as a deduction for the 
current taxable year in determining the 
amount of the shareholder's income tax 
liability under chapter 1 of the Code for 
the taxable year in the circumstances de- 
scribed in paragraph (j)(2)(ii) of this sec- 
tion. 

(7) Source of deferred DISC income. 
The source of the deferred DISC income 
which is considered included in the share- 
holder's gross income for purposes of sec- 
tion 995(f)(2)(A)(i) shall be determined 
under section 861(a)(2)(D) and ()1. 861— 
3(a)(5) in the same manner as if such 
amount were actually distributed to the 
DISC shareholder as a dividend. 

(8) Deemed paid foreign lax credit; 
s'eparate limitation. In the case of a DISC 
shareholder that is a corporation, if the 
shareholder elects the foreign tax credit 
for the taxable year, such shareholder shall, 
in computing its tax liability including the 
deferred DISC income, take into account 
any increase in the amount of the deemed 
paid foreign tax credit under section 902(a) 
for foreign income taxes paid by the DISC 
to the extent that the deferred DISC in- 
come is treated as income from sources 
without the United States. In such case, 
in accordance with section 78, the share- 
holder shall also include the amount of 
such foreign income tax in computing its 
gross income including the deferred DISC 
income. Any increase in the amount of 
the foreign tax credit that would be al- 
lowable against the tax liability deter- 
mined under seciton 995(f)(2)(A)(i) with 
respect to the amount of the deferred DISC 
income shall be subject to the separate 
limitation required by section 904(d)(1)(F) 
in the same manner as if such amount 
were actually distributed to the DISC 
shareholder as a dividend. 

(e) Tax liability — (1) General rule. Ex- 
cept as provided in paragraphs (e)(2) and 

(e)(3) of this section, for purposes of the 
two tax computations ("with and with- 
out" the deferred DISC income) required 
by section 995(f)(2) and paragraph (d) of 
this section, the term "tax liability" means 
the amount of the tax imposed on the 
DISC shareholder for the taxable year by 
chapter 1 of the Code, reduced by the 
credits (but not the credit carrybacks or 
carryovers described in paragraphs (d)(3) 
and (d)(4) of this section) allowable against 
such tax. 

(2) Certain taxes not to be taken into 
account. For purposes of section 995(f)(2) 

and paragraph (e)(1) of this section, any 

tax imposed by any of the following pro- 
visions shall not be treated as tax imposed 

by chapter 1 of the Code: 
(i) Section 55 (relating to the alterna- 

tive minimum tax) and 

(ii) Any other provisions described in 

section 26(b)(2) (relating to certain other 
taxes treated as not imposed by chapter 
1 of the Code). 

(3) Certain credits nor taken into ac- 

count. For purposes of section 995(f)(2) 
and paragraph (e)(1) of this section, the 
credits allowed for the taxable year by the 
following sections shall not be taken into 
account in determining the DISC share- 
holder's tax liability: 

(i) Section 31 (relating to taxes with- 

held on wages), 
(ii) Section 32 (relating to the earned 

income credit), and 
(iii) Section 34 (relating to the fuels 

credit). 
(f) Deferred DISC income — (1) In gen- 

eral. Under section 995(f)(3)(A), for any 
taxable year of a DISC shareholder, the 
term "deferred DISC income" means the 
excess of- 

(i) The shareholder's pro rata share 
of the DISC's accumulated DISC in- 
come (earned by the DISC in taxable 
years ending after December 31, 1984) 
as of the close of the computation year 
(as defined in paragraph (f)(2) of this 
section), over 

(ii) The amount (if any) of distri- 
butions-in-excess-of-income (as de- 
fined in paragraph (f)(3) of this section) 
made by the DISC during the taxable 
year of the DISC immediately follow- 
ing the computation year. 

Thus, in the single case where the DISC 
has only one shareholder and the DISC 
and the shareholder have the same tax- 
able year, the shareholder's deferred DISC 
income for the taxable year is the excess 
of the DISC's accumulated DISC income 
(derived from periods after 1984) at the 
beginning of the taxable year over the 
amount (if any) by which actual distri- 
butions for the taxable year which are 
considered to be made out of accumulated 
DISC income exceed the amount of DISC 
income for such year. Where sharehold- 
ers of the DISC have a taxable year dif- 
ferent from that of the DISC, the deferred 
DISC income is measured from the com- 
putation year, as described in paragraph 
(f)(2) of this section. 

(2) Computation year — (i) General rule. 
Under section 995(f)(3)(B), with respect 
to any taxable year of a DISC share- 

holder, the "computation year" is the tax- 
able year of the DISC ending with (or 
within, if the DISC and the shareholder 
do not have the same taxable year) the 
taxable year of the shareholder which pre- 
cedes the taxable year of the shareholder 
for which the amount of deferred DISC 
income is being determined. 

(ii) Example. The following example 
illustrates the relationship between the 
shareholder's taxable year and the DISC's 
computation year: 

Example. Assume that a DISC, D, has two share- 

holders, A, the principal shareholder, and B, a mi- 

nority shareholder. Shareholder A uses the calendar 

year as the taxable year, and shareholder B's taxable 

year is the rtscal year ending June 30. Under section 

441(h), D must usc the calendar year as the taxable 
year. In determining the amount of shareholder A' s 

deferred DISC income for A's taxable year ending 

December 31, 1987, the computation year is D's tax- 

able year ending December 31, 1986, that is, D's tax- 

able year ending with shareholder A's taxable year 

preceding the taxable year of A for which A's de- 

ferred DISC income is being determined. In deter- 

mining the amount of shareholder B's deferred DISC 
income for B's taxable year ending June 30, 1987, the 
computation year is D's taxable year ending Decem- 
ber 31, 1985, that is, D's taxable year ending within 
B's taxable year preceding the taxable year ol B for 
which B's deferred DISC income is being determined. 

(3) Disrribu lions-in-excess-of income. 
Under section 995(f)(3)(C), with respect 
to any taxable year of a DISC, the term 
"distributions-in-excess-of-income, " means 
the excess (if any) of- 

(i) The amount of actual distributions 
made to the shareholder during such tax- 
able year out of accumulated DISC in- 

come (as determined under section 996), 
over 

(ii) The shareholder's pro rata share of 
the DISC income (as defined in section 
996(f)) for such taxable year. 

(4) lllusiraiions. The provisions of par- 
agraph (f) of this section may be illus- 

trated by the following example: 

Example — (i) Facts. P corporation, which uses the 
calendar year as the taxable year, owns all of the stock 
of D, a domestic corporation which elects to be treated 
as a DISC for its taxable year beginning January 1, 
1985. Under section 441(h), D must adopt the same 
taxable year as P; accordingly, D's taxable year be- 

ginning January I, 1985, will end on December 31, 
1985. 

Assume that D has the following amounts for its 
three taxable years ending December 31, 1985, 1986 
and 1987: 
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Actual distributions during year $20, 000 $60, 000 

Accumulated DISC income — end of year . . . . . . . . . . 
Previously taxed income — end of year . . . . . . . . . . . . . . 
Accumulated earnings and profits — end of year . . 

$40, 000 
5, 000 

$45, 000 

$85, 000 
-0- 

$85, 000 

$65, 000 
-0- 

$65, 000 

(ii) Result — 1985. Under section 995(f)(3), P will 

have no deferred DISC income for P's taxable year 
ending December 31, 1985, because D does not have 

accumulated DISC income derived from periods after 

1984 as of the close of the computation year. With 

respect to P's taxable year ending December 31, 1985, 
the computation year under section 995(t)(3)(B) would 

be D's taxable year ending with or within P's taxable 
year ending December 31, 1984, which is prior to D's 

current election to be treated as a DISC. Accordingly, 
because P has no deferred DISC income for its taxable 

year ending December 31, 1985, P will have no DISC- 
related deferred tax liability and therefore no interest 
charge for the taxable year. 

(iii) Result — 1986. Under section 995(f)(3), P will 

have deferred DISC income for P's taxable year end- 

ing December 31, 1986, of $40, 000 determined as 

follows. With respect to P's taxable year ending De- 
cember 31, 1986, the computation year is D's taxable 

year ending December 31, 1985. D's accumulated DISC 
income as of the dose of the computation year is 

$40, 000, and D made no distributions-in-excess-of- 

income in D's taxable year following the computation 

year (that is, in D's taxable year ending December 

31, 1986, of the actual distributions of $20, 000, only 

$5000 of this amount is treated as made out of ac- 
cumulated DISC income, and because the DISC in- 

come for the year is $50, 000, none of the actual 

distributions for the year reduce the accumulated DISC 
income as of the beginning of the taxable year. ) 

Accordingly, because P's deferred DISC income 

for the taxable year ending December 31, 1986, is 

$40, 000, P must compute its tax liability for the year 
with and then without the $40, 000 amount under sec- 
tion 995(f)(2) to determine its DISC-related deferred 
tax liability. P's interest charge for the taxable year 
ending December 31, 1986, under section 995(f)(1) 
will be the amount of the DISC-related deferred tax 

liability (the tax on $40, 000) multiplied by the base 

period T-bill rate factor for the 365 day taxable year. 
See paragraph (b) of this section. 

(iv) Result — 1987. Under section 995(f)(3), P will 

have deferred DISC income for P's taxable year end- 

ing December 31, 1987, of $65, 000 computed as fol- 

lows: 
D's accumulated DISC income 

derived from periods after 1984 
as of the close of the 
computation year (D's taxable 

year ending December 31, 
1986) 

Less: Amount of D's distributions-in- 

cxcess-of-income made in D's 

taxable year ending December 
31, 1987 

$85, 000 

P's deferred DISC income for 
taxable year ending December 

31, 1987 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $65, 000 

The $20, 000 amount of distributions-in-excess-of- 

income for D's taxable year ending December 31, 
1987, may be determined as follows. 

Amount of D's actual 
distributions for D's taxable 

year ending December 31, 1987 $60, 000 

Less: D's previously taxed 

income at close of 
previous taxable 

year 
Deemed distribution 

for current year . . . . . . 
Total amount of 
previously taxed 

income available for 
distributions during 
D's taxable year 
ending December 

31, 1987 . . . . . . . . . . . . . . . . 

$ -0- 

$15, 000 

$15, 000 $15, 000 

Difference — Amount of actual 

distributions for current year out 

of accumulated DISC income . . . 

Less: DISC income for current year 

Distributions-in-excess-of- 

income for D's taxable year 

ending December 31, 1987 . . . . „, 

$45, 000 
$25, 000 

$20, 000 

Accordingly, because P's deferred DISC income 

for its taxable year ending December 31, 1987 is 

$65, 000, P must compute its tax liability for the tax- 

able year with and then without the $65, 000 amount 

to determine its DISC-related deferred tax liability 

under section 995(f)(2). P's interest charge for the 

taxable year ending December 31, 1987, under section 

995(f)(1) will be the amount of the DISC-related de- 

ferred tax liability (the tax on the $65, 000) multiplied 

by the base period T-bill rate factor for the 365 day 

taxable year. 

(g) Special rules for computation of the 

interest charge where DISC stock is trans- 

ferred during taxable year — (1) General 
rule. If the same number of shares of stock 
in the DISC are not held by the share- 

holder for the shareholder's entire taxable 

year, the amount of the interest charge 
for the taxable year with respect to the 
shares transferred or acquired by the 
shareholder shall be equal to the amount 
of the DISC-related deferred tax liability 

with respect to such transferred or ac- 

quired shares computed as if the share- 
holder held such shares for the 
shareholder's entire taxable year, multi- 

plied by the base period T-bill rate factor 
corresponding to the number of days in 

the shareholder's taxable year that the 
shareholder held such transferred or ac- 
quired shares. In determining the number 
of days in the shareholder's taxable year 
that the shareholder held such transferred 
or acquired shares, the transferor share- 
holder shall include the day of the transfer 
and the transferee shareholder shall ex- 
clude the day of the transfer. 

1985 1986 1987 
Taxable income and earnings and profits for the year . . . . . $45, 000 $60, 000 $40, 000 
Deemed distribution under section 995(b)(1) . . . . . . . . . . . . . . . 5, 000 10, 000 15, 000 

DISC income for year $40, 000 $50, 000 $25, 000 

(2) Adjustment for gain recognized on 

disposition — (i) Transferor. For purposes 
of determining the deferred DISC income 

for the taxable year of a shareholder who 

disposes of stock in the DISC during the 

taxable year, the amount of gain recog- 
nized with respect to such stock which is 

treated under section 995(c) and fi1. 995— 

4 as a dividend shall be treated as an ac- 

tual distribution made by the DISC to such 

shareholder out of accumulated DISC in- 

come for the taxable year of the DISC 
which includes the date of such disposi- 
tion. Accordingly, the amount of such gain 

which exceeds the shareholder's pro rata 
share of the DISC income for such taxable 
year shall be treated under section 
995(f)(3)(C) and paragraph (f) of this sec- 
tion as a distribution-in-excess-of-income 
which reduces the amount of such share- 
holder's deferred DISC income for the 
taxable year of the shareholder in which 

the disposition of the shares occurs. 
(ii) Transferee. For purposes of deter- 

mining the amount of any transferee 
shareholder's deferred DISC income for 
a taxable year, if under section 996(d)(1) 
and 51. 996-4(a) such shareholder would 

be permitted to treat an amount of an 

actual distribution by the DISC made out 
of accumulated DISC income as made out 
of previously taxed income, such trans- 

feree shareholder's deferred DISC in- 

come for such taxable year shall be reduced 

by such amount. 

(3) Examples. The provisions of this 

paragraph (g) may be illustrated by the 
following examples: 

Example (11. X, an individual, uses the calendar 
year as the taxable year and owns all of the stock of 
D, a calendar year corporation which elects to be 
treated as a DISC for 1985. On May 1, 1987, X makes 
a gift to Y, a calendar year individual, of au the stock 
in D. On December 31, 1986, D had accumulated 
DISC income of $1000, and during its taxable year 
ending December 31, 1987, D made no distributions- 
in-excess-of-income. X recognizes no gain on the 
transfer of stock to Y. Accordingly, for the taxable 
year ending December 31, 1987, X and Y each have 
deferred DISC income of $1000, and each must com- 
pute a DISC-related deferred tax liability for 1987 
with respect to this $1000 of deferred DISC income 
as if each of them owned the stock for the entire year. 
X will multiply X's DISC-related deferred tax liability 

by the base period T-bill rate factor for 121 days, and 
Y will multiply Y's DISC-related deferred tax liability 

by the base period T-bill rate factor for 244 days, to 
reflect the number of days during their taxable year 
that each held the stock in the DISC. If during the 
taxable year Y received a distribution-in-excess-of- 
income of $200, Y's deferred DISC income for the 
taxable year would be $800, and X's deferred DISC 
income for the year would also be $800, even though 
the actual distribution was received by Y. 

Example (2). (i) Corporations A and D use the 
calendar year as the taxable year. A owns all of the 
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stock of D, which elects to be treated as a DISC for 
1985. On December 31, 1987, A sells all of its stock 
in D to B corporation, and recognizes a gain on the 
sale of $400. B corporation uses the fiscal year ending 
June 30 as the taxable year. Assume that D had ac- 
cumulated DISC income at the close of 1986 of $600, 
and that D realized $250 of DISC income for 1987. 
Assume also that D made no actual distributions out 
of accumulated DISC income during 1987. Accord- 

ingly, D has accumulated DISC income at December 
31, 1987, of $850 ($600 plus $250), all of which was 

accumulated during the period A held the stock in 
the DISC. Under section 995(c) and $1. 995-4, all of 
A's recognized gain of $400 on the disposition of the 
stock in the DISC is treated as a dividend, because 
A's recognized gain ($400) does not exceed the ac- 

cumulated DISC income of D attributable to the stock 
disposed of by A ($850). 

(ii) Under paragraph (g)(2) of this section, for pur- 

poses of section 995(f)(3), the $400 amount that A 
must treat as a dividend is treated as an actual dis- 

tribution to A for 1987 out of accumulated DISC 
income. Accordingly, A's deferred DISC income for 
its taxable year ending December 31, 1987, is $450, 
determined as follows: 

Accumulated DISC income of D at 
close of computation year (1986) . . . . . . $600 
Amount of gain realized by A in 

1987 treated as an actual 

distribution out of accumulated 

DISC income . . . . . . . . . . . . . . . . . . . . . . . . 
Less: DISC income for 1978 . . . . . . . . . . . . 

$400 
250 

Difference: Amount treated as a 
distribution-in-excess-of-income . . . . . . . $150 150 

Deferred DISC income $450 

A will use this $450 amount of deferred DISC in- 

come to compute its DISC-related deferred tax lia- 

bility and interest charge for A's 365 day taxable year 
ending December 31, 1987. 

(iii) Because B purchased the stock in D on De- 
cember 31, 1987, B will have a part-year interest charge 
for B's taxable year ending June 30, 1988. D's com- 

putation year with respect to B's taxable year ending 

June 30, 1988, is D's taxable year ending December 
31, 1986. B's deferred DISC income for its taxable 
year ending June 30, 1988, is $450, the same amount 
that A had with respect to A's taxable year ended 
December 31, 1987, because B is permitted, under 

section 996(d), to take into account as a reduction in 

accumulated DISC income, the amount of gain A 
recognized on the disposition which was treated as an 

actual distribution to A out of accumulated DISC 
income. Accordingly, B must compute its DISC-re- 
lated deferred tax liability and interest charge for the 
taxable year ending June 30, 1988, with respect to the 
$450 of deferred DISC income. The interest charge 
for B's taxable year ending June 30, 1988, is deter- 
mined by multiplying B's DISC-related deferred tax 
liability (the tax on the $450 of deferred DISC in- 

come) by the base period T-bill rate factor for 182 
days (January 1 to June 30, 1988), because B held 

the stock for only 182 days in B's taxable year ended 

June 30, 1988. 
(iv) Note that under section 441(h), D must change 

its taxable year from the calendar year to the fiscal 

year ending June 30, because there has been a change 

in the taxable year of D's "principal shareholder" by 

reason of B's acquisition of D. See 1 1. 44l — l(h)(3). 

(h) Special rules for computation of the 

interest charge where DISC stock ir held 

by certain pass-through entities— 
(1) Partnerships. For purposes of section 

995(f) and this section, if stock in a DISC 
is held by a partnership, the deferred DISC 

income of such partnership for the taxable 
year shall be attributed to each partner in 

proportion to the partner's interest in 

partnership income for the taxable year. 
Thus, each partner shall take into account 
its share of the partnership's deferred DISC 
income for the partnership taxable year 
ending with or within the taxable year of 
the partner, and each partner shall de- 
termine its DISC-related deferred tax li- 

ability and the interest charge thereon for 
the partner's taxable year as if the partner 
directly owned stock in the DISC. 

(2) S corporations. For purposes of 
section 995(f) and this section, if stock in 

a DISC is held by an S corporation, the 
deferred DISC income of such S corpor- 
ation for the taxable year shall be attrib- 
uted to each shareholder in proportion to 
the shareholder's pro rata share of the S 
corporation's nonseparately computed in- 

come or loss (determined under section 

1366(a)(1)(B)) for the taxable year. Thus, 
each shareholder shall take into account 
its share of the S corporation's deferred 
DISC income for the taxable year of the 
S corporation ending with or within the 
taxable year of the shareholder, and shall 

determine its DISC-related deferred tax 
liability and the interest charge thereon 
for the taxable year as if the shareholder 
directly owned stock in the DISC. 

(3) Estates or trusts. For purposes of 
section 995(f) and this section, if stock in 

a DISC is held by an estate or trust, the 
deferred DISC income allocable to the 
stock in the DISC held by the estate or 
trust shall not be attributed to the bene- 
ficiaries of such estate or trust. The in- 

terest charge is imposed on the estate or 
trust. The estate or trust is required to 
determine its DISC-related deferred tax 
liability and interest charge for the taxable 
year in the same manner as other taxpay- 
ers. For this purpose, the tax rates appli- 
cable to estates and trusts for the taxable 
year under section 1(e) shall apply. In 
computing the taxable income of the es- 
tate or trust for the taxable year including 
the deferred DISC income under section 
995(f)(2)(A)(i), the estate or trust shall 
not take into account a deduction under 
section 651 or 661 (relating to deductions 
for distributions) greater than the deduc- 
tion for distributions allowed in comput- 

ing the estate or trust's actual tax liability 
for such year under section 995(f) 
(2)(A)(tl). 

(i) [Reserved] 

(j) Character, payment, assessment and 
collection of theinterest charge — (1) Char- 

acter. Under section 995(f)(6), the inter- 

est charge inposed on a DISC shareholder 
for any taxable year is treated for all pur- 
poses of the Code in the same manner as 
interest on an underpayment of tax under 
section 6601. Thus, the interest charge may 
be deducted from the shareholder's gross 
income only to the extent the shareholder 

may deduct interest on an underpayment 
of tax, and subject to all applicable lim- 

itations on the deduction for interest. 

(2) Taxable year for which interest 
charge is deductible — (i) Cash method 
shareholder. If the DISC shareholder uses 

the cash receipts and disbursements 
method of accounting, to the extent that 
the interest charge for a taxable year is 

deductible, it is deductible in the taxable 

year in which the shareholder pays the 
interest charge. For example, assume that 

on March 15, 1987, a cash method, cal- 

endar year DISC shareholder that is a C 
corporation pays $100, representing the 
full amount of the shareholder's interest 

charge for its taxable year ending Decem- 

ber 31, 1986. The $100 amount is a proper 
interest deduction for the shareholder's 

taxable year ending December 31, 1987, 
the taxable year in which the cash method 
shareholder paid the interest charge. 

(ii) Accrual method shareholder. If the 
DISC shareholder uses the accrual method 

of accounting, under the all events test 
the fact of the shareholder's liability for 
the interest charge for a taxable year is 

not fixed, and the amount of the interest 
charge cannot be determined, until the 
close of the period in which the share- 

holder can receive a distribution-in-ex- 
cess-of-income with respect to such year. 
Prior to that time, all or any amount of 
the interest charge for the taxable year 
may be eliminated by such a distribution. 
Generally, however, if the DISC share- 
holder uses the accrual method and if the 
DISC and the shareholder have the same 
taxable year, then to the extent that the 
interest charge for a taxable year is de- 
ductible, the amount of the shareholder's 
interest charge is a proper deduction for 
such taxable year, because the period in 
which the DISC can make a distribution- 
in-excess-of-income to the shareholder with 

respect to such taxable year ends on the 
last day of such shareholder's taxable year. 
For example, assume that on March 10, 
1987, an accrual method, calendar year 
DISC shareholder that is a C corporation 
pays $150, representing the full amount 
of the shareholder's interest charge for its 
taxable year ending December 31, 1986. 
Assume also that the DISC uses the cal- 
endar year as the taxable year. When the 
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DISC's 1986 taxable year closed, the 
shareholder could no longer receive a dis- 
tribution-in-excess-of-income under sec- 
tion 995(f)(3)(A)(ii) with respect to the 
shareholder's 1986 taxable year. Accord- 
ingly, the $150 interest charge is a proper 
interest deduction for the shareholder's 
taxable year ending December 31, 1986, 
the taxable year in which the interest charge 
accrued under section 461. 

(3) Payment, assessment and collection 

of the interest charge. (i) Under section 
995(f)(6), the interest charge imposed on 
the DISC shareholder for any taxable year 
is required to be paid on the same date 
the shareholder's income tax return for 
such taxable year is required to be filed, 
without regard to extensions. 
If the interest charge is not paid by that 
date, interest, compounded daily, at the 
rate specified under section 6621 shall be 
imposed on the amount of the unpaid in- 

terest charge from that date until the date 
the interest charge is paid. The interest 
charge for the taxable year shall be com- 

puted on a current Form 8404, which must 

be completed in accordance with the in- 

structions thereon, and filed by the DISC 
shareholder together with a separate pay- 
ment of the interest charge. The payment 
of the interest charge shall be made, and 

the Form 8404 shall be filed with the ser- 
vice center with which the shareholder's 
income tax return for the taxable year is 
required to be filed. In order to assure 

proper handling of the Form 8404 and 

crediting of payment of the interest charge 
to the shareholder's account, the Form 
8404 and the payment of the interest charge 
should not be attached to or mailed to- 
gether with the shareholder's income tax 
return for the taxable year. Payment of 
the interest charge may not be made by 
designating any portion of an overpay- 
ment of tax as an amount to be applied 
in payment of the interest charge. 

(ii) Payments of estimated tax under 
section 6654 (in the case of an individual), 
or 6154 (in the case of a corporation) are 
not required with respect to the interest 
charge. 

(iii) The interest charge is to be as- 

sessed, and may be collected in the same 
manner as interest on an underpayment 
of tax under section 6601. 

(4) Subsequent change in interest charge 
amount; amended Form 8404. If the 
shareholder's actual tax liability for a tax- 
able year changes, either by reason of an 
audit adjustment or by the filing of an 
amended return, the shareholder is re- 
quired to file an amended Form 8404 only 

if the amount of the shareholder's DISC- 
related deferred tax liability (as defined 

i11. 995(f) — 1(d)) for such taxable year also 

changes. If so required, the shareholder 
shall file the amended Form 8404 by (i) 
clearly labeling across the top of a Form 
8404 "Amended Form 8404 for Share- 
holder's Taxable Year Ending 19XX", (ii) 
by attaching to the amended Form 8404 
a computation and an explanation of the 
change in the shareholder's DISC-related 
deferred tax liability and interest charge 
for such taxable year, and (iii) by enclos- 
ing payment for the amount of any ad- 

ditional interest charge or a statement of 
the amount of the interest charge required 
to be refunded to the shareholder. The 
amended Form 8404 should be attached 
to the copy of the shareholder's amended 
income tax return for the taxable year in- 

volved, or mailed separately to the service 
center with which the shareholder would 

file an amended income tax return for the 
taxable year involved. 

Par. 12. Paragraph (b)(2) of 51. 996 — 1 

is revised to read as follows: 

51. 996-1 Rules for actual distributions and 

certain deemed distributions 

(b) Rules for qualifying distributions and 
deemed distri buti ons under section 
995(b)(I)(G). * * ' 

(2) Special rules — (i) 1976 — 1984. For 
taxable years beginning after December 
31, 1975, and before January 1, 1985, par- 
agraph (b)(1) of this section shall apply 
to one-half of the amount of an actual 
distribution made pursuant to ti1. 992 — 3 to 
satisfy the condition of ail. 992 — 1(b) (the 
gross receipts test) and paragraph (a) of 
this section shall apply to the remaining 
one-half of such amount. 

(ii) After 1984. For taxable years be- 
ginning after December 31, 1984, in the 
case of a DISC shareholder which is a C 
corporation, paragraph (b)(1) of this sec- 
tion shall apply to "/» of the amount of 
an actual distribution made pursuant to 
t)1. 992 — 3 to satisfy the condition of li1. 992— 

1(b) (the gross receipts test) and para- 
graph (a) of this section shall apply to one- 
seventeenth ('/») of such amount. 

Par. 12. A new section 1. 996-9 is added 
immediately after ti1. 996-8 to read as fol- 
lows: 

ail. 996 — 9 Adjustments attributable to the 
Tax Reform Act of 1984. 

(a) Exemption of pre-1985 accumu- 
lated DISC income from tax — (1) In gen- 

eral. Under section 805(b)(2) of the Tax 
Reform Act of 1984, Pub. L. 98 — 369, 98 
Stat. 494, 1001, in the case of actual dis- 

tributions made after December 31, 1984, 
by a DISC or former DISC which was a 
DISC on such date, any accumulated DISC 
income of such DISC or former DISC 
which was derived before January 1, 1985, 
shall be treated as previously taxed in- 

come with respect to which there had pre- 
viously been a deemed distribution to 
which section 996(e)(1) applied. For pur- 

poses of this section such accumulated 
DISC income shall be referred to as "ex- 
empt accumulated DISC income. " For 
purposes of this section, a distribution in- 

cludes any distribution in liquidation of a 
corporation. 

(2) Exception for previously disquali- 

fied DISCs. Paragraph (a)(1) of this sec- 
tion does not apply to the amount of any 

actual or deemed distribution of any ac- 

cumulated DISC income of a DISC or 
former DISC derived before January 1, 
1985, which is scheduled to be received 

as a deemed distribution under section 

995(b)(2) and ill. 995 — 3 by reason of the 
disqualification, termination or revoca- 

tion of the DISC election of such corpo- 
ration (a "disqualified DISC" ). Thus, in 

the case of a corporation which was a dis- 

qualified DISC with respect to one or more 

prior taxable years ending before 1985, 
but which has re-elected to be treated as 

a DISC for one or more succeeding tax- 

able years including the taxable year end- 

ing December 31, 1984, this paragraph 

(a)(2) applies to any accumulated DISC 
income scheduled to be received as a 
deemed distribution under section 
995(b)(2), and paragraph (a)(1) of this 

section applies to any accumulated DISC 
income derived before 1985 which is not 
required to be distributed under section 

995(b)(2). 
(3) Exception for amounts distributed 

to meet qualification requirements. Para- 

graph (a)(1) of this section does not apply 
to the amount of any accumulated DISC 
income derived before January 1, 1985, 
which is distributed (or is required to be 
distributed) under section 992(c) after 
December 31, 1984, in order to satisfy the 
requirements of section 992(a)(1)(A) (re- 
lating to the 95 percent qualified export 
receipts test) or section 992(a)(1)(B) (re- 
lating to the 95 percent qualified export 
assets test), with respect to any taxable 
year ending before January 1, 1985. 

(b) Effect of distributions by DISC to 
shareholders — (1) Scope. This paragraph 
(b) applies only to distributions made after 
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December 31, 1984, by a DISC (including 
a corporation which has elected to be 
treated as an interest charge DISC for any 
period after 1984) or a former DISC which 
has any amount of exempt accumulated 
DISC income (as defined in paragraph 
(a)(1) of this section), and it shall not ap- 

ply after such corporation has distributed, 
under the ordering rules of this paragraph 

(b), all of its exempt accumulated DISC 
income. This paragraph (b) shall apply 
notwithstanding section 996(a)(1). 

(2) Ordering rule for distributions made 
before July I, 1985. Any actual distribu- 
tion to a shareholder after December 31, 
1984, and before July 1, 1985, by a DISC 
or former DISC described in paragraph 
(b)(1) of this section, which is made out 
of earnings and profits shall be treated as 
made- 

(i) First, out of previously taxed in- 

come, to the extent thereof, 
(ii) Second, out of accumulated 

DISC income derived after 1984, to the 
extent thereof, and 

(iii) Third, out of other earnings and 
profits (including current earnings and 
profits in the case of a former DISC). 

Any distribution which is treated as made 
out of previously taxed income under par- 
agraph (b)(2)(i) shall be treated as made 
first out of exempt accumulated DISC in- 

come, to the extent thereof, and second, 
out of other previously taxed income. 

(3) Ordering rule for distributions made 

after June 30, 1985. Any actual distribu- 
tion to a shareholder after June 30, 1985, 
by a DISC or former DISC described in 

paragraph (b)(1) of this section, which is 
made out of earnings and profits shall be 
treated as made- 

(i) First, out of other earnings and 
profits (including current earnings and 
profits in the case of a former DISC), 
to the extent thereof, 

(ii) Second, out of previously taxed 
income, to the extent thereof, and 

(iii) Third, out of accumulated DISC 
income derived after 1984. 

Any distribution which is treated as made 
out of previously taxed income under par- 

agraph (b)(3)(ii) shall be treated as made 
first out exempt accumulated DISC in- i 

come, to the extent thereof, and second, 
out of other previously taxed income. 

(4) Exception for qualifying distribu- 

tions and foreign investments attributable 

to producer's loans. This paragraph (b) 
shall not apply to any actual distribution 

made pursuant to section 992(c) (relating 
to distributions to meet qualfication re- 

quirements), or to any deemed distribu- 

tion pursuant to section 995(b)(1)(G) 
(relating to foreign investment attribut- 

able to producer's loans). Such distribu- 

tions shall be treated as described in section 

996(a)(2). 

(c) Earnings and profits attributable to 
exempt income. The earnings and profits 
of a corporation which receives a distri- 

bution directly or indirectly from a DISC 
or former DISC shall be increased by the 
amount of money and the adjusted basis 
of any property received in a distribution 
which is treated as made out of previously 
taxed income attributable to exempt ac- 
cumulated DISC income. 

(d) No adjustment to basis in stock of 
DISC for exempt income. Notwithstand- 

ing section 996(e), a shareholder's basis 
in the stock of a DISC or former DISC 
shall not be increased by the amount of 
exempt accumulated DISC income which 
is treated as previously taxed income, and 
such basis shall not be reduced by the 
receipt of such amount as previously taxed 
income in a distribution to which para- 
graph (b) of this section applies. 

(e) Carryover basis in property re- 
ceived in a distribution of exempt income. 
If property other than money is received 
in a distribution of exempt accumulated 
DISC income as previously taxed income, 
and if such property was a qualified export 
asset (as defined in section 993(b)) on 
December 31, 1984, then for purposes of 
section 311, no gain or loss shall be rec- 
ognized on the distribution of such prop- 
erty, and the shareholder who receives 
such property shall have a basis in such 
property equal to the basis of such prop- 
erty in the hands of the DISC or former 
DISC. 

(f) Reduction of net operating loss and 
capital loss carryovers. In the case of a 
DISC (including a corporation which has 
elected to be treated as an interest charge 
DISC for any period after 1984) or a for- 
mer DISC which was a DISC on Decem- 
ber 31, 1984, the amount of any net 
operating loss or capital loss of such cor- 
poration that was incurred in a taxable 
year in which such corporation was a DISC 
and which is a net operating loss or capital 
loss carryover to any taxable year ending 
after December 31, 1984, shall be reduced 
by the amount of exempt accumulated 
DISC income (as defined in paragraph 
(a)(1) of this section) of such corporation 
as of December 31, 1984. If the sum of 
such carryovers exceeds the amount of 
such exempt accumulated DISC income, 
the exempt accumulated DISC income 

shall first be applied to reduce the amount 
of such net operating loss carryover, and 
the amount of such exempt accumulated 
DISC income (if any) which exceeds such 
net operating loss carryover shall be ap- 
plied to reduce the amount of such capital 
loss carryover to the extent of such excess. 

(g) No credit allowed for foreign taxes 
attributable to exempt accumulated DISC 
income. Notwithstanding sections 901(d) 
and 902, no credit shall be allowed for the 
amount of any income, war profits, or ex- 
cess profits taxes paid or deemed paid to 
any foreign country or possession of the 
United States to the extent that such taxes 
are attributable to any exempt accumu- 
lated DISC income of a DISC or former 
DISC. 

Par. 13. In all. 6011 — 2, a new sentence 
is added immediately after the third sen- 
tence in paragraph (a) to read as follows: 

51. 6011 — 2. Returns, etc. of DISCs and 
former DISCs. 

(a) Records and information. * * * For 
taxable years beginning after 1984, every 
DISC or former DISC shall also disclose 
on the Schedule K (Form 1120 — DISC) the 
amount of the shareholder's deferred DISC 
income for the shareholder's taxable year 
(as defined in section 995(f)(3)). * * * 

Roscoe L. Egger, Jr. , 
Commissioner of Internal Revenue 

(Filed by the Office of the Federal Register on 
February 2, 19g7 ar gi45 a. m. , and published in the 
issue of the Federal Register for February 3, 19g7, 
52 F. R. 3256 as corrected by 52 F. R. 9185. ) 

Notice Of Proposed Rufemaking 

Registration Requirements With Respect to 
Certain Debt Obligations 

INTL-~6 
AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Notice of proposed rule- 
making by cross reference to temporary 
regulations. 

SUMMARY: This document provides 
notice of proposed rulemaking relating to 
the definition of the term "registration- 
required" with respect to certain types of 
obligations, and relating to the repeal of 
the 30 percent withholding tax on certain 
types of interest by the Tax Reform Act 
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of 1984, * * [T]he Internal Revenue 
Service is issuing temporary income tax 
regulations relating to the definition of the 
term "registration-required" with respect 
to certain obligations, and the repeal of 
30 percent withholding by the Tax Re- 
form Act of 1984. The text of those tem- 
porary regulations serves as the comment 
document for this notice of proposed rule- 
making. 

DATE: Written comments and requests 
for a public hearing must be delivered or 
mailed before February 17, 1987. 

ADDRESS: Send comments and re- 
quests for a public hearing to: Commis- 
sioner of Internal Revenue, Attention: 
CC:LR: T (INTL — 53 — 86). 

FOR FURTHER INFORMATION 
CONTACT: Carl Cooper of the Office of 
the Associate Chief Counsel (Interna- 
tional) within the Office of Chief Counsel, 
Internal Revenue Service, 1111 Consti- 
tution Avenue, N. W. , Washington, D. C. 
20224 Attention: CC:LR: T [INTL — 53 — 86], 
(202 — 566 — 3388). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

The temporary regulations * * * [page 
69, of this Bulletin] amend existing 
temporary regulations. Section 5f. 103-1 
is amended by revising paragraph (c)(1), 
by adding a new paragraph (e), by 
revising example (2) of paragraph 
(f), and by adding examples to paragraph 
(f). Section 35a. 9999 — 5 is amended by re- 
vising Q & As — 1, 8, 18 and 20, by inserting 
new Q & As — 19 and 22 through 28, and 

by renumbering existing Q & A — 20 as Q 
& A — 21. For the text of the temporary 
regulations, see * * * [T. D. 8111, page 69, 
this Bulletin]. 

REGULATORY FLEXIBILITY ACI' 
AND EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue has determined that this proposed rule 
is not a major rule as defined in Executive 
Order 12291 and that a Regulatory Im- 
pact Analysis is therefore not required. 
Although this document is a notice of a 
proposed rulemaking which solicits public 
comment, the Internal Revenue Service 
has concluded that the regulations pro- 
posed herein are interpretative and that 
the notice and public procedure require- 
ments of 5 U. S. C. 553 do not apply. Ac- 
cordingly, these proposed regulations do 

DRAFTING INFORMATION 

The principal authors of this regulation 
are P. Ann Fisher and Carl Cooper of the 
Office of the Associate Chief Counsel (In- 
ternational) within the office of the Office 
of Chief Counsel, Internal Revenue Ser- 
vice. However, personnel from other Of- 
fices of the Internal Revenue Service and 
Treasury Department participated in de- 
veloping the regulations on matters of 
substance and style. 

Proposal of regulations 

The temporary regulations [page 69, this 
Bulletin], are hereby also proposed as fi- 

nal regulations under sections 103, 871, 
and 881 of the Internal Revenue Code of 
1954. 

LAwRENcE B. GIBBS, 
Commissioner of 

Internal Revenue. 

Source of Interest and Dividends; 

Withdrawal of Notice of Proposed 

Rulemaking 

INTL~ 
AGENCY: Internal Revenue Service 
Treasury. 

ACTION: Withdrawal of notice of pro 
posed rulemaking. 

SUMMARY: This document withdraw. 

the notice of proposed rulemaking relat 

ing to the source of interest derived froir 
resident alien individuals and domestii 
corporations and the source of dividend. 
derived from domestic corporations tha 
appeared in the Federal Register on De 
cember 29, 1982 (47 FR 57972). 

FOR FURTHER INFORMATIO& 
CONTACT: Richard Chewning of tht 

Office of Associate Chief Counsel (Inter 
national), within the Office of the Chic 
Counsel, Internal Revenue Service, 111l 
Constitution Avenue, N. W. , Washing 
ton, DC 20224, Attention: CC:LR l 

(INTL — 64 — 86), 202-566-6384, not a toll 
free call. 

SUPPLEMENTARY INFORMATION 
BACKGROUND 

This document withdraws the notice o 
proposed rulemaking under section 86] 
that appeared in the Federal Register or 
December 29, 1982 (47 FR 57972). [1953- 
1 C. B. 1063]. 

The proposed regulations are beinl 
withdrawn because they have been mootet 
by amendment of section 881(b) by sec 
tion 130(a) of the Tax Reform Act of 1984 
Section 881(b), as amended, provide. 
generally that passive income paid frori 
U. S. sources to a corporatiori organize& 
in Guam or the Virgin Islands will be sub 
ject to U. S. , tax if 25% or more in valu» 

of the corporation's stock is owned by for 
eign persons and if less than 20% of thi 

recipient corporation's income is fron 
Guam or Virgin Islands sources (as thi 

case may be). 
Temporary regulations under i]4a. 861- 

I published in the Federal Register on De 
cember 29, 1982 (47 FR 57919) which per 
tain to this subject are being removed b 
a document published elsewhere in thi 
issue [T. D. 8108, page 177]. 

(Filed by the Office of the Federal Register on De- 
cember 16, 1986, 4:33 p. m. , and published in the 
issue of the Federal Register for December 19, 
1986 51 F R 45484) 

DRAFTING INFORMATION 

The principal author of this documen 
is Richard Chewning of the Office of At 
sociate Chief Counsel (International) 
within the Office of Chief Counsel, In 

not constitute regulations subject to the 
Regulatory Flexibility Act (5 U. S. C. 
chapter 6). 

COMMENTS AND REQUESTS FOR 
A PUBLIC HEARING 

Before adopting these proposed regu- 
lations as linal regulations, consideration 
will be given to any written comments that 
are submitted (preferably eight copies) to 
the Commissioner of Internal Revenue. 
All comments will be available for public 
inspection and copying. A public hearing 
will be held upon written request to the 
Commissioner by any person who has 
submitted written comments. If a public 
hearing is held, notice of the time and 
place will be published in the Federal 
Register. The collection of information 
requirements contained herein have been 
submitted to OMB for review under the 
Paperwork Reduction Act, and com- 
ments on them should be sent to the Of- 
fice of Information and Regulatory Affairs 
of OMB, Attn: Desk Officer for the In- 
ternal Revenue Service, New Executive 
Office Building, Washington, DC 20503. 
The Internal Revenue Service requests 
persons submitting comments to OMB to 
also send copies of the comments to the 
Service. 
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ternal Revenue Service. However, per- 
sonnel from other offices of the Internal 
Revenue Service and Treasury Depart- 
ment participated in developing this doc- 
ument both in matters of substance and 
style. 

WITHDRAWAL OF 
PROPOSED AMENDMENTS 

The proposed amendments to 26 CFR 
Parts 1 and 4a relating to the source of 
interest derived from resident alien indi- 

viduals and domestic corporations and the 
source of dividends derived from domes- 
tic corporations under section 861 of the 
Internal Revenue Code of 1954 and pub- 
lished in the Federal Register on Decem- 
ber 29, 1982 (47 FR 57972) are hereby 
withdrawn. 

RoscoE L. EGGER, JR. , 
Commissioner of Internal 
Revenue. 

(Filed by the Office of the Federal Register on No- 

vember 28, 1986, 8:45 a. m. , aud published iu the 

issue of the Federal Register for December 1, 1986, 
51 F. R. 43218) 

Notice of Proposed Rulemaking 

Withholding upon Dispositions of U. S. Real 

Property Interests by Publidy Traded 

Partnerships, Publicly Traded Trusts and 

Real Estate Investment Trusts 

INTL-88-86 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Notice of proposed rule- 
making by cross-reference to temporary 
regulations. 

SUMMARY: This document provides 
proposed Income Tax Regulations relat- 

ing to the withholding that is required upon 
the disposition of a U. S. real property 
interest by publicly traded partnerships, 
publicly traded trusts and real estate in- 

vestment trusts. * " ' The Internal Rev- 
enue Service is issuing temporary 
regulations relating to these matters. The 
text of those temporary regulations also 
serves as the comment document for this 

proposed rulemaking. 

DATE: Written comments and requests 
for a public hearing must be delivered or 
mailed before February 23, 1987. These 
rules would be generally effective with re- 

spect to dispositions of U. S. real property 
interests on the day following January 23, 
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1987. (However, an optional earlier ef- 

fective date is provided in the preamble 

of the temporary regulations. ) 

ADDRESS: Send comments and re- 

quests for a public hearing to Commis- 

sioner of Internal Revenue, Attention: 
CC:LR:T(INTL — 88 — 86), Washington, DC 
20224. 

FOR FURTHER INFORMATION 
CONTACT: John M. Zoscak, Jr. of the 
Office of the Associate Chief Counsel (In- 
ternational) within the Office of Chief 
Counsel, Internal Revenue Service, 1111 
Constitution Avenue, NW, Washington, 
DC 20224 (Attn: CC:INTL:Br2); Tele- 
phone 202-566-3289 (not a toll-free call). 

SUPPLEMENTARY INFORMATION: 
The temporary regulations published in 

the Rules and Regulations portion of this 
issue of the FEDERAL REGISTER add 
new (J1. 1445 — 8T to 26 CFR Part 1. The 
final regulations that are proposed to be 
based on the temporary regulations would 

amend 26 CFR Part 1 by placing the rules 
of these temporary regulations at an ap- 
propriate place in the final regulations un- 

der section 1445 of the Internal Revenue 
Code. For the text of the temporary reg- 
ulations, * * * IT. D. 8114, page 291, this 

Bulletin]. 

REGULATORY FLEXIBILITY ACT 
AND EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue has determined that these proposed 
rules are not major rules as defined in 

Executive Order 12291 and that a Reg- 
ulatory Impact Analysis is therefore not 
required. Although this document is a no- 
tice of proposed rulemaking which solicits 
public comment, the Internal Revenue 
Service has concluded that the regulations 
proposed herein are interpretative and that 
the notice and public procedure require- 
ments of 5 U. S. C. 553 do not apply. Ac- 
cordingly, these proposed regulations do 
not constitute regulations subject to the 
Regulatory Flexibility Act (5 U. S. C. 
chapter 6). 

PAPERWORK REDUCTION ACT 

The collection of information require- 
ments contained in this notice of proposed 
rulemaking have been submitted to the 
Office of Management and Budget (OMB) 
for review under section 3504(h) of the 
Paperwork Reduction Act. Comments on 
these collection of information require- 

ments may be sent to the Office of Infor- 
mation and Regulatory Affairs of OMB, 
Attention: Desk Officer for Internal Rev- 
enue Service, New Executive Office 
Building, Washington, DC20503. The In- 
ternal Revenue Service requests that per- 
sons submitting comments on these 
requirements to OMB also send copies of 
those comments to the Service. 

COMMENTS AND REQUESTS FOR 
A PUBLIC HEARING 

Before adopting these proposed regu- 
lations, consideration will be given to any 
written comments that are submitted 
(preferably eight copies) to the Commis- 
sioner of Internal Revenue. All com- 
ments will be available for public inspection 
and copying. A public hearing will be held 
upon written request to the Commis- 
sioner by any person who has submitted 
written comments. If a public hearing is 
held, notice of the time and place will be 
published in the FEDERAL REGIS- 
TER. 

DRAFTING INFORMATION 

The principal author of these regula- 
tions is John M. Zoscak, Jr. , of the Office 
of the Associate Chief Counsel (Inter- 
national) within the Office of Chief Coun- 
sel, Internal Revenue Service. However, 
personnel from other offices of the Inter- 
nal Revenue Service and Treasury De- 
partment participated in developing the 
regulations, both on matters of substance 
and style. 

LIST OF SUBJECTS IN 
26 CFR tJI)1. 1441 — 1 THROUGH 

1. 1465 — 1 
Income taxes, Aliens, Foreign 

corporations. 
26 CFR Part 602 

Reporting and recordkeeping 
requirements. 

PROPOSAL OF REGULATIONS 

The temporary regulations, * * * [T. D. 
8114], are hereby also proposed as final 
regulations under section 1445 of the In- 
ternal Revenue Code of 1954. 

LAwRENcE B. GIBBS, 
Commissioner of 

Internal Revenue. 

(Filed by the Office of the Federal Register on De. 
cember 23, 1986, 8:45 a. m. , aud published in the 

issue of the Federal Register for December 24, 

1986, 51 F. R. 46688. ) 



Notice of Proposed Rulemaking 

FSC Transfer Pricing Rules, Distributions, 

Foreign Tax Credit and Other Special Rules 

for FSCs 

fNTL-15S-66 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Notice of proposed rule- 
making by cross-reference to temporary 
regulations. 

SUMMARY: This document provides 
proposed Income Tax Regulations relat- 

ing to rules for application of the foreign 
sales corporation (FSC) transfer pricing 
rules, for distributions from a FSC, for 
treatment of losses of a FSC, for sourcing 
and classification of a FSC's income, for 
computation of exempt foreign trade in- 

come, for computation of the FSC's and 
the FSC's United States shareholder's for- 
eign tax credits, for definitions of foreign 
trading gross receipts, export property and 

gross receipts, for effect of boycott par- 
ticipation on FSC benefits, and for sourc- 
ing a related supplier's income if the 
transfer pricing rules are used to compute 
the FSC's profit. In the Rules and Reg- 
ulations portion of this FEDERAL REG- 
ISTER, the Internal Revenue Service is 

issuing temporary regulations relating to 
these matters. The text of those tempo- 
rary regulations also serves as the com- 
ment document for this proposed 
rulemaking. 

DATES'. Written comments and requests 
for a public hearing must be delivered or 
mailed before May 4, 1987. These rules 
would apply to taxable years beginning 
after December 31, 1984. 

ADDRESS: Send comments and re- 
quests for a public hearing to Commis- 
sioner of Internal Revenue, Attention: 
CC:LR:T (INTL — 153 — 86), Washington, 
D. C. 20224. 

FOR FURTHER INFORMATION 
CONTACT: Richard Chewning, of the 
Office of Associate Chief Counsel (Inter- 
national), within the Office of Chief 
Counsel, Internal Revenue Service, 1111 
Constitution Avenue, N. W. , Washing- 
ton, D. C. 20224 (Attention: CC:LR:T 
(INTL — 153 — 86)) (202 — 566-6384, not a tofi- 

free call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

The temporary regulations 

[page 184, this Bulletin] add new 

11 li 1. 921-3T, 1. 923-1T, 1. 924(a)— 

1T, 1. 925(a) — 1T, 1. 925(b) — 1T, 1. 926(a)— 
1T, 1. 927(a) — 1T, 1. 927(b) — 1T, 1. 927(d)— 
2T, 1. 927(e) — 1T and 1. 927(e) — 2T to 26 
CFR Part 1. The final regulations that are 
proposed to be based on the temporary 
regulations would amend 26 CFR Part l. 
For the text of the temporary regulations, 
see * * * [T. D. 8126, page 184, this Bulle- 

tin]. 

EXECUTIVE ORDER 12291 AND 
REGULATORY FLEXIBILITY ACT 

The Commissioner of Internal Reve- 
nue has determined that these proposed 
rules are not major rules as defined in 

Executive Order 12291 and that a Reg- 
ulatory Impact Analysis is therefore not 
required. Although this document is a no- 
tice of a proposed rulemaking which so- 
licits public comment, the Internal 
Revenue Service has concluded that the 
regulations proposed herein are interpre- 
tative and that the notice and public pro- 
cedure requirements of 5 U. S. C. 553 do 
not apply. Accordingly, these proposed 
regulations do not constitute regulations 
subject to the Regulatory Flexibility Act 
(5 U. S. C. chapter 6). 

PAPERWORK REDUCTION ACT 

The collection of information require- 
ments contained in this notice of proposed 
rulemaking have been submitted to the 
Office of Management and Budget (OMB) 
for review under section 3504 (h) of the 
Paperwork Reduction Act. Comments on 
these collection of information require- 
ments may be sent to the Office of Infor- 
mation and Regulatory Affairs of OMB, 
Attention: Desk Officer for Internal Rev- 
enue Service, New Executive Office 
Building, Washington, D. C. 20503. The 
Internal Revenue Service requests that 
persons submitting comments on these re- 
quirements to OMB also send copies of 
those comments to the Internal Revenue 
Service. 

COMMENTS AND REQUESTS FOR 
A PUBLIC HEARING 

Before adopting these proposed regu- 
lations, consideration will be given to any 

written comments that are submitted 
(preferably eight copies) to the Commis- 

sioner of Internal Revenue. All com- 

ments will be available for public inspection 

and copying. A public hearing will be held 

upon written request to the Commis- 

sioner by any person who has submitted 
written comments. If a public hearing is 

held, notice of the time and place will be 
published in the FEDERAL REGIS- 
TER. 

DRAFTING INFORMATION 

The principal author of these regula- 
tions is Richard Chewning, of the Office 
of Associate Chief Counsel (Interna- 
tional), within the Office of Chief Coun- 

sel, Internal Revenue Service. Personnel 
from other offices of the Internal Revenue 
Service and Treasury Department partic- 
ipated in developing the regulations. 

LIST OF SUBJECTS IN 
26 CFR 11ft1. 861 — 1 through 1. 997 — I 

Income taxes, Corporate deductions, 
Aliens, Exports, DISC, Foreign invest- 
ments in U. S. , Foreign tax credit, FSC, 
Source of income, U. S. investments 
abroad. 

LIST OF SUBJECTS IN 
26 CFR Part 602 

Reporting and Recordkeeping Re- 
quirements. 

Proposal of regulations 

The temporary regulations, 
*' * * [T. D. 

8126], are hereby also proposed as final 
regulations under sections 921 and 923 
through 927 of the Internal Revenue Code 
of 1954. 

LAWRENCE B. GIBBS, 
Commissioner of 
Internal Revenue. 

(Filed by the Office of the Federal Register on March 
2, 1987, 8:45 a. m. , and published in the issue of 
the Federal Register for Match 3, 1987, 52 F. R. 
6467. ) 
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Notice of Proposed Rulemaking 

Business Energy Investment Credit for Solar, 
Wind, and Geothermal Energy Property 

LR-16043 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Notice of proposed rule- 
making. 

SUMMARY: This document contains 
proposed regulations relating to the busi- 

ness energy investment credit ("business 
energy credit") for solar, wind, and geo- 
thermal energy property. These amend- 
ments will allow certain equipment that 
uses solar, wind, or geothermal energy 
(" qualified energy") and other kind of en- 

ergy ("noii-qualified energy") to be eli- 

gible for the business energy credit to the 
extent of its basis or cost allocable to its 

annual use of qualified energy so long as 
the use of non-qualified energy does not 
exceed 25 percent of the total energy in- 

put of the equipment in any calendar year. 
Upon reconsideration of Congressional 
intent regarding the qualification of such 

equipment for the credit, it has been de- 
termined that these amendments are 
necessary in order that the regulations ac- 
curately reflect that intent. The regula- 
tions provide the public with notice of these 
changes and the guidance needed. 

DATES: Written comments and requests 
for a public hearing must be delivered or 
mailed by (February 9, 1987). These 
amendments are proposed to be effective 
as of October 1, 1978. 

ADDRESS: Send comments and re- 
quests for a public hearing to: Commis- 
sioner of Internal Revenue, Attention: 
CC:LR:T (LR — 160-83) Washington, D. C. 
20224. 

FOR FURTHER INFORMATION 
CONTACT: Keith E. Stanley of the Leg- 
islation and Regulations Division, Office 
of the Chief Counsel, Internal Revenue 
Service, 1111 Constitution Avenue, N. W. , 
Washington, D. C. 20224, Attention: 
CC:LR:T (202-566-3458, not a toll-free 
number). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

This document contains proposed 
amendments to the Income Tax Regula- 

tions (26 CFR Part 1) under section 48 of 
the Internal Revenue Code of 1954. 

Section 48 and i)1. 48 — 9 define energy 

property (which is eligible for the business 

energy credit) as including solar, wind, 

and geothermal energy property. The 
current regulations require that for equip- 
ment to qualify as solar, wind, or geo- 
thermal property, it must use only qual- 

ified energy. If property uses both qual- 

ified and non-qualified energy (" dual use 

property"), it is not considered solar, wind, 

or geothermal property. 
Upon reconsideration of the legislative 

history, it has been determined that, while 

Congress did not intend that property that 
does not use qualified energy be eligible 
for the business energy credit as solar, 
wind, or geothermal property, Congress 
also did not intend to adopt an all or noth- 

ing rule for dual use solar, wind, or geo- 
thermal energy property. Neither the 
statute nor the legislative history of sec- 
tion 48(l) include this restriction. Where 
such a restriction was intended (as in the 
case of the residential energy credit for 
solar, wind, and geothermal property) the 
committee reports explicitly said so. 

Relating to the residential energy credit, 
both the Ways and Means Committee Re- 
port (Rep. No. 95-496 Part III, 95th Cong. , 

1st Sess. , p. 43) and the Finance Com- 
mittee Report (Rep. No. 95 — 529, 95th 
Cong. , 1st Sess. , p. 39) include a restric- 
tion in the definition of solar and wind 

energy property that would limit the 
availability of the credit to property that 
uses only solar or wind energy. The Fi- 
nance Committee Report also includes this 

restriction for geothermal energy prop- 
erty. The Ways and Means Committee 
Report does not include geothermal en- 

ergy property. 
However, in the case of the business 

energy credit, only the Ways and Means 
Committee Report (Rep. No. 95 — 496 Part 
III, 95th Cong. , 1st Sess. , p. 121) restricts 
the availability of the Credit to property 
which uses only solar or wind energy. It 
states: 

In the case of solar and wind energy equipment, 
the credit applies to such equipment (and paru solely 
related to the functioning of such equipment) which 

use solar and wind energy (either separately or to 
supplement each other) to provide heat, cooling, hot 
water or electricity. (Emphasis added. ) 

The Finance Committee Report (Rep. No. 
95 — 529, 95th Cong. , 1st Sess. , p. 76) does 
not include this restrictive language. It de- 
fines solar and wind energy property as 

[elquipment which uses solar or wind energy to 
provide heat, cooling, electricity, or hot water in con- 
nection with a building or structure. . . 

Neither report places this restriction on 
geothermal energy property. The Con- 
ference Report (Rep. No. 95 — 1324, 95th 
Cong. , 2d Sess. , p. 64) states that the con- 
ference agreement generally follows the 
House bill, with an exception that solar, 
wind, and geothermal property are de- 
fined as in the Senate amendment. There- 
fore, the conference agreement also does 
not include this restriction on the defini- 

tion of solar, wind, or geothermal prop- 
erty. Thus, the legislative history evidences 
a Congressional intent not to limit the 
business energy credit to property which 

uses only solar, wind, or geothermal en- 

ergy. 
It is therefore proposed that the reg- 

ulations under li1. 48 — 9 relating to solar, 
wind, and geothermal property be 
amended to allow dual use property to 
qualify to the extent of the property's 
basis or cost allocable to its annual use of 
qualified energy so long as the use of non- 

qualified energy does not exc ed 25 per- 
cent of the total energy input of the prop- 
erty in any calendar year. This allocation 
may be made by comparing, on a Btu 
basis, energy input to dual use property 
from qualified sources with energy input 
from other sources. However, the Com- 
missioner may accept any other method 
that, in his opinion, more accurately es- 
tablishes the relative annual use of energy 
from qualified sources and energy from 
other sources. If, for a taxable year sub- 

sequent to the taxable year that dual use 
property was placed in service, the basis 
or cost allocable to the use of qualified 
energy by that dual use property is re- 
duced, recapture may be required under 
section 47 and l)1. 47 — 1(h). 

The proposed regulations do not reflect 
amendments made by the Crude Oil 
Windfall Profit Tax Act of 1980. 

EXECUTIVE ORDER 12291 AND 
REGULATORY FLEXIBILITY ACT 

The Commissioner of Internal Reve- 
nue has determined that this proposed rule 
is not a major rule as defined in Executive 
Order 12291 and that a Regulatory Im 
pact Analysis is therefore not required, 
Although this document is a notice of pro 
posed rulemaking that solicits public corn 
ment, the Internal Revenue Service has 
concluded that the regulations proposed 
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herein are interpretative and the notice 
and public procedure requirements of 5 
U. S. C. 553 do not apply. Accordingly, 
these proposed regulations do not con- 
stitute regulations subject to the Regu- 
latory Flexibility Act (5 U. S. C. chapter 
6). 

COMMENTS AND REQUESTS FOR 
A PUBLIC HEARING 

Before adopting these proposed regu- 
lations, consideration will be given to any 
written comments that are submitted 
(preferably eight copies) to the Commis- 
sioner of Internal Revenue. All com- 
ments will be available for public inspection 
and copying. A public hearing will be held 

upon written request to the Commis- 
sioner by any person who has submitted 
written comments. If a public hearing is 
held, notice of the time and place will be 
published in the FEDERAL REGIS- 
TER. 

DRAFTING INFORMATION 

The principal author of these proposed 
regulations is Sandra E. Wallach of the 
Legislation and Regulations Division of 
the Office of Chief Counsel, Internal Rev- 
enue Service. However, personnel from 
other offices of the Internal Revenue Ser- 
vice and Treasury Department partici- 
pated in developing the regulations, both 
on matters of substance and style. 

Proposed amendments to the regulations 
The proposed amendments to 26 CFR Part 
1 are as follows: 

Paragraph 1. The authority for Part 1 

continues to read in part: 
Authority: 26 U. S. C. 7805. * * * Section 
1. 48-9 is also issued under 26 U. S. C. 38 
(b) (as in effect before the amendments 
made by Subtitle F of the Tax Reform 
Act of 1984). 

Par. 2. Paragraphs (c)(10), (d), and (e) 
of l)1. 48 — 9 are revised to read as set forth 
below. 
5L48 — 9 Definition of energy property. 

(c) Alternative energy property — (1) In 
general. 

(10) Geothermal equipment. (i) Alter- 
native energy property includes equip- 

ment (geothermal equipment) that 
produces, distributes, or uses energy de- 

rived from a geothermal deposit (as de- 

fined in 131. 44C — 2(h)). 
(ii) In general, production equipment 

includes equipment necessary to bring 
geothermal energy from the subterranean 
deposit to the surface, including well-head 

and downhole equipment (such as screen- 

ing or slotted liners, tubing, downhole 

pumps, and associated equipment). Rein- 
jection wells required for production also 

may qualify. Production does not include 
exploration and development. 

(iii) Distribution equipment includes 
equipment that transports geothermal 
steam or hot water from a geothermal de- 

posit to the site of ultimate use. If geo- 
thermal energy is used to generate 
electricity, distribution equipment in- 
cludes equipment that transports hot water 
from the geothermal deposit to a power 
plant. Distribution equipment also in- 

cludes components of a heating system, 
such as pipes and ductwork that distribute 
within a building the energy derived from 
the geothermal deposit. 

(iv) Geothermal equipment includes 
equipment that uses energy derived both 
from a geothermal deposit and from 
sources other than a geothermal deposit 
(dual use equipment). Such equipment, 
however, is geothermal equipment (A) 
only if the use of energy from sources 
other than a geothermal deposit does not 
exceed 25 percent of the total energy in- 

put of the equipment in any calendar year 
and (B) only to the extent of the equip- 
ment's basis or cost allocable to its annual 

use of energy from a geothermal deposit. 
This allocation may be made by compar- 
ing, on a Btu basis, energy input to dual 
use equipment from a geothermal deposit 
with energy input from other sources. 
However, the Commissioner may accept 
any other method that, in his opinion, 
more accurately establishes the relative 
annual use by dual use equipment of en- 

ergy derived from a geothermal deposit 
and energy derived from other sources. 

The existence of a backup system de- 
signed for use only in the event of a failure 
in the system providing energy derived 
from a geothermal deposit will not dis- 

qualify any other equipment. If geother- 
mal energy is used to generate electricity, 
equipment using geothermal energy in- 

cludes the electrical generating equip- 
ment, such as turbines and generators. 
However, geothermal equipment does not 
include any electrical transmission equip- 

ment, such as transmission lines and tow- 

ers, or any equipment beyond the electrical 

transmission stage, such as transformers 
and distribution lines. 

(v) Examples. The following examples 
illustrate this subparagraph (10): 

Example (I). In 1979, corporation X, a calendar 

year taxpayer, installs a system which heats its office 

building by circulating hot water heated by energy 
derived from a geothermal deposit through the build- 

ing. Geothermal equipment includes the circulation 

system, including the pumps and pipes which circulate 

the hot water through the building. 

Example (2). The facts are the same as in example 

(I), except that corporation X also installs a boiler to 
produce hot water for heating the building exclusively 

in the event of a failure of the geothermal equipment. 
Such a boiler is not geothermal equipment, but the 

existence of such a backup system does not serve to 
disqualify property eligibile in example (1). 

Example (3). The facts are the same as in example 

(1), except that the water heated by energy derived 

from a geothermal deposit is not hot enough to pro- 
vide sufficient heat for the building. Therefore, X 
installs a system in which the water is heated by an 

electric boiler before being circulated in the beating 
system. 

Assume that, on a Btu basis, eighty perceat of the 
total energy input to the circulating system during 

1979 will be energy derived from a geothermal de- 

posit. The boiler is not geothermal equipment. Eighty 
percent of the circulating system is geothermal equip- 
ment because eighty percent of its basis or cost is 
allocable to use of energy from a geothermal deposit. 
If in a subsequent taxable year the basis or cost al- 

locable to use of energy from a geothermal deposit 
falls below eighty percent, recapture may be required 
under section 47 and 11. 47-1(h). 

Example (4). Corporation Y acquires a commercial 
vegetable dehydration system in 1981. The system 
operates by placing fresh vegetables on a conveyor 
belt and moving them through a dryer. The conveyor 
belt is powered by electricity. The dryer uses solely 
energy derived from a geothermal deposit. The dryer 
is geothermal equipment while the equipment pow- 
ered by electricity does not qualify. 

(d) Solar energy property — (1) In gen- 
eral. Energy property includes solar en- 
ergy property. The term "solar energy 
property" includes equipment and ma- 
terials (and parts related to the function- 
ing of such equipment) that use solar 
energy directly to (i) generate electricty, 
(ii) heat or cool a building or structure, 
or (iii) provide hot water for use within a 
building or structure. Generally, these 
functions are accomplished through the 
use of equipment such as collectors (to 
absorb sunlight and create hot liquids or 
air), storage tanks (to store hot liquids), 
rockbeds (to store hot air), thermostats 
(to activate pumps or fans which circu- 
late the hot liquids or air), and heat ex- 
changers (to utilize hot liquids or air to 
create hot air or water). Property that uses, 
as an energy source, fuel or energy de- 
rived indirectly from solar energy, such 
as ocean thermal energy, fossil fuel, or 
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wood, is not considered solar energy 
property. 

(2) Pttssive solar excluded. (i) Solar en- 

ergy property excludes the materials and 
components of "passive solar systems, " 
even if combined with "active solar sys- 
tems. " 

(ii) An active solar system is based on 
the use of mechancially forced energy 
transfer, such as the use of fans or pumps 
to circulate solar generated energy. 

(iii) A passive system is based on the 
use of conductive, convective, or radiant 
energy transfer. Passive solar property in- 

cludes greenhouses, solariums, roof ponds, 
glazing, and mass or water trombe walls. 

(3) Electric generation equipment. So- 
lar energy property includes equipment 
that uses solar energy to generate elec- 
tricity, and includes storage devices, power 
conditioning equipment, transfer equip- 
ment, and parts related to the functioning 
of those items. In general, this process 
involves the transformation of sunlight into 
electricity through the use of such devices 
as solar cells or other collectors. How- 
ever, solar energy property used to gen- 
erate electricity includes only equipment 
up to (but not including) the stage that 
transmits or uses electricity. 

(4) Pipes and ducts. Pipes and ducts 
that are used exclusively to carry energy 
derived from solar energy are solar energy 
property. Pipes and ducts that are used 
to carry both energy derived from solar 
energy and energy derived from other 
sources are solar energy property (i) only 
if their use of energy other than solar en- 

ergy does not exceed 25 percent of their 
total energy input in any calendar year 
and (ii) only to the extent of their basis 
or cost allocable to their annual use of 
solar energy. (See paragraph (d)(6) of this 
section for rules relating to the method of 
allocation. ) 

(5) Specially adopted equipment. 
Equipment that uses solar energy beyond 
the distribution stage is eligible only if 
specially adopted to use solar energy. 

(6) Auxiliary equipment. Solar energy 
property does not include equipment 
(auxiliary equipment), such as furnaces 
and hot water heaters, that use a source 
of power other than solar or wind energy 
to provide usable energy. Solar energy 
property does include equipment, such as 
ducts and hot water tanks, which is uti- 

lized by both auxiliary equipment and 

solar energy equipment (dual use equip- 

ment). Such equipment is solar energy 

property (i) only if the use of energy from 

sources other than solar energy does not 
exceed 25 percent of the total energy in- 

put of the equipment in any calendar year 
and (ii) only to the extent of the equip- 
ment's basis or cost allocable to its annual 

was of solar or wind energy. This allo- 
cation may be made by comparing, on a 

Btu basis, energy input to dual use equip- 
ment from solar energy with energy input 

from other sources. However, the Com- 
missioner may accept any other method 
that, in his opinion, more accurately es- 

tablishes the relative annual use by dual 

use equipment of solar energy and energy 
derived from other sources. 

(7) Solar process heat equipment. Solar 
energy property does not include equip- 
ment that uses solar energy to generate 
steam at high temperatures for use in in- 

dustrial or commercial processess (solar 
process heat). 

(8) Example. The following example 
illustrates this paragraph (d). 

Example. (a) In 1979, corporation X, a calendar 

year taxpayer, constructs an apartment building and 

purchases equipment to convert solar energy into heat 

for the building. Corporation X also installs an oil- 

fired water heater and other equipment to provide a 
backup source of heat when the solar energy equip- 
rnent cannot meet the energy needs of the building. 

On a Btu basis, eighty percent of the total energy 
input to the dual use equipment during 1979 will be 
from solar energy. 

(b) The items purchased in addition to the water 
heater include a roof solar collector, a heat ex- 

changer, a hot water tank, a control component, pumps, 

pipes, fan-coil units, and valves. Assume the fan-coil 
units could be used with energy derived from an oil 
or gas substance without significant modification. AU 

items are depreciable and have a useful life of three 
years or more. The use of the equipment to heat the 
building is the first use to which the equipment has 
been put. 

(c) Water is pumped from the basement through 

pipes to the roof solar collector. Heated water returns 
through pipes to a heat exchanger which transfers 
heat to the water in the hot water tank. 

(d) The hot water tank and the oil-fired water heater 
utilize the same distribution pipe. Pumps and valves 

at the points of connection between the hot water 
tank, the oil-fired water heater, and the distribution 

pipe regulate the auxiliary energy supply use. They 
also prevent the oil-fired water heater from heating 
water in the hot water tank. 

(e) An integrated control component determines 
whether hot water from the hot water tank or from 
the oil-fired water heater is distributed to fan-coil units 

located throughout the building. 

(f) The roof solar collector is solar energy property. 
The pump that moves the water to the roof collector 
and the pipes between the roof collector and the hot 
water tank qualify because they are solely related to 
transporting solar heated water. The hot water tank 

qualifies because it stores water heated solely by solar 
radiation. The heat exchanger also qualifies. 

(g) The oil-fired water heater does not qualify as 
solar energy property because it is auxiliary equip- 
ment. 

(h) Because the distribution pipe, the control com- 
ponent, and the pumps and valves serve the oil-fired 

water heater as well as the solar energy equipment, 
they qualify only to the extent of eighty percent of 
their cost or basis, the portion anocable to use of solar 

energy. If in a subsequent taxable year the basis or 
cost allocable to use of solar energy falls below eighty 

percent, recapture may be required under section 47 
91. 47 — 1 (h). The fan-coil units do not qualify because 

they are not speciagy adapted to use energy derived 

from solar energy. 

(e) Wind energy property — (I) In gen- 

eral. Energy property includes wind en- 

ergy property. Wind energy property is 

equipment (and parts related to the func- 

tioning of that equipment) that performs 
a function described in paragraph (e)(2) 
of this section. In general, wind energy 

property consists of a windmill, wind- 

driven generator, storage devices, power 
conditioning equipment, transfer equip- 
ment, and parts related to the functioning 
of those items. Wind energy property does 
not include equipment that transmits or 
uses electricity derived from wind energy. 
In addition, limitations apply similar to 
those set forth in paragraph (d)(5), (6), 
and (8) of this section. For example, if 
equipment is used by both auxiliary 
equipment and wind energy equipment, 
such equipment is wind energy property 
only if its use of energy other than wind 

energy does not exceed 25 percent of its 
total energy input in any calendar year 
and only to the extent of the equipment's 
basis or cost allocable to its annual use of 
wind energy. 

(2) Eligible functions. Wind energy 
property is limited to equipment (and parts 
related to the functioning of that equip- 
ment) that- 

(i) Uses wind energy to heat or cool, 
or provide hot water for use in, a building 
or structure, or 

(ii) Uses wind energy to generate elec- 
tricity (but not mechanical forms of en- 

ergy). 

James I. Owens, 
Acting Commissioner 

of Internal Revenue, 

(Filed by the Office of the Federal Register on De- 
cember 8, 1986, 8:45 a. m. , and published in the 

issue of the Federal Register for December 9, 19g6, 
51 F. R. 44315) 
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Notice of Proposed Rulemaking 

Mortality and Mo*idity Tables 

LR-71-86 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Notice of proposed rule- 
making by cross-reference to temporary 
regulations. 

SUMMARY: ' ' ' [On page 167, this 

Bulletin], the Internal Revenue 

Service is issuing temporary regulations 
relating to mortality and morbidity tables 
for insurance products for which there are 
no applicable commissioners' standard ta- 

bles. The text of the temporary regula- 

tions also serves as the comment document 
'for this notice of proposed rulemaking. 

DATES: Written comments and requests 

for a public hearing must be delivered or 
mailed by March 3, 1987. The regulations 

are proposed to take effect on January 1, 
1984, and to apply to taxable years be- 

ginning after December 31, 1983. 

ADDRESS: Send comments and re- 
quests for a public hearing to: Commis- 
sioner of Internal Revenue, Attention: 
CC:LR:T (LR — 71 — 86), Washington, D. C. 
20224. 

FOR FURTHER INFORMATION 
CONTACT: Sharon L. Hall of the Leg- 
islation and Regulations Division, ONce 
of Chief Counsel, Internal Revenue Ser- 
vice, 1111 Constitution Avenue, N. W. , 
Washington, D. C. 20224 (Attention: 
CC:LR: T), (202) 566-3288 (not a toll-free 
call). 

SUPPLEMENTARY INFORMATION 

BACKGROUND 

The temporary regulations * * a [page 
167] amend Part I of Title 26 of the Code of 
Federal Regulations to provide rules un- 

der section 807(d) of the Internal Reve- 
nue Code of 1954, as added by section 
211(a) of the Tax Reform Act of 1984 
(Pub. L. 98 — 369, 98 Stat. 726). This doc- 
ument proposes to adopt those temporary 
regulations as final regulations; accord- 
ingly, the text of the temporary regula- 
tions serves as the comment document for 
this notice of proposed rulemaking. In ad- 
dition, the preamble to the temporary 

regulations provides a discussion of the 

proposed and temporary rules. 

For the text of the temporary regula- 

tions, see a " * [T. D. 8120, page 167, this 

Bulletin]. 

SPECIAL ANALYSES 

The Commissioner of Internal Reve- 
nue has determined that this proposed rule 

is not a major rule as defined in Executive 
Order 12291 and that a regulatory impact 
analysis therefore is not required. Al- 

though this document is a notice of pro- 
posed rulemaking that solicits public 
comment, the Internal Revenue Service 
has concluded that the regulations pro- 
posed herein are interpretative and that 
the notice and public procedure require- 
ments of 5 U. S. C. 553 do not apply. Ac- 
cordingly, these proposed regulations do 
not constitute regulations subject to the 
Regulatory Flexibility Act (5 U. S. C. 
chapter 6). 

COMMENTS AND REQUESTS FOR 
A PUBLIC HEARING 

Before these proposed regulations are 
adopted, consideration will be given to 
any written coniments that are submitted 
(preferably eight copies) to the Commis- 
sioner of Internal Revenue. All com- 
ments will be available for public inspection 
and copying. A public hearing will be held 
upon written request to the Commis- 
sioner by any person who has submitted 
written comments. If a public hearing is 
held, notice of the time and place will be 
published in the FEDERAL REGISTER. 

DRAFTING INFORMATION 

The principal author of these proposed 
regulations is Sharon L. Hali of the Leg- 
islation and Regulations Division of the 
Office of Chief Counsel, Internal Reve- 
nue Service. However, personnel from 
other offices of the Internal Revenue Ser- 
vice and Treasury Department partici- 
pated in developing the regulations on 
matters of both substance and style. 

LIST OF SUBJECTS IN 26 CFR 
1. 801 — 1 through 1. 832 — 6 

Income taxes, Insurance companies. 

LAwRENCE B. GIBBS, 

Commissioner of 
Internal Revenue. 

(Filed by the Office of the Federal Register on De- 

cember 3i, 1986, 8:45 a. m. , and published m the 

issue of the Federal Register for January 2, 1987, 

52 F. R. 83) 

Notice of Proposed Rulemaking 

"Small S Corporation" Exception and 

"Subchapter S Item" 

LR-74-86 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Notice of proposed rule- 
making by cross-reference to temporary 
regulations. 

SUMMARY: * * * [on page 342, of this 
Bulletin], the Internal Revenue Service is 
issuing temporary regulations relating to 
the small S corporation exception and the 
definition of subchapter S item. The text 
of the temporary regulations serves as the 
comment document for this notice of pro- 
posed rulemaking. 

DATES: Written comments and requests 
for a public hearing must be delivered or 
mailed by March 31, 1987. Except as oth- 
erwise provided, the regulations are pro- 
posed to be effective with respect to taxable 
years beginning after December 31, 1982. 
ADDRESS: Send comments and re- 
quests for a public hearing to: Commis- 
sioner of Internal Revenue, 1111 
Constitution Avenue, N. W. , Attention: 
CC:LR:T (LR — 74-86), Washington, D. C. 
20224. 

FOR FURTHER INFORMATION 
CONTACT: Stuart G. Wessler of the 
Legislation and Regulations Division, Of- 
fice of Chief Counsel, Internal Revenue 
Service, 1111 Constitution Avenue, N. W. , 
Washington, D. C. 20224, (Attention: 
CC:LR:T LR — 74-86). Telephone 202— 
566-3297 (not a toll-free call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

The temporary regulations in the Rules 
and Regulations ' a * [on page 342 of this 
Bulletin] amend the Excise Tax Regula- 
tions Under The Crude Oil Windfall Profit 
Tax of 1980 [Pub. L. 96 — 223, 1980 — 3 C. B. ] 
(26 CFR Part 51) under section 6245 and 
the Regulations on Procedure and Ad- 
ministration (26 CFR Part 301) under sec- 
tions 6241 and 6245 of the Internal 
Revenue Code of 1986, as added by sec- 
tion 4(a) of the Subchapter S Revision 
Act of 1982 (Pub. Law 97 — 354 [1982 — 2 
C. B. 702]). 
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For the text of the temporary regula- 
tions, see T. D. 8122 ' * * published on 
page 342 of this Bulletin. The preamble to 
the temporary regulations explains the 
addition to the regulations. 

REGULATORY FLEXIBILITY ACT 
AND EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue has determined that the proposed rule 
is not a major rule as defined in Executive 
Order 12291 and that a Regulatory Im- 
pact Analysis is therefore not required. 

Although this document is a notice of 
proposed rulemaking that solicits public 
comment, it is hereby certified, pursuant 
to 5 U. S. C. 606(b), that the requirements 
of the Regulatory Flexibility Act (5 U. S. C. 
chapter 6) do not apply to this proposed 
regulation because it will not have a sig- 
nificant economic impact on a substantial 
number of small entities. The proposed 
regulations do not impose a significant 
economic burden on taxpayers; the reg- 
ulations merely provide an exception to 
the unified corporation proceedings and 
define the items that are within the scope 
of the new rules for unified corporate pro- 
ceedings. 

COMMENTS AND REQUESTS FOR 
A PUBLIC HEARING 

Before adopting these proposed regu- 
lations, consideration wifl be given to any 
written comments that are submitted 
(preferably eight copies) to the Commis- 
sioner of Internal Revenue. All com- 
ments will be available for public inspection 
and copying. A public hearing will be held 
upon written request of any person who 
has submitted written comments. If a public 
hearing is held, notice of the time and 
place will be published in the FEDERAL 
REGISTER. 

The collection of information require- 
ments contained in this notice of proposed 
rulemaking have been submitted to the 
Office of Management and Budget (OMB) 
for review under section 3504(h) of the 
Paperwork Reduction Act. Comments on 
these requirements should be sent to the 
Office of Information and Regulatory af- 
fairs of OMB, Attention: Desk Officer for 
Internal Revenue Service, New Executive 
Office Building, Washington, D. C. 20503. 
The Internal Revenue Service requests that 
persons submitting comments on these re- 
quirements to OMB also send copies of 
those comments to the Service. 

DRAFTING INFORMATION 

The principal author of these proposed 
regulations is Stuart G. Wessler of the 
Legislation and Regulations Division of 
the Office of Chief Counsel, Internal Rev- 
enue Service. However, personnel from 
other offices of the Internal Revenue Ser- 
vice and Treasury Department partici- 
pated in developing these regulations both 
on matters of substance and style. 

LAwRENCE B. GIBBS, 
Commissioner of 

Internal Revenue. 

(Filed by the Office of the Federal Register ou Jan- 

uary 27, 1987, at 8:45 a. m. and published in the 
issue of the Federal Register for January 30, 1987, 
52 F. R. 3027) 

Notice of Proposed Rnletnaking 

Infolntation Reporting on Real Estate 
Transactions 

LR-95-86 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Notice of proposed rule- 
making by cross-reference to temporary 
regulations. 

SUMMARY: * * * [On page 312 of this 
Bulletin, ] the Internal Revenue Service is 
issuing temporary regulations relating to 
the information reporting requirements 
for real estate transactions. The text of 
the temporary regulations also serves as 
the comment document for this notice of 
proposed rulemaking. 

DATES: Written comments and requests 
for a public hearing must be delivered or 
mailed by June 2, 1987. The amendments 
to the regulations are proposed to be ef- 
fective for real estate transactions closing 
after December 31, 1986. 

ADDRESS: Send comments and re- 
quests for a public hearing to: Commis- 
sioner of Internal Revenue, Attention: 
CC:LR: T (LR — 95 — 86), Washington, D. C. 
20224. 

FOR FURTHER INFORMATION 
CONTACT: Arthur E. Davis III of the 
Legislation and Regulation Division, Of- 
fice of Chief Counsel, Internal Revenue 
Service, 1111 Constitution Ave. , N. W. , 
Washington, D. C. 20224, Attention: 
CC:LR: T, (202) 566-3461 (not a toll-free 
call). 

SUPPLEMENTARY INFORMATION: 

BACKGROUND 

The temporary regulations * ' * [page 
312, the Bulletin] amend the Income Tax 
Regulations (26 CFR Part 1) to provide 
rules relating to the information reporting 
requirements for real estate transactions 
under section 6045(e) of the Internal Rev- 
enue Code of 1986. The temporary reg- 
ulations reflect the addition of section 
6045(e) to the Code by section 1521 of 
the Tax Reform Act of 1986 (100 Stat. 
2746). This document proposes to adopt 
the temporary regulations as final regu- 
lations. Accordingly, the text of the tem- 

porary regulations serves as the comment 
document for this notice of proposed rule- 

making. In addition, the preamble to the 
temporary regulations explains the pro- 
posed and temporary rules. 

For the text of the temporary regula- 
tions, see * a * [T. D. 8135, page 312j. 

SPECIAL ANALYSES 

The Commissioner of Internal Reve- 
nue has determined that this proposed rule 
is not a major rule as defined in Executive 
Order 12291 and that a regulatory impact 
analysis therefore is not required. Al- 
though this document is a notice of pro- 
posed rulemaking that solicits public 
comment, the Internal Revenue Service 
has concluded that the regulations pro- 
posed herein are interpretative and that 
the notice and public procedure require- 
ments of 5 U. S. C. 553 do not apply. Ac- 
cordingly, these proposed regulations do 
not constitute regulations subject to the 
Regulatory Flexibility Act (5 U. S. C. 
chapter 6). 

COMMENTS AND REQUESTS FOR 
A PUBLIC HEARING 

Before these proposed regulations are 
adopted, consideration will be given to 
any written comments that are submitted 
(preferably eight copies) to the Commis- 
sioner of Internal Revenue. All com- 
ments will be available for public inspection 
and copying. A public hearing will be held 
upon written request to the Commis- 
sioner by any person who has submitted 
written comments. If a public hearing 
is held, notice of the time and place 
will be published in the FEDERAI. 
REGISTER. 

The collection of information require- 
ments contained in this notice of proposed 
rulemaking have been submitted to the 
Office of Management and Budget (OMB) 
for review under section 3504(h) of the 
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Paperwork Reduction Act. Comments on 
these requirements should be sent to the 
Office of Information and Regulatory Af- 
fairs of OMB, Attention: Desk Oflicer for 
Internal Revenue Service, New Executive 
Office Building, Washington, D. C. 20503. 
The Internal Revenue Service requests that 
persons submitting comments on these re- 
quirements to OMB also send copies of 
those comments to the Service. 

DRAFTING INFORMATION 

The principal author of these proposed 
regulations is Arthur E. Davis III of the 
Legislation and Regulations Division of 
the Office of Chief Counsel, Internal Rev- 
enue Service. However, personnel from 
other offices of the Internal Revenue Ser- 
vice and Treasury Department partici- 
pated in developing the regulations on 
matters of both substance and style. 

LIST OF SUBJECTS 
26 CFR 1. 6001 — 1 through 1. 6109-2 

Income taxes, Administration and pro- 
cedure, Filing requirements. 

26 CFR 602 

OMB control numbers under the Pa- 
perwork Reduction Act. 

LAWRENcE B. GIBBs, 
Commissioner of Internal 

Revenue. 

(Filed by the Office of the Federal Register on April 

1, 1987, 8:45 a. m. , and published in the issue of 
the Federal Register for April 3, 1987, 52 F, R. 
10774) 

Notice of Proposed Rulemaking 

Corporate Alternative Minimum Tax Book 
Income Adjustment 

LR-107-86 

SUMMARY: ' * ' the Internal Revenue 
Service is issuing temporary regulations 

[page 3, this Bulletin], relating to the cor- 
porate alternative minimum tax book in- 

come adjustment and the payment of 
estimated tax by corporations taking into 
account the alternative minimum tax and 
the environmental tax. The temporary 
regulations also serves as the text for this 
Notice of Proposed Rulemaking. 

DATES: Written comments and requests 
for a public hearing must be delivered or 
mailed June 29, 1987. 

ADDRESS: Send comments and request 
for a public hearing to Commissioner of 
Internal Revenue, Attention: CC:LR:T 
(LR — 107 — 86), Washington, D. C. 20224, 

FOR FURTHER INFORMATION 
CONTACT: Margaret M. O' Connor of 
the Legislation and Regulations Division, 
Office of Chief Counsel, Internal Reve- 
nue Service, 1111 Constitution Avenue, 
N. W. , Washington, D. C. 20224, Atten- 
tion: CC:LR:T (LR — 107 — 86). Telephone 
202 — 566 — 3287 (not a toll-free call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

The temporary regulations ' * " amend 

Part 1 of Title 26 of the Code of Federal 
Regulations. The temporary regulations 
are designated by a "T" following their 
section citation. The final regulations which 

are proposed to be based on the tempo- 
rary regulations would amend Part 1 of 
Title 26 of the Code of Federal Regula- 
tions. The regulations provide rules re- 
lating to the book income adjustment to 
the corporation alternative minimum tax 
under section 56(c)(1) and 56(f) of the 
Internal Revenue Code of 1986 (Code) as 
added by section 701 of the Tax Reform 
Act of 1986 (Pub. L. 99 — 514; 100 Stat. 
2320). The regulations also provide guid- 
ance relating to the payment of estimated 
tax by corporations under sections 6154(c) 
and 6655 of the Code as amended by sec- 
tion 701 of the, Tax Reform Act of 1986 
(Pub. L. 99 — 514, 100 Stat. 2341), and sec- 
tion 516 of the Superfund Amendments 
and Reauthorization Act of 1986 (Pub. L. 
99-499, 100 Stat. 1770). For the text of 
the temporary regulations see T. D. 8138 
published in * * * [page 3, this Bulletin]. 
The preamble to the temporary regula- 
tions provides a discussion of the rules. 

SPECIAL ANALYSES 

The Commissioner of Internal Reve- 
nue has determined that this proposed rule 
is not a major rule as defined in Executive 
Order 12291 and that a Regulatory Im- 
pact Analysis is therefore not required. 
Although this document is a notice of pro- 
posed rulemaking that solicits public com- 
ment, the Internal Revenue Service has 
concluded that the notice and public pro- 
cedure requirements of 5 U. S. C. 553 do 
not apply. Accordingly, these proposed 
regulations do not constitute regulations 
subject to the Regulatory Flexibility Act 
(5 U. S. C. chapter 6). 

COMMENTS AND REQUESTS FOR 
A PUBLIC HEARING 

Before adopting these proposed regu- 
lations, consideration will be given to any 
written comments that are submitted 

(preferably eight copies) to the Commis- 

sioner of Internal Revenue. All com- 
ments will be available for public inspection 

and copying. A public hearing will be held 

upon written request to the Commis- 
sioner by any person who has submitted 
written comments. If a public hearing is 

held, notice of the time and place will be 
published in the FEDERAL REGIS- 
TER. 

The collection of information require- 
ments contained in this notice of proposed 
rulemaking have been submitted to the 
Office of Management and Budget (OMB) 
for review under section 3504(h) of the 
Paperwork Reduction Act. Comments on 
these requirements should be sent to the 
Office of Information and Regulatory Af- 
fairs of OMB, Attention: Desk Office for 
Internal Revenue Service, New Executive 
Office Building, Washington, D. C. 20503. 
The Internal Revenue Service requests that 
persons submitting comments on these re- 
quirements to OMB also send copies of 
those comments to the Service. 

DRAFTING INFORMATION 

The principal author of these proposed 
regulations is Margaret M. O' Connor of 
the Legislation and Regulations Division 
of the Office of Chief Counsel, Internal 
Revenue Service. However, personnel 
from other offices of the Internal Revenue 
Service and the Treasury Department 
participated in developing the regula- 
tions, both on matters of substance and 
style. 

LAwRENcE B. GIBBs, 
Commissioner of 

Internal Revenue. 

(Filed by the Office of the Federal Register on April 
23, 1987, at 10:43 a. m. , and published in the issue 
of the Federal Register for April 28, 1987, 52 F. R. 
15339) 

Notice of Proposed Rulemaklng 

Submission of Certain Withholding 
Exemption Certificate and Entitlement to 
Additional Withholding Exemption; 
Proposed Rulemaking 
LR-144-86 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Notice of proposed rule- 
making by cross reference to temporary 
regulations. 

SUMMARY: This document provides 
proposed regulations that relate to the 
submission of withholding exemption cer- 
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tificates when the total number of with- 

holding exemptions claimed on a certificate 
exceeds 10, and to the requirements that 
an employee must meet to be entitled to 
the additional withholding exemption in 

respect of the standard deduction. The 
proposed rules modify the withholding 
rules as appropriate to take into account 
changes made by the Tax Reform Act of 
1986 * * * [On page 301 of this Bulletin]. 
Internal Revenue Service is issuing tem- 
porary regulations that relate to the sub- 
mission of certain withholding certificates 
and the additional withholding allowance. 
The text of those temporary regulations 
also serves as the comment document for 
this proposed rulemaking. 

DATES: Written comments and requests 
for a public hearing must be delivered or 
mailed by February 17, 1987. 

ADDRESS: Send comments and re- 
quests for a public hearing to: Commis- 
sioner of Internal Revenue, Attention: 
CC:LR:T(LR — 144 — 86); Washington, DC 
20224. 

FOR FURTHER INFORMATION 
CONTACT: Laura Ann M. Lauritzen of 
the Legislation and Regulations Division, 
Office of Chief Counsel, Internal Reve- 
nue Service, 1111 Constitution Avenue, 
NW, Washington, DC 20224 (Attention: 
CC:LR:T) (202 — 586 — 3450, not a toll-free 
call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

The temporary regulations in the Rules 
and Regulations portion of this issue of 
the Federal Register amend Part 31 of 
Title 26 of the Code of Federal Regula- 
tions. New $ ii 31-3402(f)(l)-1 T and 

31. 3402(f)(2)-1T are added to Part 31 of 
Title 26 of the Code of Federal Regula- 
tions. When $531. 3402(f)(1) — 1T and 
31. 3402(f)(2) — 1T are promulgated as final 

regulations, ff3L3402(f)(1) — (1)(e) and 
31. 3402(f)(2) — 1(g)(1) will be revised to 
reflect the new provisions. For the text of 
the Temporary Regulations, see a * * 

(T. D. 8112, page 301, this Bulletin). The 
preamble to the temporary regulations 
explains this addition to the Employment 
Taxes and Collection of Income Tax at 
Source Regulations. 

is not a major rule as defined in Executive 
Order 12291 and that a regulatory impact 

analysis therefore is not required. 

REGULATORY FLEXIBILITY 
ANALYSIS 

It has hereby certified that this rule will 

not have a significant impact on a sub- 

stantial number of small entities because 

the economic and any other secondary or 
incidental impact flows directly from the 

underlying statute. A regulatory flexibil- 

ity analysis, therefore, is not required un- 

der the Regulatory Flexibility Act (5 
U. S. C. chapter 6). 

DRAFTING INFORMATION 

The principal author of these proposed 
regulations is Laura Ann M. Lauritzen of 
the Legislation and Regulations Division 

of the Office of Chief Counsel, Internal 
Revenue Service. However, personnel 
from other offices of the Internal Revenue 
Service and the Treasury Department 
participated in developing the regula- 
tions, on matters of both substance and 

style. 

COMMENTS AND REQUESTS FOR 
A PUBLIC HEARING 

Before the adoption of these proposed 
regulations, consideration will be given to 
any written comments that are submitted 

(preferably eight copies) to the Commis- 
sioner of Internal Revenue. All com- 
ments will be available for public inspection 

and copying. A public hearing will be held 

upon written request to the Commis- 

sioner by any person who has submitted 
written comments. If a public hearing is 

held, notice of the time and place will be 
published in the Federal Register. 

LAWRENCE B. GIBBS, 
Commissioner of 

1nternal Revenue. 

(Filed by the Office of the Federal Register on De- 
cember 12, 1986, 4:15 p. m. , and published in the 
issue of the Federal Register for December 17, 
1986, 51 F. R. 45132) 

Notice of Proposed Rulemaking 

Information Reporting for Tax-Exempt Bond 

Issues 

I. R-a46-86 

SUMMARY:* e e [Onpage74, this Bul- 
letin, ] the Internal Revenue Service is is- 
suing temporary regulations relating to 
information reporting for tax-exempt 
bonds under section 149(e) of the Internal 
Revenue Code of 1986, as enacted by the 
Tax Reform Act of 1986 (Pub. L. 99— 
514). The text of those temporary regu- 
lations also serves as the comment doc- 
ument for this notice of proposed 
rulemaking. 

DATES: Written comments and requests 
for a public hearing must be delivered or 
mailed by May 11, 1987. In general, the 
regulations are proposed to be effective 
for all bonds issued after December 31, 
1986 (including bonds issued to refund a 
prior issue of bonds). 

ADDRESS: Send comments and re- 
quests for a public hearing to: Commis- 
sioner of Internal Revenue, Attention: 
CC:LR:T (LR — 146-86), 1111 Constitu- 
tion Avenue, N. W. , Washington, D. C. 
20224. 

FOR FURTHER INFORMATION 
CONTACT: Robert Beatson of the Leg- 
islation and Regulations Division, Office 
of Chief Counsel, Internal Revenue Ser- 
vice, 1111 Constitution Avenue N. W. , 
Washington, D, C. 20224 (Attention: 
CC:LR:T) (202 — 566 — 3590, not a toll-free 
call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

The temporary regulations * * * [page 
74, this Bulletin] add new t1 1. 149(e)-IT to 
Part 1 of Title 26 of the Code of Federal 
Regulations. The final regulations, which 
this document proposes to be based on 
those temporary regulations, would be 
added to Part 1 of Title 26 of the Code 
of Federal Regulaflons as new f L149(e)— 
1. For the text of the temporary regula- 
tions, see * * * [T. D. 8129, page 74, this 

Bulletin]. The preamble to the temporary 
regulation explains the additions to the 
Income Tax Regulations. 

The proposed regulations provide 
needed guidance regarding the provisions 
of section 149(e), as enacted by section 
1301(a) of the Tax Reform Act of 1986. 

NON-APPLICABILITY OF 
EXECUTIVE ORDER 12291 

NON-APPLICABILITY OF 
EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue has determined that this proposed rule 
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AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Notice of proposed rule- 
making by cross-reference to temporary 
regulations. 

The Commissioner of Internal Reve- 
nue has detemined that this proposed rule 

is not a major rule as defined in Executive 

Order 12291 and that a regulatory impact 

analysis therefore is not required. 



REGULATORY FLEXIBILITY ACT 

Although this document is a notice of 
proposed rulemaking that solicits public 
comment, the Internal Revenue Service 
has concluded that the regulations pro- 
posed herein are interpretative and that 
the notice and public procedure require- 
ments of 5 U. S. C. 553 do not apply. Ac- 
cordingly, this proposed regulation does 
not constitute a regulation subject to the 
Regulatory Flexibility Act (5 U. S. C. 
chapter 6). 

DRAFTING INFORMATION 

The principal author of these proposed 
regulations is Robert Beatson of the Leg- 
islation and Regulations Division of the 
Office of Chief Counsel, Internal Reve- 
nue Service. However, personnel from 
other oflices of the Internal Revenue Ser- 
vice and the Treasury Department par- 
ticipated in developing the regulations both 
on matters of substance and style. 

COMMENTS AND REQUESTS FOR 
A PUBLIC HEARING 

Before these proposed regulations are 
adopted, consideration will be given to 
any written comments that are submitted 

(preferably eight copies) to the Commis- 
sioner of Internal Revenue. Comments 
are encouraged both with respect to the 
matters addressed in these proposed reg- 
ulations and any other issues arising under 
section 149(e) with respect to which guid- 
ance is needed. All comments will be 
available for public inspection and copy- 
ing. A public hearing will be held upon 
written request to the Commissioner by 
any person who has submitted written 
comments. If a public hearing is held, no- 
tice of the time and place will be published 
in the FEDERAL REGISTER. The col- 
lection of information requirements con- 
tained herein have been submitted to the 
Office of Management and Budget (OMB) 
for review under section 3504(h) of the 
Paperwork Reduction Act. Comments on 
the requirements should be sent to the 
Office of Information and Regulatory Af- 
fairs of OMB, Attention: Desk Officer for 
Internal Revenue Service, New Executive 
Office Building, Washington, D. C. 20503. 
The Internal Revenue Service requests 
persons submitting comments to OMB to 
also send copies of the comments to the 
Service. 

LAWRENCE B. GIBBS, 
Commissioner of 

Internal Revenue. 

(Filed by the Office of the Federal Register on March 

10, 1987, 8:45 a. m. , and published in the issue of 
the Federal Register for March 11, 1987, 52 F. R. 
7449) 

Notice of Proposed Ruiemaking 

Application for Exemption from Self- 

employment Taxes by Ministers 

LR-154-86 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Notice of proposed rule- 
making by cross-reference to temporary 
regulations. 

SUMMARY: In the Rules and Regula- 
tions * * " [page 257, this Bulletin], the In- 
ternal Revenue Service is issuing temporary 
income tax regulations relating to appli- 
cations for exemption from self-employ- 

ment taxes filed by ministers, members of 
religious orders who are not under a vow 

of poverty, and Christian Science practi- 
tioners. The text of the temporary regu- 

lations serves as the comment document 
for this notice of proposed rulemaking. 

DATES: Written comments and requests 
for a public hearing must be delivered or 
mailed by June 15, 1987. The regulations 
are proposed to be effective with respect 
to applications filed after December 31, 
1986. 

ADDRESS: Send comments and re- 
quests for a public hearing to Commis- 
sioner of Internal Revenue, 1111 
Constitution Avenue, N. W. , Attention: 
CC:LR:T(LR — 154-86), Washington, D. C. 
20224. 

FOR FURTHER INFORMATION 
CONTACT: Robert E. Shaw of the Leg- 
islation and Regulations Division, Office 
of Chief Counsel, Internal Revenue Ser- 
vice, 1111 Constitution Avenue, N. W. , 
Washington, D. C. 20224, (Attention: 
CC:LR:T(LR — 154-86)). Telephone 202— 
566 — 3297 (not a toll-free call). 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

The temporary regulations ' * * 
[page 

257, this Bulletin] amend the Income Tax 
Regulations (26 CFR Part 1) under sec- 
tion 1402(e) of the Internal Revenue Code 
of 1986. 

For the text of the temporary regula- 
tions, see * * * [T. D. 8136, page 257]. The 
preamble to the temporary regulations 
explains the amendments to the regula- 
tions. 

REGULATORY FLEXIBILITY ACT 
AND EXECUTIVE ORDER 12291 

The Commissioner of Internal Reve- 
nue has determined that the proposed rule 

is not subject to review under Executive 
Order 12291. Accordingly, a Regulatory 
Impact Analysis is not required. Al- 

though this document is a notice of pro- 
posed rulemaking that solicits public 
comment, the Internal Revenue Service 
has concluded that the regulations herein 
are interpretative and that the notice and 
public procedure requirements of 5 U. S. C. 
553 do not apply. Accordingly, these pro- 
posed regulations do not constitute reg- 
ulations subject to the Regulatory 
Flexibility Act (5 U. S. C. chapter 6). 

COMMENTS AND REQUESTS FOR 
A PUBLIC HEARING 

Before adopting these proposed regu- 
lations, consideration will be given to any 
written comments that are submitted 
(preferably eight copies) to the Commis- 
sioner of Internal Revenue. All com- 
ments will be available for public inspection 
and copying. A public hearing will be held 
upon written request of any person who 
has submitted written comments. If a public 
hearing is held, notice of the time and 
place will be published in the FEDERAL 
REGISTER. 

The collection of information require- 
ments contained in this notice of proposed 
rulemaking have been submitted to the 
Office of Management and Budget (OMB) 
for review under section 3504(h) of the 
Paperwork Reduction Act. Comments on 
these requirements should be sent to the 
Office of Information and Regulatory Af- 
fairs of OMB, Attention: Desk Officer of 
Internal Revenue Service, New Executive 
Office Building, Washington, D. C. 20503. 
The Internal Revenue Service requests that 
persons submitting comments on these re- 
quirements to OMB also send copies of 
those comments to the Service. 

DRAFTING INFORMATION 

The principal author of these proposed 
regulations is Robert E. Shaw of the Leg- 
islation and Regulations Division of the 
Office of Chief Counsel, Internal Reve- 
nue Service. However, personnel from 
other offices of the Internal Revenue Ser- 
vice and Treasury Department partici- 
pated in developing these regulations both 
on matters of substance and style. 

LAWRENCE B. GIBBS, 
Commissioner of 

Internal Revenue. 
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(Filed by the Office of the Federal Register on. April 
14, 1987, at 8:45 a. m. , and published in the issue 
of the Federal Register for April 15, 1987, 52 F. R. 
12194). 

document proposes to base on those tem- 

porary regulations, would amend Part 1 

of Title 26 of the Code of Federal Reg- 
ulations. 

LIST OF SUBJECTS IN 
26 CFR 1. 441 — 1 - 1. 483 — 2 

Income taxes, Accounting, Deferred 
compensation plans. 

Notice of Proposed Rulemaking 

Capitilazation and Inclusion in Inventory of 
Certain Costs 

LR-16$-86 

AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Notice of proposed rule- 
making by cross-reference to temporary 
regulations. 

SUMMARY: * * a [On page 98, this 
Bulletin) the Internal Revenue 
Service is issuing temporary regulations 
relating to accounting for production costs 
incurred in producing property and ac- 
quiring property for resale. Changes to 
the applicable tax law were made by the 
Tax Reform Act of 1986, The text of those 
temporary regulations also serves as the 
comment document for this proposed 
rulemaking. 

DATES: Written comments and requests 
for a public hearing must be delivered by 
May 29, 1987. The amendments are pro- 
posed to be effective for costs incurred 
after December, 31, 1986. 

ADDRESS: Send comments and re- 
quests for public hearing to: Commis- 
sioner of Internal Revenue, Attention: 
CC:LR:T(LR-168-86) Washington, D. C. 
20224. 

FOR FURTHER INFORMATION 
CONTACT: Paulette C. Galanko of the 
Legislation and Regulations Division, Of- 
fice of Chief Counsel, Internal Revenue 
Service, 1111 Constitution Avenue, N. W. , 
Washington, D. C. 20334 (Attention: 
CC:LR: T), (202)566-3288, not a tofi-free 
call. 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

The temporary regulations (designated 
by a "T" following the section citation) 
" * * page 98, this Bulletin. These amend- 
ments are proposed to conform the reg- 
ulations to the requirements of section 803 
of the Tax Reform Act of 1986 (Pub. L. 
99 — 514), 100 Stat. 2085. For the text of 
the temporary regulations, see FR Doc. 
(T. D. 8131) published * * * page 98, this 
Bulletin. The preamble to the temporary 
regulations provides a discussion of the 
rules. The final regulations, which this 

SPECIAL ANALYSES 

The Commissioner of Internal Reve- 
nue has determined that this proposed rule 

is not a major rule as defined in Executive 
Order 12291. Accordingly, a Regulatory 
Impact Analysis is not required. AI- 
though this document is a notice of pro- 
posed rulemaking that solicits public 
comments, the Internal Revenue Service 
has concluded that the regulations pro- 
posed herein are interpretative and that 
the notice and public procedure require- 
ments of 5 U. S. C. 553 do not apply. Ac- 
cordingly, a regulatory fiexibility analysis 
is not required under the Regulatory 
Flexibility Act (5 U. S. C. chapter 6). 

COMMENTS AND REQUESTS FOR 
A PUBLIC HEARING 

LAwRENcE B. GIBBS, 
Commissioner of 
Internal Revenue. 

(Filed by the Office of the Federal Register on March 
24, 1987, at 3:17 p. m. , and published in the issue 
of the Federal Register for March 30, 1987, 52 
F. R. 10118) 

Before adopting these proposed regu- 
lations, consideration will be given to any 
written comments that are submitted 
(preferably eight copies) to the Commis- 
sioner of Internal Revenue. All com- 
ments will be available for public inspection 
and copying. A public hearing will be held 
upon written request to the Commis- 
sioner by any person who has submitted 
comments. If a public hearing is held, No- 
tice of the time and place will be published 
in the FFDERAL REGISTER. 

The collection of information require- 
ments contained in this notice of proposed 
rulemaking have been submitted to the 
Office of Management and Budget (OMB) 
for review under section 3504(h) of the 
Paperwork Reduction Act. Comments on 
these requirements should be sent to the 
Office of Information and Regulatory Af- 
fairs of OMB, Attention: Desk Officer for 
Internal Revenue Service, New Executive 
Office Building, Washington, D. C. 20503. 
The Internal Revenue Service requests that 
persons submitting comments on these re- 
quirements to OMB also send copies of 
those comments to the Service. 

SUMMARY: * * " [On page 294, this 
Bulletin] the Internal Revenue Service is 
issuing temporary regulations that add 
new ii 1. 1502-81T to provide rules relat- 
ing to certain corporations included in a 
consolidated return with a Native Corpo- 
ration established under the Alaska Native 
Claims Settlement Act. The text of the 
new section also serves as the comment 
document for this notice of proposed rule- 
making. 

DATES: The regulations are proposed to 
apply generally to taxable years beginning 
after December 31, 1984. 

Written comments and requests for a 
public hearing must be delivered or mailed 

by May 18, 1987. 

ADDRESS: Send comments and re- 
quests for a public hearing to: Commis- 
sioner of Internal Revenue, Attention: 
CC:LR:T [LR — 23 — 87], Washington, DC 
20224. 

FOR FURTHER INFORMATION 
CONTACT: Mark S. Jennings of the 
Legislation and Regulations Division, Of- 
fice of Chief Counsel, Internal Revenue 
Service, 1111 Constitution Avenue, NW, 
Washington, DC 20224 (Attention: 
CC:LR:T) or telephone 202-566-3458 (not 
a toll-free number). 

DRAFTING INFORMATION 

The principal author of these regula- 
tions is Paulette C. Galanko of the Leg- 
islation and Regulations Division, Office 
of Chief Counsel, Internal Revenue Ser- 
vice. However, personnel from other of- 
fices of the Internal Revenue Service and 
Treasury Department participated in de- 

veloping the regulation on matters of both 
substance and style. 

SUPPLEMENTARY INFORMATION: 
BACKGROUND 

Temporary regulations published * ' * 

[on page 294, this Bulletin] add new tem- 

porary regulations (11. 1502 — 81T to Part 1 

Notice of Proposed Rulemaking 

Alaska Native Corporations 

LR-2~7 
AGENCY: Internal Revenue Service, 
Treasury. 

ACTION: Notice of proposed rule- 
making by cross-reference to temporary 
regulations. 
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of Title 26 of the Code of Federal Reg- 
ulations ("CFR"). The final regulations 
that are proposed to be based on the new 

temporary regulations would be added to 
Part 1 of Title 26 of the CFR. Those final 

regulations would make clear that the rules 
provided by section 60(b)(5) of the Tax 
Reform Act of 1984 and section 1804(e)(4) 
of the Tax Reform Act of 1986 result in 

no tax saving, tax benefit, or tax loss to 
any person, other than the use of the losses 
and credits of an Alaska Native Corpo- 
ration and its wholly owned subsidiaries. 
For the text of the new temporary regu- 
lations, see T. D. 8130 published * * * [on 
page 294, this Bulletin]. The preamble to 
the temporary regulations explains the 
additions to the regulations. 

REGULATORY FLEXIBILITY ACT 
AND EXECUTIVE ORDER 12291 

Although this document is a notice of 
proposed rulemaking that solicits public 
comment, the Secretary of the Treasury 

has certified that this rule will not have a 

significant impact on a substantial number 

of small entities because the economic and 

any other secondary or incidental impact 
flows directly from the underlying statute. 
A regulatory flexibility analysis is there- 
fore not required under the Regulatory 
Flexibility Act (5 U. S. C. Chapter 6). The 
Commissioner of Internal Revenue has 
determined that this proposed rule is not 
a major rule as defined in executive order 
12291 and that a Regulatory Impact Anal- 

ysis is therefore not required. 

COMMENTS AND REQUESTS FOR 
A PUBLIC HEARING 

Before these proposed regulations are 
adopted, consideration will be given to 
any written comments that are submitted 
(preferably eight copies) to the Commis- 
sioner of Internal Revenue. All com- 
ments will be available for public inspection 
and copying. A public hearing will be held 
upon written request to the Commis- 

sioner by any person who has submitted 
written comments. If a public hearing is 

held, notice of the time and place will be 
published in the Federal Register. 

DRAFTING INFORMATION 

The principal author of these proposed 
regulations is Mark S. Jennings of the 
Legislation and Regulations Division of 
the Office of Chief Counsel, Internal Rev- 
enue Service. However, personnel from 
other offices of the Internal Revenue Ser- 
vice and Treasury Department partici- 
pated in developing the regulations, both 
on matters of substance and style. 

LAWRENCE B. GIBBS, 
Commissi oner of 

Internal Revenue. 

(Filed by the Ofhce of the Federal Register on March 

13, 1987, 12:46 p. m. , and published in the issue of 
the Federal Register for March 18, 1987, 52 F. R. 
4871) 
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Announcement of the Disbarment, Suspension, or Consent to Voluntary Suspension of Attorneys, 
Certified Public Accountants, Enrolled Agents and Enrolled Actuaries from Practice Before the 
Internal Revenue Service 

Under 31 Code of Federal Regulations, 
Part 10, an attorney, certified public ac- 
countant, enrolled agent or enrolled ac- 
tuary, in order to avoid the institution or 
conclusion of a proceeding for his disbar- 
ment or suspension from practice before 
the Internal Revenue Service, may offer 
his consent to suspension from such prac- 
tice. The Director of Practice, in his dis- 

cretion, may suspend an attorney, certified 
public accountant, enrolled agent or en- 
rolled actuary in accordance with the con- 
sent offered. 

Attorneys, certified public accountants, 
enrolled agents, and enrolled actuaries are 
prohibited in any Internal Revenue Ser- 

vice matter from directly or indirectly em- 

ploying, accepting assistance from, being 

employed by, or sharing fees with, any 

practitioner disbarred or under suspen- 
sion from practice before the Internal 
Revenue Service. 

To enable attorneys, certified public ac- 

countants, enrolled agents and enrolled 
actuaries to identify practitioners under 
consent suspension from practice before 
the Internal Revenue Service, the Direc- 
tor of Practice will announce in the In- 

ternal Revenue Bulletin the names and 
addresses of practitioners who have been 
suspended from such practice, their des- 

ignation as attorney, certified public ac- 

countant, enrolled agent or enrolled 
actuary and the date or period of suspen- 
sion. This announcement will appear in 

the weekly Bulletin at the earliest prac- 
ticable date after such action and will con- 
tinue to appear in the weekly Bulletins 
for five successive weeks or for as many 
weeks as is practicable for each attorney, 
certified public accountant, enrolled agent 
or enrolled actuary so suspended and will 

later be consolidated and published in the 
Cumulative Bulletin. 

The following individuals have been 
placed under consent suspension from 
practice before the Internal Revenue Ser- 
vice: 

Name 

Barry M. Galfield 

William M. Morris 

Karl D. Price 

Thomas W. Schrank 

Lloyd E. Clinton 

Eugene G. Lawn 

Leonard Gartner 

James Houfek 

Carl Kanter 

Donald J. Sheehy 

Charles Toll 

Address 

Des Plaines, IL 

Midland, TX 

Mt. Vernon, IL 

Ripon, WI 

Stevensville, MD 

Anchorage, AK 

New York, NY 

Dublin, OH 

Jamesburg, NJ 

Annapolis, MD 

Penn Valley, PA 

Designation 

Certified 
Public 

Accountant 

Certified 
Public 

Accountant 

Certified 
Public 

Accountant 

Attorney 

Attorney 

Certified 
Public 

Accountant 
Certified 

Public 
Accountant 

Attorney 

Certified 
Public 

Accountant 

Attorney 

Certified 
Public 

Accountant 

Term of 
Suspension 

Indefinite 
from 

November 21, 1986 

Indefinite 
from 

November 21, 1986 
Indefinite 

from 
November 4, 1986 

Indefinite 
from 

October 3, 1986 
Indefinite 

from 
December 5, 1986 

Indefinite 
from 

December 10, 1986 
Six Months 

from 
December 16, 1986 

Indefinite 
from 

December 18, 1986 

Indefinite 
from 

December 15, 1986 
Indefinite 

from 
December 19, 1986 

Indefinite 
from 

December 19, 1986 
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Name 

Charles L. Aulette 

Peter R. Chernik 

Felix S. Jacob 

Gregory E. Kubash 

Bernard F. Goldberg 

Owen W. Cecil 

Douglas G. Stewart 

Edwin H. Crabtree 

Charles W. Tubb 

William Kale 

Joseph P. Balistrieri 

Richard C. Kelley 

Eugene O. Cobert 

John Grow 

Raymond E. Campbell 

George M. Whitfield 

Irving Kanarek 

Steven H. Goldstein 

Address 

Washington, DC 

San Francisco, CA 

Towson, MD 

Santa Barbara, CA 

Ellicott City, MD 

Houston, TX 

Gait, CA 

Wichita, KS 

Richmond, TX 

Plymouth Meeting, PA 

Milwaukee, WI 

Lafayette, CA 

New York, NY 

Mobile, AL 

Leawood, KS 

Rockville, MD 

Brooklyn, NY 

Indianapohs, IN 

I 

Designation 

Attorney 

Attorney 

Certified 
Public 

Accountant 

Attorney 

Attorney 

Attorney 

Enrolled 
Agent 

Attorney 

Certified 
Public 

Accountant 

Enrolled 
Agent 

Attorney 

Attorney 

Attorney 

Attorney 

CertiTied 
Public 

Accountant 

Certified 
Public 

Accountant 

Certified 
Public 

Accountant 

Attorney & Certified 
Public 

Accountant 

Term of 
Suspension 

Indefinite 
from 

January 9, 1987 

Indefinite 
from 

January 14, 1987 

Indefinite 
from 

January 1, 1987 

Indefinite 
from 

February 1, 1987 
Indelinite 

from 
February 25, 1987 

Indefinite 
from 

February 27, 1987 
Indefinite 

from 
October 15, 1986 

Indefinite 
from 

March 20, 1987 
Indefinite 

from 
April 14, 1987 

Indefinite 
from 

April 17, 1987 
Indefinite 

from 
April 23, 1987 

Indefinite 
from 

April 23, 1987 
Indefinite 

from 
April 28, 1987 

Indefinite 
from 

April 30, 1987 

Indefinite 
from 

May 4, 1987 
Eighteen Monti = 

from 
May 12, 1987 

Indefinite 
from 

May 19, 1987 

Indefinite 
from 

May 29, 1987 
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Under Section 330, Title 31 of the 
United States Code (1970 ed. ), the Secre- 
tary of the Treasury, after due notice and 

opportunity for hearing, is authorized to 
suspend or disbar from practice before the 
Internal Revenue Service any person who 
has violated the rules and regulations 
governing the recognition of attorneys, 
certified public accountants, enrolled 
agents or enrolled actuaries to practice 
before the Internal Revenue Service. 

Attorneys, certified public account- 
ants, enrolled agents and enrolled actu- 
aries are prohibited in any Internal 
Revenue Service matter from directly or 

indirectly employing, accepting assistance 
from, being employed by or sharing fees 
with, any practitioner disbarred or under 
suspension from practice before the In- 
ternal Revenue Service. 

To enable attorneys, certified public 
accountants, enrolled agents and enrolled 
actuaries to identify such disbarred or sus- 

pended practitioners, the Director of 
Practice will announce in the Internal 
Revenue Bulletin the names and ad- 
dresses of practitioners who have been 
disbarred or suspended from such prac- 
tice, their designation as attorney, certi- 
fied public accountant, enrolled agent or 

enrolled actuary, and the date of disbar 
ment or period of suspension. This an- 
nouncement will continue to appear in the 
weekly Bulletin for five successive weeks 
for each attorney, certified public ac- 
countant, enrolled agent or enrolled ac- 
tuary so suspended or disbarred and will 
later be consolidated and published in the 
Cumulative Bulletin. 

After due notice and opportunity for 
hearing, the following individuals have 
been disbarred from further practice be- 
fore the Internal Revenue Service: 

Name 

redmond D. ' Costantini 

H. John Greenwalt 

Address 

Bromall, PA 

Walcott, IA 

Designation 

Enrolled 
Agent 

Certified 
Public 

Accountant 

Effective 
Date 

October 25, 1986 

November 1, 1986 

Donald Haberman Milwaukee, WI Attorney November 22, 1986 

David H. Groom 

Raii nn Milian-Rodriguez 

Martin Forman 

Meyer Weiss 

Harrell A. Simpson, Jr. 

Harry Zack 

Gregory V. Harrell 

James F. Keorgh 

Long Beach Island, NJ 

Miami, FL 

Philadelphia, PA 

Philadelphia, PA 

Pocahontas, AR 

Chestnut Hill, MA 

Roanoke, VA 

Syracuse, NY 

Certified 
Public 

Accountant 

Certified 
Public 

Accountant 

Certified 
Pubhc 

Accountant 

Certified 
Public 

Accountant 

Attorney 

Certified 
Public 

Accountant 

Certified 
Public 

Accountant 

Certified 
Public 

Accountant 

December 13, 1986 

December 6, 1986 

December 19, 1986 

December 19, 1986 

March 10, 1987 

March 15, 1987 

April 3, 1987 

April 24, 1987 
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Under 20 Code of Federal Regulations, 
Part 901, an enrolled actuary, in order to 
avoid the initiation or conclusion of a sus- 
pension or termination proceeding, may 
offer his/her consent to suspension of en- 
rollment. The Executive Director, Joint 
Board for the Enrollment of Actuaries, 
may suspend enrollment in accordance with 
the consent offered. An enrolled actuary 
whose enrollment is suspended is prohib- 
ited from performing actuarial services 
under the Employee Retirement Income 

Security Act of 1974 (ERISA) during the 

period of suspension. 
To enable employees of the Internal 

Revenue Service and others to identify 
enrolled actuaries under suspension, the 
Executive Director will announce in the 
Internal Revenue Bulletin the names and 
addresses of enrolled actuaries who have 

been suspended. This announcement will 

appear in the weekly Bufietin at the ear- 
liest practicable date following suspension 
and will continue to appear in the weekly 

Bulletin for at least three successive weeks 

for each enrolled actuary so suspended 
and will later be consolidated and pub- 

lished in the Cumulative Bulletin. 
The following individual has entered a 

consent suspension from performing ser- 

vices as an enrolled actuary. In addition, 
such individual is suspended from practice 
before the Internal Revenue Service pur- 

suant to 31 Code of Federal Regulations, 
section 10. 3(d). 

Name of Enrolled Actuary 

William F. Maloney 

Address 

Orange, CA 

Term of Suspension 

Indefinite 
effective 

June 15, 1987 



Index 

The abbreviation and number in pa- 
rentheses following the index entry 
refer to the specific item; numbers 
following the parentheses refer to 
the page number on which it ap- 
pears. 

Key to Abbreviations: 
RR Revenue Ruling 
RP Revenue Procedure 
TD Treasury Decision 
CD Court Decision 
PL Public Law 
EO Executive Order 
DO Delegation Order 
TDO Treasury Department Order 
TC Tax Convention 
SPR Statement of Procedural 

Rules 
PTE Prohibited Transaction 

Exemption 

EMPLOYMENT TAX 

Deficiencies: 
Interest rate, underpayments and 

overpayments, calendar quarter, 
April 1, 1987 (RR 23) 349 

Employer-employee: 
Employer, contractors for techni- 

cal service specialists (RR 41) 
296 

Technical service specialists (No- 
tice 19) 455 

Forms: 
Substitutes, computer-prepared 

and computer-generated (RP 11) 
546 

Liability for tax: 
Federal unemployment tax, agri- 

cultural labor, alien farmwork- 
ers (PL 99 — 595) 393 

Penalties: 
Failure to deposit, waiver, certain 

technical employees (Notice 19) 
455; (Notice 38) 500 

Proposed regulations: 
26 CFR 31, 3402(f)(1)-1T, 

31. 3402(f)(2)-1T, added; employ- 
ee withholding allowance certif- 
icates (LR-146-86) 806 

Refunds and credits: 
Interest rate, underpayments and 

overpayments, calendar quarter 
April 1, 1987 (RR 23) 349 

Regulations: 
26 CFR 31. 3402(f)(1)-1T, 

31. 3402(f)(2)-1T, added; employ- 
ee witholding allowance certifi- 
cates (TD 8112) 301 
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EMPLOYMENT TAXES— 
Continued 

Regulations — Continued 
26 CFR 35a. 3406-1, 35a. 3406-2, ad- 

ded; backup withholding relat- 
ing to notified payee 
underreporting (TD 8137) 302 

Sales or exchanges: 
Sale of employer stock to employ- 

ee plan (RP 22) 718 
Withholding: 

Allowances, submission of certifi- 
cates by employer (TD 8112) 301 

Backup, notified payee underre- 
porting, interest or dividends 
(TD 8137) 302 

ESTATE 8 GIFT TAXES 
ADMINISTRATIVE 

Payment of tax: 
Estimated tax, trusts and certain 

estates (Notice 32) 475 

ESTATE TAX 

Deficiencies: 
Interest rate, underpayments and 

overpayments, calendar quarter 
April 1, 1987 (RR 23) 349 

Refunds and credits: 
Interest rate, underpayments and 

overpayments, calendar quarter 
April 1, 1987 (RR 23) 349 

GIFT TAX 

Charitable, etc. , transfers: 
Remainder interest, personal resi- 

dence (RR 37) 295 

EXCISE TAXES 

Deficiencies: 
Interest rate, underpayments and 

overpayments, calendar quarter 
April 1, 1987 (RR 23) 349 

Foreign insurance policies: 
Exemptions, treaty or convention 

provisions (RP 13) 596 
Manufacturers: 

Coal, riverbed dredging operations 
(RR 21) 310 

Gas guzzler tax, alternative meth- 
od of determining tax liability 
(RP 10) 545 

EXCISE TAXES — Continued 

Proposed regulations: 
26 CFR 51. 6245-1T, 301. 6241-1T, 

301. 6245-1T, added; definition of 
"subchapter S item" and special 
rule for certain small S corpora- 
tions (LR-74-86) 803 

26 CFR 54. 6011-1T, 54. 6071-1T, 
added; payment of excise tax on 
reversion of qualified plan assets 
to employer (EE-151-86) 778 

Rates of tax: 
Environmental taxes, superfund 

and its revenue sources (PL 
99-499) 373 

Refunds and credits: 
Interest rate, underpayments and 

overpayments, calendar quarter 
April 1 1987 (RR 23) 349 

Regulations: 
26 CFR 51. 6245-1T, 301. 6241-1T, 

301. 6245-1T, added; definition of 
"subchapter S item" and special 
rule for certain small S corpora- 
tions (TD 8122) 342 

26 CFR 54. 6011-1T, 54. 6071-1T, 
added; payment of excise tax on 
reversion of qualified plan as- 
sets to employer (TD 8133) 310 

Returns: 
Excise tax payments, reversion of 

qualified plan assets to employer 
(TD 8133) 310 

Special fuels: 
Diesel, election, tax imposed on 

sales to qualified retailer (Notice 
43) 501 

Windfall profit tax: 
Inflation adjustment factor, April- 

June 1987 (Notice 25) 470; July- 
September 1987 (Notice 39) 500 

Subchapter S items, definition (TD 
8122) 342 

INCOME TAX 

Accounting methods: 
Change: 

Installment sales of personal 
property (RP 29) 771 

Accounting periods: 
Fiscal year, change to, adopt or 

retain (TD 8123) 137 
Alimony: 

Changes under Tax Reform Act of 
1986 (Notice 9) 421 

Allowances: 
Cost-of-living, Federal Court em- 

ployees (RR 29) 183 



INCOME TAX — Continued 

Annuities and pensions: 
Annuity tables, computation of 

amount included in income (TD 
8115) 22 

Appeals: 
Disposition of docketed cases (RP 

24) 720 

Armed forces: 
Deductions, expenses and interest 

related to tax-exempt income 
(RR 32) 131 

Basis: 
Stock, subsidiary of affiliated group 

filing a consolidated return (No- 
tice 14) 445 

Bonds: 
Investment property defined, sec- 

tion 148 & 143(g)(3) purposes 
(Notice 22) 466 

Mortgage revenue, qualified mort- 
gage bond and mortgage credit 
certificates, average annual 
mortgage originations (RP 31) 
774 

Mortgage subsidy: 
State ceiling safe harbor limita- 

tions: 
Additional state and area 

designations (RP 19) 712; 
1987 (RP 20) 713 

Registration, reporting require- 
ments, insurers and purchasers 
(TD 8129) 74 

Capital expenditures: 
Accounting for costs incurred in 

producing and acquiring proper- 
ty for resale (TD 8131) 98 

Depreciable business assets, elec- 
tion to expense (TD 8121) 92 

Capital gains and losses: 
Regulated futures contracts, quali- 

fied board or exchange, Mutual 
Offset System (RR 43) 252 

Community property and income: 
Wisconsin (RR 13) 20 

Consolidated returns: 
Native Corporation, limited bene- 

fits (TD 8130) 294 

Controlled corporations: 
Safe haven interest rates (Notice 

35) 497 

Controlled foreign corporations: 
Section 1248 stock, domestic hold- 

ing company (RR 47) 250 
Subpart F income: 

Shipping (RR 15) 248 
U. S. shareholder, income from 

listed countries (RR 35) 182 

INCOME TAX — Continued 

Credits against tax: 
Nonconventional source fuel, in- 

flation adjustment factor and ref- 
erence price, 1986 (Notice 30) 
475 

Rehabilitation (Notice 15) 446 
Research, computer software (No- 

tice 12) 432 

Deficiencies: 
Interest, retroactive application of 

tax law (RR 53) 348 
Interest rate, underpayments and 

overpayments, calendar quarter 
April 1, 1987 (RR 23) 349 

Depreciation: 
ACRS, retirement-replacement- 

betterment (RRB) property, 
final regulations (TD 8116) 90 

Domestic international sales corpora- 
tion (DISC): 
Foreign sales corporations, foreign 

management and foreign eco- 
nomic processes (TD 8134) 248 

International boycotts, countries 
requiring cooperation (Notice 
40) 500 

Elections: 
Small corporation liquidation 

under section 333 (RR 1)132; 
(RR 4) 132 

Time and manner, certain elections 
under the Tax Reform Act of 
1986 (TD 8124) 353 

Employee plans: 
Administrative: 

Rulings and determination let- 
ters, master or prototype plan, 
cash or deferred arrangement 
(RP 18) 709 

Contributions and benefits: 
Excise tax, nondeductible em- 

ployer contributions (Notice 
37) 499 

Government "pick-up" plan (RR 
10) 136 

Distributions: 
Terminal, nonqualified plan (No- 

tice 36) 498 

Funding: 
Change in plan year, automatic 

approvals (RP 27) 769 

General: 
Contributions and benefits, limi- 

tations, section 415 (Notice 21) 
458 

Excise tax payments, reversion of 
qualified plan assets to employ- 
er (TD 8133) 310 

INCOME TAX — Continued 

Employee plans — Continued 
General — Continued 

Pension, profit-sharing and stock 
bonus plans sponsors, guid- 
ance to rely on favorable de- 
termination letters (Notice 28) 
471 

Defined benefit plans, interest 
rate, computing present values 
and plan benefits (Notice 20) 
456 

Model amendments, section 
401(a), conforming with Tax 
Reform Act of 1986 (Notice 
2) 396 

Question and answer guidance, 
provisions of Tax Reform Act 
of 1986 (Notice 13) 432 

Individual retirement accounts: 
General rules (Notice 16) 446 

Qualifications: 
Limitation on alternative bene- 

fits, impermissible amendments 
(Notice 46) 502 

Master or prototype plan, cash or 
deferred arrangement, model 
amendments (Notice 34) 490 

Master or prototype plans spon- 
sors, model amendments (No- 
tice 33) 480 

Estimated tax: 
Corporations, annualization excep- 

tion, tax book income adjust- 
ment (TD 8138) 3 

Private foundations and tax-ex- 
empt organizations, deposit re- 
quirements (TD 8117) 345 

Safe harbor, corporate estimated 
tax due before July 1, 1987 (TD 
8132) 350 

Exempt organizations: 
General; 

Title holding corporations or 
trusts, application instructions 
and requriements (Notice 18) 
455 

Farmers and farming: 
Accounting for costs incurred in 

producing and acquiring proper- 
ty for resale (TD 8131) 98 

Gross income, generic commodity 
certificates, CCC loans (RR 17) 
20 

Milk producers, sale of cattle, 
Dairy Termination Program 
(Notice 26) 470 

Foreign corporations: 
Foreign sales corporations: 

Foreign management and for- 
eign processes requirements 
(TD 8125) 231 
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INCOME TAX — Continued INCOME TAX — Continued INCOME TAX — Continued 

Foreign corporations — Continued 
Foreign sales corporations— 

Cont'd 
General rules (TD 8126) 184 
General rules, requirements, 

definitions and special rules 
(TD 8127) 222 

Ships or aircraft, exclusion from 
gross income, Turkey (RR 18) 
178 

Foreign exchange and currency: 
Fully hedged transactions (Notice 

11) 423 

Foreign governments and employ- 
ees: 
Exemption from income tax, U. S. 

investments (RR 6) 179 

Foreign tax credit: 
Foreign corporation, shareholder, 

reduction of earnings and prof- 
its, taxes deemed paid (RR 14) 
181 

Limitations, income source, listed 
countries (RR 35) 182 

Transitional rules, Tax Reform 
Act of 1986 provisions (Notice 
6) 417 

Uruguayan withholding tax, divi- 
dends and profits (RR 39) 180 

Forms: 
Electronic filing of individual in- 

come tax returns (RP 16) 626 
Magnetic tape filing, information 

returns, windfall profit tax (RR 
12) 150 

Reproductions: 
1096, 1098, 1099 series, 5498 and 

W-2G (RP 17) 688 
W-2, W — 2P, and W-3 (RP 25) 721 
Substitutes, computer-prepared 

and computer-generated (RP 
11) 546 

Gain or loss: 
Recognition tax-exempt bonds, 

reissuance (RR 19) 249 
Shareholder gain, small corpora- 

tion section 333 liquidation (RR 
4) 132 

Transfers, marketable stock and 
cash transferred to new invest- 
ment company (RR 9) 133 

Gambling gains and losses: 
Trade or business expense, full 

time gambler wagers solely for 
his own account (CD 2037) 77 

Governmental obligations: 
Registration-required obligations 

(TD 8111) 69 
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Governmental obligations — Cont'd 
Registration-required obligations, 

temporary regulations section 
35a. 9999-5(f) suspended (Notice 
24) 470 

State and subdivisions portfolio in- 
terest received by related parties 
or controlled foreign corpora- 
tions (Notice 24) 470 

Gross income: 
Exclusions-inclusions: 

Citizens or residents of the U. S. 
living abroad, limitation on 
benefits available (RR 35) 182 

Fringe benefits, aircraft valu- 
ation formula (RR 28) 21 

Lawyer trust account fund, state 
supreme court controlled (RR 
2) 18 

Transportation income, foreign 
corporation (RR 18) 178 

Income source: 
Interest and dividends (TD 8108) 

177 
Nonresident, hockey player for 

U. S. club (RR 38) 176 
Swap income, U. S. dollar denomi- 

nated interest swaps (Notice 4) 
416 

Industrial development bonds: 
Arbitrage bond, profits from in- 

vestment (Notice 42) 501 
Exempt facility, public utility, two 

contiguous counties (RR 30) 68 
Installment sales: 

Personal property, dealer's plan, 
two or more payments (RR 48) 
145 

Insurance companies: 
Life: 

Differential earnings rate (RR 
20) 168 

Interest rates, mortality and 
morbidity tables, for taxable 
years after December 31, 1983 
(RR 26) 158 

Mortality and morbidity tables 
(TD 8120) 167 

Other than life or mutual: 
Loss reserves, discounting un- 

paid losses (RR 34) 168 
Interest: 

Deduction, registration-required 
obligations (TD 8110) 81 

Investment: 
Federal rates, February (RR 11) 

253; March (RR 16) 254; April 
(RR 25) 254; May (RR 33) 
255; June (RR 42) 256 

Interest — Continued 
Investment — Continued 

Real estate mortgage investment 
conduits, variable rate debt in- 
strument (Notice 41) 500 

Paid: 
Accounting for amounts in- 

curred in production activities 
(TD 8131) 98 

Bonds, reissuance, interest ad- 
justment clause waiver (RR 
19) 249 

Expenses and interest deduc- 
tions related to tax-exempt in- 
come, ministers and 
uniformed services (RR 32) 
131 

Mortgage, ininister's residence, 
rental allowance received 
(RR 32) 131 

Points paid, refinancing mort- 
gage secured by principal resi- 
dence, when deductible (RR 
22) 146; (RP 15) 624 

Underpayments, accumulated 
earnings tax (RR 54) 349 

Inventories: 
Accounting for costs incurred in 

producing and acquiring proper- 
ty for resale (TD 8131) 98 

LIFO: 
Price indexes, department stores 

(RR 3) 147; (RR 7) 148; (RR 
8) 149; (RR 12) 582; (RR 24) 
151; (RR 31) 152; (RR 36) 153; 
(RR 45) 154 (RR 46) 155 

Subsidiary, consolidated finan- 
cial statement (RR 49) 156 

Liquidations: 
Foreign to foreign, General Utili- 

ties rule (Notice 5) 416 
Section 333 election (RR 1) 132 
Small corporation transition rule 

(RR 4) 132 
Losses: 

Passive activity, sale or exchange 
(Notice 8) 421 

Minimum tax: 
Alternative minimum tax: 

Net operating loss carryback re- 
linquished (RR 44) 3 

Tax book income adjustment 
(TD 8138) 3 

Ministers: 
Deductions, expenses and interest 

related to tax-exempt income 
(RR 32) 131 

Net operating loss. 
Carr yback: 

Alternative minimum tax (RR 
44) 3 



INCOME TAX — Continued 

Nonresidents: 
Hockey player for U. S. club (RR 

38) 176 

Overpayments: 
Interest rates, calendar quarter be- 

ginning April 1, 1987 (RR 23) 
349 

Partnerships: 
Miscellaneous provisions (TD 

8128) 325 
Sale of interest, multi-tier arrange- 

ment, parent partnership sold 
(RR 50) 157; (RR 51) 158 

Possessions of the U. S: 
Tax credit, intangible property in- 

come, section 936(h)(5) election 
(Notice 27) 471 

Proposed regulations: 
26 CFR 1. 48-9(c)(10), (d) and (e) 

amended; business energy in- 
vestment credit, solar, wind and 
geothermal energy property 
(LR-160-83) SOO 

26 CFR 1. 56-1 through 1. 56-5 re- 
designed 1. 56A-1 through 
1. 56A-5 and revised; 1. 56-OT, 
1. 56-1T, 1. 6655-7T, added; cor- 
porate alternative minimum tax 
book income adjustment (LR- 
107-86) 805 

26 CFR 1. 149(e)-1T, added; bonds 
must be registered to be tax-ex- 
empt, other requirements (LR- 
144-86) 805 

26 CFR 1. 263A-1T, added; 1. 174- 
2, 1. 263(a)-l, 1. 263(a)-2, 1. 446-1, 
1. 471-3, 1. 471-5, 1. 471-6, 1. 471-8, 
1. 471-11, 1. 1502-13, amended; 
capitalization and inclusion in in- 

ventory costs of certain expenses 
(LR-168-86) 808 

26 CFR 1. 441-1, amended; 1. 991- 
1T, removed; 1. 99-1, 1. 992-1, 
1. 992-2, 1. 995-2, 1. 995-7, amend- 
ed; 1. 995-8, added; 1. 996-1, re- 
vised; 1. 996-9, added; 1. 6011- 
2(a), added one sentence; new 
DISC rules (INTL-43-S6) 778 

26 CFR 1. S07-1, added; mortality 
and morbidity tables, life insur- 
ance companies (LR-71-86) 803 

26 CFR 1. 921-1T, 1. 921-1T(b)12, 
amended; 1. 921-1T(b)(1), re- 
vised; 1. 925(b)-1T, 1. 925(c)-1T, 
removed; 1. 921-3T, 1. 923-1T, 
1. 924(a)-1T, 1. 925(a)-1T, 
1. 925(b)-1T, 1. 926(a)-1T, 
1. 927(a)-1T, 1. 927(b)-1T, 
1. 927(e)-1T, 1. 927(e)-2T, added; 

INCOME TAX — Continued 

Proposed regulations — Continued 
foreign sales corporation transfer 
pricing rules, distributions, for- 
eign tax credit and other special 
rules (INTL-153-86) 799 

26 CFR 1. 1402(e)-5T, added; self 
employment, minister's exemp- 
tion, application requirements 
(LR-154-86) 807 

26 CFR 1. 1445-8T, added; with- 
holding, disposition of U. S, real 
property interest by publicly 
traded partnership s and trust 
and by real estate investment 
trusts (INTL-88-86) 798 

26 CFR 1. 1502-S1T, added; con- 
solidated returns, Native Corpo- 
rations, limited benefits (LR-23- 
87) 808 

26 CFR 1. 6045-3T, added; infor- 
mation reporting on real estate 
transactions (LR-95-86) 804 

26 CFR 4a. 861-1, removed; 
source of interest and dividend 
income (INTL-64-86) 797 

26 CFR 5f. 103-1(c)(1), amended; 
Sf. 103-1(e), added; Sf. 103(f), re- 
vised; 35a. 9999-5(f), amended; 
registration requirements, cer- 
tain debt obligations (INTL-53- 
86) 796 

26 CFR 51. 6245-1T, 301. 6241- 
1T, 301. 6245-1T, added; defini- 
tion of "subchapter S item" and 
special rule for certain small S 
corporations (LR-74-86) 803 

26 CFR 54. 6011-1T, 54. 6071-1T, 
added; payment of excise tax on 
reversion of qualified plan assets 
to employer (EE-151-86) 778 

Publicity of information: 
Bureau of the Census, disclosure 

authorization (TD 8118) 323 
Refunds and credits: 

Interest rate, underpayments and 
overpayments, calendar quarter 
April 1, 1987 (RR 23) 349 

Joint returns, overpayment, sepa- 
rate tax liability (RR 52) 347 

Offset, federal debts, filing certifi- 
cation on magnetic tape (RP 14) 
599 

Regulations: 
26 CFR 1. 56-1 through 1. 56-5 re- 

designated 1. 56A-1 through 
1. 56A-5 and revised; 1. 56-OT, 
1. 56-1T, 1. 6655-7T, added; cor- 
porate alternative minimum tax 
book income adjustment (TD 
8138) 3 

INCOME TAX — Continued 

Regulations — Continued 
26 CFR 1. 72-4, 1. 72-5, 1. 72-6, 1. 72- 

7, 1. 72-9, 1. 72-11, 1. 403(b)- 
1(d)(4), 1. 403(b)-1(d)(4)(ii), 
1. 403(b)-1(d)(4)(iv), amended; 
1. 401(a)-18, 1. 401(j)-1 through 
1. 401(j)-6, removed; annuity ta- 
bles used to compute amount of 
annuity included in income (TD 
8115) 22 

26 CFR 1. 149(e)-1T, added; bonds 
must be registered to be tax — ex- 

empt, other requirements (TD 
8129) 74 

26 CFR 1. 163-5T, 1. 165-12T, 
1. 1287-1T, removed; 1. 163-5, 
1. 165-12, 1. 1287-1, added; inter- 
est deduction, registration re- 
quired obligations (TD 8110) 81 

26 CFR 1. 168-1 — 1. 168-7, redesig- 
nated; 1. 168A-l — 1. 168A-7, 
1. 168-5, added; 1, 168A-1, 
1. 168A-2, 1. 168A-5, 1. 168A-6, 
1. 168A-7, amended; accelerated 
cost recovery system, retire- 
ment-replacement-betterment 
(RRB) property (TD 8116) 90 

26 CFR 1. 179-1 through 1. 179-4, 
revised; 1. 179-5, added; 
1. 263(a)-1, 1. 263(a)-3, 
1. 1033(g)-1, 1. 1245-2, amended; 
election to expense, depreciable 
business assets (TD 8121) 92 

26 CFR 1. 263A-1T, added; 1. 174- 
2, 1. 263(a)-1, 1. 263(a)-2, 1. 466-1, 
1. 471-3, 1. 471-5, 1. 471-6, 1. 471-8, 
1. 471-11, 1. 1502-13, amended; 
capitalization and inclusion in in- 
ventory costs of certain expenses 
(TD 8131) 98 

26 CFR 1. 441-2(f), added; 1. 442- 
1(f), amended; 1. 442-2T, added; 
18. 1378-1(e), added; adoptions, 
changes and retentions of ac- 
counting periods (TD 8123) 137 

26 CFR 1. 807-1T, added mortality 
and morbidity tables, life insur- 
ance companies (TD 8120) 167 

26 CFR 1, 897-1(c)(2)(iii)(A), 1. 879- 
1(d)(2)(i), 1. 897-1(n), 1. 897- 
2(b)(2)(v), 1. 897-2(c)(4)(ii), 
1. 897-2(c)(5), 1. 897-2(g)(3), 
1. 897-3(a) & 1. 897-3(c)(4), 
1. 6012-1(b)(2)(i), amended; 
1. 1445-1T — 1. 1445-7T, deleted; 
withholding requirement, dispo- 
sition of U. S. real property (TD 
8113) 259 
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Regulations — Continued 
26 CFR 1. 921-1T, 1. 921-1T(b)12, 

amended; 1. 921-1T(b)(1), re- 
vised; 1. 925(b)-1T, 1. 925(c)-1T, 
removed; 1. 921-3T, 1. 923-1T, 
1. 924(a)-1T, 1. 925(a)-1T, 
1. 925(b)-1T, 1. 926(a)-1T, 
1. 927(a)-1T, 1. 927(b)-1T, 
1. 927(e)-1T, 1. 927(e)-2T, added; 
foreign sales corporation trans- 
fer pricing rules, distributions, 
foreign tax credit and other spe- 
cial rules (TD 8126) 184 

26 CFR 1. 921-2T, 1. 922-1T, 
1. 927(d)-1T, 1. 927(f)-1T, re- 
moved; 1. 921-2, 1. 922-1, 
1. 927(d)-1, 1. 927(f)-1, added; 
FSC general rules, require- 
ments, definitions and special 
rules (TD 8127) 222 

26 CFR 1. 924(c)-1, 1. 924(d)-1, 
1. 924(e)-1, added; foreign man- 
agement and foreign processes 
requirements, foreign sales cor- 
porations (TD 8125) 231 

26 CFR 1. 924(c)-IT, 1. 924(d)-1T, 
1. 924(e)-1T, removed; foreign 
sales corporations, foreign man- 
agement and foreign economic 
processes (TD 8134) 248 

26 CFR 1. 1402(e)-5T, added, self- 
employment, minister's exemp- 
tion, application requirements 
(TD 8136) 257 

26 CFR 1, 1445-8T, added; with- 
holding of tax on disposition of 
U. S. real property (TD 8114) 
291 

26 CFR 1. 1502-81T, added; con- 
solidated returns, Native Corpo- 
rations, limited benefits (TD 
8130) 294 

26 CFR 1. 6045-3T, added; infor- 
mation reporting on real estate 
transactions (TD 8135) 312 

26 CFR 1. 6049-52, added; report- 
ing requirement, original issue 
discount, brokers (TD 8109) 318 

26 CFR 1. 6050K-IT, removed; 
1. 6050K-1, added; return infor- 
mation required, sale or ex- 
change of partnership interest 
(TD 8119) 320 

26 CFR 1. 6302-1T, added; estimat- 
ed tax deposit requirements, cer- 
tain private foundations and tax- 
exempt organizations (TD 8117) 
345 

INCOME TAX — Continued 

Regulations — Continued 

26 CFR 1. 6655-2T, added; safe 
harbor for certain installments of 
corporate estimated tax due be- 
fore July 1, 1987 (TD 8132) 350 

26 CFR 4a. 861-1, removed; source 
of interest and dividend income 
(TD 8108) 177 

26 CFR Sf. 103-1(c)(1), amended; 
Sf. 103-1(e), added; 5 f. 103-1(f), 
revised; 35a. 9999-5(f), amended; 
registration requirements, cer- 
tain debt obligations (TD 8111) 
69 

26 CFR 5h. 5, added; time and 
manner of making certain elec- 
tion under the Tax Reform Act 
of 1986 (TD 8124) 353 

26 CFR 51. 6245-1T, 301. 6241-1T, 
301. 6245-1T, added; definition of 
"subchapter S item" and special 
rule for certain small S corpora- 
tions (TD 8122) 342 

26 CFR 51. 6011-1T, 54. 6071-1T, 
added; payment of excise tax on 
reversion of qualified plan assets 
to employer (TD 8133) 310 

26 CFR 301. 6103(j)(1)-1, amended; 
publicity of information, Bureau 
of the Census, disclosure autho- 
rization (TD 8118) 323 

26 CFR 301. 6221-1T, 301. 6222(a)- 
1T, 301. 6222(a)-2T, 301. 6222(b)- 
1T, 301. 6222(b)-2T, 301. 6222(b)- 
3T, 301. 6223(a)-1T, 301. 6223(a)- 
2T, 301. 6223(h)-1T, 301. 6223(c)- 
1T, 301. 6223(e)-1T, 301. 6223(e)- 
2T, 301. 6223(f)-1T, 301. 6223(g)- 
1T, 301. 6223(b)-1T, 301. 6224($)- 
1T, 301. 6224(b)-1T, 301. 6224(c)- 
1T, 301. 6224(c)-2T, 301. 6224(c)- 
3T, 301. 6226(a)-1T, 301. 6226(b)- 
1T, 301. 6226(e)-1T, 301. 6226(f)- 
1T, 301. 6227(b)-1T, 301. 6227(c)- 
1T, 301. 6229(b)-1T, 301. 6229(e)- 
1T, 301. 6230(b)-1T, 301. 6230(c)- 
1T, 301. 6230(e)-1T, 
301. 6231(a)(1)-1T, 301. 6231(a)(2)- 
1T, 301. 6231(a)(5)-1T, 
301. 6231(a)(6)-1T, 301, 6231(a)(7)-1T, 
301. 6231(a)(12)-1T, 301. 6231(c)-3T, 
301. 6231(c)-4T, 301. 6231(c)-5T, 
301. 6231(c)-6T, 301. 6231(c)-7T, 
301. 6231(c)-8T, 301. 6231(d)-1T, 
301. 6231(e)-1T, 301. 6231(e)-2T, 
301, 6231(f)- IT, 301. 6233-1T, added; 
602. 101(c), amended; miscellane- 
ous provisions, tax treatment of 
partnership items (TD 8128) 325 

INCOME TAX — Continued 

Reorganizations: 
Reincorporation, dual resident cor- 

poration (RR 27) 134; (Notice 29) 
474 

Research and experiment: 
Expenses, computer software (No- 

tice 12) 432 
Returns: 

Electronic Hing, fiduciary returns 
(RP 26) 738 

Electronic filing of individual in- 
come tax returns (RP 16) 626 

Excise tax payments, reversion of 
qualified plan assets to employer 
(TD 8133) 310 

Information: 
Federal Executive Agencies 

contracts (Notice 1) 396 
Issuers and trustees, individual 

retirement account (Notice 
44) 502 

Magnetic tape filing, windfall 
profit tax (RP 12) 582 

Original issue discount, brokers 
(TD 8109) 318 

Sale or exchange, partnership in- 
terest (TD 8119) 320 

Information reporting, real estate 
brokers (TD 8135) 312 

Inspection, charges for account in- 
formation eliminated (RP 21) 
718 

Nominee reporting, partnership in- 
formation (Notice 10) 422 

Payee statements, mailing require- 
ments (Notice 17) 454 

S corporations and partnerships, 
fiscal year filers, 1986-1987 (No- 
tice 45) 502 

Rulings: 
Absence of regulations (RP 7) 542 
Areas in which advance rulings 

will not be issued: 
Associate Chief Council (Inter- 

national) (RP 6) 541 
Associate Chief Council (Tech- 

nical) (RP 3) 523 
Determining status as an 80-per- 

cent distributee under section 
337 (RP 23) 720 

Installment sales, personal prop- 
erty (RP 30) 774 

Group health plan, deduction by 
employer (RP 28) 770 

Procedures: 
Issuing rulings and information 

letters, entering into closing 
agreements (International) 
(RP 4) 529 
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Rulings — Continued 
Procedures — Continued 

Technical advice to Associate 
Chief Council (International) 
(RP 5) 535 

Revised procedures: 
Determination letters, issuing 

rulings and information let- 
ters, closing agreements to 
Associate Chief Council 
(Technical) (RP 1) 503 

Technical advice to District Di- 
rectors, Chief, Appeals Of- 
fices and Associate Chief 
Council (Technical) (RP 2) 
515 

Sale of employer stock to employ- 
ee plan (RP 21) 718 

Scholarships and fellowships: 
Exclusions from gross income 

(Notice 31) 475 
Self-employment tax: 

Gambler, wagers full time, solely 
for his own account (CD 2037) 
77 

Milk producers, amounts received 
under Dairy Termination Pro- 
gram (Notice 26) 470 

Ministers, exemption, application 
requirements (TD 8136) 257 

Small business corporations: 
"Subchapter S item" definition, 

special rule for certain small S 
corporations (TD 8122) 342 

Tax conventions: 
Industrial and commercial profits, 

interest rate swap, foreign banks 

(RR 5) 180 
National Institutes of Health, visit- 

ing scientist, Japan and certain 
other countries (RR 40) 372 

Taxes: 
Deductions: 

Mortgage, ministers residence, 
rental allowance received 
(RR 32) 131 

Property taxes related to tax- 
exempt income ministers and 
uniformed services (RR 32) 
131 

Traveling expenses: 
Limitation, meal, travel and enter- 

tainment (Notice 23) 467 

INCOME TAX — Continued 

Withholding: 
Distributions, deferred compensa- 

tion plans, IRA's and commer- 
cial annuities (Notice 7) 420 

Nonresident aliens: 
Disposition of U. S. real property 

(TD 8113) 259 
Disposition of U. S. real proper- 

ty, publicly traded partner- 
ships and trusts and real estate 
investment trusts (TD 8114) 
291 

Students (RP 8) 366 
Teachers and researchers (RP 9) 

368 
U. S. real property interest (No- 

tice 3) 415 
Portfolio interest received by relat- 

ed parties or controlled foreign 
corporations (Notice 24) 470 
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