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AGENCY: Internal Revenue Service (IRS), Treasury.

ACTI ON: Final regul ations.

SUMVARY: This docunent contains final regulations relating to
the requirenments for filing partnership returns on nmagnetic
medi a. These regul ations reflect changes to the | aw nade by the
Taxpayer Relief Act of 1997. These regul ations affect

partnerships with nore than 100 partners.

DATES: Effective Date: These regulations are effective January
1, 2000.

Applicability Date: These regulations apply to partnership

returns for taxable years ending on or after Decenber 31, 2000.
However, the regulations will not apply to electing |arge
partnership returns under section 775 or partnership returns with
foreign addresses for taxable years ending before January 1,

2001.

FOR FURTHER | NFORMATI ON CONTACT: Bridget E. Finkenaur, (202) 622-
4940 (not a toll-free nunber).
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Thi s docunent contains anendnents to the Regul ati ons on
Procedure and Adm nistration (26 CFR part 301) relating to filing
partnership returns on magneti c nedi a under section 6011(e)(2).
In addition, this docunent contains conform ng anendnents to the
Regul ati ons on Procedure and Adm nistration (26 CFR part 301)
relating to information reporting penalties under section 6721.

A notice of proposed rul emaki ng (REG 102023-98) was
publ i shed in the Federal Register (63 FR 56878) on Cctober 23,
1998. The public hearing scheduled for January 13, 1999, was
canceled in the Federal Register (64 FR 1148) on January 8, 1998.
No public hearing was requested or held. Two witten coments
were received. After consideration of the comments, the proposed
regul ati ons are adopted as nodified by this Treasury deci sion.
The comments are di scussed bel ow.

Expl anati on of Revisions and Sunmary of Comments

Both commentators requested that the IRS and the Treasury
Depart ment postpone the effective date of the regulations. The
coment ators were concerned that, given the various manners and
formats that nom nees use to submt partner information to
publicly traded partnerships, these partnershi ps woul d be unabl e
to create conputer progranms that would reformat the partner
information in time to file their 1999 tax returns on magnetic
media. |In addition, partnerships required to file their returns
on magneti c nedia beginning in 2000 will be focusing their
conput er resources on ensuring that their conputer systens are

year 2000 conpliant. The commentators suggested that the
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effective date of the regul ati ons be postponed to take into
account these programm ng consi derations.

I n considering these coorments, the IRS and the Treasury
Depart ment have deci ded to postpone the general effective date of
the regulations for one year. This will allow partnerships
additional tinme to devel op systens that accommpdate I RS
processing requirenents and integrate third party information
while not interfering wwth efforts to ensure year 2000
conpliance. Therefore, the final regulations are generally
effective for taxable years ending on or after Decenber 31, 2000.
However, the effective date for electing |arge partnerships and
partnershi ps using foreign addresses on their Series 1065 forns
remai ns the sane as the proposed regul ations. Accordingly,
el ecting | arge partnershi ps and partnerships using foreign
addresses will not be required to file their returns on magnetic
medi a for taxable years ending before January 1, 2001.

Al t hough the general effective date of the regul ati ons has
been post poned, on March 15, 2000, the IRS will begin accepting
partnership returns for taxable years ending on or after Decenber
31, 1999, on magnetic media. The nmagnetic nedia filing of
partnership returns for taxable years ending before Decenber 31
2000, is voluntary; partnerships will not be penalized for
subm tting a partnership return on paper for taxable years ending
before this date. However, partnerships wth the capability of
submtting their partnership tax returns on nmagnetic nedia are

encouraged to do so.
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Partnerships with 100 or fewer partners also may voluntarily
submt partnership returns on magnetic nedi a begi nning on March
15, 2000. These regulations do not require partnerships wth 100
or fewer partners to file their returns on magnetic nedia;
therefore, such partnerships will not be penalized for their
failure to do so. In addition, partnerships with 100 or fewer
partners participating in the magnetic nedia filing program nmay
di scontinue their participation at any tine.

One comment ator suggested that the IRS and the Treasury
Depart ment publish regul ati ons under section 6031(c) to require
nom nees hol ding partnership interests to submt partner
information to partnerships in the sane manner and format that
the RS requires partnerships to file their returns under
8301. 6011-3 of the regulations. However, by postponing the
effective date, it is anticipated that partnerships and nom nees
wi || have adequate tinme to establish satisfactory guidelines for
sharing information. Accordingly, this cormment has not been
adopted by the final regul ations.

Final ly, one commentator asked whether fiscal year and short
year returns will be required to be filed on nmagnetic nedi a by
t he general effective date. Again, because the IRS and the
Treasury Departnent have postponed the general effective date for
one year, it is anticipated that partnerships will be able to
nmeet the systens requirenents set forth in IRS revenue procedures
and ot her published gui dance by the effective date. However, due

to issues relating to creation of the systemfor accepting
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returns on magnetic nedia, the IRS will not be able to accept
fiscal and short year returns prior to the general effective
date. Therefore, partnerships that use a fiscal year and
partnerships that nust file a short year return may not
voluntarily file their returns on nmagnetic nedi a before January
1, 2001.

As indicated in the preanble to the proposed regul ations,
al t hough the regul ati ons define nmagnetic nedia broadly, the
Service currently plans, in prescribed procedures for
participation in the mandatory nagnetic nedia filing program to
require partnerships with nore than 100 partners to file their
partnership returns electronically.

Speci al Anal yses

It has been determined that this Treasury decision is not a
significant regulatory action as defined in Executive Order
12866. Therefore, a regulatory assessnent is not required. It
al so has been determ ned that section 553(b) of the
Adm ni strative Procedure Act (5 U.S.C. chapter 5) does not apply
to these regul ati ons, and because these regul ati ons do not inpose
a collection of information on small entities, the Regul atory
Flexibility Act (5 U.S.C. chapter 6) does not apply. Pursuant to
section 7805(f) of the Internal Revenue Code, the notice of
proposed rul emaki ng that preceded these regul ati ons was submtted
to the Chief Counsel for Advocacy of the Small Business

Adm ni stration for comment on its inpact on small business.



Drafting Information
The principal author of these regulations is Bridget E
Fi nkenaur, O fice of the Assistant Chief Counsel (lnconme Tax and
Accounting). However, other personnel fromthe IRS and Treasury
Departnent participated in the devel opnent of these regulations.
Li st of Subjects in 26 CFR Part 301
Enpl oynent taxes, Estate taxes, Excise taxes, Gft taxes,
I ncome taxes, Penalties, Reporting and recordkeeping
requirenents.
Adoption of Anmendnents to the Regul ations
Accordingly, 26 CFR part 301 is anended as foll ows:
PART 301- - PROCEDURE AND ADM NI STRATI ON
Paragraph 1. The authority citation for part 301 is anmended
by adding an entry in nunerical order to read in part as foll ows:
Authority: 26 U S.C. 7805 * * *
Section 301.6011-3 al so issued under 26 U.S.C. 6011; * * *
Par. 2. Section 301.6011-3 is added to read as foll ows:

8301.6011-3 Required use of magnetic nedia for partnership

returns.

(a) Partnership returns required on magnetic nedia. |If a

partnership with nore than 100 partners is required to file a
partnership return pursuant to 81.6031(a)-1 of this chapter, the
information required by the applicable forns and schedul es nust
be filed on magnetic nedia, except as otherw se provided in

par agraph (b) of this section. Returns filed on magnetic nedia

must be made in accordance with applicable revenue procedures or



-7-

publications. |In prescribing revenue procedures or publications,
t he Comm ssioner may determ ne that partnerships will be required
to use any one formof magnetic nedia filing. For exanple, the
Comm ssioner nmay determ ne that partnerships with nore than 100
partners nust file their partnership returns electronically. In
filing its return, a partnership nust register to participate in
the magnetic nmedia filing programin the manner prescribed by the
I nternal Revenue Service in applicable revenue procedures or
publ i cati ons.

(b) Waiver. The Conm ssioner nmay wai ve the requirenents of
this section if hardship is shown in a request for waiver filed
I n accordance with this paragraph (b). A determ nation of
hardship will be based upon all of the facts and circunstances.
One factor in determning hardship will be the reasonabl eness of
the increnmental cost to the partnership of conplying with the
magnetic nedia filing requirenents. QOher factors, such as
equi pnent breakdowns or destruction of magnetic nedia filing
equi pnment, also may be considered. A request for waiver nust be
made in accordance with applicable revenue procedures or
publications. The waiver will specify the type of partnership
return and the period to which it applies. The waiver wll also
be subject to such terns and conditions regardi ng the method of
filing as may be prescribed by the Conm ssioner.

(c) Failure to file. If a partnership fails to file a

partnership return on magnetic nedia in the manner required and

when required to do so by this section, the partnership wll be
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deened to have failed to file the return in the manner prescribed
for purposes of the information return penalty under section
6721. See 8301.6724-1(c)(3) for rules regarding the waiver of
penal ties for undue econom c hardship relating to filing returns
on magnetic nedi a.

(d) Meaning of terns. The followi ng definitions apply for

pur poses of this section:

(1) Magnetic nedia. The term nagnetic nedia neans any
magneti c nedia permtted under applicable regulations, revenue
procedures, or publications. These generally include magnetic
tape, tape cartridge, and diskette, as well as other nedia (such
as electronic filing) specifically permtted under the applicable

regul ati ons, procedures, or publications.

(2) Partnership. The term partnership neans a partnership
as defined in 81.761-1(a) of this chapter.

(3) Partner. The term partner neans a nenber of a
partnership as defined in section 7701(a)(2).

(4) Partnership return. The termpartnership return neans a

formin Series 1065 (including Form 1065, U S. Partnership Return
of Income, and Form 1065-B, U.S. Return of Inconme for Electing
Large Partnerships), along with the correspondi ng Schedul es K-1
and all other related forns and schedules that are required to be
attached to the Series 1065 form

(5) Partnerships with nore than 100 partners. A

partnership has nore than 100 partners if, over the course of the

partnershi p's taxable year, the partnership had nore than 100
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partners, regardl ess of whether a partner was a partner for the
entire year or whether the partnership had over 100 partners on
any particular day in the year. For purposes of this paragraph
(d)(5), however, only those persons having a direct interest in
the partnershi p nmust be considered partners for purposes of
determ ning the nunber of partners during the partnership’s
t axabl e year

(e) Exanples. The followi ng exanples illustrate the
provi sions of paragraph (d)(5) of this section. In the exanples,
the partnerships utilize the cal endar year, and the taxable year
I n question is 2000:

Exanple 1. Partnership P had five general partners and 90
limted partners on January 1, 2000. On March 15, 2000, 10 nore
limted partners acquired an interest in P. On Septenber 29,
2000, the 10 newest partners sold their individual partnership
Interests to C, a corporation which was one of the original 90
limted partners. On Decenber 31, 2000, P had the sane five
general partners and 90 limted partners it had on January 1,
2000. P had a total of 105 partners over the course of
partnershi p taxabl e year 2000. Therefore, P nust file its 2000
partnership return on nmagnetic nedi a.

Exanple 2. Partnership Qis a general partnership that had
95 partners on January 1, 2000. On March 15, 2000, 10 partners
sold their individual partnership interests to corporation D,
which was not previously a partner in Q On Septenber 29, 2000,
corporation D sold one-half of its partnership interest in equal
shares to five individuals, who were not previously partners in
Q On Decenber 31, 2000, Q had a total of 91 partners, and on no
date in the year did Q have nore than 100 partners. Over the
course of the year, however, Q had 101 partners. Therefore, Q
must file its 2000 partnership return on nmagnetic nedi a.

Exanple 3. Partnership Gis a general partnership with 100
partners on January 1, 2000. There are no new partners added to
Gin 2000. One of Gs partners, A is a partnership with 53
partners. A is one partner, regardl ess of the nunber of partners
A has. Therefore, G has 100 partners and is not required to file
Its 2000 partnership return on nmagnetic nedia.
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(f) Effective date. 1In general, this section applies to

partnership returns for taxable years ending on or after
Decenber 31, 2000. However, electing |arge partnerships under
section 775 and partnerships using foreign addresses on their
Series 1065 forns are not required to file using magnetic nedia
for taxable years ending before January 1, 2001.

Par. 3. Section 301.6721-1 is anended by renoving the
third, fourth, and fifth sentences of paragraph (a)(2)(ii) and
addi ng four sentences in their place to read as foll ows:

8301.6721-1 Failure to file correct infornation returns.

(a) * * *

(2) * * *

(ii) * * * However, no penalty is inposed under paragraph
(a)(1) of this section solely by reason of any failure to conply
with the requirenents of section 6011(e)(2), except to the extent
that such a failure occurs with respect to nore than 250
I nformation returns (the 250-threshold requirenent) or in the
case of a partnership with nore than 100 partners, nore than 100
I nformation returns (the 100-threshol d requirenent)
(collectively, the threshold requirenents). Each Schedule K-1
considered in applying the 100-threshold requirenment wll be
treated as a separate information return. These threshold

requi renents apply separately to each type of information return
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required to be filed. Further, these threshold requirenents

apply separately to original and corrected returns. * * *

* * % * *

Robert E. Wenzel
Deputy Conm ssioner of Internal Revenue

Approved: Cctober 29, 1999

Joseph M kr ut
Assi stant Secretary of the Treasury



