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the taxable year, and (B) any amount
treated under section 6429 or 6430 as an
overpayment of windfall profit tax for
crude oil removed during the taxable
year. The deemed payment date in sec-
tion 4995(a)(4)(B) for the amount of
windfall profit tax withheld with re-
spect to payments for crude oil shall
have no effect in the determination of
the overpayment of windfall profit tax.

(b) Statement relating to underpayment.
If there has been an underpayment of
estimated tax as of any installment
date prescribed for its payment and the
taxpayer believes that one or more of
the exceptions described in §1.6654-2
precludes the assertion of the addition
to the tax under section 6654, he should
attach to his income tax return for the
taxable year a Form 2210 showing the
applicability of any exception upon
which he relies.

(c) Examples. The method prescribed
in paragraph (a) of this section for
computing the addition to the tax may
be illustrated by the following exam-
ples:

Example (1). An individual taxpayer files
his return for the calendar year 1972 on April
15, 1973, showing a tax (income and self-em-
ployment tax) of $30,000. He had paid a total
of $20,000 of estimated tax in four install-
ments of $5,000 on each of the four install-
ment dates prescribed for such year. No
other payments were made prior to the date
the return was filed. Since the amount of
each installment paid by the last date pre-
scribed for payment thereof is less than one-
quarter of 80 percent of the tax shown on the
return, the addition to the tax is applicable
in respect of the underpayment existing as of
each installment date and is computed as
follows:

(1) Amount of tax shown on return . $30,000
(2) 80 percent of item (1) 24,000
(3) One-fourth of item (2) .....cccooeverenireriiens 6,000
(4) Deduct amount paid on each installment
date 5,000
(5) Amount of underpayment for each install-
ment date (item (3) minus item (4)) ........... 1,000
(6) Addition to the tax:
1st installment—period 4-15-72 to 4-
15-73 ... . 60
2nd installment—perios
1573 e 50
3rd installment—period 9-15-72 to 4—
1573 s 35
4th installment—period 1-15-73 to 4—
15-73 ... . 15
Total oo $160
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Example (2). An individual taxpayer files
his return for the calendar year 1955 on April
15, 1956, showing a tax of $30,000. The require-
ments of section 6015(a) were first met after
April 1 and before June 2, 1955, and a total of
$18,000 of estimated tax was paid in three
equal installments of $6,000 on each of the
three installment dates prescribed for such
year. Since the amount of each installment
paid by the last date prescribed for payment
thereof is less than one-third of 70 percent of
the tax shown on the return, the addition to
the tax is existing as of each installment
date and is applicable in respect of the un-
derpayment computed as follows:

(1) Amount of tax shown on return .. $30,000
(2) 70 percent of item (1) 21,000
(3) One-third of item (2) ....ccoevereriiieiesecies 7,000
(4) Deduct amount paid on each installment

Aate i 6,000
(5) Amount of underpayment for each install-

ment date (item (3) minus item (4)) ............... 1,000

(6) Addition to the tax:
1st installment—period 6-15-55

10 4—15-56 .....cccceiiiiiie $50
2d installment—period 9-15-55
10 4-15-56 ....coovveviiiiiiieeee 35
3d installment—period 1-15-56
to 4-15-56 ... 15
Total .. 100

(Secs. 6015, 6154, 6654, 6655, and 7805, Internal
Revenue Code of 1954 (96 Stat. 2395 and 2396,
68A Stat. 917; 26 U.S.C. 6015, 6154, 6654, 6655,
and 7805))

[T.D. 6500, 25 FR 12146, Nov. 26, 1960, as
amended by T.D. 7384, 40 FR 49322, Oct. 22,
1975; T.D. 7427, 41 FR 34029, Aug. 12, 1976; T.D.
7577, 43 FR 59358, Dec. 20, 1978; T.D. 8016, 50
FR 11855, Mar. 26, 1985]

§1.6654-2 Exceptions to imposition of
the addition to the tax in the case
of individuals.

(a) In general. The addition to the tax
under section 6654 will not be imposed
for any underpayment of any install-
ment of estimated tax if, on or before
the date prescribed for payment of the
installment, the total amount of all
payments of estimated tax made equals
or exceeds the least of the following
amounts:

(1) The amount which would have
been required to be paid on or before
the date prescribed for payment if the
estimated tax were the tax shown on
the return for the preceding taxable
year, provided that the preceding tax-
able year was a year of 12 months and
a return showing a liability for tax was
filed for such year. However, this sub-
paragraph shall not apply with respect
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to any taxable year which ends on or
after September 30, 1968, for which a
tax is imposed by section 51 (relating
to tax surcharge), in the case of a pay-
ment of estimated tax the time pre-
scribed for payment of which is on or
after September 15, 1968.

(2) The amount which would have
been required to be paid on or before
the date prescribed for payment if the
estimated tax were an amount equal to
a percentage of the tax computed by
placing on an annual basis the taxable
income for the calendar months in the
taxable year ending before the month
in which the installment is required to
be paid. That percentage is 80 percent
in the case of taxable years beginning
after December 31, 1966, of individuals
not referred to in section 6073(b) (relat-
ing to income from farming or fishing),
70 percent in the case of taxable years
beginning before January 1, 1967, of
such individuals, and 66% percent in
the case of individuals referred to in-
ferred to in section 6073(b). With re-
spect to taxable years beginning after
December 31, 1966, the adjusted self-em-
ployment income shall be taken into
account in determining the amount re-
ferred to in this subparagraph if net
earnings from self-employment (as de-
fined in section 1402(a)) for the taxable
year equal or exceed $400. For purposes
of this subparagraph:

(i) Taxable income shall be placed on
an annualized basis:

(A) For taxable years beginning after
1976, by:

(1) Multiplying by 12 (or the number
of months in the taxable year if less
than 12) the adjusted gross income and
the itemized deductions for the cal-
endar months in the taxable year end-
ing before the month in which the in-
stallment is required to be paid,

(2) Dividing the resulting amounts by
the number of such calendar months,

(3) Increasing the amount of the
annualized adjusted gross income by
the unused zero bracket amount, if
any, determined by reference to the
annualized itemized deductions, or de-
creasing the amount of the annualized
adjusted gross income by the excess
itemized deductions, if any, determined
by reference to the annualized itemized
deductions (the amount resulting
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under this step is annualized tax table
income), and

(4) Deducting from the annualized
tax table income the deduction for per-
sonal exemptions (such personal ex-
emptions being determined as of the
date prescribed for payment of the in-
stallment).

If the taxpaper would be eligible to use
the tax tables on the basis of
annualized tax table income, the
amount which would have been re-
quired to be paid for purposes of this
subparagraph may be determined by
applying the tax tables to annualized
tax table income. the amount resulting
under (3).

(B) For taxable years beginning be-
fore 1977, by:

(1) Multiplying by 12 (or the number
of months in the taxable year if less
than 12) the taxable income (computed
without the standard deduction and
without the deduction for personal ex-
emptions), or the adjusted gross in-
come if the standard deduction is to be
used for the calendar months in the
taxable year ending before the month
in which the installment is required to
be paid,

(2) Dividing the resulting amount by
the number of such calendar months,
and

(3) Deducting from such amount the
standard deduction, if applicable, and
the deduction for personal exemptions
(such personal exemptions being deter-
mined as of the date prescribed for pay-
ment of the installment).

(ii) The term “‘adjusted self-employ-
ment income’’ means:

(A) The net earnings from self-em-
ployment (as defined in section 1402(a))
for the calendar months in the taxable
year ending before the month in which
the installment is required to be paid,
computed as if such months con-
stituted the taxable year, but not more
than

(B) The excess of:

(1) For taxable years beginning after
1966, $6,600

(2) For taxable years beginning after
1971, $9,000,

(3) For taxable years beginning after
1972, $10,800,

(4) For taxable years beginning after
1973, $13,200, and

453



§1.6654-2

(5) For taxable years beginning after
1974, an amount equal to the contribu-
tion and benefit base (as determined
under section 230 of the Social Security
Act) which is effective for the calendar
year in which the taxable year begins,
over the amount of the wages (within
the meaning of section 1402(b)) for such
calendar months placed on an annual
basis. For this purpose, wages are
annualized by multiplying by 12 (or the
number of months in the taxable year
in the case of a taxable year of less
than 12 months) the wages for such cal-
endar months and dividing the result-
ing amount by the number of such
months.

(3) An amount equal to 90 percent of
the tax computed, at the rates applica-
ble to the taxable year, on the basis of
the actual taxable income for the cal-
endar months in the taxable year end-
ing before the month in which the the
installment is required to ber paid, as
if such months constituted the entire
taxable year. For taxable years begin-
ning after December 31, 1966, such com-
putation shall include the tax imposed
by chapter 2 on the actual self-employ-
ment income for such months. For pur-
poses of this subparagraph, the term
“‘actual self-employment income”’
means:

(i) The net earnings from self-em-
ployment (as defined in section
1402(a))for such calendar months, com-
puted as if such months constituted
the taxable year, but not more than

(ii) The excess of:

(A) For taxable years beginning after
1966, $6,600,

(B) For taxable years beginning after
1971, $9,000,

(C) For taxable years beginning after
1972, $10,800,

(D) For taxable years beginning after
1973, $13,200, and

(E) For taxable years beginning after
1974, an amount equal to the contribu-
tion and benefit base (as determined
under section 230 of the Social Security
Act) which is effective for the calendar
year in which the taxable year begins,
over the amount of wages (within the
meaning of section 1402(b)) for such
months.

(4) The amount which would have
been required to be paid on or before
the date prescribed for payment if the
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estimated tax were an amount equal to
a tax determined on the basis of the
tax rates and the taxpayer’s status
with respect to personal exemptions
under section 151 for the taxable year,
but otherwise on the basis of the facts
shown on the return for the preceding
taxable year and the law applicable to
such year, in the case of an individual
required to file a return for such pre-
ceding taxable year.

In the case of a taxpayer whose taxable
year consists of 52 or 53 weeks in ac-
cordance with section 441(f), the rules
prescribed by §1.441-2(c) shall be appli-
cable in determining, for purposes of
subparagraph (1) of this paragraph,
whether a taxable year was a year of 12
months and, for purposes of subpara-
graphs (2) and (3) of this paragraph, the
number of calendar months in a tax-
able year preceding the date prescribed
for payment of an installment of esti-
mated tax. For the rules to be applied
in determining taxable income for any
period described in subparagraphs (2)
and (3) of this paragraph in the case of
a taxpayer who employs accounting pe-
riods (e.g., thirteen 4-week periods or
four 13-week periods) none of which
terminates with the end of the applica-
ble period described in subparagraph (2)
or (3) of this paragraph, see paragraph
(a)(5) of §1.6655-2.

(b) Meaning of terms. As used in this
section and §1.6654-3:

(1) The term ““tax’ means:

(i) The tax imposed by chapter 1 of
the Code (other than by section 56), in-
cluding any qualified State individual
income taxes which are treated pursu-
ant to section 6361(a) as if they were
imposed by chapter 1, plus

(i) For taxable years beginning after
December 31, 1966, the tax imposed by
chapter 2 of the Code, minus

(iii) The credits against tax allowed
by part iv, subchapter A, chapter 1 of
the Code, other than the credit against
tax provided by section 31 (relating to
tax withheld on wages), and without
reduction for any payments of esti-
mated tax, minus

(iv) In the case of an individual who
is subject to one or more qualified
State individual income taxes, the sum
of the credits allowed against such
taxes pursuant to section 6262(b)(2) (B)
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or (C) or section 6262(c)(4) and para-
graph (c) of §301.6362-4 of this chapter
(Regulations on Procedure and Admin-
istration) (relating to the credit for in-
come taxes of other States or political
subdivisions thereof) and paragraph
(c)(2) of §301.6361-1 (relating to the
credit for tax withheld from wages on
account of qualified State individual
income taxes), and minus

(v) For taxable years ending after
February 29, 1980, the individual’s over-
payment of windfall profit tax imposed
by section 4986 of the Code for the tax-
able year. For this purpose, the
amount of such overpayment is the
sum of (A) the amount by which such
individual’s aggregate windfall profit
tax liability for the taxable year as
producer of crude oil is exceeded by
withholding of windfall profit tax for
the taxable year, and (B) any amount
treated under section 6429 or 6430 as an
overpayment of windfall profit tax for
crude oil removed during the taxable
year. The deemed payment date in sec-
tion 4995(a)(4)(B) for the amount of
windfall profit tax withheld with re-
spect to payments for crude oil shall
have no effect in the determination of
the overpayment of windfall profit tax.

(2) The credits against tax allowed by
part 1V, subchapter A, chapter 1 of the
Code, are:

(i) In the case of the exception de-
scribed in paragraph (a)(1) of this sec-
tion, the credits shown on the return
for the preceding taxable year,

(i) In the case of the exceptions de-
scribed in paragraph (a)(2) and (3) of
this section, the credits computed
under the law and rates applicable to
the current taxable year, and

(iii) In the case of the exception de-
scribed in paragraph (a)(4) of this sec-
tion, the credits shown on the return
for the preceding taxable year, except
that if the amount of any such credit
would be affected by any change in
rates or status with respect to personal
exemptions, the credits shall be deter-
mined by reference to the rates and
status applicable to the current tax-
able year.

A change in rate may be either a
change in the rate of tax, such as a
change in the rate of the tax imposed
by section 1 or section 1401, or a change
in a percentage affecting the computa-
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tion of the credit, such as a change in
the rate of withholding under chapter 3
of the Code or a change in the percent-
age of a qualified investment which is
specified in section 46 for use in deter-
mining the amount of the investment
credit allowed by section 38.

(3) The term ‘“‘return for the pre-
ceding taxable year’” means the income
tax return for such year which is re-
quired by section 6012(a)(1) and, in the
case of taxable years beginning after
December 31, 1966, the self-employment
tax return for such year which is re-
quired by section 607.

(c) Examples. The following examples
illustrate the application of the excep-
tions to the imposition of the addition
to the tax for an underpayment of esti-
mated tax, in the case of an individual
whose taxable year is the calendar
year:

Example (1). A, a married man with one
child and a dependent parent, files a joint re-
turn with his spouse, B, for 1955 on April 15,
1956, showing taxable income of $44,000 and a
tax of $16,760. A and B had filed a joint dec-
laration of estimated tax on April 15, 1955,
showing an estimated tax of $10,000 which
was paid in four equal installments of $2,500
each on April 15, June 15, and September 15,
1955, and January 15, 1956. The balance of
$6,760 was paid with the return. A and B have
an underpayment of estimated tax of $433 (Va
of 70 percent of $16,760, less $2,500) for each
installment date. The 1954 calendar year re-
turn of A and B showed a liability of $10,000.
Since the total amount of estimated tax paid
by each installment date equalled the
amount that would have been required to be
paid on or before each of such dates if the es-
timated tax were the tax shown on the re-
turn for the preceding year, the exception
described in paragraph (a)(1) of this section
applies and no addition to the tax will be im-
posed.

Example (2). Assume the same facts as in
example (1), except that the joint return of A
and B for 1954 showed taxable income of
$32,000 and a tax liability of $10,400. Assume
further that only two personal exemptions
under section 151 appeared on the 1954 re-
turn. The exception described in paragraph
(a)(1) of this section would not apply. How-
ever, A and B are entitled to four exemptions
under section 151 for 1955. Taxable income for
1954 based on four exemptions, but otherwise
on the basis of the facts shown on the 1954 re-
turn, would be $30,800. The tax on such
amount in the case of a joint return would be
$9,836. Since the total amount of estimated
tax paid by each installment date exceeds
the amount which would have been required
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to be paid on or before each of such dates if
the estimated tax were $9,836, the exception
described in paragraph (a)(4) of this section
applies and no addition to the tax will be im-
posed.

Example (3). C, who is self-employed (other
than as a farmer or fisherman), has
annualized taxable income of $6,900 for the
period January 1, 1967, through August 31,
1967, the income tax on which is $1,171. For
the same period his net earnings from self-
employment are $5,000 and his wages are
$2,000. The estimated tax payments made by
C for 1967 on or before September 15, 1967,
total $1,200. For the purposes of the excep-
tion described in paragraph (a)(2) of this sec-
tion, the adjusted self-employment income is
$3,600, computed as follows:

(1) Net earnings from self-employment .................... $5,000

(2) $6,600 minus annualized wages ($6,600 — 3,000
($2,000x12+8)) 3,600

(3) Lesser of (1) O (2) ...cceeeevvecininiiiiicccieisieenee 3,600

The tax on C’s adjusted self-employment in-
come would be $230.40 ($3,600x6.4 percent).
Since the total amount of estimated tax paid
on or before September 15, 1967, exceeds
$1,121.12, that is, 80 percent of $1,401.40
($1,171+230.40), the exception described in
paragraph (a)(2) of this section applies and
no addition to tax will be imposed.

Example (4). D, who is self-employed (other
than as a farmer or fisherman), has actual
taxable income of $3,800 for the period Janu-
ary 1, 1967, through August 31, 1967, the in-
come tax on which is $586. For the same pe-
riod his net earnings from self-employment
are $5,000 and his wages are $2,000. The esti-
mated tax payments made by D for 1967 on or
before September 15, 1967, total $840. For the
purposes of the exception described in para-
graph (a)(3) of this section, the actual self-
employment income for this period is $4,600,
computed as follows:

(1) Net earnings from self-employment $5,000
(2) $6,600 minus wages ($6,600 —2,000) 4,600
(3) Lesser of (1) or (2) 4,600

The tax on D’s actual self-employment in-
come would be $294.40 ($4,600x6.4 percent).
Since the total amount of estimated tax paid
by September 15, 1967, exceeds $792.36, that
is, 90 percent of $880.40 ($586+294.40), the ex-
ception described in paragraph (a)(3) of this
section applies and no addition to tax will be
imposed.

Example (5). E and F, his spouse, filed a
joint return for the calendar year 1967, show-
ing a tax liability of $10,000. The liability, at-
tributable primarily to income received dur-
ing the last quarter of the year, included
both income and self-employment tax. Their
aggregate payments of estimated tax on or
before September 15, 1967, total $1,350, rep-
resenting three installments of $450 paid on
each of the first three installment dates pre-
scribed for the taxable year. Since each in-
stallment paid, $450, was less then $2,000 (Y4
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of 80 percent of $10,000), there was an under-
payment on each of the installment dates.
Assume that the exceptions described in
paragraph (a) (1) and (4) of this section do
not apply. Actual taxable income for the
three months ending March 31, 1967, was
$2,000 and for the five months ending May 31,
1967, was $4,500. Actual self-employment in-
come, for the same periods, was $2,000 and
$4,000, respectively. Since the amounts paid
by the April 15 and June 15 installment
dates, $450 and $900, respectively, exceed
$376.20 and $873.90, respectively (90 percent of
the income tax on the actual taxable income
of $2,000 and $4,500, respectively, determined
on the basis of a joint return, and the self-
employment tax on the actual self-employ-
ment income of $2,000 and $4,000, respec-
tively), the exception described in paragraph
(a)(3) of this section applies and no addition
to the tax will be imposed for the underpay-
ments on the April 15 and June 15 install-
ment dates. For the eight months ending Au-
gust 31, 1967, actual taxable income, assum-
ing E and F did not elect to use the standard
deduction, was $7,500; net earnings from self-
employment were $6,000 and wages were
$2,700. Since the total amount paid by the
September 15 installment date, $1,350, was
less than $1,381.14 (90 percent of the income
tax on the actual taxable income of $7,500 de-
termined on the basis of a joint return and
the self-employment tax on actual self-em-
ployment income of $3,900 ($6,600—2,700)), the
exception described in paragraph (a)(3) of
this section does not apply to the September
15 installment. Furthermore, the exception
described in paragraph (a)(2) of this section
does not apply, as illustrated by the fol-
lowing computation:
(1) Income tax:
Taxable income for the period ending
Aug. 31, 1967 (without deduction for
personal exemptions) on an annual

basis ($8,700x12+8) .......ccceuvrvrererenne $13,050.00
Deduction for two personal exemptions ....... 1,200.00
11,850.00
Tax on $11,850 (on the basis of a joint
return) 2,227.00
(2) Self-employment tax:
Net earnings from self-employment ...... 6,000.00
Adjusted  self-employment  income
($6,600—4,050 annualized wages
($2,700X12+8)) ..eveeerrrirerieieiinierenns 2,550.00
Tax on adjusted self-employment in-
come ($2,550%6.4 percent) ... 163.20
(3) Total tax ($2,227.00+163.20) ...... 2,390.20
(4) %a of 80 percent of $2,390.20 1,434.12
Amount paid by Sept. 15, 1967 ......ccccovveivrenens 1,350.00

An addition to the tax will thus be imposed
for the underpayment of $1,550 ($2,000—450)
on the September 15 installment.

Example (6). Assume the same facts as in
example (5) and assume further that adjusted
gross income for the eight months ending
August 31, 1967, was $9,200 and the amount of
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deductions (other than the deduction for per-
sonal exemptions) not allowable in deter-
mining adjusted gross income aggregate only
$500. If E and F elect, they may use the
standard deduction in computing the tax for
purposes of the exceptions described in para-
graph (a) (2) and (3) of this section. Taxable
income for purposes of the exception de-
scribed in paragraph (a)(3) of this section
would be reduced to $7,080 ($9,200 less $1,200
for two personal exemptions and $920 for the
standard deduction). The income tax thereon
is $1,205.20; income tax and self-employment
tax total $454.80 ($1,205.20+249.60 ($3,900x6.4
percent)). Since the amount paid by the Sep-
tember 15 installment date, $1,350, exceeds
$1,309.32 (90 percent of $1,454.80), the excep-
tion described in paragraph (a)(3) of this sec-
tion applies. However, the exception de-
scribed in paragraph (a)(2) of this section
does not apply, as illustrated by the fol-
lowing computation:

Adjusted gross income for period ending Aug.

31, 1967 ... $9,200.00
Adjusted gross income annualized

($9,200x12+8) 13,800.00
Taxable income annualized ($13,800 minus

$1,200 for two personal exemptions and

$1,000 for the standard deduction) ... 11,600.00
Tax on $11,600 (on basis of joint return) 2,172.00
Self-employment tax on adjusted self-employ-

ment income ($2,550%6.4 percent) 163.20
Total tax ($2,172.00+163.20 .... 2,335.20
%4 of 80 percent of $2,335.20 .. 1,401.12
Amount paid by Sept. 15, 1967 .... 1,350.00

Example (7). G was a married individual, 73
years of age, who filed a joint return with his
wife, H, for the calendar year 1956. H, who
was 70 years of age, had no income during
the year. G had taxable income in the
amount of $7,000 for the eight-month period
ending on August 31, 1956, which included
$2,000 of dividend income (after excluding $50
under section 116) and $900 of rental income.
The $7,000 figure also reflected a deduction of
$2,400 for personal exemptions ($600x4), since
G and H are both over 65 years of age. The
application of the exception described in
paragraph (a)(2) of this section to an under-
payment of estimated tax on the September
15 installment date may be illustrated by the
following computation:

Taxable income for the period ending Aug. 31,

1956 (without deduction for personal exemp-

tions) on an annual basis ($9,400x12+8) $14,100.00

Deduction for personal exemptions . 2,400.00
Taxable income on an annual basis 11,700.00
Tax (on the basis of a joint return) .. 2,642.00
Dividends received for 8-month period ............... 2,050.00
Less: Amount excluded from gross income

under section 116 .........cocovvrriciciciinis 50.00
Dividends included in gross income ...........c....... 2,000.00
Dividend income annualized ($2,000x12+8) ....... 3,000.00
Dividends received credit under section 34 (4

percent of $3,000) .....cccoveererereeeererreeeeeeeeene 120.00
Tax less dividends received credit .. 2,522.00
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Retirement income (as defined in section 37(c))
includes:

Dividend income (to extent included in

gross income) .. 2,000.00
Rental income .. 900.00
Total retirement iINCOME .......cccoceririieieiecieiee 2,900.00
Limit on amount of retirement income under
section 37(d) 1,200.00
Retirement income credit under section 37 (20
percent of $1,200) .....cccceriririeiiiiiiiieeee 240.00
Tax less credits under section 34 and section 37 2,282.00
Amount determined under the exception de-
scribed in paragraph (a)(2) of this section (¥4
of 70 percent of $2,282) ... 1,198.05

Example (8). C, an unmarried individual for
whom another taxpayer is entitled to a de-
duction under section 151(e), has adjusted
gross income of $4,000 for the period January
1, 1977, through August 31, 1977. All of C’s in-
come is non-exempt interest. For the same
period C, who is entitled to one personal ex-
emption, has itemized deductions amounting
to $300. C is entitled to no credits other than
the general tax credit. C filed a declaration
of estimated tax on April 15, 1977, and on or
before September 15, 1977, makes estimated
tax payments for 1977 which total $460. For
purposes of determing whether the exception
described in paragraph (a)(2) of this section
applies, the following computations are nec-
essary:

Adjusted gross income for the period

ending Aug. 31, 1977, on an annual

basis ($4,000 x 12+8) ... .
Itemized deductions for the p d-

ing Aug. 31, 1977, on an annual basis

($300 X 128) w.ovovereereesreeesesreeseeenis
Unused zero bracket

amount computation re-

quired under sec.
63(e)(1)(D):
Zero bracket amount
Annualized itemized
deductions ...

$6,000.00

450.00

$2,200.00

450.00

Unused zero brack-
et amount ......... 1,750.00
Annualized adjusted gross income ..
Plus: unused zero bracket amount ..

6,000.00
1,750.00

Annualized tax table income ...

Tax from tables .
Amount specified in paragraph (a)(2) of
this section (¥4x80 pct. x$757) ..........

7,750.00
757.00

$454.20

The exception described in paragraph (a)(2)
applies, and no addition to tax will be im-
posed.

Example (9). An unmarried taxpayer enti-
tled to one exemption, has adjusted gross in-
come of $16,000 and itemized deductions of
$2,000 for the period for the period January 1,
1977, through August 31, 1977. D has no net
earnings from self-employment and is enti-
tled to no credits other than the general tax
credit. D files a declaration of estimated tax
on April 15, 1977, and on or before September
15, 1977, makes estimated tax payments for
1977 which total $3,000. For purposes of deter-
mining whether the exception in paragraph
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(a)(2) of this section applies, the following
computations are necessary:

Adjusted gross income for the period ending
Aug. 31, 1977, on an annual basis ($16,000

X 1248) i $24,000
Itemized deductions for the period ending Aug.
31, 1977, on an annual basis ($2,000 x
12+8) ... 3,000
A
L(10) - $3,000
Minus zero bracket amount 2,200
Excess itemized deduc-
tions ..o 800
Annualized adjusted gross income ..... 24,000
Minus excess itemized deductions ..... 800
Annualized tax table income ........ 23,200
Minus: Personal exemption ................. 750
Annualized taxable income .......... 22,450
Tax under sec. 1(c) on annualized taxable in-
COME ittt et e et e e et e e e e e e e e nnaaeeennaees 5,325
Minus: general tax credit .........ccccoeeniiiiiiiiennns 180
Total eeeeeeeieeeee s 5,145
Amount specified in paragraph (a)(2) of this
section (¥2x80 pct. X $5,145) ....cevveveevccnnne 3,087

The exception described in paragraph (a)(2)
does not apply.

(d) Determination of taxable income for
installment periods—(1) In general. (i) In
determining the applicability of the ex-
ceptions described in paragraph (a) (2)
and (3) of this section, there must be an
accurate determination of the amount
of income and deductions for the cal-
endar months in the taxable year pre-
ceding the installment date as of which
the determination is made, that is, for
the period terminating with the last
day of the third, fifth, or eighth month
of the taxable year. For example, a tax-
payer distributes year-end bonuses to
his employees but does not determine
the amount of the bonuses until the
last month of the taxable year. He may
not deduct any portion of such year-
end bonuses in determining his taxable
income for any installment period
other than the final installment period
for the taxable year, since deductions
are not allowable until paid or accrued,
depending on the taxpayer’s method of
accounting.

(ii) If a taxpayer on an accrual meth-
od of accounting wishes to use either of
the exceptions described in paragraphs
(a) (2) and (3) of this section, he must
establish the amount of income and de-
ductions for each applicable period. If
his income is derived from a business
in which the production, purchase, or
sale of merchandise is an income-pro-
ducing factor requiring the use of in-
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ventories, he will be unable to deter-
mine accurately the amount of his tax-
able income for the applicable period
unless he can establish, with reason-
able accuracy, his cost of goods sold for
the applicable installment period. The
cost of goods sold for such period shall
be considered, unless a more exact de-
termination is available, as such part
of the cost of goods sold during the en-
tire taxable year as the gross receipts
from sales for such installment period
is of gross receipts from sales for the
entire taxable year.

(2) Members of partnerships. The provi-
sions of this subparagraph shall apply
in determining the applicability of the
exceptions described in paragraphs (a)
(2) and (3) of this section to an under-
payment of estimated tax by a tax-
payer who is a member of a partner-
ship.

(i) For purposes of determining tax-
able income, there shall be taken into
account:

(A) The partner’s distributive share
of partnership items set forth under
section 702,

(B) The amount of any guaranteed
payments under section 707(c), and

(C) Gains or losses on partnership
distributions which are treated as
gains or losses on sales of property.

(ii) For purposes of determining net
earnings from self-employment (for
taxable years beginning after Decem-
ber 31, 1966) there shall be taken into
account:

(A) The partner’s distributive share
of income or loss, described in section
702(a)(9), subject to the special rules set
forth in section 1402(a) and §§1.1402(a)—
1 to 1.1402(a)-16, inclusive, and

(B) The amount of any guaranteed
paments under section 707(c), except
for payments received from a partner-
ship not engaged in a trade or business
within the meaning of section 1402(c)
and §1.1402(c)-1.

In determining a partner’s taxable in-
come and, for taxable years beginning
after December 31, 1966, net earnings
from self-employment, for the months
in his taxable year which precede the
month in which the installment date
falls, the partner shall take into ac-
count items set forth in sections 702
and 1402(a) for any partnership taxable
year ending with or within his taxable
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year to the extent that such items are
attributable year which precede the
month in which the installment date
falls. For special rules used in com-
puting a partner’s net earnings from
self-employment in the case of the ter-
mination of his taxable year as a result
of death, see section 1402(f) and
§1.1402(f)-1. In addition, a partner shall
include in his taxing after December 31,
1966, net earnings from self-employ-
ment, for the months in his taxable
year which precede the month in which
the installment date falls guaranteed
payments from the partnership to the
extent that such guaranteed payments
are includible in his taxable income for
such months. See section 706(a), sec-
tion 707(c), paragraph (c) of §1.707-1 and
section 1402(a).

(iii) The provisions of subdivision (i)
(A) and (B) of this subdivision (ii) of
this subparagraph may be illustrated
by the following examples:

Example (1). A, whose taxable year is the
calendar year, is a member of a partnership
whose taxable year ends on January 31. A
must take into account, in determining his
taxable income for the installment due on
April 15, 1973, all of his distributive share of
partnership items described in section 702
and the amount of any guaranteed payments
made to him which were deductible by the
partnership in the partnership taxable year
beginning on February 1, 1972, and ending on
January 31, 1973. A must take into account,
in determining his net earnings from self-
employment, his distributive share of part-
nership income or loss described in section
702(a)(9), subject to the special rules set forth
in section 1402(a) and §§1.1402(a)-1 to
1.1402(a)-16, inclusive.

Example (2). Assume that the taxable year
of the partnership of which A, a calendar
year taxpayer, is a member ends on June 30.
A must take into account in the determina-
tion of his taxable income and net earnings
from self-employment for the installment
due on April 15, 1973, his distributive share of
partnership items for the period July 1, 1972,
through March 31, 1973; for the installment
due on June 15, 1973, he must take into ac-
count such amounts for the period July 1,
1972, through May 31, 1973; and for the in-
stallment due on September 15, 1973, he must
take into account such amounts for the en-
tire partnership taxable year of July 1, 1972,
through June 30, 1973 (the date on which the
partnership taxable year ends).

(3) Beneficiaries of estates and trusts.
In determining the applicability of the
exceptions described in paragraph (a)
(2) and (3) of this section as of any in-
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stallment date, the beneficiary of an
estate or trust must take into account
his distributable share of income from
the estate or trust for the applicable
period (whether or not actually distrib-
uted) if the trust or estate is required
to distribute income to him currently.
If the estate or trust is not required to
distribute income currently, only the
amounts actually distributed to the
beneficiary during such period must be
taken into account. If the taxable year
of the beneficiary and the taxable year
of the estate or trust are different,
there shall be taken into account the
beneficiary’s distributable share of in-
come, or the amount actually distrib-
uted to him as the case may be, during
the months in the taxable year of the
estate or trust ending within the tax-
able year of the beneficiary which pre-
cede the month in which the install-
ment date falls. See subparagraph (2) of
this paragraph for examples of a simi-
lar rule which is applied when a part-
ner and the partnership of which he is
a member have different taxable years.

(e) Special rule in case of change from
joint return or separate return for the pre-
ceding taxable year—(1) Joint return to
separate returns. In determining the ap-
plicability of the exceptions described
in paragraph (a) (1) and (4) of this sec-
tion to an underpayment of estimated
tax, a taxpayer filing a separate return
who filed a joint return for the pre-
ceding taxable year shall be subject to
the following rule: The tax:

(i) Shown on the return for the pre-
ceding taxable year, or

(ii) Based on the tax rates and per-
sonal exemptions for the current tax-
able year but otherwise determined on
the basis of the facts shown on the re-
turn for the preceding taxable year,
and the law applicable to such year,

shall be that portion of the tax which
bears the same ratio to the whole of
the tax as the amount of the tax for
which the taxpayer would have been
liable bears to the sum of the taxes for
which the taxpayer and his spouse
would have been liable had each spouse
filed a separate return for the pre-
ceding taxable year. For rules with re-
spect to the allocation of joint pay-
ments of estimated tax, see section
6015(b) and §1.605(b)-1(b).
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(2) Examples. The rule in paragraph (i)
of this paragraph may be illustrated by
the following examples:

Example (1). H and W filed a joint return for
the calendar year 1955 showing taxable in-
come of $20,000 and a tax of $5,280. Of the
$20,000 taxable income,  $18,000 was
atributable to H, and $2,000 was attributable
to W. H and W filed separate returns for 1956.
The tax shown on the return for the pre-
ceding taxable year, for purposes of deter-
mining the applicability of the exception de-
scribed in paragraph (a)(1) of this section to
an underpayment of estimated tax by H for
1956, is determined as follows:

Taxable income of H for 1955 .........ccccceveeae $18,000
Tax on $18,000 (on basis of separate return) 6,200
Taxable income of W for 1955 ...................... 2,000

Tax on $2,000 (on basis of separate return) 400
Aggregate tax of H and W (on basis of sep-

arate retUrnS) ......oeeeeeeeveeeneceneeneeecreeees 6,600
Portion of 1955 tax shown on joint return at-
tributable to H (6200/6600x5280) .............. 4,960

Example (2). Assume the same facts as in
example (1) and that H and W file a joint dec-
laration of estimated tax for 1956 and pay es-
timated tax in amounts determined on the
basis of their eligibility for three rather than
two exemptions for 1956. H and W ultimately
file separate income tax returns for 1956. As-
sume further that the exception described in
paragraph (a)(1) of this section does not
apply. The tax based on the tax rates and
personal exemptions for 1956 but otherwise
determined on the basis of the facts shown
on the return for 1955 and the law applicable
to 1955, for purposes of determining the ap-
plicability of the exception described in
paragraph (a)(4) of this section to an under-
payment of estimated tax by H for 1956, is
determined as follows:

Taxable income of H and W for 1955 based on
additional personal exemption for 1956 ...........
Tax on 1955 income based on joint return rate
for 1956 ........
Portion of 1955 tax attributable to H (computed
as in example (1) but allowing benefit of addi-
tional exemption to H) ......cccccevviniiiiiiiii
Portion of tax attributable to H based on tax
rates and personal exemptions for 1956 but
otherwise on facts on 1955 return ($5900/
6300x$5,076) .

$19,400

5,076

5900/6300

$4,754

Example (3). Assume that H and W had the
same taxable income in 1972 as in 1955, and
that they filed a joint return for 1972 and
separate returns for 1973. Assume further
that H’s taxable income for 1972 included net
earnings from self-employment in excess of
the $9,000 maximum base for the self-employ-
ment tax for 1972, and that the joint return
filed by H and W for 1972 showed tax under
Chapter 1 (other than section 56) and tax
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under Chapter 2 totaling $5,055. The tax
shown on the return for 1972, for purposes of
determining the applicability of the excep-
tion described in paragraph (a)(1) of this sec-
tion to an underpayment of estimated tax by
H for 1973, is determined as follows:

Taxable income of H for 1972 .........cccccceveene $18,000
Chapter 1 tax (other than section 56 tax) on

$18,000 (on basis of separate return) ....... 5,170
Self-employment income of H for 1972 . 9,000
Chapter 2 tax on $9,000 ........ccccoceverreerereanans $675
Total of SUCh taXeS ...ccvurucureieicicrecceae $5,845
Taxable income of W for 1972 .........cccceeeeee 2,000
Chapter 1 tax (other than section 56 tax) on

$2,000 (on basis of separate return) ......... 310
Aggregate tax on H and W (on basis of sep-

arate returmns) ....ooveeeeeeeeeeneeerereeeeeeeeeas $6,155
Portion of 1972 tax shown on joint return at-

tributable to H (5845/6155x$5,055) ........... $4,800.40

(3) Separate return to joint return. In
the case of a taxpayer who files a joint
return for the taxable year with re-
spect to which there is an under-
payment of estimated tax and who filed
a separate return for the preceding tax-
able year:

(i) The tax shown on the return for
the preceding taxable year, for pur-
poses of determining the applicability
of the exception described in paragraph
(a)(1) of this section, shall be the sum
of both the tax shown on the return of
the taxpayer and the tax shown on the
return of the taxpayer’s spouse for
such preceding year, and

(if) The facts shown on both the tax-
payer’s return and the return of his
spouse for the preceding taxable year
shall be taken into account for pur-
poses of determining the applicability
of the exception described in paragraph
(a)(4) of this section.

(4) Example. The rules described in
subparagraph (3) of this paragraph may
be illustrated by the following exam-
ple:

Example. H and W filed separate income tax
returns for the calendar year 1954 showing
tax liabilities of $2,640 and $350, respectively.
In 1956 they married and participated in the
filing of a joint return for that year. In the
filing of a joint return for that year. Thus,
for the purpose of determining the applica-
bility of the exceptions described in para-
graph (a)(1) and (4) of this section to an un-
derpayment of estimated tax for the year
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1955, the tax shown on the return for the pre-
ceding taxable year is $2,990 ($2,640 plus $350).

(Secs. 6015, 6154, 6654, 6655, and 7805, Internal
Revenue Code of 1954 (96 Stat. 2395 and 2396,
68A Stat. 917; 26 U.S.C. 6015, 6154, 6654, 6655,
and 7805))

[T.D. 7427, 41 FR 34029, Aug. 12, 1976, as
amended by T.D. 7577, 43 FR 59359, Dec. 20,
1978; T.D. 7585, 44 FR 1105, Jan. 4, 1979; T.D.
8016, 50 FR 11855, Mar. 26, 1985; 50 FR 18244,
Apr. 30, 1985; T.D. 8996, 67 FR 35012, May 17,
2002]

§1.6654-3 Short taxable years of indi-
viduals.

(@) In general. The provisions of sec-
tion 6654, with certain modifications
relating to the application of sub-
section (d) thereof, which are explained
in paragraph (b) of this section, are ap-
plicable in the case of a short taxable
year for which a declaration is required
to be filed. (See §1.6015(g)-1 for require-
ment of declaration for short taxable
year.)

(b) Rules as to application of section
6654(d). (1) In any case in which the
taxable year for which an under-
payment of estimated tax exists is a
short taxable year due to a change in
annual accounting periods, in deter-
mining the tax:

(i) Shown on the return for the pre-
ceding taxable year (for purposes of
section 6654(d)(1)), or

(ii) Based on the personal exemptions
and rates for the current taxable year
but otherwise on the basis of the facts
shown on the return for the preceding
taxable year, and the law applicable to
such year (for purposes of section
6654(d)(4)),
the tax will be reduced by multiplying
it by the number of months in the
short taxable year and dividing the re-
sulting amount by 12.

(2) If the taxable year for which an
underpayment of estimated tax exists
is a short taxable year due to a change
in annual accounting periods, in
annualizing the taxable income for the
months in the taxable year preceding
an installment date, for purposes of
section 6654(d)(1)(C), the personal ex-
emptions allowed as deductions under
section 151 shall be reduced to the same
extent that they are reduced under sec-
tion 443(c) in computing the tax for a
short taxable year.
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(3) If ““the preceding taxable year™ re-
ferred to in section 6654(d)(4) was a
short taxable year, for purposes of de-
termining the applicability of the ex-
ception described in section 6654(d)(4),
the tax, computed on the basis in the
facts shown on the return for the pre-
ceding year, shall be the tax computed
on the annual basis in the manner de-
scribed in section 443(b)(1) (prior to its
reduction in the manner described in
the last sentence thereof). If the tax
rates or the taxpayer’s status with re-
spect to personal exemptions for the
taxable year with respect to which the
underpayment occurs differ from such
rates or status applicable to the pre-
ceding taxable year, the tax deter-
mined in accordance with this subpara-
graph shall be recomputed to reflect
the rates and status applicable to the
year with respect to which the under-
payment occurs.

[T.D. 6500, 25 FR 12149, Nov. 26, 1960, as
amended by T.D. 7427, 41 FR 34033, Aug. 12,
1976]

§1.6654-4 Waiver of penalty for under-
payment of 1971 estimated tax by
an individual.

(a) In general. Section 207 of the Rev-
enue Act of 1971 provides that, in the
case of individuals, the penalty pre-
scribed by section 6654(a) and §1.6654-1
for underpayment of estimated tax
shall not apply in certain cases to tax-
able years beginning after December 31,
1970, and ending before January 1, 1972.
The penalty shall be waived only if the
taxpayer meets one of the gross income
requirements contained in paragraph
(b) of this section and if the limitation
contained in paragraph (c) of this sec-
tion is not applicable.

(b) Gross income requirement. Except
as provided in paragraph (c) of this sec-
tion, the waiver provided in paragraph
(a) of this section shall be applicable
only:

(1) If the gross income for the taxable
year does not exceed $10,000 in the case
of:

(i) A single individual who is neither
a head of a household (as defined in
section 2(b)) nor a surviving spouse (as
defined in section 2(a)), or

(ii) A married individual not entitled
under section 6013 to file a joint return
for the taxable year, or
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