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These synopses are intended only as aids to the reader in
identifying the subject matter covered. They may not be
relied upon as authoritative interpretations.

INCOME TAX

Rev. Rul. 99-5, page 8.

Disregarded entity to partnership. This ruling describes
the federal income tax consequences when a single member
limited liability company that is disregarded as an entity sep-
arate from its owner under section 301.7701-3 of the Pro-
cedure and Administration Regulations becomes an entity
with more than one owner that is classified as a partnership
for federal tax purposes.

Rev. Rul. 99-6, page 6.

Partnership to disregarded entity. This ruling describes
the federal income tax consequences if one person pur-
chases all of the ownership interests in a domestic limited li-
ability company (LLC) that is classified as a partnership
under section 301.7701-3 of the Procedure and Administra-
tion Regulations, causing the LLC’s status as a partnership
to terminate under section 708(b)(1)(A) of the Code.

Rev. Rul. 99-8, page 10.

Federal rates; adjusted federal rates; adjusted federal
long-term rate, and the long-term exempt rate. For
purposes of sections 1274, 1288, 382, and other sections
of the Code, tables set forth the rates for February 1999.

T.D. 8799, page 12.

Final regulations relate to the treatment of certain invest-
ment income under the qualifying income provisions of sec-
tion 7704 of the Code and the application of the passive ac-
tivity loss rules to publicly traded partnerships.

Finding Lists begin on page 24.
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EMPLOYEE PLANS

T.D. 8806, page 4.

Final and temporary regulations provide changes to the rules
under section 411 of the Code regarding qualified retire-
ment plan benefits that are protected from reduction by plan
amendment. The changes were made necessary by the Tax-
payer Relief Act of 1997.

EXEMPT ORGANIZATIONS

Announcement 99-13, page 20.
A list is given of organizations now classified as private foun-
dations.

ESTATE TAX

REG-114663-97, page 17.

Proposed regulations under section 2056 of the Code relate
to the effect of certain administration expenses on the valu-
ation of property which qualifies for the estate tax marital or
charitable deduction. A public hearing will be held on April
21, 1999.

ADMINISTRATIVE

Notice 99-10, page 16.

Low-income housing tax credit. Resident population fig-
ures for the various states for determining the 1999 calen-
dar year (1) state housing credit ceiling under section 42(h)
of the Code, and (2) private activity bond volume cap under
section 146 of the Code are reproduced.



Mission of the Service

Provide America’s taxpayers top quality service by help-
ing them understand and meet their tax responsibilities

Statement of Principles
of Internal Revenue
Tax Administration

The function of the Internal Revenue Service is to adminis-
ter 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 provi-
sions 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 statutory provision and not to adopt a
strained construction in the belief that he or she is “protect-
ing the revenue.” The revenue is properly protected only
when we ascertain and apply the true meaning of the statute.

and by applying the tax law with integrity and fairness to
all.

The Service also has the responsibility of applying and
administering the law in a reasonable, practical manner.
Issues should only be raised by examining officers when
they have merit, never arbitrarily or for trading purposes.
At the same time, the examining officer should never hesi-
tate 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 vigorous. It
should be conducted with as little delay as possible and
with great courtesy and considerateness. It should never
try to overreach, and should be reasonable within the
bounds of law and sound administration. It should, howev-
er, be vigorous in requiring compliance with law and it
should be relentless in its attack on unreal tax devices and
fraud.



Introduction

The Internal Revenue Bulletin is the authoritative instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly and may be obtained
from the Superintendent of Documents on a subscription
basis. Bulletin contents of a permanent nature are consoli-
dated semiannually into Cumulative Bulletins, which are sold
on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of in-
ternal management are not published; however, statements
of internal practices and procedures that affect the rights
and duties of taxpayers are published.

Revenue rulings represent the conclusions of the Service on
the application of the law to the pivotal facts stated in the
revenue ruling. In those based on positions taken in rulings
to taxpayers or technical advice to Service field offices,
identifying details and information of a confidential nature
are deleted to prevent unwarranted invasions of privacy and
to comply with statutory requirements.

Rulings and procedures reported in the Bulletin do not have
the force and effect of Treasury Department Regulations,
but they may be used as precedents. Unpublished rulings
will not be relied on, used, or cited as precedents by Service
personnel in the disposition of other cases. In applying pub-
lished rulings and procedures, the effect of subsequent leg-
islation, regulations, court decisions, rulings, and proce-

dures must be considered, and Service personnel and oth-
ers concerned are cautioned against reaching the same con-
clusions in other cases unless the facts and circumstances
are substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions, and Subpart B, Legislation and Related
Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and Sub-
parts. Also included in this part are Bank Secrecy Act Admin-
istrative Rulings. Bank Secrecy Act Administrative Rulings
are issued by the Department of the Treasury’s Office of the
Assistant Secretary (Enforcement).

Part IV.—Items of General Interest.

With the exception of the Notice of Proposed Rulemaking
and the disbarment and suspension list included in this part,
none of these announcements are consolidated in the Cumu-
lative Bulletins.

The first Bulletin for each month includes a cumulative index
for the matters published during the preceding months.
These monthly indexes are cumulated on a quarterly and
semiannual basis, and are published in the first Bulletin of the
succeeding quarterly and semiannual period, respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.



Part |. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 42.—Low-Income isting final regulations to conform with  One written comment responding to the
Housing Credit the TRA '97 rules regarding in-kind dis-notice of proposed rulemaking was re-
tribution requirements for certain em-ceived. No public hearing was requested
The adjusted applicable federal short-term, midp|oyee stock ownership plans, and specifyr held. The proposed regulations under
term, and long-term rates are set forth for the monlﬁ,|e time period during which certain plarsection 411(d)(6) are adopted by this
of February 1999. See Rev. Rul. 99-8, page 10. . . L .
amendments for which relief has beemreasury decision, and the corresponding
granted by TRA'97 may be made withoutemporary regulations are removed.
. violating the prohibition against plan
ﬁgﬁgggﬁfgg;gﬁgen amendrr?ents tﬁat reduce acgrued bgneﬁ@(planation of Provisions
Y Thel§f<_a Enal .regulatlor:s affect slp onsorsh of Section 411(d)(6) provides that a plan is
Federal short-term, mid-term, and long-ternfltalilied retirement plans, employers t a&%ot treated as satisfying the requirements
rates are set forth for the month of February 1999naintain qualified retirement plans, an 1 cection 411 if the acerued benefit of a
See Rev. Rul. 99-8, page 10. qualified retirement plan participants.” =~ .
The amendments to the temporary regul;ﬁ’-art'cIpant IS decrgased by a plan amend-
tions remove previously issued temporar{pem' Under sectlor.1 Afll(d)(G)(B)' a.plan
Section 382.—Limitation on Net regulations on the same subject. amendment that eliminates an optional

Operating Loss Carryforwards form of benefit is treated as reducing ac-
and Certain Built-In Losses DATES: These regulations are effectivérued benefits to the extent that the amend-

. . January 8, 1999. ment applies to benefits accrued as of the
Following Ownership Change later of the adoption date or the effective

The adjusted federal long-term rate is set fortr OR FURTHER INFORMATION CON- date of the amendment. Sections
for the month of February 1999. See Rev. Rul. 99-8§ACT: Linda S. F. Marshall, (202) 622-1.411(d)-4, Q&A-1(b)(1) and 1.401(a)(4)—
page 10. 6030 (not a toll-free number). 4(e) specify that different optional forms of

benefit within the meaning of section
_ o _ SUPPLEMENTARY INFORMATION: 411 (4)(6)(B) result from differences in the
Section 411.—Minimum Vesting g 4 oround medium of a distribution (e.g., cash or in-
Standards kind) from a plan. Section 411(d)(6)(C)

This document contains amendments t9rovides that any tax credit employee
the Income Tax Regulations (26 CFR pagtock ownership plan or any employee
1) under section 411(d)(6). These regulastock ownership plan is not treated as fail-
T.D. 8806 tions change the rules under sectiofhg to meet the requirements of section

411(d)(6) regarding qualified retirementy11(q)(6) merely because it modifies dis-
DEPARTMENT OF THE TREASURY  plan benefits that are protected from regipytion options in a nondiscriminatory

26 CFR 1.411(d)—4: Section 411(d)(6) protected
benefits.

Internal Revenue Service duction by plan amendment, to take intg,5nner.
26 CFR Part 1 account amendments made by the Tax-

payer Relief Act of 1997 (TRA '97), Pub- Special Rules Regarding Medium of
Employee Stock Ownership lic Law 105-34, 111 Stat. 788 (1997). Omistribution from ESOPs
Plans; Section 411(d)(6) September 4, 1998, temporary regulations , ) ,
Protected Benefits (Taxpayer (T.D. 8781, 1998-40 I.R.B. 4) under sec- IS ?Ct'otn Ltqut(hl)) ctpnta|?s rec:uwemedr?:s
Relief Act of 1997); Qualified tion 411(d)(6) were published in tired- €'ating to distributions from tax credi

eral Register (63 F.R. 47172). A notice employee stock ownership pIa_ns. Section
of proposed rulemaking (REG—101363—4975(9)(7) extends the requirements of
AGENCY: Internal Revenue Service98, 1998-40 |.R.B. 10), cross-referencingection 409(h) to other employee stock
(IRS), Treasury. the temporary regulations, was publishe@Wnership plans as well, and section

in the Federal Register(63 F.R. 47214) 401(a)(23) extends the requirements of
ACTION: Final and temporary regula-on the same day. The temporary regul&ection 409(h) to qualified plans that are
tions. tions conform the regulations to the TRAStock bonus plans. Under section 409(h)-

'97 amendments to section 409 regardingl)(A), an employee stock ownership plan
SUMMARY: This document containsthe general requirement that employe@r other stock bonus plan generally is re-

final and temporary regulations providingstock ownership plans offer distributiongjuired to make distributions available in
for changes to the rules regarding qualin the form of employer securities. In adthe form of employer securities. Prior to
fied retirement plan benefits that are progdition, the temporary regulations specifyts amendment by TRA '97, section

tected from reduction by plan amendthe time period during which certain plard09(h)(2) provided an exception to this
ment, that have been made necessary Aynendments for which relief has beenule in the case of an employer whose
the Taxpayer Relief Act of 1997 (TRAgranted by TRA'97 may be made withoutharter or bylaws restrict the ownership of
'97). The final regulations change the exviolating section 411(d)(6). substantially all outstanding employer se-

Retirement Plan Benefits
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curities to employees or to a trust deapply to S corporations as well, to reflectvhich a plan amendment can be made to
scribed in section 401(a). the TRA’97 changes to section 409(h). eliminate these in-kind distributions as

Under section 1361, certain small busi- permitted under §1.411(d)—4, Q&A-
ness corporations that do not have mof@Ul€s for Plan Amendments Pursuant to ) 9y i): to the contrary, the §1.411(d)-
than 75 shareholders are eligible to eledRA97 4, Q&A-11 extension of this statutory re-
treatment as S corporations whose tax at- gection 1541 of TRA '97 contains pro_lief period provides an additional time
tributes generally flow through to sharey;sions relating to plan amendments thdteriod for the adoption of certain plan
holders in accordance with the rules ofe adopted as a result of TRA'97. If sec@Mendments to eliminate these in-kind
subchapter S of chapter 1 of subtitle A ofioy 1541 applies to a plan amendmenglistributions after these in-kind distribu-
the Internal Revenue Code. Prior to thgection 1541(a) provides that the plan willons have been eliminated in operation.
Small Business Job Protection Act Ohe treated as operated in accordance witinder the ongoing rule of §1.411(d)-4,
1996 (SBJPA), Public Law 104-188, 11Gts terms and will not fail to satisfy the re-Q&A-2(d)(2)(ii), a plan amendment to
Stat. 1755 (1996), an S corporation coulgyirements of section 411(d)(6) by reasoflliminate these in-kind distributions that
not maintain an employee stock owneryf the amendment. Section 1541 applig§ effective with respect to distributions
ship plan because an S corporation coulg 5 plan amendment that is made pupayable after the date the amendment is
not have a qualified trust described in seGyant to a legislative change in the perddopted can be made at any time during
tion 401(a) as a shareholder. SBJP&jon and employee benefit provisions ofaxable years of the employer beginning
amended the requirements for S corporg-RA '97, provided the following condi- after December 31, 1997.
tions, effective for tax years beginningijons are satisfied. First, the plan amend= .
after December 31, 1996, to permit cefment must be adopted before the first dg%pemal Analyses
tallr;Itizfiixe-gxterTSttsO(rjgee}sng?bneogsi’nIr;cellé?ilgg)f the first plan year beginning on or after | pas been determined that this Trea-
q . Danuary 1, 1999 (2001, in the case of &,y decision is not a significant regula-
401(a), to be S corporation shareholdersgovernmental plan, as defined in sectiog,, : i i

TRA’97 made an additional change tm14(qd)). S d. the pl th ry action as defined in EO 128.66'
the rules governing qualified plans holdgt d( i21). e(;gnn' \?\,igﬁ?} mtus;m y ?F:ﬁﬁ‘hergfore, a regulatory assessmgnt IS not
ing securities of an S corporation emae T ent. begimning on the F'eqwred. It also has been_dgtermmed that

9 P plan amendment, beginning on the dalgsqtion 553(b) of the Administrative Pro-

ployer, to make it easier for S corporatiofhe legislative change takes effect, or, ifaqure Act (5 U.S.C. chapter 5) does not
employers to facilitate employee ownerthe amendment is not required by the leGsnply to these }eg.;u.lations and because
ship of employer securities through qualiisjative change, the effective date of thg, regulation does not im[;)ose a collec-
fied plans. Section 1506 of TRA 97 ex-amendment specified by the plan. Thirdso ot information on small entities, the
tends the exception of sef<f:tion 4?9(h)(2t)he plan amendment must be madgeqjatory Flexibility Act (5 U sc

to cover S corporations, effective for taxretroactively effective. T
able years beginning after December 31, The remedial amendment period fOEZ?Eﬁ fgoté?gso??;ea?ﬂg.m;u&zli/aerr]]tu;o
1997. Pursuant to this change, tax credifdopting plan amendments to which se

employee stock ownership plans, emtion 1541 of TRA '97 applies was eX_CCode, the notice of proposed rulemaking

ployee stock ownership plans, and othaended pursuant to the rules of sectio rgctidtlag g:,ﬁ;ﬁ éii?rllzzgn:dvn\g?r?is?;?;:-
stock bonus plans established and maia01(b) in Rev. Proc. 98—-14 (1998— or comment on its impact on small busi-
tained by S corporation employers are natR.B. 22). To provide a uniform time for P
required to offer distributions in the formplan amendment, these regulations addnaesses.
of employer securities. new §1.411(d)-4, Q&A-11 to retain theprafting Information

Section 1.411(d)-4, Q&A-2(d)(2)(ii) rule of §1.411(d)-4T, Q&A-11 of the
provides an exception from the requiretemporary regulations extending the time The principal author of these regula-
ments of section 411(d)(6) for planfor the section 411(d)(6) relief providedtions is Linda S. F. Marshall, Office of the
amendments that eliminate optional formpy section 1541 of TRA '97 to the end ofAssociate Chief Counsel (Employee Ben-
of benefit from a tax credit employeethe remedial amendment period for thesefits and Exempt Organizations). How-
stock ownership plan, an employee stoclan amendments. ever, other personnel from the IRS and
ownership plan, or a stock bonus plan, for The sole commentator raised a concerfreasury Department participated in their
certain employers. Section 1.411(d)-4regarding whether this extension of thelevelopment.
Q&A-2(d)(2)(ii) applies to employers thattime period for section 411(d)(6) relief
become substantially employee-owned, idriginally provided under section 1541 of
the employer otherwise meets the requirédRA '97 restricts the time during which Adoption of Amendments to the
ments of section 409(h)(2) with respect tany plan amendment can be made to elinfkegulations
restrictions on the ownership of outstandinate in-kind distributions of employer se-
ing employer stock. These regulations rezurities from employee stock ownership
tain the provision in the temporary regulaplans of S corporations. The extension @S follows:
tions to expand the exception ofthe time period for this section 1541 statuppRT 1—INCOME TAXES
81.411(d)-4, Q&A-2(d)(2)(ii) from the tory relief pursuant to §1.411(d)-4, Q&A-
requirements of section 411(d)(6) tall does not restrict the time period during Paragraph 1. The authority citation for

* * *x % %

Accordingly, 26 CFR part 1 is amended
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part 1 is amended by adding an entry in (b) The plan amendment is adopted ngection 483.—Interest on
numerical order to read in part as followstater than the last day of any remediatertain Deferred Payments
Authority: 26 U.S.C. 7805 * * * amendment period that applies to the plan

S1.411(0) 4T also issued under 2fursuant to S51401(0)-1 and 1.401(b}, ™ it it edere s, i

U.S.C. 411(d)(6) i 1T for Changes under TRA'97. of February 1999. See Rev. Rul. 99-8, page 10.
Par. 2. Section 1.411(d)-4 is amended
by: §1.411(d)-4T [Removed]

1. Revising Q&A-2(d)(2)(ii).

2. Removing the last sentence o
Q&A-2(d)(3).

3. Adding Q&A-11. Robert E. Wenzel, ~ Federal short-term, mid-term, and long-term

The additions and revisions read as fol- . rates are set forth for the month of February 1999.
lows: Deputy Commissioner of g.¢ ze, Ryl 99-8, page 10.

Internal Revenue.

¢ Par. 3. Section 1.411(d)-4T is reSection 642.—Special Rules for
moved. Credits and Deductions

81.411(d)-4 Section 411(d)(6) protected
Approved January 7, 1999.

benefits. Section 708.—Continuation of
* Kk ok Kk % Donald C. Lubick, Partnershlp
9 ® % Assistant Secretary of 26 CFR 1.708-1: Continuation of partnership.
Q-2: the Treasury. (Also sections 731, 732, 735, 741, 751, 1012;
A-2; *** 1.741-1; 301.7701-2, 301.7701-3.)
(d) e (Filed by the Office of the Federal Register on Janu- . . .
(2) *** ary 7, 1999, 8:45 a.m., and published in the issue of Partnership to disregarded entity.

(i) Employer becomes substantiallythe Federal Register for January 8, 1999, 64 r.R.Nis ruling descr'b_es the federal income
employee-owned or is an S corporationtL?s) tax consequences if one person purchases
The employer eliminates, or retains the "’_1” (_)f Fhe o_vvn_e_rshlp Interests in a do”.‘es'
discretion to eliminate, with respect to all tic limited liability company (LLC) that is
participants, optional forms of benefit bySection 412.—Minimum classified as a partnership under section
substituting cash distributions for distrib-Funding Standards 301.7701-3 of the Procedure and Admin-

utions in the form of employer stock with istration Regulations, causing the LLC's
respect to benefits subject to section The adjusted applicable federal short-term, midstatus as a partnership to terminate under

409(h) in the circumstances described itﬁerm, and long-term rates are set forth for the montgection 708(b)(1)(A) of the Code.

f February 1999. See Rev. Rul. 99-8, page 10.
paragraph (d)(1)(ii)(A) or (B) of this O o2 1999 See Rew Rul. 99-5, page

Q&A-2, but only if the employer other- Rev. Rul. 99-6
Zvcl)sgtih;?;)eis the requirements of Secnogection 467 —Certains ISSUE

(A) The employer becomes substanP@yments for the Use of What are the federal income tax conse-
tially employee-owned; or Property or Services quences if one person purchases all of the

(B) For taxable years of the employer . adjusted applicable federal short-term, midanership interests in a domestic limited
beginning after December 31, 1997, thgm and long-term rates are set forth for the month@Pility company (LLC) that is classified
employer is an S corporation as defined igr February 1999. See Rev. Rul. 99-8, page 10. &S @ partnership under § 301.7701-3 of
section 1361. the Procedure and Administration Regula-

tions, causing the LLC’s status as a part-

Section 468.—Special Rules for ~ nership to terminate under & 708(b)(1)(A)
Q-11: To what extent may a planMining and Solid Waste of the Internal Revenue Code?

amendment that is made pursuant to tfReclamation and Closing Costs FACTS
Taxpayer Relief Act of 1997 (TRA '97) _ _ ‘
(Public Law 105-34, 111 Stat. 788), re- 'he adjusted applicable federal short-term, mid- |n each of the following situations, an

* K* k* *x %

. . term, and long-term rates are set forth for the mon : :
duce or ehmmate section 411(d)(6) pro_ February 1999. See Rev. Rul. 998, page 10. tEL(.: is formed and operates in a _state
tected benefits? which permits an LLC to have a single
A-11: A plan amendment does not vio- owner. Each LLC is classified as a part-

late the requirements of section 411(d)(6 nership under § 301.7701-3. Neither of

ection 482.—Allocation of

merely because the plan amendment r&- ) the LLCs holds any unrealized receiv-
duces or eliminates section 411(d)(6) prd"come and Deductions Among  gpjes or substantially appreciated inven-
tected benefits as of the effective date ofaxpayers tory for purposes of § 751(b). For the

the plan amendment, provided that— Federal short-term. mid-term  and Icmg_termsake of simplicity, it is assumed that nei-
(a) The plan amendment is made PUrzics are set forth for the month of February 199dN€r LLC is liable for any indebtedness,
suant to an amendment made by title X\see Rev. Rul. 99-8, page 10. nor are the assets of the LLCs subject to

or subtitle H of title X, of TRA’97; and any indebtedness.

February 8, 1999 6 1999-6 |.R.B.



Situation 1. AandB are equal partners held property received in a distributionANALYSIS AND HOLDINGS
in AB, an LLC. A sellsA’s entire interest from a partnership (other than for pur- = . .
in ABto B for $10,000. After the sale, theposes of § 735(a)(2)), there shall be in- Situiation 1. The AB partnership termi-
business is continued by the LLC, whicftluded the holding period of the partnernat€s under § 708(b)(1)(A) whéhpur-
is owned solely b. ship, as determined under § 1223, WitﬁhasesAs entire interest IrhB. Accord-
Situation 2. GandD are equal partners respect to the property. ingly, A must treat the. trz_ansactmn as the
in CD, an LLC. C andD sell their entire  Section 741 provides that gain or los ale of a partnership mtergst. Reg.
interests inCD to E, an unrelated person,resulting from the sale or exchange of a 1'741_1@"0‘ must report gain or loss,
in exchange for $10,000 each. After thénterest in a partnership shall be recoj_—l any, re_:sultlng from the sale @fg part-
sale, the business is continued by theized by the transferor partner, and th ership interest in agcordance with § 741.
LLC, which is owned solely b. the gain or loss shall be considered a]_s.a Under the analysis didcCauslenand
After the sale, in both situations, no engain or loss from a capital asset, except as v Rul. 67-65, for purposes of deter-
tity classification election is made under $rovided in § 751 (relating to unrealized™'"'"9 the fax treatment B, the.AB'
301.7701-3(c) to treat the LLC as an aseceivables and inventory items). partnership is deemed to make a liquidat-
sociation for federal tax purposes. Section 1.741-1(b) provides that § 74 ng d'smbunon of a”.Of Its assets “’ar.‘d
applies to the transferor partner in a two-’ and followmg-thls distribution is
Ereated as acquiring the assets deemed tc

person partnership when one partner se fave been distributed # in liquidation

Section 708(b)(1)(A) and § 1.708-2 partnership interest to the other partnecr)T A's partnership interest.
1(b)(1) of the Income Tax Regulationsand to all the members of a partnership g - qic in the assets attributable\®
provide that a partnership shall terminat@hen they sell their interests to one of . - \cinterest in the partnership is
when the operations of the partnership af80re persons outside the partnership. ¢4 009 the purchase price s part-
discontinued and no part of any business, Section 301.7701-2(c)(1) pfOVidesners'hip interest. Section 1012. Section
financial operation, or venture of the partthat, for federal tax purposes, the tern}35(b) does not apply with respect to the
nership continues to be carried on by anyartnership” means a business entity (a$catsB is deemed to have purchased
of its partners in a partnership. the term is defined in 8 301.7701-2(@)};om A ThereforeB's holding period for
Section 731(a)(1) provides that, in thdhat is not a corporation and that has gfege assets begins on the day immedi-
case of a distribution by a partnership to gast two members. ately following the date of the sale. See
partner, gain is not recognized to the part- In Edwin E. McCauslen v. Commisge,, Ry, 66-7, 1966-1 C.B. 188, which
ner except to the extent that any mone§ioner,45 T.C. 588 (1966), one partner iny .y ides that the holding period of an
distributed exceeds the adjusted basis &M equal, two-person partnership died, angqet is computed by excluding the date
the partner’s interest in the partnershipis partnership interest was purchasegh, \hich the asset is acquired.
immediately before the distribution. from his estate by the remaining partner. o the termination oAB, Bis con-
Section 731(a)(2) provides that, in the'he purchase caused a termination of th§qered to receive a distribution of those
case of a distribution by a partnership ifpartnership under § 708(b)(1)(A). Thesssets attributable &is former interest in
liquidation of a partner’s interest in a partTax Court held that the surviving partnezsg. Bmust recognize gain or loss, if any,
nership where no property other thaulid not purchase the deceased partner’s igp, the deemed distribution of the assets to
money, unrealized receivables (as defind@rest in the partnership, but that the sufhe extent required by § 731(a's basis
in § 751(c)), and inventory (as defined irviving partner purchased the partnership, the assets received in the deemed liqui-
§ 751(d)(2)) is distributed to the partnerassets attributable to the interest. As a rgatior] OfB’S partnership interest is deter-
loss is recognized to the extent of the exsult, the surviving partner was not permitmined under § 732(b). Under § 735(b),
cess of the adjusted basis of the partnerted to succeed to the partnership’s holding's holding period for the assets attribut-
interest in the partnership over the sum gferiod with respect to these assets. able toB’s one-half interest irAB in-
(A) any money distributed, and (B) the Rev. Rul. 67-65, 1967-1 C.B. 168, alse|udes the partnership’s holding period
basis to the distributee, as determineconsidered the purchase of a deceasgst such assets (except for purposes of
under § 732, of any unrealized receivpartner’s interest by the other partner in § 735(a)(2)).
ables and inventory. two-person partnership. The Service Sijtuation 2. The CD partnership termi-
Section 732(b) provides that the basieuled that, for the purpose of determiningates under § 708(b)(1)(A) when E pur-
of property (other than money) distributedhe purchaser’s holding period in the aschases the entire interests®@fandD in
by a partnership to a partner in liquidatiorsets attributable to the deceased partneD. CandD must report gain or loss, if
of the partner’s interest shall be annterest, the purchaser should treat thany, resulting from the sale of their part-
amount equal to the adjusted basis of tHeansaction as a purchase of the assets aership interests in accordance with
partner’s interest in the partnership, retributable to the interest. Accordingly, theg 741.
duced by any money distributed in thgurchaser was not permitted to succeed to For purposes of classifying the acquisi-

LAW

same transaction. the partnership’s holding period with retion by E, the CD partnership is deemed
Section 735(b) provides that, in deterspect to these assetSee alsdRev. Rul. to make a liquidating distribution of its
mining the period for which a partner ha$5-68, 1955-1 C.B. 372. assets t@€ andD. Immediately following
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this distribution,E is deemed to acquire, FACTS time of the contribution increased by the
by purchase, all of the former partner- ) o amount (if any) of gain recognized under
ship’s assets. Compare Rev. Rul. 84-111, In €ach of the following two situations,g 751 ) to the contributing partner at
1984-2 C.B. 88 (Situation 3), which de2" LLC is formed and operates in a stal§ . time.
termines the tax consequences to a corphich permits an LLC to have a single g¢tion 1001(a) provides that the gain
rate transferee of all interests in a partnePVNer- Each LLC has a single ownr, o from the sale or other disposition
ship in a manner consistent with@"d is disregarded as an entity separafe property shall be the difference be-
McCauslen and holds that the trans-T0m its owner for federal tax purposes, een the amount realized therefrom and
feree’s basis in the assets received equaf§der 8 301.7701-3. In both situationgy,, , i sted basis provided in § 1011.
the basis of the partnership interests, all§h€ LLC would not be treated as an in- g, iy 1223(1) provides that, in deter-
cated among the assets in accordance wiffStment company (within the meaning 0Fnining the holding period of a taxpayer
§ 732(c). § 351) if it were incorporated. AI_I of the who receives property in an exchange,
E's basis in the assets is $20,000 und@SSets held by each LLC are capital assgie, o 1 be included the period for
§ 1012. E's holding period for the assets?! Property described in § 1231. For the, i, o taxpayer held the property ex-
begins on the day immediately followingSake Of simplicity, it is assumed that Nelhanged if the property has the same basis

the date of sale. ther LLC is liable for any indebtedness . : !
nor are the assets of the LLCs subject tig whole or in part in the taxpayer's hands

DRAFTING INFORMATION any indebtedness. as the property exchanged, and the prop-

Situation 1. Bwho is not related té erty exchanged "?lt the time of the ex-
The principal author of this revenuepurchas(_:‘S 50% ok's ownership interést change was a capital asset or property de-

ruling is Matthew Lay of the Office of As- in the LLC for $5,000A does not con- scribeq in § 1231. .

sistant Chief Counsel (Passthroughs angy ie any portion of the $5,000 to th Section 1223(2) provides that, regard-

Special Industries). For further informa—LLC_ A and B continue to operate the ess of how a property is acquired, in de-
tion regarding this revenue ruling contacf siness of the LLC as co-owners of thi€rmining the holding period of a taxpayer

Mr. Lay at (202) 622-3050 (not a toII-freeLLC_ who holds the property, there shall be in-

call). Situation 2. Bwho is not related té, cluded the period for which such property

contributes $10,000 to the LLC in ex-Vas held by any other person if the prop-
_ N change for a 50% ownership interest iﬁrty has the same basis in whole or in part
Section 721.—Nonrecognition the LLC. The LLC uses all of the con-IN the taxpayer's hands as it would have
of Gain or Loss on Contribution  triputed cash in its businessandB con- 1" the hands of such other person.

tinue to operate the business of the LL
26 CFR 1.721-1: Nonrecognition of gain or loss on P %OLDWG(S)
contribution. as co-owners of the LLC.

(Also sections 722, 723, 1001, 1012, 1223, 7701;  After the sale, in both situations, no en- Situation 1.In this situation, the LLC,

1.1223-1, 301.7701-3.) tity classification election is made undewhich, for federal tax purposes, in disre-
Disregarded entity to partnership. § 3(_)1t._77ofl—:f3(c(;) to Itrteat the LLC as an asgarded_ as an en(tjlty separate r:‘.romhlts
This ruling describes the federal incomd&eciation for federal tax purposes. owner, is converted to a partnership when

. the new membeB, purchases an interest
tax consequences when a single membgpw AND ANALYSIS . _ ' .
limited liability company that is disre- in the disregarded entity from the owner,

garded as an entity separate from its Section 721(a) generally provides thaft B'S purchase of 50% ok's ownership
owner under section 301.7701-3 of thgo gain or less shall be recognized to &terest in the LLC is treated as the pur-
Procedure and Administration Regulapartnership or to any of its partners in thghase of a 50% interest in each of the
tions becomes an entity with more thagase of a contribution of property to thd-LC’s assets, which are treated as held di-
one owner that is classified as a partnepartnership in exchange for an interest ifectly by A for federal tax purposes. Im-

ship for federal tax purposes. the partnership. mediately thereafteA and B are treated
Section 722 provides that the basis ds contributing their respective interests

Rev. Rul. 99-5 an interest in a partnership acquired by i@ those assets to a partnership in ex-

ISSUE contribution of property, including change for ownership interests in the part-

money, to the partnership shall be thaership.

What are the federal income tax conseamount of the money and the adjusted Under § 1001A recognizes gain or
quences when a single member domestiasis of the property to the contributindoss from the deemed sale of the 50% in-
limited liability company (LLC) that is partner at the time of the contribution interest in each asset of the LLCBo
disregarded for federal tax purposes as ameased by the amount (if any) of gain Under § 721(a), no gain or loss is rec-
entity separate from its owner underecognized under § 721(b) to the conegnized byA or B as a result of the con-
§ 301.7701-3 of the Procedure and Adributing partner at such time. version of the disregarded entity to a part-
ministration Regulations becomes an en- Section 723 provides that the basis afership.
tity with more than one owner that is clasproperty contributed to a partnership by a Under § 722B’s basis in the partner-
sified as a partnership for federal tayartner shall be the adjusted basis of th&hip interest is equal to $5,000, the
purposes? property to the contributing partner at themount paid byB to A for the assets
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which B is deemed to contribute to the Under § 1223(1)A’s holding period for Section 732.—Basis of
newly-created partnershig\'s basis in the partnership interest received includepjstributed Property Other Than
the partnership interest is equalA®s A's holding period in the capital andMOney

basis inA's 50% share of the assets of th@ 1231 assets deemed contributed when

LLC. the disregarded entity converted to a parts CFR 1.732-1: Basis of distributed property

Under § 723, the basis of the propertyiershipB’s holding period for the partner- other than money.
treated as contributed to the partnershighip interest begins on the day following 1y consequences if one person purchases all of
by A and B is the adjusted basis of thathe date oB’s contribution of money to the ownership interests in a domestic limited liabil-
property inA’'s andB’s hands immedi- the LLC. Under § 1223(2), the partnerity company that is classified as a partnership. See
ately after the deemed sale. ship’s holding period for the assets trand?eV. Rul. 99-6, page 6.

Under § 1223(1)A’s holding period ferred to it include#\'s holding period.
for the partnership interest received in- )
cludesA's holding period in the capital PRAFTING INFORMATION Section 735.—Character of
assets and property described in 8 1231 1o rincipal authors of this revenue>@in Or Loss on Disposition of
held by the LLC when it converted fromruling are Matthew Lay of the Office of Distributed Property

an entity that was disregarded as an entijyssjstant Chief Counsel (Passthroughs, - 1 735 1. cn ¢ oain o |

_separa'Fe fromhto a partnershlp_?;’s hold-  gng Special Industries) and Mark D. Har(‘jispositioﬁ of L;is.tribu?;?jcrt)?(r):ergt;;m eriossen

ing period for the partnership interest beyig of the Office of Associate Chief Coun- '

gins on the day fO||OW|ng the date BE ¢ (International). For further informa- Tax consequences if one person purchases all of
purchase of the LLC interest frof See yjon regarding this revenue ruling contacl™ OW”erSh'ph'nt‘.”eslts 'Uf.acfomesnc "m'tef]_"akg"
Rev. Rul. 667, 1966-1 C.B. 188, which | ay at 202-622-3050 (not & toll-fTeegey rur 986 page b
provides that the holding period of a PUrZall). T ’ :
chased asset is computed by excluding the
date on which the asset is acquired. Under

Section 741.—Recognition and

o fo 1t aseets doemed nanferred 103 CLC! 722.—Basis of Character of Gain or Loss on
includesA's andB's holding periods for ontributing Partner's Interest Sale or Exchange

such assets. 26 CFR 1.722-1: Basis of contributing partner’s
Situation 2.In this situation, the LLC is Interest.
d from an entity that is disre- orloss on sale or exchange.
converte . y ~ Tax consequences when a single member domes- )
garded as an entity separate from itg iimited liability company that is disregarded as_1@X consequences if one person purchases all of
owner to a partnership when a new menan entity separate from its owner becomes an entil)® ownership interests in a domestic limited liabil-
ber, B, contributes cash to the LL®'s With more than one owner that is classified as a pafty company that is classified as a partnership. See

. . . . . ; Rev. Rul. 99-6, page 6.
contribution is treated as a contribution t&ership- See Rev. Rul. 99-5, page 8. Pag

a partnership in exchange for an owner-

ship interest in the partnership.is . ] . .
treated as contributing all of the assets ct€ction 723.—Basis of Property Section 751.—Unrealized

the LLC to the partnership in exchangéontributed to Partnership Receivables and Inventory Items

for a partnership mtereSt'_ . 26 CFR 1.723-1: Basis of property contributed to 26 CFR 1.751-1: Unrealized receivables and
Under § 721(a), no gain or loss is recpartnership. inventory items.

ognized byA or B as a result of the con- _
version of the disregarded entity to a part- Tax consequences when a single member domes- Tax consequences if one person purchases all of
nership tic limited liability company that is disregarded asthe ownership interests in a domestic limited liabil-

, L an entity separate from its owner becomes an entifyy company that is classified as a partnership. See
Under § 722B's basis in the partner- vt more than one owner that is classified as a pankey. Rul. 99-6, page 6.

ship interest is equal to $10,000, theership. See Rev. Rul. 99-5, page 8.
amount of cash contributed to the partner-

ship. A’'s basis in the partnership interest Section 807.—Rules for Certain
is equal toA’s basis in the assets of theSection 731.—Extent of '

26 CFR 1.741-1: Recognition and character of gain

. L Reserves
LLC which A was treated as contributingRecognition of Gain or Loss on
to the newly-created partnership. Distribution The adjusted applicable federal short-term, mid-
Under § 723, the basis of the property term, and long-term rates are set forth for the month

contributed to the partnership Byis the 26 CFR 1.731-1: Extent of recognition of gain or of February 1999. See Rev. Rul. 99-8, page 10.
adjusted basis of that property Ais loss on distribution.

hands. The basis of the property con- Tax consequences if one person purchases all of . .
tributed to the partnership bB is the ownership interests in a domestic limited liabil* eCtI(.)n 846.—D|sc_:ounted
$10,000, the amount of cash contributefy company that is classified as a partnership. Sddnpaid Losses Defined

to the partnership. Rev. Rul. 99-6, page 6.

The adjusted applicable federal short-term, mid-
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term, and long-term rates are set forth for the montty company that is classified as a partnership. Sesections of the Code, tables set forth the

of February 1999. See Rev. Rul. 99-8, page 10. Rev. Rul. 99-6, page 6. rates for February 1999.
Rev. Rul. 99-8
Section 1001.—Determination Section 1223.—Basis Period of This revenue ruling provides various
of Amount of and Recognition of  Property prescribed rates for federal income tax
Gain or Loss purposes for February 1999 (the current
26_CFR 1._1223—1: Determination of period for month.) Table 1 contains the short-term
26 CFR 1.1001-1: Computation of gain or loss. ~ Which capital assets are held. mid-term, and long-term applicable fed-,

Tax consequences when a single member domes- 12X consequences when a single member domegral rates (AFR) for the current month for
tic limited liability company that is disregarded aglic limited liability company that is disregarded a%ﬁurposes of section 1274(d) of the Inter-
an entity separate from its owner becomes an enti)! e"tity separate from its owner becomes an entiy,|'pavenue Code. Table 2 contains the

. B o ith more than one owner that is classified as a part-, .
with more than one owner that is classified as a par\rﬁ!ership. See Rev. Rul. 99-5, page 8. P short-term, mid-term, and Iong-term ad-

nership. See Rev. Rul. 99-5, page 8. justed applicable federal rates (adjusted
AFR) for the current month for purposes
of section 1288(b). Table 3 sets forth the

Section 1012.—Basis of Section 1274.—Determination adjusted federal long-term rate and the
Property—Cost of |SSL_Je Price in the Case of long-term tax-exempt rate described in
_ Certain Debt Instruments Issued  section 382(f). Table 4 contains the ap-

26 CFR 1.1012-1: Basis of property. for Property propriate percentages for determining the
Tax consequences when a single member domes- low-income housing credit described in
tic limited liability company that is disregarded as 0 sections 42. 280G, 382. 412, 467. 468. 482 section 42(b)(2) for buildings placed in
an entity separate from its owner becomes an entitip 07 o™ ™70 T7g7, ) T service during the current month. Finally,

with more than one owner that is classified as a part- Table 5 contains the federal rate for deter-
nership. See Rev. Rul. 99-5, page 8. Federal rates; adjusted federal rates; mining the present value of an annuity, an

adjusted federal long-term rate, and interest for life or for a term of years, or a
Tax consequences if one person purchases all H1€ long-term exempt rate.For purposes remainder or a reversionary interest for
the ownership interests in a domestic limited liabilOf sections 1274, 1288, 382, and othguurposes of section 7520.

REV. RUL. 99-8 TABLE 1
Applicable Federal Rates (AFR) for February 1999
Period for Compounding
Annual Semiannual Quarterly Monthly

Short-Term

AFR 4.62% 4.57% 4.54% 4.53%
110% AFR 5.09% 5.03% 5.00% 4.98%
120% AFR 5.56% 5.48% 5.44% 5.42%
130% AFR 6.03% 5.94% 5.90% 5.87%
Mid-Term

AFR 4.71% 4.66% 4.63% 4.62%
110% AFR 5.20% 5.13% 5.10% 5.08%
120% AFR 5.67% 5.59% 5.55% 5.53%
130% AFR 6.15% 6.06% 6.01% 5.98%
150% AFR 7.11% 6.99% 6.93% 6.89%
175% AFR 8.33% 8.16% 8.08% 8.02%
Long-Term

AFR 5.24% 5.17% 5.14% 5.12%
110% AFR 5.77% 5.69% 5.65% 5.62%
120% AFR 6.30% 6.20% 6.15% 6.12%
130% AFR 6.83% 6.72% 6.66% 6.63%
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REV. RUL. 99-8 TABLE 2
Adjusted AFR for February 1999
Period for Compounding
Annual Semiannual Quarterly Monthly
Short-term
adjusted AFR 3.13% 3.11% 3.10% 3.09%
Mid-term
adjusted AFR 3.87% 3.83% 3.81% 3.80%
Long-term
adjusted AFR 4.71% 4.66% 4.63% 4.62%
REV. RUL. 99-8 TABLE 3
Rates Under Section 382 for February 1999
Adjusted federal long-term rate for the current month 4.71%

Long-term tax-exempt rate for ownership changes during the current month (the highest of the
adjusted federal long-term rates for the current month and the prior two months.) 4.71%

REV. RUL. 99-8 TABLE 4
Appropriate Percentages Under Section 42(b)(2) for February 1999

Appropriate percentage for the 70% present value low-income housing credit 8.169

[=)

Appropriate percentage for the 30% present value low-income housing credit 3.500

[=)

REV. RUL. 99-8 TABLE 5
Rate Under Section 7520 for February 1999

Applicable federal rate for determining the present value of an annuity, an interest for life or a
term of years, or a remainder or reversionary interest 5.6%
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7704 and the application of the passiva. Capital Losses
activity loss rules to publicly traded part- Section 7704(d)(1)(F) provides that,
nerships. These regulations provide guicexcept as otherwise provided, the term
ance on calculating a publicly traded partqualifying incomencludes any gain from
The adjusted applicable federal short-term, midnership’s qualifying income under sectiorthe sale or disposition of a capital asset
term'ba”d long-term rates are Slet forth for the month704 The regulations will affect the clas{or property described in section
of February 1999. See Rev. Rul. 99-8, page 10. sification of certain partnerships for fed-1231(b)) held for the production of in-
eral tax purposes and also will affect theome described in section 7704(d). Sev-
passive activity loss limitations with re-eral commentators requested clarification
spect to items attributable to publiclyas to how capital losses incurred by the
partnership are treated in determining
gross income of the partnership for pur-
DATES: Effective Date: These regula- poses of section 7704(c)(2). The final
tions are effective, December 17, 1998. regulations clarify that, in general, all
Applicability Dates: See Effective |osses are ignored in the computation of
Dates under SUPPLEMENTARY IN- gross income.

FORMATION of the preamble.
26 CFR 7701-3: Classification of certain business
entities.

Section 1288.—Treatment of
Original Issue Discount on Tax-
Exempt Obligations

Section 7520.—Valuation Tables

The adjusted applicable federal short-term, midtraded partnerships.
term, and long-term rates are set forth for the month
of February 1999. See Rev. Rul. 99-8, page 10.

Section 7701.—Definitions

b. Straddles
FOR FURTHER INFORMATION CON-  The proposed regulations requested
Tax consequences when a single member domeBACT:  Christopher Kelley or Terri Be- comments on the appropriate way to com-
tic limited liability company that is disregarded aslanger at (202) 622-3080 (not a toll-fregpute the gross income for a partnership
an entity separate from its owner becqmes an entip(umber)_ that makes a mixed straddle account elec-
with more than one owner that is classified as a part- tion under §1.1092(b)-4T. The final reg-
nership. See Rev. Rul. 99-5, page 8. SUPPLEMENTARY INFORMATION: ulations provide that, for purposes of ap-
plying the general rule that a capital gain
Tax consequences if one person purchases all giﬁ on an investment is taken into account but
'the ownership intgrests iq a domestic Iimited'liabil- The final regulations add §1.7704-3 té& capital loss is not, certain rules shall
;Zj";"jf‘gg_‘é‘f‘;;:g Ig_SSIﬂEd as a parmership. Setﬁe Income Tax Regulations (26 CFR pa@pPply that gengrally net capital gains apd
1) relating to the definition of qualifying l0Sses recognized in a taxable year with

income for publicly traded partnershipg®Spect to a straddle. This treatment ap-
under section 7704(d) of the Internal RevPlies to all straddles, not just mixed strad-
enue Code (Code). The final regulationd!€ accounts, and to other interests in
also amend §1.469-10 of the Income TaRrOperty that produce a substantial
Regulations relating to the application ofliminution of the partnership’s risk of
section 469 to publicly traded partnershipd0Ss similar to that of straddles. In addi-
On December 19, 1997, proposed regdlon. the final regulations contain a wash

ckground

Section 7704.—Certain Publicly
Traded Partnerships Treated as
Corporations

26 CFR 1.7704-3: Qualifying income.

T.D. 8799

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Part 1

Certain Investment Income
Under the Qualifying Income
Provisions of Section 7704 and
the Application of the Passive
Activity Loss Rules to Publicly
Traded Partnerships

lations (REG—-105163-97, 1998-8 |.R.BSale rule for gains in certain straddle and
31) were published in the Federal Regist&t_raddle-like transactions. This rule pro-
(62 F.R. 66575). A number of writtenVides that, for purposes of section
comments were received on the propoself 04(C)(2), if a partnership recognizes
regulations under section 7704(d). Tw@&in with respect to the disposition of one
speakers provided testimony at a publief more positions of a straddle or S|m|I§1r
hearing held on April 28, 1998. After con-2rrangement, and the partnership acquires
sideration of all the comments, the pro@ Substantially similar position or posi-
posed regulations under section 7704 af9ns within a period beginning 30 days

adopted, as revised by this Treasury dedpefore and ending 30 days after the date
sion. of the disposition, then the gain shall not

No comments were received on th&€ taken into account to the extent of the
proposed regulations under section 46§mount of unrecognized loss (as of the

AGENCY: Internal Revenue Servicerpq proposed regulations under sectiofjose of the taxable year) in one or more

(IRS), Treasury.

ACTION: Final regulations.

SUMMARY: This document contains
final regulations relating to the treatment

Sffsetting positions of the straddle or sim-

469 are adopted without revision by this
ilar arrangement.

Treasury decision.
c. Mark-to-Market

The proposed regulations provide that
qualifying income includes capital gain

Explanation of Revisions and Summary
of Comments

of certain investment income under thd. Determination of Gross Income forfrom the sale of stock. The final regula-

qualifying income provisions of section
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spect to a position that is marked to malcome may arise with respect to an investncome before entering into the transac-
ket (for example, under section 475(f)ment in a foreign corporation that may notion. Because passive-type investments
section 1256, section 1259, or sectiofiterally constitute a dividend, the com-evolve constantly and rapidly, the com-
1296) will not fail to be qualifying in- mentator suggested that it is uncleamentators suggested that a requirement
come solely because there is no sale whether these investments generate quaikat a type of investment generates quali-
disposition. fying income under section 7704(d) fying income only to the extent deter-
Specifically, the commentator requeste¢hined by the Commissioner creates un-
clarification regarding whether a U.S certainty for partnerships considering new
; ) : “shareholder would have qualifying in-investments. Thus, these commentators
ot 1 aenaiome fom an ncsionuner (1 secionequestd hat h nal euiaions o -
561 (foreign personal holding companyiude this restriction in the definition of

income or loss. However, such gain Ofncome); (2) section 951(a)(1)(A) orqualifying income.

loss may be recognized with respect 10 @) sybpart F income or a section 956 The IRS and Treasury Department do

capital asset in a manner that is consistelhqny); (3) section 1291 (excess distribnot believe that the language in the pro-
with section 7704(d)(1)(F). Accordingly, tions of a passive foreign investmenposed regulations creates significant un-

the final regulations provide that gain willcompany (PFIC)); and (4) section 129Zertainty in the definition of qualifying in-

not fail to be qualifying income solely be-(garnings of a PFIC that is a qualifieciome. Instead, the standard in the

cause it is characterized as ordinary fgjecting fund). The commentator reproposed regulations provides necessary
come under section 475(f), section 98 ested that the final regulations clarifyfexibility to consider the effect of new
section 1258, or section 1296. that income realized under these taypes of financial investments as such in-

2. Income Derived from Securities regimes with respect to stock ownershigestments evolve. The IRS and Treasury
Lending Activities in a foreign corporation is included in thepepartment do not believe that it would

definition of qualifying income under sec-,o appropriate to create a broader and
Several commentators requested thaibn 7704(d). more generic rule that would allow tax-

the final regqlations (_:Iarify thgt'income_ Section. 551(b) gharacterizes amou_ntﬁayers to determine for themselves
from sepun'ues Ignd!ng activities o_f aincluded in gross income under sectiofhether new types of investments gener-
trader is quahfymg income. S_ect|_0n551(a) as d|V|den(_:is for_ federal tax PUrate qualifying income. Thus, the final
7704(@)(4) pro_wdes that quall_fylng in-poses. Thu_s,_an _|nclu5|on under Se‘?t'%gulations do not adopt this comment.
come includes income that qualifies undes51 is qualifying income under section
section 851(b)(2). Section 851(b)(2),7704(d)(1)(B). No clarification is neces-5. List of Specific Items Generating
which includes income from securitysary in the final regulations. Qualifying Income
loans, does not specifically state that it ap- Section 851(b)(2), which is cross-refer-
plies to the business of trading, as opposetced in section 7704(d), provides rules S€veral commentators requested that
to the business of investing. Thus, comen the extent to which certain inclusiondh€ final regulations expand the list of
mentators have suggested that there is unf subpart F income under sectiorsPecific investments that generate quali-
certainty under section 7704 as to wheth@51(a)(1)(A)(i) and certain inclusionsfYing income. The IRS and Treasury De-
income from security loans from the busiunder section 1293(a) are treated as divartment do not believe that it is appropri-
ness of trading is qualifying income. dends and, thus, qualifying income foRte to expand the list of specific
The IRS and Treasury Department bepurposes of section 851(b)(2). Any exinvestments enumerated in the proposed
lieve that section 851(b)(2) generally enpansion of qualifying income with respecfegulations. Therefore, the final regula-
compasses income from the business ¢ investments in foreign corporationdions do not adopt this comment.
trading as well as investing. Thus, inshould be addressed under sectiog
come from the securities lending activi851(b)(2) and the regulations thereunder.
ties of a trader will be qualifying incomeAccordingly, the final regulations do not Several commentators indicated that the
under section 7704. A Special provisiomdopt this comment. current reporting requirements for partner-
in these final regulations for this income Limitati he Definiti f Ships do not Specifica”y Compe| a lower-
is not necessary and could create a negé- |m|:§1t|_o n cl)nt e Definition o tier partnership to provide the data neces-
tive implication as to the qualiﬁcaﬁon of Qualfylng ncome sary for an upper-tier partnership to

trading income under section 851(b)(2) The proposed regulations provide thagletermine whether it meets the gross in-
generally. Accordingly, the final regma'qualifying income includes capital gaincome requirement of section 7704(c)(2).
tions do not adopt this comment. from the sale of stock, income from holdThese commentators requested that the
ing annuities, income from notional prin-final regulations specifically require a
cipal contracts, and other substantiallyower-tier partnership to report in a level of
similar income from ordinary and routinedetail that would permit an upper-tier part-
One commentator requested that thimvestments to the extent determined bigership to make the necessary calculations.
final regulations clarify that income fromthe Commissioner. Several commenta- The final regulations do not adopt this
investments in foreign corporations igors stated that partnerships must knowomment. The current reporting require-
qualifying income. Because taxable inthat an investment generates qualifyinghents for a partnership in 81.6031(b)—
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1T(a)(3)(ii) require a partnership to fur- The final regulations provide that thesdor taxable years of a partnership begin-
nish its partners with statements that inregulations apply to taxable years of aing on or after, December 17, 1998.
clude, to the extent provided by form ompartnership beginning on or after, Decem- Par. 3. Section 1.7704-3 is added to
the accompanying instructions, any addier 17, 1998. However, in response to thead as follows:

tional information that a partner may needomments, the final regulations also in- o

to apply particular provisions of the Codeclude a provision that allows a partnershi§l-7704-3 Qualifying income.

with respect to items related to the partto apply the regulations retroactively.

nership. The instructions to Form 1065Special Analyses general. For purposes of section

"U.S. Partnership Return of Income,” 7704(d)(1), qualifying income includes

clude on a Schedule K-1 any i“formaﬂo%ury decision is not a significant regulacome from holding annuities, income
a partner may need to file its return that i§ory action as defined in EO 12866rom notional principal contracts (as de-
not shown anywhere else on the schedulgnerefore, a regulatory assessment is nihed in §1.446-3), and other substan-
The information that an upper-tier partTeqUired. It also has been determined thﬁh”y similar income from Ordinary and
nership needs to make its gross incomgction 553(b) of the Administrative Proroutine investments to the extent deter-
calculations must be provided by theedure Act (5 U.S.C. chapter 5) does nghined by the Commissioner. Income
lower-tier partnership under the currengpply to these regulations, and becausgom a notional principal contract is in-
reporting requirements. An additional rethe regulations do not impose a collectiogjyded in qualifying income only if the
porting requirement in these final regulaof information on small entities, a Reguproperty, income, or cash flow that mea-

(a) Certain investment income(1) In

tions is not necessary. latory Flexibility Analysis is not required. gres the amounts to which the partner-
7. Private Placement Safe Harbor under;ursuant t(():szcnorr: 7805(7) of tfhe Internalhip is entitled under the contract would
§1.7704-1(h)(1)(ii) evenue Code, the notice of proposegye rise to qualifying income if held or

rulemaking preceding these regulationgyceived directly by the partnership.
Several commentators requested th¥tas submitted to the Chief Counsel for (2) Limitations. Qualifying income de-
the final regulations amend the requirefdvocacy of the Small Business Admin-qineq in paragraph (a)(1) of this section
ments of the private placement safe hafStration for comment on its impact 0nyaeq not include income derived in the or-

bor under §1.7704-1(h)(1) to reflect thémall business. dinary course of a trade or business. For
adoption of new rules by the Securitieg, oo information purposes of the preceding sentence, in-
and Exchange Commission regarding come derived from an asset with respect

knowledgeable employees. Specifically, The principal authors of these regulato which the partnership is a broker, mar-
the commentators requested that the priions are Christopher Kelley and Terri Beket maker, or dealer is income derived in
vate placement safe harbor be amendeditinger, Office of Chief Counselthe ordinary course of a trade or business;
provide that knowledgeable employeeg¢Passthroughs and Special Industriesjcome derived from an asset with respect
are not counted for purposes of the 10Bowever, other personnel from the IRSo which the taxpayer is a trader or in-
partner limitation. This issue is beyondand Treasury Department participated iQestor is not income derived in the ordi-

the scope of these final rggulationstheir development. nary course of a trade or business.
Therefo_re, the final regulations do not e e s (b) Calculation of gross income and
adopt this comment. qualifying income—(1) Treatment of
8. Effective Dates Amendments to the Regulations losses. Except as otherwise provided in

this section, in computing the gross in-

The proposed regulations provide that Accordingly, 26 CFR part 1 is amendedome and qualifying income of a partner-

the regulations will be effective for tax-as follows: ship for purposes of section 7704(c)(2)

able years of a partnership beginning on Paragraph 1. The authority citation foland this section, losses do not enter into
or after the date final regulations are putPart 1 continues to read in part as followshe computation.

lished in theFederal Register. Commen-  Authority: 26 U.S.C. 7805 ***. (2) Certain positions that are marked
tators stated that this effective date would Par. 2. Section 1.469-10 is revised t&y market. Gain recognized with respect
preclude taxpayers from relying upon théead as follows: to a position that is marked to market (for

revised definition of qualifying income in
the proposed regulations until the regul

example, under section 475(f), 1256,

§1.469-10 Application of section 469 to 1259, or 1296) shall not fail to be qualify-

Zﬁublicly traded partnerships.

tions are final. These commentators re- ing income solely because there is no sale
quested that the effective date of the regu- (a) [Reserved]. or disposition of the position.
lations be changed so that a partnership (b) Publicly traded partnership-(1) In (3) Certain items of ordinary income.

may rely upon the revised definition ofgeneral. For purposes of section 469(k), &ain recognized with respect to a capital
qualifying income for taxable years be-partnership is a publicly traded partnershipsset shall not fail to be qualifying income
ginning on or after the date the regulaenly if the partnership is a publicly tradedsolely because it is characterized as ordi-
tions were published as proposed regulgartnership as defined in §1.7704-1. nary income under section 475(f), 988,
tions in theFederal Register. (2) Effective date.This section applies 1258, or 1296.
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(4) Straddles. In computing the gross section, related interests in property (B) The partnership acquires a substan-
income and qualifying income of a part{whether or not personal property as deially similar position or positions within
nership for purposes of section 7704(c)(Z)ned in section 1092(d)(1)) that producea period beginning 30 days before the
and this section, a straddle (as defined @ substantial diminution of the partnerdate of the disposition and ending 30 days
section 1092(c)) shall be treated as sship’s risk of loss similar to that of aafter such date.
forth in this paragraph (b)(4). For purstraddle (as defined in section 1092(c)) (c) Effective date.This section applies
poses of the preceding sentence, two shall be combined so that the amount ab taxable years of a partnership begin-
more straddles that are part of a largegain taken into account by the partnershiging on or after, December 17, 1998.
straddle shall be treated as a single strai-computing its gross income shall be thejowever, a partnership may apply this
dle. The amount of the gain from anyexcess, if any, of gain recognized duringection in its entirety for all of the partner-
straddle to be taken into account shall bibhe taxable year with respect to such integhip’s open taxable years beginning after
computed as follows: ests over any loss recognized during theny earlier date selected by the partner-

(i) Straddles other than mixed straddl@axable year with respect to such interestship.
accounts. With respect to each straddle (6) Wash sale rule-(i) Gain not taken
(whether or not a straddle during the taxinto account. Solely for purposes of sec-
able year) other than a mixed straddle ation 7704(c)(2) and this section, if a part-
count, the amount of gain taken into achership recognizes gain in a section 7704
count shall be the excess, if any, of gaiwash sale transaction with respect to ong
recognized during the taxable year witlor more positions in either a straddle (as
respect to property that was at any time @efined in section 1092(c)) or an arrange- Donald C. Lubick,
position in that straddle over any loss reanent described in paragraph (b)(5) of this
ognized during the taxable year with resection, then the gain shall not be taken
spect to property that was at any time mto account to the extent of the amount of
position in that straddle (including loss reunrecognized loss (as of the close of the
alized in an earlier taxable year). taxable year) in one or more offsetting pogFiled by the Office of the Federal Register on De-

(i) Mixed straddle accountsWith re- sitions of the straddle or arrangement deember 16, 1998, 8:45 a.m., and published in the
spect to each mixed straddle account (asribed in paragraph (b)(5) of this sectioriSsue of the Federal Register for December 17, 1998,
defined in 81.1092(b)-4T(b)), the (ii) Section 7704 wash sale transaction®® FR- 69551)
amount of gain taken into account shalFor purposes of this paragraph (b)(6), a
be the annual account gain for that mixedection 7704 wash sale transaction is a .
straddle account, computed pursuant tmansaction in which— Section 7872.—Treatment of
§1.1092(b)—-4T(c)(2). (A) A partnership disposes of one of-0ans with Below-Market

(5) Certain transactions similar to more positions of a straddle (as defined ilterest Rates
straddles_.lr_1 co_mputing the gross inc_omesecf[i_on 1092(c_)) or one or more related . adjusted applicable federal short-term, mid-
and qualifying income of a partnership fopositions described in paragraph (b)(5) akrm, and long-term rates are set forth for the month
purposes of section 7704(c)(2) and thithis section; and of February 1999. See Rev. Rul. 99-8, page 10.

Robert E. Wenzel,
Deputy Commissioner of
Internal Revenue.

pproved December 7, 1998.
Assistant Secretary of

the Treasury,
(Tax Policy).
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Part Ill. Administrative, Procedural, and Miscellaneous

Low-Income Housing Tax
Credit—1999 Calendar Year

Resident Population Estimates
below.

Notice 99-10

Resident Population Estimates for

This notice informs (1) state and local
housing credit agencies that allocate low-
income housing tax credits under § 42 oftate
the Internal Revenue Code and (2) state§apama
and other issuers of tax-exempt privat@a|aska
activity bonds under § 141, of the propeprizona
population figures to be used for calculatarkansas
ing the 1999 calendar year populationegjifornia
based component of the state housingglorado
credit ceiling (Credit Ceiling) under Connecticut
§ 42(h)(3)(C)(i) and the 1999 calendapelaware
year volume cap (Volume Cap) undep C.
§ 146. Florida

The population figures both for theGeorgia
population-based component of the Crediawaii
Ceiling and for the Volume Cap are detertdaho
mined by reference to § 146(j). That sedilinois
tion provides generally that determinaindiana
tions of population for any calendar yeatowa
are made on the basis of the most receRansas
census estimate of the resident populatiatentucky
of a state (or issuing authority) releasetlouisiana
by the Bureau of the Census before thiglaine
beginning of such calendar year. Maryland

The proper population figures for cal-Massachusetts
culating the Credit Ceiling and the Vol-Michigan
ume Cap for the 1999 calendar year afdinnesota
the estimates of the resident population dflississippi
states for July 1, 1998, released by thelissouri

February 8, 1999

July 1, 1998

16

Bureau of the Census on December 3Montana
1998, in press release CB98-242. Fdvebraska
convenience, these estimates are reprintdidvada

880,453
1,662,719
1,746,898
New Hampshire 1,185,048
New Jersey 8,115,011
New Mexico 1,736,931
New York 18,175,301
. North Carolina 7,546,493
Population ’ ’
P North Dakota 638,244
4,351,999 i 11,209,493
614,010 oklahoma 3,346,713
4,668,631 e40n 3,281,974
3225’::’305’ Pennsylvania 12,001,451
> 970'2’;1 Rhode Island 988,480
3’ 274’ 069 South Carolina 3,835,962
’743 ,603 South Dakota 738,171
523 ’124 Tennessee 5,430,621
! Texas 19,759,614
14,915,980
7.642,207 Utah 2,099,758
1,193,001 Vgrmqnt 590,883
1,228 684 Virginia 6,791,345
12.045 326 Washington 5,689,263
5 899 195 West Virginia 1,811,156
2 862.447 Wisconsin 5,223,500
2,629,067 Wyoming 480,907
3,936,499  The principal authors of this notice are

4,368,967 Christopher J. Wilson of the Office of As-
1,244,250 sistant Chief Counsel (Passthroughs and
5,134,808 Special Industries) and Timothy L. Jones

6,147,1320f the Office of Assistant Chief Counsel
9,817,242 (Financial Institutions and Products). For
4,725,419 further information regarding this notice
2,752,092 contact Mr. Wilson on (202) 622-3040
5,438,559 (not a toll-free call).
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Part IV. Items of General Interest

Notice of Proposed Rulemaking FOR FURTHER INFORMATION CON- the marital trust) to pay administration ex-

and Notice of Public Hearing TACT: Concerning the proposed regulapenses, and the executor does so. The
tions, Deborah Ryan (202) 622-3090issue before the Supreme CourtHstate

Marital Deduction; Valuation of concerning submissions of comments, thef Hubertwas whether the executor’s use

Interest Passing to Surviving hearing, and/or to be placed on the buildsf the income to pay estate administration
Spouse ing access list to attend the hearinggxpenses was a material limitation on the
LaNita Van Dyke (202) 622-7190 (notsurviving spouse’s right to the income
REG-114663-97 toll-free numbers). which would reduce the marital deduction
] . under §20.2056(b)-4(a).
AGENCY: Internal Revenue SerVICeSUPPLEMENTARY INFORMATION: The issue irEstate of Hubertlso in-

(IRS), Treasury. volved the estate tax charitable deduction,

and the proposed regulations relate to the
On March 18, 1997, the Supreme Couftaluation of property for both marital and
of the United States issued its decision iaharitable deduction purposes. However,
SUMMARY: This document contains Commissioner v. Estate of Hube®20 for simplicity and clarity, this discussion
proposed regulations relating to the effedy.S. 93 (1997) (1997-32 I.R.B. 8), infocuses on the provisions of the estate tax
of certain administration expenses on thehich it considered the proper interpretamarital deduction.
valuation of property which qualifies fortion of §20.2056(b)-4(a) of the Estate Tax In Estate of Hubertthe Commissioner
the estate tax marital or charitable dedudegulations. On November 24, 1997, thargued that the payment of administration
tion. The proposed regulations define edRS issued Notice 97-63 (1997-47 |.R.Bexpenses from income is, per se, a mater-
tate transmission expenses and esta$ requesting comments on alternativei@l limitation on the surviving spouse’s
management expenses and provide thf@r amending §20.2056(b)-4(a) in light offight to income for purposes of
estate transmission expenses, but not é§e Supreme Court'&state of Hubert §20.2056(b)-4(a), and, therefore, the
tate management expenses, reduce tHecision. value of the marital bequest should be re-
value of property for marital and charita- Section 2056(b)(4) provides that, in deduced dollar for dollar by the amount of
ble deduction purposes. This documeriermining the value of an interest in propincome used to pay administration ex-
also provides notice of a public hearingrty which passes from the decedent tpenses. The Court agreed that the value
on these proposed regulations. the surviving spouse for purposes of thef the marital bequest should be reduced
marital deduction, account must be takeif the use of income to pay administration
DATES: Written comments must be re-of any encumbrance on the property oexpenses is a material limitation on the
ceived by February 16, 1999. Outlines ofiny obligation imposed on the survivingspouse’s right to income. The Court
topics to be discussed at the public heaspouse by the decedent with respect to tifieund, however, that the regulation does
ing scheduled for April 21, 1999, at 10property. Section 20.2056(b)—4(a) of theéot define material limitation and that the
a.m., must be received by March 31Estate Tax Regulations amplifies this rul€€ommissioner had not argued that the use
1999. by providing that account must be takef income in this case was a material limi-
of the effect of any material limitations ontation. Thus, the Court held for the tax-
ADDRESSES: Send submissions tehe surviving spouse’s right to the incomgayer.
CC:DOM:CORP:R (REG-114663-97),from the property. The regulation pro- In Notice 97-63 (November 24, 1997),
room 5226, Internal Revenue Servicevides, for example, that there may be the IRS requested comments on possible
POB 7604, Ben Franklin Station, Washmaterial limitation on the surviving approaches for proposed regulations in
ington, DC 20044. Submissions may bgpouse’s right to the income from maritalight of the Estate of Hubertdecision.
hand delivered Monday through Fridayrust property where the income is used thlotice 97-63 suggested three alternative
between the hours of 8 a.m. and 5 p.m. tpay administration expenses during thapproaches for determining when the use
CC:DOM:CORP:R (REG-114663-97),period between the date of the decedenttd income to pay administration expenses
Courier’s Desk, Internal Revenue Serdeath and the date of distribution of theonstitutes a material limitation on the
vice, 1111 Constitution Avenue, NW,assets to the trustee. surviving spouse’s right to income. One
Washington, DC. Alternatively, taxpay- The facts inEstate of Huberare simi- approach distinguished between adminis-
ers may submit comments electronicallyar to a common fact pattern wherein thération expenses that are properly charged
via the Internet by selecting the “Taxdecedent’s will provides for a residuaryto principal and those that are properly
Regs” option on the IRS Home Page, doequest to a marital trust which qualifiecharged to income and provided that there
by submitting comments directly to thefor the marital deduction and also prois a material limitation on the surviving
IRS Internet site at http://www.irs.ustreasvides that estate administration expensepouse’s right to income if income is used
gov/prod/tax_regs/comments.html. There to be paid from the residuary estatéo pay an estate administration expense
public hearing will be held in Room 2615 Further, the will (or state law) permits thethat is properly charged to principal. A
Internal Revenue Building, 1111 Consti-executor to use the income generated Isecond approach providedda minimis
tution Avenue, NW, Washington, DC. the residuary estate (otherwise payable &afe harbor amount of income that may be

Background
ACTION: Notice of proposed rulemak-
ing and notice of public hearing.
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used to pay administration expenses wittbright line test for determining materialityform application to all estates, will be
out constituting a material limitation onin the context of the marital deduction, isimple to administer, and will reflect the
the surviving’s spouse’s right to incomeis unclear how this approach would applgconomic realities of estate administra-
Athird approach provided that any chargéor charitable deduction purposes becaud®n. These same rules will also apply for
to income for the payment of administrathere is no measuring life for valuing thepurposes of the estate tax charitable de-
tion expenses constitutes a material limincome interest. duction.
tation on the spouse’s right to income. One commentator suggested that, con- Under the proposed regulations, a re-
Notice 97-63 also asked for commentsistent with the plurality opinion iEstate duction is made to the date of death value
on whether the test for materiality shoulaf Hubert,the test for materiality should beof the property interest which passes from
be based on a comparison of the relativguantitative, based upon a comparison b#he decedent to the surviving spouse (or to
amounts of the income and the expenségeen the amount of income charged with charitable organization described in sec-
charged to the income; whether materiabdministration expenses and the total irtion 2055) for the dollar amount of any
ity should be based on projections as @fome earned during administration. Thestate transmission expenses incurred
the date of death rather than on the factymmentator, however, considered the reluring the administration of the dece-
that develop afterwards; and whether preyuirement that projected income and exdent’s estate and charged to the property
sent value principles should be applied. penses be presently valued to be iminterest. Such a reduction is proper be-
In response to Notice 97-63, severaéracticah complex, and uncertain. Anothegause these expenses would not have been
commentators suggested that local lawgmmentator considered a quantitative teficurred but for the decedent’s death. No
should be determinative of whether an eXp pe impractical. A third commentatorreduction is made for estate management
pense is a proper charge to income QYuggested that a quantitative test would réxpenses incurred with respect to the
principal. If the testamentary documengyire a factual determination in each caseroperty and charged to the property be-
directs the executor to charge expenses §9q, as a result, the period of estate admigause these expenses would have been in-
income, and the charge is allowed undg&tration would be greatly prolonged. curred even if the death had not occurred.
applicable local law, then the charge to in- gecayse these tests for materiality agdowever, a reduction is made for estate
come should not be treated as a materigbar to be complex and difficult to adminmanagement expenses charged to the
limitation on the spouse’s right to incomeigter the proposed regulations adopt nefarital property interest passing to the
This approach was not adopted becauggey 4 quantitative test nor a test based Gairviving spouse if the expenses were in-
statutory provisions relating to inCOMEyresent values of projected income angurred in connection with property pass-
and principal may vary from state to stat€, nenses. ing to someone other than the surviving
and this would result in disparate treat- Many commentators Opposed an apspouse and a person other than the surviv-
ment of estates that are similarly Situateﬂroach in which every charge to income i#1g spouse is entitled to the income from
but governed by different state laWy naierig) limitation on the spouse’s righthat property. Estate transmission ex-
Moreover, in states that have adopteg i, me Two commentators contendeBenses are all estate administration ex-
some form of the Uniform Principal andy, s aqoption of this approach would efPenses that are not estate management ex-
Income Act, the definitions of principal g, ey overrule the result iEstate of Penses and include expenses incurred in
and income, and the allocation of exyy, ey collecting estate assets, paying debts, es-
penses thereto, can be specified in the will 5, o mmentator suggested the agate and inheritance taxes, and distribut-
or trust instrument and given the effect OE)roach adopted in the proposed regulddd the decedent's property. Estate man-
state law. Thus, simply following state;, s -5 description of which follows, and@gement expenses are expenses incurred
law was thought to be too malleable to 0.0 iators suggested similar agh connection with the investment of the
protect the policies underlying the maritaproaches. estate assets and with their preservation

and charitable deductions. _ and maintenance during the period of ad-
Several commentators agreed with thgxplanation of Provisions ministration.
de minimissafe harbor approach whereby

a certain amount of income could be used After carefully considering the com-Proposed Effective Date

to pay administration expenses withoufhents, the Treasury and the Internal Rev- ,
materially limiting the surviving spouse’senue Service have determined that a teStThese regulations are proposed to be

right to the income. Under this approachpased on what constitutes a material limgffective for estates of deced_ents dying on

the safe harbor amount is determined iftion would prove too complex and®" after the date the regulations are pub-

two steps: first, the present value of thwould be administratively burdensomelished in theFederal Registeras final

surviving spouse’s income interest for lifg=or this reason, the proposed regulatioff§gulations.

is determined using actuarial principlegliminate the concept of materiality andgpeial Analyses

and, second, the resulting amount is mulnstead, establish rules providing that

tiplied by a percentage, for example, ®nly administration expenses of a certain It has been determined that this notice

percent. character which are charged to the maritalf proposed rulemaking is not a signifi-
The proposed regulations do not adopiroperty will reduce the value of the propcant regulatory action as defined in Exec-

this approach. Although de minimis erty for marital deduction purposes. It isitive Order 12866. Therefore, a regula-

safe harbor approach would provide anticipated that these rules will have unitory assessment is not required. It also
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has been determined that section 553(bhe Assistant Chief Counsel (Passadministration of the decedent’s estate
of the Administrative Procedure Act (5throughs and Special Industries). Howand paid from the principal of the prop-
U.S.C. chapter 5) does not apply to thesever, other personnel from the IRS andrty interest or the income produced by
regulations, and, because the regulationgeasury Department participated in theithe property interest. For purposes of this

do not impose a collection of informationdevelopment. subsection, the term estate transmission
on small entities, the Regulatory Flexibil- expenses means all estate administration
. * * * * %

ity Act (5 U.S.C. chapter 6) does not expenses that are not estate managemer
apply. Pursuant to section 7805(f) of th@oposed Amendments to the Regulatiorfxpenses (as defined in paragraph (e)(2)
Internal Revenue Code, this notice of pro- of this section). Estate transmission ex-
posed rulemaking will be submitted to the Accordingly, 26 CFR part 20 is pro-penses include expenses incurred in the
Chief Counsel for Advocacy of the Smallposed to be amended as follows: collection of the decedent’s assets, the
Business Administration for comment on '

ts impact on small business. PART 20—ESTATE TAX; ESTATES OF e B e et e e cece:

DECEDENTS DYING AFTER '

dent’s property to those who are entitled
to receive it. Examples of these expenses

Before these proposed regulations are Paragraph 1. The authority citation fofnclude executor commissions and attor-
adopted as final regulations, considergpart 20 continues to read in part as foloey fees (except to the extent specifically

Comments and Public Hearing AUGUST 16, 1954

tion will be given to any written com- lows: related to investment, preservation, and
ments (a signed original and eight (8) Authority: 26 U.S.C. 7805 * * * maintenance of the assets), probate fees
copies) that are submitted timely to the Par. 2. In §20.2055-1, paragraph (d)(6}XPenses incurred in construction pro-

IRS. All comments will be available for is added to read as follows: ceedings and defending against will con-

public inspection and copying. tests, and appraisal fees.

A public hearing has been scheduled fd$20.2055-1 Deduction for transfers for  (2) Estate management expensdd
April 21, 1999, beginning at 10 a.m. inpublic, charitable, and religious uses; in In general. For purposes of determining

Room 2615 of the Internal Revenueyeneral. the marital deduction, the value of any de-
Buildr:ng, 1111Constitutiorl1)AKjenue, NW, s % ox % % ?uctibrI]e gropzrty interr]est Whic_h passed
Washington, DC. Due to building security rom the decedent to the surviving spouse
procedures, visitors must enter at the 10th (d) * * * shall not be reduced by the amount of es-

Street entrance, located between Constitu- (6) For the effect of certain administratate management expenses incurred in
tion and Pennsylvania Avenues, NW. Inion expenses on the valuation of transfei@nnection with the property interest dur-
addition, all visitors must present photdor charitable deduction purposes, seg the administration of the decedent’s
identification to enter the building. Be-§20.2056(b)-4(e). The rules provided irestate and paid from the principal of the
cause of access restrictions, visitors wilhat section apply for purposes of both thproperty interest or the income produced
not be admitted beyond the immediate ennarital and charitable deductions. Thi®y the property interest. For marital de-
trance area more than 15 minutes befokgaragraph (d)(6) is effective for estates aluction purposes, the value of any de-
the hearing starts. For information aboujecedents dying on or after the date theskictible property interest which passed
having your name placed on the buildingegulations are published in tff@deral from the decedent to the surviving spouse

access list to attend the hearing, see ﬂF@agisteras final regulations. shall be reduced by the amount of any es-
“FOR FURTHER INFORMATION CON-  par. 3. Section 20.2056(b)-4 isate management expenses incurred in
TACT” section of this preamble. amended by: connection with property that passed to a
The rules of 26 CFR 601.601(a)(3) 1. Removing the last two sentences dieneficiary other than the surviving
apply to the hearing. Persons who wish tgaragraph (a). spouse if a beneficiary other than the sur-
present oral comments at the hearing must, - adding paragraph (e). viving spouse is entitled to the income
submit written comments and an outline The addition reads as follows: from the property and the expenses are
of the topics to be discussed and the time charged to the deductible property interest
to be devoted to each topic (signed origi§20.2056(b)—4 Marital deduction; which passed to the surviving spouse.

nal and eight (8) copies) by March 31yaluation of interest passing to surviving gqor purposes of this subsection, the term
1999. A periOd of 10 minutes will be aI'Spouse. estate management expenses means ex
lotted to each person for making com- e o e e x penses incurred in connection with the in-
ments. An agenda showing the schedul- vestment of the estate assets and with
ing of the speakers will be prepared after (e) Effect of certain administration ex-their preservation and maintenance during
the deadline for receiving outlines hagenses—(1) Estate transmission ex-the period of administration. Examples of
passed. Copies of the agenda will bgenses. For purposes of determining thethese expenses include investment advi-
available free of charge at the hearing. marital deduction, the value of any desory fees, stock brokerage commissions,
Drafting Information ductible property interest whic_:h passeaius"todial fges, and interest.
from the decedent to the surviving spouse (ii) Special rule where estate manage-

The principal author of these proposedhall be reduced by the amount of estateent expenses are deducted on the fed:

regulations is Deborah Ryan, Office otransmission expenses incurred during theral estate tax returnFor purposes of de-
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termining the marital deduction, the valuenanagement expenses are deducted on the estatetigns have lost their status as organiza-
of the deductible property interest Whin{emm @tth‘lfrdthzn o the estate Ségcg(%eotgg relrfions described in section 501(c)(3), eligi-
passed from the decedent to the survivir@e e foderal i siate satote. e now 1oBJ€ to receive deductible contributions.
. . ough the federal and state estate taxes now tota . . .
spouse is not increased as a resuI'F of 't|aﬁ|y $1,880,000. The marital deduction is not in- Former Public C?harmesThe following
decrease in the federal estate tax liabilityreased by the reduction in estate taxes attributasp¥ganizations (which have been treated as

attributable to any estate management efe- deducting the management expenses on the fegrganizations that are not private founda-

penses that are deducted as expenseset estate tax retum. _ .. tions described in section 509(a) of the
administration under section 2053 on thg, EXaMPle 3.During the period of administration, (~ de) are now classified as private foun-
%e estate incurs estate management expenses 0? p

federal estate tax return. _ $400,000 in connection with the bequest of ABcdations: . . _

(3) Examples.The following examples Corporation stock to the decedent’s child. The excommunity Housing Corporation of
illustrate the application of this paragraplgcutor charges these management expenses to theArkansas Inc., Little Rock, AR
(e). In each example, the decedent, wHgsidue- For purposes of determining the marital dg=ommunity Learning Information
dies after 2006, makes a bequest of shargs o™ the value of the residue is reduced by the oo of Arizona Inc., Phoenix

T q l%ﬁeral and state estate taxes and by the managemen{\l " !
of ABC C.:Ofporanon stock to th'e dece-expenses. The management expenses reduce theAZ _ _ _
dent’s child. The bequest provides thatalue of the residue because they are charged to tB®@mMmunity Learning Services Inc.,
the child is to receive the income from th@roperty passing to the spouse even though they were Egst Point, GA
shares from the date of the decedentdcurred with respect to stock passing to the chilgqmmynity Legal Service Corporation,
death. The value of the be ueathegfd the spouse is not entitled to the income from the Ponchatoula. LA

: a tock during the period of estate administration. If . ! .
shares, on the decedgnt’s date of death,ﬂ@ management expenses are deducted on the E@Mmunity Partnership of Santa Clara
$3,000,000. The residue of the estate iste’s income tax return, the marital deduction is County, San Jose, CA
bequeathed to a trust which satisfies th&3,011,111 ($6,000,000 minus $400,000 manag€&ommunity Peace, Las Vegas, NV
requirements of section 2056(b)(7) ag'ent expenses and minus $2,588,889 federal agdymmunity Services Institute of Virginia,
lified t inable int ¢ t state estate taxes). If the management expenses arth. h d. VA

qualined terminable _m €rest Property.qeqycted on the estate tax return rather than on the ~'¢ mqn ' .
The value of the residue, on the decestate’s income tax return, the marital deduction rcOMmMmunity Shares of Idaho Inc., Boise,
dent’s date of death, before the paymemtains $3,011,111, even though the federal and state ID
of administration expenses and estatstate taxes now total only $2,368,889. The marit@ommunity Works Inc., Atlanta, GA
taxes, is $6,000,000. Under applicabl@eduction is not increased by the reduction in estas 555 Players Inc., Valrico, FL
| Il h h he di ._taxes attributable to deducting the management eé . C ity Livi H
oca awat .e_exec.utor as the f|L~:cret|:]>penseS on the federal estate tax return. olmpa;smno IommuTR/ iving Home
to pay administration expenses from the nc., New Orleans,
income or principal of the residuary es- (4) Effective dateThis paragraph (e) is Comprehensive AIDS Resource and
tate. All estate taxes are to be paid froraffective on the date these regulations are Educational Services Inc., Delray

the residue. The state estate tax equglgblished in the Federal Register as final Beach, FL

the state tax credit available under sectioregulations. Compulsive Gambling Therapy Center
2011. The examples are as follows: Inc., Worcester, MA
Example 1 During the period of administration 5 tR((J:bert E. Wenzel,f Computer and Multimedia Education
X uri i inistration, eputy Commissioner o ; "
the estate incurs estate transmission expenses of Internal Revenue Corporation, Wlllllamsburg, VA
$400,000, which the executor charges to the residue. - Computer Education Management

For purposes of determining the marital deductiorh:“ed by the Office of the Federal Register on De- Association, American Fork, UT
the value of the residue is reduced by the federal ang ., 15, 1998, 8:45 a.m., and published in tHeoncerned About You Committee Inc.,

state estate taxes and by the estate transmission f&%ue of the Federal Register for December 16, 1998 Denver, CO

penses. If the transmission expenses are deduct&gFR 69248 . .
on the federal estate tax return, the marital deduction ) Concerned African American Men

is $3,500,000 ($6,000,000 minus $400,000 trans- Women, Chicago, IL .
mission expenses and minus $2,100,000 federal and ) _ Concerned Black Men of New York City
state estate taxes). If the transmission expenses &roundations Status of Certain Incorporated, New York, NY

deducted on the estate’s income tax return rathgyrganjzations Concerned Christians for America,

than on the estate tax return, the marital deduction is

i i Catharpin, VA
$3,011,111 ($6,000,000 minus $400,000 transmi _ L . .
sion expenses and minus $2,588,889 federal a%nnouncement 99-13 Concerned Citizens for Public Education,

state estate taxes). The following organizations have Gastonia, NC

Example 2.During the period of administration, fajled to establish or have been unable t8oncord Village Resident Management
the estate incurs estate management expensesghintain their status as public charities or Corporation, Indianapolis, IN
ﬁ:ggfg ?O:nthceogr;ﬁgfgfvmtg stgﬁursees.'d#ﬁepéiggtt operating foun(_jations. AccordinglyConcordia Neighborhood Association,
charges these management expenses to the residg2Ntors and contributors may not, after Portland, OR
For purposes of determining the marital deductiorthis date, rely on previous rulings or des€ongregations United for Community
the value of the residue is reduced by the federal afignations in the Cumulative List of Orga- Action Inc., St. Petersburg, FL
state eSIatettaxes but islf”tf]t reduced by tthe estait ations (Publication 78), or on the preConnecticut Sober Sports League Inc.,
?raenggslﬂfg d ec:(np?::eess'tate’seirr?caor:sget::r:eij fﬁ??ﬁgjsmption arising from the filing of noticeg Waterbury, CT '
marital deduction is $3,900,000 (86,000,000 minus!nder section 508(b) of the Code. Thi€onservatory of Performing Arts Inc.,

$2,100,000 federal and state estate taxes). If thisting doesnotindicate that the organiza- Boynton Beach, FL
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Consumer Council a Non-Profit Social Crater AIDS Action Program, PetersburgM Power Inc., Minneapolis, MN

Service Corporation, Scottsdale, AZ VA Maaleh Adumim Foundation Inc., New
Consumer Credit Counseling Service of Created Families Inc., Denver, CO York, NY
Mid Missouri, Colombia, MO Creative Educational Concepts, Denver, MacArthur Blue Guard Alumni
Consumer Financial Education CO Association, San Antonio, TX
Foundation, Buffalo Grove, IL Creative Maintenance Emergency ShelteiMacon County Education Support
Contemporary Home Health Servicesa & Affordable Housing, Long Beach, System Inc., Tuskegee, AL
New Jersey Nonprofit Corporation, CA Madison Community Free Clinic Inc.,
Woodbury, NJ Creative Outreach Inc., Conroe, TX Marshall, NC
Conway P C User Group Inc., Conway, Creative Youth Incorporated, Atlanta, GAMadison Avenue Development
AR Creek County Civil Emergency Corporation, Baltimore, MD
Coon Rapids Lions Foundation, Coon Management \Volunteers, Sapulpa, OKM & M Ministries, Presque Isle, ME
Rapids, MN Creekside Community Development Madison Lions Foundation Inc.,
Cooperative Planning Coalition, Corporation, Detroit, Ml Madison, CT
Kalispell, MT Crestwood Education Foundation, Magdalena School Parent Group,
Coordinating Committee in Support of Mantua, OH Magdalena, NM
the All Amhara Peoples, Boston, MA Creswell Athletic Association Inc., Magellan Theatre, Chicago, IL
Cops Cons and Kids Inc., Newark, NJ Creswell, NC Magellan University, Tucson, AZ
Cops for Christ Mohoning Valley Ohio, Crime Control Education Foundation,  Magnolia Heritage Charities Inc., Green
Youngstown, OH Palm Springs, CA Cove Springs, FL
Corey Lewis Foundation Inc., Boca Crises Press Inc., Gainesville, FL Mahogany House for Young Women Inc.,
Raton, FL Crisis Pregnancy Center Inc., Springfield, Phoenix, AZ
Cornerstone Childrens Home Inc., MA Main Street Business Resource &
Nederland, TX Cross Management Properties, Development Inc., Hartford, CT
Cornerstone Development Center Inc., Columbus, OH Main Street Gym Inc., Salisbury, MD
Birmingham, AL Crosscreek Apartments Inc., Whitfield, Main Street Kids Inc., Canton, KS
Cornerstone Prison Ministries Inc., MS Maine Studies Foundation Inc., Standish,
Garland, TX Crosslinks Ministries, Strongsville, OH ME
Cornerstone Steppington Inc., Columbia,Crossroads Pregnancy Resource CenterMainstreet Seymour Indiana Inc.,
MD of Gunnison Valley a Nonpro, Seymour, IN
Cornerstone Windridge Inc., Columbia, Gunnison, CO Makah Resident Initiatives Program,
MD Crosswalk Ministries Inc., Ocala, FL Neah Bay, WA
Corporation for Public Education in Cubbs Citizens United for a Better BalchMake a Dent Foundation Inc., Chicago,
American Popular Music, Bethesda, Springs, Balch Springs, TX IL
MD Culinary Arts Plus, Plano, TX Make It Home, Houston, TX
Corpus Christi Wheelchair Tennis Club, Cultural Alliance Through Art Inc., Making a Better Tomorrow Inc., Wichita,
Corpus Christi, TX Montvale, NJ KS
Cotter-Lane Active Parent Support GrougCultural Diversity Educational Making a Difference Ministries, Temple,
Inc., Louisville, KY Association, Detroit, Ml TX
Cottondale Dixie Youth Baseball Cultural Initiatives Inc., Eagan, MN Making Good Foundation Inc., Marietta,
Incorporated, Cottondale, AL Culture Awareness Inc., Philadelphia, PA GA
Counsel for Property Rights Foundation Culture Kids Project Inc., Adelphi, MD  Making Life Easier Inc., Tigard, OR
Inc., Washington, DC Culture Without Borders Inc., New York, Malemte Football Booster Club,
Council for Rural Health Clinic NY Fairbanks, AK
Resources and Education, Cuero, TX Cumberland Plateau Services Inc., Maloney-Wilding Foundation for
Council of Baptist Pastors Community Sewanee, TN Children & Teens, Escondido, CA
Development Corporation, Detroit, Ml Cuney Homes Management CorporationManagement Research Foundation Inc.,
Council of United Jewish Orthodox Houston, TX Boca Raton, FL
Organization of Rockland County NY, Cy-Fair Preservation Society Manahata Pan American Indian Arts
Monsey, NY Incorporated, Houston, TX Council Inc., New York, NY
Court Appointed Special Advocates of Czech American Summer Music InstituteManatee Catholic School Foundation,
Hill County Inc., Hillsboro, TX Inc., Tallahassee, FL Bradenton, FL
Courthouse Restoration 3-28-93 Inc., M & M Community Development Inc.,  Manchester High School Alumni
Hillsboro, TX Columbus, OH Association, Manchester, CT
Courtland Historical Foundation, M C Escher Museum Foundation, Santa Manchester Summerstage Incorporated,
Courtland, AL Cruz, CA Manchester, MA
CPAA Concerned Parents for AcademicsM C H Inc., Naperville, IL Manitowoc County Ice Center Inc.,
Athletics, Waddell, AZ M O SAIC, Roseville, Ml Manitowoc, WI
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Manijiro Society for International
Exchange Inc., McLean, VA

Many Are Called-Few Are Chosen
Ministries Inc MAC-FAC
MINISTRIES, Houston, TX

Maple Valley Child Care Center,
Vermontville, Ml

Marguerite Rawalt Legal Defense Fund,
Washington, DC

Maricopa Foundation for Affordable
Housing, Phoenix, AZ

Mark Evans Production Group Inc.,
Winooski, VT

Mark Fuqua Ministries Inc., Fort Worth,
TX

Marketplace Ministry, Grand Rapids, Ml

Marmet Soccer Association Inc.,
Charleston, WV

Marrero Community Development
Corporation, Marrero, LA

Mars Hill Ministries Inc., Miami Beach,
FL

Martin de Porres Foundation, Aurora, IL

Martin Luther King Drive Resident
Organization, Chicago, IL

Martin Luther Memorial Homes
Foundation, Holt, Ml

Martin Youth Foundation, Joliet, IL

Martinsville-Henry County Music
Association Inc., Martinsville, VA

Mary | Minor Scholarship Fund,
Washington, DC

Maryiann Sitton Ministries Inc.,
Hamilton, MT

Marys Love Kingdom Inc., Philadelphia,
PA

Mason County Little League Football
Inc., Maysville, KY

Massachusetts Guongdong Committee
Inc., Boston, MA

Massachusetts Save James Bay
Foundation Inc., Boston, MA

Masters Review Inc., New York, NY

Masters Touch, Vacaville, CA

Mattoon Youth Sports League Inc.,
Mattoon, IL

Maude Ellen Coats Armstrong MECA
Foundation, Norfolk, VA

Mayors Youth Center Inc., Granite City,
IL

Maysville Better Community Action Org
Inc., Maysville, NC

MB Educational Programs Inc.,
Chippewa Falls, WI
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McBride Volunteer Fire Department Metropolitan Contributions for Life Inc.,

Ladies Auxiliary, Kingston, OK Houston, TX
McConnells Mill Preservation Mexican American Community
Association, Portersville, PA Development Organization, Dallas, TX
McCook Legion Baseball Boosters Inc., Mexican Cultural Center of Northern
McCook, NE California, Rancho Cordova, CA
McCoy Center for the Arts Inc., Meyir America Inc., Wall, NJ
Birmingham, AL Miami Valley Housing Association | Inc.,
McDonalds Avail, Poway, CA Dayton, OH
McDowell County Animal Aid Inc., Miami Valley Tree Source Inc.,
Marion, NC Miamisburg, OH
McHenry County Gang Drug Task Force Micheaux Foundation, Washington, DC
Woodstock, IL Michigan Hemingway Society, Petoskey,
McMillan Ministries, Homerville, GA MI
NcNair Group Home Inc., Modesto, CA Mid-America Cancer Rehabilitation
McRae Berry Youth Camp Inc., Organization Inc., Evansville, IN
Hampton, AR Mid-Atlantic Youth Sports and
Meacham Park Resident Council, Educational Expo Inc., East Orange,
St. Louis, MO NJ
Medassist International, Buffalo, NY Mid-Coast Compeer Inc., Rockland, ME

Media Partnership for Jobs, Detroit, Ml Mid-County Teachers Credit Union
Medica International Inc., McKinney, TX  Scholarship Foundation Inc., Port
Medical Airlift Volunteers Inc., Clayton, Neches, TX

MO Mid-Houston Valley Chapter of the Spina
Medjugorje Appeal Inc., Cranston, RI Bifida Assoc. of America Inc.,
Melissa Segars Foundation, Fayetteville, Newburgh, NY
GA Mid-Ohio Resource Center Inc., Grove
Melody Music Education Listening and City, OH
Outreach for District Youth, Mid-South Mens Council Inc., Memphis,
Washington, DC TN
Men Against Creating Hostilities and Middle Path Foundation Inc., New York,
Appression Macho, Denver, CO NY
Men of Action Inc., Washington, DC Middle Tennessee Grand Championship
Mens Council of Austin, Austin, TX Inc., Nashville, TN
Mens Grief Support Group, Salt Lake  Midnight Basketball of Northeast Ohio,
City, UT Canton, OH
Mental Health Association in Putnam  Midway Club of Kansas, Great Bend, KS
County Il Inc., Brewster, NY If an organization listed above submits
Mental Health Association of Clayton  information that warrants the renewal of
County, Morrow, GA its classification as a public charity or as a
Mercy & Truth Prison Ministry Inc., private operating foundation, the Internal
Carbon Hill, AL Revenue Service will issue a ruling or de-
Mercy International America Inc., New termination letter with the revised classi-
York, NY fication as to foundation status. Grantors
Meridzo Center, Franklin, OH and contributors may thereafter rely upon
Merriday Center for Inclusion in the such ruling or determination letter as pro-
Classroom Inc., Orlando, FL vided in section 1.509(a)-7 of the Income
Merry Thought Foundation Inc., Tax Regulations. It is not the practice of
Annapolis, MD the Service to announce such revised clas-

Messengers of Mary Inc., Lexington, KY sification of foundation status in the Inter-
Metro Atlanta Stroke Council, Atlanta,  nal Revenue Bulletin.

GA
Metro Magazine on WNYE-TV Inc.,

Long Island City, NY
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Definition of Terms

Revenue rulings and revenue procedurgdies to both A and B, the prior ruling isnew ruling does more than restate the
(hereinafter referred to as “rulings”) modified because it corrects a publishedubstance of a prior ruling, a combination
that have an effect on previous rulingposition. (Compare witlamplifiedand of terms is used. For exampleodified
use the following defined terms to deelarified, above). and supersedediescribes a situation
scribe the effect: Obsoleteddescribes a previously pub-where the substance of a previously pub-
Amplified describes a situation wherelished ruling that is not considered deterlished ruling is being changed in part and
no change is being made in a prior pubminative with respect to future transacis continued without change in part and it
lished position, but the prior position istions. This term is most commonly useds desired to restate the valid portion of
being extended to apply to a variation oin a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth therein. Thustulings that are obsoleted because afiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulations. A rulingthe previously published ruling is first
applied to A, and the new ruling holdsmay also be obsoleted because the sulmodified and then, as modified, is super-
that the same principle also applies to Bstance has been included in regulatiorseded.
the earlier ruling is amplified. (Comparesubsequently adopted. Supplementeds used in situations in
with modified below). Revokedlescribes situations where thavhich a list, such as a list of the names of
Clarified is used in those instancegosition in the previously published rul-countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languagebeing stated in the new ruling. names in subsequent rulings. After the
has caused, or may cause, some confu-Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in ghe new ruling does nothing more tharseveral times, a new ruling may be pub-
prior ruling is being changed. restate the substance and situation oflshed that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undel prior rulings in the series.
published ruling and points out an esserthe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancand regulations. The term is also usedill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singleaction such as the issuance of new or
being changed. Thus, if a prior rulingruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied to A but nothat were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it apfiod of time in separate rulings. If theService study.

H H E.O—Executive Order. PHC—Personal Holding Company.
Abbreviations g Company.

ER—Employer. PO—Possession of the U.S.

The following abbreviations in current use and for-gEr|SA—Employee Retirement Income Security Act PR—Partner.
merly used will appear in material published in the

Bulletin EX—Executor. PRS—Partnership.

o F—Fiduciary. PTE—Prohibited Transaction Exemption.
A_lnd'v'duél' FC—Foreign Country. Pub. L—Public Law.
gﬂliﬁcgwelscence. FICA—Federal Insurance Contribution Act. REIT—Real Estate Investment Trust.
BE nB ! ?.a.' FISG—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
BK_Beni ean: FPH—Foreign Personal Holding Company. Rev. Proc—Revenue Ruling.

—Bank. ) -
B.T.A—Board of Tax Appeals F.R—Federal Register. S—Subsidiary.

T.A— X .

C —iIndividual PP FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedral Rules.
C.B Cumula‘tive Bulletin FX—Foreign Corporation. Stat—Statutes at Large.
C;:R.—Code of Federal Re.gulations G.C.M—Chief Counsel's Memorandum. T—Target Corporation.
Cl—City ' GE—Grantee. T.C—Tax Court.
COOP—-Cooperative GP—General Partner. T.D—Treasury Decision.
Ct.D—Court Decision GR—Grantor. TFE—Transferee.
CY—County IC—Insurance Company. TFR—Transferor.
D—Decedent I.R.B—Internal Revenue Bulletin. T.I.R—Technical Information Release.
DC—Dummy Corporation. LE—Lessee. TP—Taxpayer.
DE—Donee. LP—Limited Partner. TR—Trust.
Del. Order—Delegation Order. LR—Lessor. TT—Trustee.
DISG—Domestic International Sales Corporation. M—Minor. U.S.C—United States Code.
DR—Donor. Nonacg—Nonacquiescence. X—Corporation.
E—Estate. O—Organization. Y—Corporation.
EE—Employee. P—Parent Corporation. Z—Corporation.

1999-6 |.R.B 23 February 8, 1999



Numerical Finding List!
Bulletins 1999-1 through 1999-5

Announcements:

99-1, 1999-2 |.R.B41
99-2, 1999-2 |.R.B44
99-3, 1999-3 I.R.B15
99-4, 1999-3 |.R.B15
99-5, 1999-3 I.R.B16
99-6, 19994 |.R.B24
99-7, 1999-2 |.R.B45
99-8, 19994 |.R.B24
99-9, 19994 |.R.B24
99-10, 1999-5 I.R.B33
99-11, 1999-5 |.R.B34
99-12, 1999-5 .R.B35

Notices:

99-1, 1999-2 |.R.B8
99-2, 1999-2 |.R.B8
99-3, 1999-2 |.R.B10
99-4, 1999-3 L.LR.BO
99-5, 1999-3 I.R.B10
99-6, 1999-3 L.LR.B12
99-7, 19994 |.R.B23
99-8, 1999-5 .LR.B26
99-9, 19994 |.R.B23

Revenue Procedures:

99-1, 1999-1 I.R.B6
99-2, 1999-1 .LR.B/3
99-3, 1999-1 I.R.B103
99-4, 1999-1 |.R.B115
99-5, 1999-1 I.R.B158
99-6, 1999-1 I.R.B187
99-7, 1999-1 |.R.B226
99-8, 1999-1 .R.B229
99-9, 1999-2 |.R.B17
99-10, 1999-2 .R.Bl1
99-11, 1999-2 |.R.BL4
99-12, 1999-3 |.R.BL3
99-13, 1999-5 |.R.B52
99-14, 1999-5 |.R.B66

Revenue Rulings:

99-1, 1999-2 |.R.B4
99-2, 1999-2 |.R.B5
99-3, 1999-3 |.R.B4
99-4, 19994 |.R.B19
99-7, 1999-5 |.R.B4

Treasury Decisions:

8789, 1999-3 I.R.B5
8791, 1999-5 L.LR.BY
8796, 19994 |.R.B16
8797, 1999-5 L.LR.B5
8800, 19994 |.R.B20
8801, 1999-4 |.R.B5
8802, 19994 |.R.B10
8805, 1999-5 .R.B14

1 A cumulative list of all revenue rulings, revenue
procedures, Treasury decisions, etc., published in
Internal Revenue Bulletins 1998-1 through 1998-52
will be found in Internal Revenue Bulletin 1999-1,
dated January 4, 1999.

February 8, 1999 24 1999-6 |.R.B.



Finding List of Current Action on
Previously Published Items?

Bulletins 1999-1 through 1999-5

Revenue Procedures:

78-10
Obsoleted by
99-12, 1999-3 |.R.BL3
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97-23

Superseded by

99-3, 1999-1 |.R.B103
98-1

Superseded by

99-1, 1999-1 |.R.B6

98-2
Superseded by
99-2, 1999-1 I.R.B73

98-3
Superseded by
99-3, 1999-1 |.R.B103
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1998-1 through 1998-52 will be found in Internal
Revenue Bulletin 1999-1, dated January 4, 1999.
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