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LIFO; price indexes; department stores. The November
1998 Bureau of Labor Statistics price indexes are accepted
for use by department stores employing the retail inventory
and last-in, first-out inventory methods for valuing inventories
for tax years ended on, or with reference to, November 30,
1998.

T.D. 8800, page 20.
Final and temporary regulations under section 1502 of the
Code relate to the consolidated return regulations.

T.D. 8801, page 5.

Final regulations under section 148 of the Code relate to the
arbitrage restrictions applicable to tax-exempt bonds issued
by State and local governments.

T.D. 8802, page 10.

Final regulations under section 337 of the Code generally af-
fect a taxable corporation that transfers all or substantially
all of its assets to a tax-exempt entity or converts from a tax-
able corporation to a tax-exempt entity in a transaction other
than a liquidation, and generally requires the taxable corpo-
ration to recognize gain or loss as if it had sold the assets
transferred at fair market value.
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T.D. 8796, page 16.
Final regulations under sections 411 and 417 of the Code
relate to qualified retirement plans.
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average interest rate for January 1999 and the resulting per-
missible range of interest rates used to calculate current lia-
bility for purposes of the full funding limitation of section
412(c)(7) of the Code are set forth.

EXEMPT ORGANIZATIONS

Announcement 99-9, page 24.
A list is given of organizations now classified as private foun-
dations.

ADMINISTRATIVE

Notice 99-9, page 23.

The Service has made available on the IRS Internet site a
draft of the Low-Income Taxpayer Clinic Grant application
package for public comment. The draft describes the new
grant program, authorized under section 7526 of the Code,
for qualified organizations that provide legal assistance to
low-income taxpayers having disputes with the Service or
operate programs to inform individuals, for whom English is
a second language, about their rights and responsibilities
under the tax laws.

Announcement 99-6, page 24.

The Service will allow payers to establish a system to elec-
tronically receive Forms W-4P, Withholding Certificate for
Pension or Annuity Payments, W-4S, Request for Federal In-
come Tax Withholding From Sick Pay, and W-4V, Voluntary
Withholding Request.

Announcement 99-8, page 24.
The 1998 Instructions for Form 1040NR are corrected.



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 .—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.



Announcement Relating to Court Decisions

It is the policy of the Internal Revenuecertain regulaiTax Court opinionsThe will not follow the decision in disposing
Service to announce at an early dat8ervice has expanded its acquiescenof cases involving other taxpayers. In-ref
whether it will follow the holdings in cer program to include other civil tax casesrence to an opinion of a circuit court of
tain casesAn Action on Decision is the where guidance is determined to be hel@ppeals, a nonacquiescence indicates that
document making such an announcemerftl. Accordingly the Service now may ac the Service will not follow the holding on
An Action on Decision will be issued atquiesce or nonacquiesce in the holdingd nationwide basis. Howevé¢he Service
the discretion of the Service only on-unof memorandunifax Court opinions, as Will recognize the precedential impact of
appealed issues decided adverse to thell as those of the United States Districthe opinion on cases arising within the
government. GenerallynAction on De  Courts, Claims Court, and Circuit Courtsenue of the deciding circuit.
cision is issued where its guidance wouldf Appeal. Regardless of the court decid The announcements published in the
be helpful to Service personnel workingng the case, the recommendation of aryeekly Internal Revenue Bulletins are
with the same or similar issues. Unlike @ction on Decision will be published in consolidated semiannually and annually
Treasury Regulation or a Revenue Rulinghe Internal Revenue Bulletin. The semiannual consolidation appears in
anAction on Decision is not an faima- The recommendation in eveAction the first Bulletin for July and in the €u
tive statement of Service position. It is nobn Decision will be summarized as-acmulative Bulletin for the first half of the
intended to serve as public guidance amgliescence, acquiescence in result only€at and the annual consolidation-ap
may not be cited as precedent. or nonacquiescence. Both “acquiesP€ars in the first Bulletin for the follow

Actions on Decisions shall be reliedcence” and “acquiescence in result onlyin9 January and in the Cumulative Bul
upon within the Service only as conclumean that the Service accepts the holdir#atln for the Ia;t h_alf of the year .
sions applying the law to the facts in thef the court in a case and that the Servic% The Co_mm|ss!o_neA$:QUIESCES|n
particular case at the time thetion on will follow it in disposing of cases with the following decisions:

Decision was issued. Caution should bthe same controlling facts. Howevéaic-  Ejsenberg v Commissionef*

exercised in extending the recommendajuiescence” indicates neither approvajss F3d 50 (2d Cir1998)

tion of theAction on Decision to similar nor disapproval of the reasons assigned

cases where the facts arefeliént. More by the court for its conclusions; wheread\lurillo v.. Commissioner?

over, the recommendation in thection “acquiescence in result only” indicates!-C. Memo 1998-13

on 'Dec_ision may pe supe'rseded by nedisagreement or concern w_ith some or al! The CommissioneWITHDRAWS the
legislation, regulations, rulings, cases, oof those reasons. Nonacquiescence S'Qr?bllowing decision:

Actions on Decisions. fies that, although no further review was

Prior to 1991, the Service published acsought, the Service does not agree withar otonda v. Commissionep®
quiescence or nonacquiescence only ithhe holding of the court and, generally89T.C. 287 (1987)

1 Acquiescence relating to whether a discount for potential capital gains tax liabilities may be applied in valuing clostlgkheld

2 Acquiescence in result only relating to whether the forfeiture of an Individual Retir&r@mint (“IRA”) to the United States pursuant to a civil proceeding-caus
es the IRAowner to be liable for the 10 percent early distribution tax under I.R.C. section 72(t).

3 withdrawal relating to whether petitionsrconstructive receipt of a Keogh account distribution by virtue of the goversriant'on the account causes the Keogh
owner to also be liable for the 10 percent early distribution tax under I.R.C. section 72(m)(5).
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Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 148.—Arbitrage lection of information displays a validthe guaranteed investment contract safe
control number harbor of §1.148-5(d)(6)(iii).A public

26 CFR 1.148-5:i¥ld and valuation of The estimated annual burden per recottiearing was held omhursday October

nvestments. keeper varies from .75 hour to 2 hours24, 1996, and written comments were re

TD. 8801 depending on individual circumstancesceived. After consideration of all the

with an estimated average of 1 hour comments, the regulations proposed by
DEPARTMENT OF THE TREASURY Comments concerning the accuracy dfl-28-96 are, with modifications,

Internal Revenue Service this burden estimate and suggestions fadopted by revision to §1.148-5¢d)

26 CFR Parts 1 and 602 reducing this burden should be sent to th@)(iii). The changes are discussed below
Internal Revenue Service Attn: IRS ) o

Arbitrage Restrictions on Reports Clearance @¢er, OP:FS:Fp Explanation of Povisions

Tax-Exempt Bonds Washington, DC 20224, and to tBéfice A. In General

~of Management and BudgetAttn: Desk

(IRS), Treasury sury, Office of Information and Regula
tory Affairs, Washington, DC 20503.

Books or records relating to this collec

Due to concerns regarding the fair mar
t purchase price of United Statbea

sury obligations purchased other than di
rectly from the United StateBreasury

. X X i the proposed regulations provide a rebut
SUMMARY: This document containstlon of Info_rmatlon must be retained 33able presumption for establishing fair
long as their contents may become matef, , .ot value. The proposed regulations

final regulations on the arbitrage restric. l'in the administrati ¢ int |
tions applicable to tax-exempt bonds is'® " € administration ot any interalgenera|ly apply the principles underlying
the existing safe harbor in the arbitrage

sued by State and local governmentrevenue law Generally tax returns and
%ax return information are confidential, a%egulations for establishing fair market
value for guaranteed investment eon

ACTION: Final regulations.

Changes to applicable law were made b )
the Tax ReformAct of 1986. These regu ?équwed by 26 U.S.C. 6103.

lations afect issuers of tax-exempt bondzackgound tracts.
and provide guidance for complying with _ _ _ The proposed regulations also provide
the arbitrage regulations. These final regulations contain amenda rebuttable presumption that a solicita

ments to the income tax regulations (26on meeting the requirements of the pro
DATES: Effective Date:These regula CFR Part 1) under section 148 of the Inposed regulations will be a bona fide so
tions are dective on March 1, 1999. ternal Revenue Code of 1986 (Codejicitation for the guaranteed investment
Applicability Date: These regulations Section 148 provides rules addressing thsontract safe harbor of existing §1.148—
are applicable to bonds sold on or afteuse of proceeds of tax-exempt State argid)(6)(iii).
March 1, 1999. Issuers may apply thesecal bonds to acquire highgielding in Modifications to the proposed regula
regulations to bonds sold on or after-Devestments. On June 18, 1993, final regdions have been made to clarify various
cember 30, 1998. and before March lations (TD. 8476, 1993-2 C.B. 13) relat technical aspects in response to comments
1999. ing to the arbitrage restrictions and relategbceived.
rules under sections 103, 148, 149, and
FOR FURHER INFORMATION CON- 150 were published in tieederal Regis B. Safe Harbor
TACT: DavidWhite, 202-622-3980 (not ter (58 FR. 33510). Corrections to these Commentators noted that a rebuttable
a toll-free number). regulations were published in tRederal presumption in the proposed regulations
Register on August 23, 1993 (58.R. for purchases of United Stat@&seasury
SUPPLEMENTRRY INFORMATION: 44451), and May 1, 1994 (59 FR. obligations provides a lower level of pro
24350). tection to issuers than the safe harber ap
On June 27, 1996, a notice of proposeplicable to guaranteed investment eon
The collections of information cen rulemaking (FI-28-96, 1996-2 C.B. 458)racts. Commentators generally requested
tained in these final regulations have beerelating to the arbitrage restrictions washat the final regulations provide a safe
reviewed and approved by thefioé of published in thd=ederal Register(61 harbor for the purchase of United States
Management and Budget in accordandeR. 33405). The proposed regulationsTreasury obligations.
with the Paperwork Reductiofxct (44 provide a rebuttable presumption for es The final regulations create a safe-har
U.S.C. 3507) under control number 1545tablishing fair market value for Unitedbor for all investments covered by the
1490. Responses to these collections &ftatesTreasury obligations that are purregulations, provided that the issuer re
information are required to obtain thechased other than directly from the Unitedeives at least three bids as required by
benefits of a safe harbor StatesTreasury In addition, the proposedthe regulations.The premise of the final
An agency may not conduct or sponsoregulations provide a rebuttable presumpegulations is that a bidding procedure
and a person is not required to respond tbpn that a solicitation that meets certaisatisfying the requirements of the final
a collection of information unless the €ol requirements is a bona fide solicitation foregulations will produce a price that

Papemwork Reductio\ct

1999-4 |.R.B 5 January 25, 1999



equals fair market value. If the requireE. No Last Look The final regulations clarify that, for
ments of the final regulations are not in The proposed regulations state that alurchases of any investment covered by
fact met, no assumption can be madgroviders must have equal opportunity téhe safe harboithe lead underwriter in a
about the relationship of the price paid tdid and that no provider is permitted te renegotiated underwriting transaction is
fair market value. Howeveall reason Vview other bids before bidding (e.g., a lasieemed to have a material financial inter
able and prudent actions taken by the i$00k). A small number of commentatorsest in the issue until 15 days after the
suer under the circumstances may be conoted that the existence of a last look magsue date of the issuény entity acting
sidered in determining whether the issugiesult in higher yields from competingas a financial advisor with respect to the

paid fair market value. providers. The final regulations retain the purchase of the investment at the time that
no last look requirement because permithe bid specification form is submitted to

C. Scope of Final Regulations ting a last look may adverselyfedt the potential providers is also deemed to have
Generally the proposed regulationsbona fides of the bidding process. a material financial interest in the issue.
apply to United State$reasury obliga In addition, the final regulations require
tions purchased other than directly fronf- Reasonably Competitive &rders the provider to represent that its bid is not

the United State3reasury Commenta  'he proposed regulations provide thaased on any other formal or informal
tors requested clarification regarding théll bidders are required to be reasonablygreement that the provider has with the
scope of the proposed regulations and reompetitive prowders of investments ofssuer or any other persom provider
quested that the regulations only apply t§1€ type being purchased. Numerougat is a related party to a provider that
investments purchased for yield restricte§omments were received regarding thRas a material financial interest in the
refunding and yield restricted sinking™eaning of the phrase “reasonably eomssue is also deemed to have a material fi
fund escrows. In addition, commentator@€titive providef” and commentators ex nancial interest in the issue.

asked that the proposed regulations be eRf€Ssed concern that a bid from a non- ,
panded to apply to other types of inyestcoOmpetitive provider may prevent theH. Commecially Reasonableéfms

ments that may be purchased for an eEequirem_ems of the regulations from The proposed regulations provide that
crow (e.g., REFCORBrips). eing sgﬂsﬂed. . . . ' the terms of the purchgsg agreement must
The final regulations apply only to _The flna! regulat|on_s modlfy.thls proevi be reasonable.T_he existing safe harbor
guaranteed investment contracts and yie s{on. The final rggulatlons provide t_hat thefqr guaranteed investment contracts-pr_o
restricted defeasance escrowdlith re.  'SSUer must solicit at least th_ree bids fromides that the terms of the guaranteed in
spect to yield restricted defeasance ereas.onably competltlvg providers and tha.\testm'ent cont'ract, including the collateral
crows, the final regulations expand th"tahe issuer must receive at. _Ieast one bigkcurity requirements, must be reason
scope,of investments covered by the—pr?rom a reasonably qompetmve_ providerable. A num_ber_of commgntators Te
. . For purposes of the final regulations, areajuested clarification regarding what rea
posed regulations to apply to all Ir“"eStsonany competitive provider is a providesonable means in connection with a
me_nts purchased for the escrow (e'gthat has an established industry reputaticolicitation of United State$reasury
United StatgsAgency obllgatloqs, as a competitive provider of the type of inobligations.
REFCORPSU'pS and corporate obliga vestments being purchased. For example, The final regulations provide that the
tions). in connection with the solicitation of bidsterms of the bid specification for any-in
D. Guaranteed Investment Contracts for_a guaranteed inves_tment_ contract, avestment cov_ered by the safe harbor_must
Commentators requested clarificatio entity that has an e_s_tabhsheq industry repbe comm_ermally reasona_bIeA term is
ation as a competitive provider of guarancommercially reasonable if there is a le

regarding which investments are covere . . o . . .
: eed investment contracts is a reasonabgjitimate business purpose for including
by the safe harbor for guaranteed inves

ment contracts and which would b Vcompetitive provider the term in the bid specifications other
ent contracts a ch would be €0 than to lower the yield or increase the cost
ered by the proposed regulations. G. No Material Financial Inteest of the bid. For example, in connection

The term guaranteed investment €on The proposed regulations, like the-exith the solicitation of investments for a
tract generally does not include investjsting safe harbor for guaranteed investjield restricted defeasance escraveom
ments purchased for a yield restricted denent contracts, provide that the issuemercially unreasonable term would be a
feasance escrawHowever the term muyst receive at least three bona fide bidsold firm period that is longer than the is
guaranteed investment contract does Ifrom providers that have no material fi suer reasonab|y requires_
clude escrow float contracts and similapancial interest in the issue. For this-pur
agreements purchased for a yield repose, the proposed regulations provide Comparison to State and Local
stricted defeasance escrovn addition, that underwriters and financial advisor&Government Series Securities
the term guaranteed investment contragsr an issue are considered to have a ma The proposed regulations provide that
includes debt service fund forward agreeerial financial interest. Numerous cemthe yield on any United Statdseasury
ments and debt service reserve funchents were received regarding the scombligation purchased by the issuer may
agreements (e.g., agreements to delivef entities that are considered to have @ot be less than the yield then available on
United StateSreasury obligations over amaterial financial interest under the proState and Local Government Series Secu
period of time). posed regulations. rities from the United States Department
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of the Treasury Bureau of Public Debt ations purchased by the issuer may not lm®cuments, including a copy of the bids
(SLGs) with the same maturityCom significantly less than the yield then availreceived (date and time stamped). -Nu
mentators requested that the SLGs €omable from the provider on reasonablynerous comments were received regard
parison be removed or that issuers be atomparable United Statdseasury oblig ing the dificulty of obtaining written bids
lowed to make the comparison on ations ofered to other persons for pur for Treasury obligations.
portfolio-by-portfolio basis. Commenta chase on terms comparable to those of The final regulations modify the record
tors also requested guidance about tHered to the issuer from a source of fundkeeping requirements and apply those re
time period in which the SLGs compari other than tax-exempt bonds. If closelyuirements to guaranteed investment-con
son is to be made. comparable forward prices are not availtracts. One modification to the record
In general, the final regulations provideable, a reasonable basis for this compatkeeping requirements is the elimination of
that the safe harbor does not apply to irson may be by reference to implied-forthe requirement that the bids be received
vestments purchased for a yield restrictedard prices forTreasury obligations in writing. The final regulations provide
defeasance escrow if the lowest cost bid Based on standard financial formulas. that the requirement for recording the bid
greater than the cost of the modiciEnt certificate provided by the agent conductis satisfied if the issuer or its agent makes
SLG portfolio. The final regulations pro ing the bidding process will establish tha contemporaneous record of the bid, in
vide that the lowest cost bid is the lowesthe comparison is mefThe existing safe cluding the time and date each bid was re
bid for the portfolio orif the issuer com harbor for guaranteed investment eonceived, and the identification of the person
pares bids on an investment-by-investmeirtacts provides that the yield on the guaand entity submitting the bid, and keeps
basis, the aggregate cost of a portfolianteed investment contract may not behis record with the bond documents.
comprised of the lowest cost bid for eackess than the yield then available from the The final regulations also provide that,
investment.Any payment received by theprovider on reasonably comparable guaif the terms of the purchase agreement de
issuer from a provider at the time a guararanteed investment contracts, if amf§- viate from the terms of the bid solicitation
teed investment contract is purchased (e.dered to other persons from a source dbrm or if a submitted bid is modified, the
an escrow float contract) for a yield-re funds other than gross proceeds of tax-eissuer must keep a record explaining the
stricted defeasance escrow under a biddirgmpt bonds. purpose of the deviation or modification
procedure meeting the requirements of the Commentators noted that, in generaknd, if the purchase agreement price dif
final regulations is taken into account irthe comparison required by the proposeféred from the bid, how that price was de
determining the lowest cost bid. regulations is either too complex or notermined. If the issuer replaces invest
The final regulations provide the fol possible to construct. In lieu of a compaments in the winning bid portfolio with
lowing rules for comparing the lowestrability requirement, commentators recother investments, the prices of the new
cost bid to SLGs. First, the mosfielent ommended that the regulations adopt ceinvestments are not protected by the safe
SLG portfolio consists of one or moretain additional safeguards to protect thbarbor unless those investments are bid
SLG securities that will allow the issuerintegrity of the bidding process. under a bidding procedure meeting the re
to defease the refunded obligations at the The final regulations remove the comquirements of the final regulations.
lowest overall cost. Second, the comparparability requirement for all investments
son of the most &tient SLG portfolio covered by the safe harbooweverthe L. Broker Fees for i€ld Restricted
and the lowest cost bid must be made &nal regulations include additional+e  Defeasance Esows
the time that bids are required to be-sulguirements to ensure a competitive-bid The proposed regulations provide that a
mitted pursuant to the terms of the bidling process. For example, the final regifee paid to a bidding agent is a qualified
specifications. Intra-day pricing move lations require that the bid formadministrative cost only if the fee is com
ments and closing spot prices of invesforwarded to potential providers include darable to a fee that would be ajed for
ments before and after the time in whiclstatement notifying providers that by sub@ reasonably comparable investment of
the comparison to SLGs is required to baitting a bid the potential provider is rep Obligations acquired with a source of
made are not relevanthird, if SLGs are resenting that it did not consult with anyfunds other than gross proceeds of tax-ex
not available for purchase on the day thatther providers about their bid, and tha@mpt bonds and the fee is reasonable.
bids are required to be submitted pursuaits bid is not being submitted solely as &nder the proposed regulations, the fee is
to terms of the bid specifications becauseourtesy to the issuer or any other persdi€sumed to be reasonable if it does not
Treasury has suspended sales of those §&r purposes of satisfying the requiremerfexceed .02 percent of the amount invested
curities, the comparison of the mostief that the issuer receive three bids. It is ain United StatesTreasury obligations.
cient SLG portfolio to the lowest cost bidticipated that these additional requireCommentators noted that the comparabil

is not required. ments will ensure that the bids reflect faifty requirement was unclear and that-out
No comparison to SLGs is required fomarket value, as determined without reside the context of municipal bonds, bid
purchases of guaranteed investment-cogard to the source of funds. ding for closely comparable investments
tracts. is virtually non-existent. Commentators
K. Recod Keeping Requéments also noted that the .02 percent fee may re
J. Forward Pricing Data The proposed regulations provide thasult in too much compensation in the case

The proposed regulations provide thatssuers are required to retain certaiof large escrows and too little compensa
the yield on United Statégeasury oblig records and information with the bondion in the case of small escrows.

1999-4 |.R.B 7 January 25, 1999



The final regulations retain the compa 1. Paragraph (d)(6)(iii) is revised. (5) For purchases of guaranteed invest
rability and reasonableness requirements. 2. Paragraph (e)(2)(iv) is added. ment contracts onjythe terms of the so
However the final regulations provide The revision and addition read as-follicitation take into account the issuger
that a brokes fee will meet the reasen lows: reasonably expected deposit and draw
ableness and comparability requirements , down schedule for the amounts to be in
if the fee does not exceed the lesser gft-148-5 ¥ld and valuation of vested.
$10,000 or .1 percent of the initial princi Investments. (6) All potential providers have an

pal amount of investments purchased for I equal opportunity to bid. For example, no
the yield restricted defeasance escrow q) *** potential provider is given the opportunity

_ (@ . to review other bids (i.e., a last look)-be
SpecialAnalyses (6) fore providing a bid.

. (i) Safe harbor for establishing fair
It has been determined that thieea  market value for guaranteed investme
sury decision is not a significant regulacontracts and investments phased for
tory action as defined in EO 128664 yjeld estricted defeasance esar The der that h tablished indust
Therefore, a regulatory assessment is ngfrchase price of a guaranteed investmeFéOVIt etzr at has an est-il- she |.r(1j Hs rfy
required. It is hereby certified that thes@gntract and the purchase price of an "{ pl: a |onf as atcomf)ebl ve prowh er 8
regulations do not have a significant €cq,estment purchased for a yield restricteé]eByp?rﬁ "E)Ygs ments SWE’Q I?ElrJ]fC 1ased.
nomic impact on a substantial number ofiefeasance escrow will be treated as tl}ﬁ( ) The bids received by the issuer
small entities. This certification is based f5jr market value of the investment on the eet all of the following requirements:

; . . 1) The issuer receives at least three
upon the fact that the amount of time repyrchase date if all of the following-re bi(gs)from Toviders that the issuer-so
quired to meet the record keeping reatirguirements are satisfied: licited unde? a bona fide solicitation meet

ment of these final regulations, an esti (A) The issuer makes a bona fide solic, ” _ s of e
mated annual average of 1 hour pegation for the purchase of the investmen{ng e requirements of paragraph (¢)(6)

taxpayey is small. Also, the regulations A pona fide solicitation is a solicitation r:;z/(s)a0;1;?ésriasle§rtllg:c;??nttte]?és??nn%te
affect a small number of taxpayers,-apthat satisfies all of the following require .

proximately 1400 annuallyTherefore, a ments: ISS(LjJe. A I_f_ad l:nderwri:er in adnegotia:jtetd
Regulatory Flexibilityct (5 U.S.C. chap ing and are timely forwarded to potential! il 15 d for the | date of
ter 6) is not required. Pursuant to sectioproviders. lisu_e unti | d‘?{? after the issue aate o
7805(f) of the Internal Revenue Code, the (2) The bid specifications include a||;§n';‘é?él a"(‘j\"j‘iso'rt'\?vgh"’:re‘i egé'tti’oatz“e”gu?s
rotice of proppsed rulemakmg precedingnaterial terms of the bidh term is mate chase of the investment atF:he time thz bid
these regulations was submitted to thgal if it may directly or indirectly déct ficat ¢ ded il
Small Businesé\dministration for com the yield or the cost of the investment. >PcC! ications are forwarded to potentia

ment on its impact on small business. (3) The bid specifications include aprowders has a material financial interest

statement notifying potential providers'n the issue.A provider that is a related

that submission of a bid is a representz?arty to a provider that has a material fi
tion that the potential provider did notnancial interest in the issue is deemed to

The principal authors of these regula e o .
tions ar?a Da\ﬁthite and Rebecca Hgfri consult with any other potential providergg\(jz a material financial interest in the
al of the IRS Ofce of Chief Counsel about its bid, that the bid was determine : )
gnd Edwin G. Oswald of the DepartmentVithout regard to any other formal or-in (2) At least one of the three bids-de
' P gcribed in paragraph (d)(6)(iii)(B)Y of

formal agreement that the potentia
of the Treasury However other person : ian i :
nel from the IRyS and th'ﬁreasury %epa{t provider has with the issuer or any othelliS Section is from a reasonably competi
ment participated in their development, Person (whether or not in connection wittive provider within the meaning of para
" the bond issue), and that the bid is ndtraph (d)(6)(ii)(A)() of this section.

(7) At least three reasonably competi
Tve providers are solicited for bidsA
reasonably competitive provider is a

Drafting Information

e x % % % being submitted solely as a courtesy to the (3) If the issuer uses an agent to con
issuer or any other person for purposes @tict the bidding process, the agent did not
AdOption ofAmendments to the Satisfying the requirements Of paragraphid to prOVide the investment.
Regulations (d)(6)(iii)(B)(1) or (2) of this section. (C) The winning bid meets the follow

. (4) The terms of the bid specificationsnd requirements:
Accordingly 26 CFR parts 1 and 602, commercially reasonablél term is (1) Guaranteed investment contracts.

are amended as follows: commercially reasonable if there is a lelf the investment is a guaranteed invest
PART 1—INCOME TAXES gitimate business purpose for the terrment contract, the winning bid is the
other than to increase the purchase pridéghest yielding bona fide bid (deter
Paragraph 1The authority citation for or reduce the yield of the investment. Fomined net of any brokés fees).
part 1 continues to read in part as followsexample, for solicitations of investments (2) Other investmentslf the invest

Authority: 26 U.S.C. 7805 * * * for a yield restricted defeasance esgrownent is not a guaranteed investment-con
Par 2. Section 1.148-5 is amended ahe hold firm period must be no longetract, the following requirements are met:
follows: than the issuer reasonably requires. (i) The winning bid is the lowest cost
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bona fide bid (including any broker the certification under paragraphor .1% of the initial principal amount of
fees). The lowest cost bid is either the(d)(6)(iii)(D) of this section. investments deposited in the yield re
lowest cost bid for the portfolio pif the (3) For each bid that is submitted, thestricted defeasance escrow
issuer compares the bids on an inveshame of the person and entity submitting (B) For transactions in which a guaran
ment-by-investment basis, the aggregatee bid, the time and date of the bid, antked investment contract and other invest
cost of a portfolio comprised of the lowesthe bid results. ments are purchased for a yield restricted
cost bid for each investmen#ny pay (4) The bid solicitation form and, if the defeasance escrow in a single investment
ment received by the issuer from derms of the purchase agreement or the.g., an issuer bids United Stafeea
provider at the time a guaranteed invesguaranteed investment contract deviateslry obligations and an escrow float eon
ment contract is purchased (e.g., an efom the bid solicitation form or a submit tract collectively), a brokés fee de
crow float contract) for a yield restrictedted bid is modified, a brief statement-exscribed in paragraph (e)(2)(iv)(A) of this
defeasance escrow under a bidding procplaining the deviation and stating the pursection will apply to the initial principal
dure meeting the requirements of thipose for the deviation. For example, imount of the investment deposited in the
paragraph (d)(6)(iii) is taken into accounthe issuer purchases a portfolio of invesyield restricted defeasance escr@amd a
in determining the lowest cost bid. ments for a yield restricted defeasance ebrokers fee described in paragraph
(i) The lowest cost bona fide bid {in crow and, in order to satisfy the yield re(e)(2)(iii) of this section will apply only to
cluding any brokes fees) is not greater striction requirements of section 148, amhe guaranteed investment contract-por
than the cost of the mostfiefent portfe  investment in the winning bid is replacedion of the investment.* * * * *
lio comprised exclusively of State andwith an investment with a lower yield, the
Local Government Series Securities fronissuer must retain a record of the substitA\RT 602—OMB CONTROL
the United States Department of ffrea  tion and how the price of the substitute inNUMBERS UNDERTHE
sury, Bureau of Public DebtThe cost of vestment was determined. If the issud?\PERWORK REDUCTIONACT
the most dicient portfqlio of Sta_t_e ar_1d replace_s an investment !n the winning bid p5r 3 The authority citation for part
Local Gov_ernment Se_rles Secur_ltles is tportfolio Wlt_h another mve_stment, the_602 continues to read as follows:
be_determlned at th_e time that bids are rpurchase price of the new investment is Authority: 26 U.S.C. 7805.
quired to be _submlt_t_ed pursuant to thgot covered_ by _the safe harpor_unless thepar 4. In §602.101, paragraph (c) is
terr_r_1_s of the bid specifications. mvestment_ls bid under a bidding PreC€amended by revising the entry for
(ii) If State and Local Government-Sedure meeting the requirements of thi§ 143 5 in the table to read as follows:
ries Securities from the United States Deparagraph (d)(6)(iii).
partment of théreasury Bureau of Pub (5) For purchases of investments othe§602.101 OMB Contt numbers.
lic Debt are not available for purchase othan guaranteed investment contracts, the
the day that bids are required to be-sulzost of the most étient portfolio of
mitted pursuant to terms of the bid speciState and Local Government Series Secu (c) **~
fications because sales of those securitiesies, determined at the time that the bids -
have been suspended, the cost compaviere required to be submitted pursuant gFR partor section  Current OMB
son of paragraph (d)(6)(iii) (Q)(ii) of the terms of the bid specifications. where identified control No.
this section is not required. (e) *** and described
(D) The provider of the investments or (2) ***
the obligor on the guaranteed investment (iv) Special ule for investments pur
contract certifies the administrative costshased for a yieldestricted defeasance

* * *x * *

1.148-5.. ... .. ....... 1545-1098

that it pays (or expects to payany) to escow For investments purchased for a e e x 1545-1490
third parties in connection with supplyingyield restricted defeasance escrawfee
the investment. paid to a bidding agent is a qualified-ad

(E) The issuer retains the followingministrative cost only if the following re Robert EWenzel,
records with the bond documents untitjuirements are satisfied: Deputy Commissioner of
three years after the last outstanding bond (A) The fee is comparable to a fee that Internal Revenue.
is redeemed: _ would be_ chaged for a reasonably cem Approved December 17, 1998.

(1) For purchases of guaranteed invesparable investment if acquired with a
ment contracts, a copy of the contract, amgburce of funds other than gross proceeds Donald C. Lubick,
for purchases of investments other thaaf tax-exempt bonds, and it is reasonable. Assistant Seetary of
guaranteed investment contracts, the pufhe fee is deemed to be comparable to a the Teasuy.
chase agreement or confirmation. fee that would be chged for a compara

(2) The receipt or other record of theble investment acquired with a source dfled by the Ofice of the Federal ReQiSI_te; on _Deh
amount actually paid by the issuer for théunds other than gross proceeds of tax-egEmPer 29, 1998, 8:45 am., and published in the
. . . .. . Issue of the Federal Register for December 30, 1998,
investments, including a record of any adempt bonds, and to be reasonable if thg g 71748)

ministrative costs paid by the issuand fee does not exceed the lesser of $10,000
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representation made by a tax-exempt effhe annual burden per respondent varies
tity estimating the percentage it will usgrom 1 hour to 10 hours, depending on in
assets formerly held by a taxable corporalividual circumstances, with an estimated
tion in an activity the income from whichaverage of 5 hours.
is subject to tax under section1d), as Estimated number of respondents: 25.
opposed to other activitiesThe informa  Estimated frequency of responses: Once.
tion may be used by the taxable corpora An agency may not conduct or sponsor
tion in computing the amount of gain orand a person is not required to respond to,
loss that is recognized under the regula collection of information unless the €ol
tions. The information may also be usedection of information displays a valid
by the IRS in determining whether thecontrol number assigned by OMB.
proper amount of tax is due on the trans Books or records relating to a collec
action. The collection of information is tion of information must be retained as
not mandatory but will enable the taxabléong as their contents may become mater
corporation to support its reporting of theal in the administration of any internal
etax consequences of the transactide revenue law Generally tax returns and
likely respondents are tax-exempt entitiegeturn information are confidential, as re
subject to the unrelated business inconmuired by 26 U.S.C. 6103.
tax under section 81a) (including most
organizations that are exempt from tapackgound
SUMMARY: This document contains under section 501, state colleges and uni o, January 15, 1997, proposed regula
final regulations that implement previ versities, and certain charitable trusts). jons §1.337(d)~4 were published in the
sions of theTax ReformAct of 1986 and ~ Comments concerning the collection ofggeral Register(62 FR. 2064, [REG—
the Technical and Miscellaneous Revenu@formation should be sent to tl@ffice 20912189, 1997—1 C.B. 719]Fhe reg
Act of 1988. The final regulations gener of Management and BudgetAttn: Desk |,jations were proposed to amend 26 CFR
ally affect a taxable corporation thatOfficer for the Department of thérea a1t 1 and were intended to carry out the
transfers all or substantially all of its-assury, Office of Information and ReguWa ,yrposes of the repeal of ti@eneral
sets to a tax-exempt entity or converttory Affairs, Washington, DC 20503, with ytjjities doctrine (General Utilitiesre-
from a taxable corporation to a tax-excopies to thdnternal Revenue Service, npeal™) as enacted in tHEax ReformAct
empt entity in a transaction other than Attention: IRS Reports Clearancefoér, of 1986 (the “198@\ct”).
liquidation, and generally require the taxOP:FS:FPWashington, DC 20224 Any The 1986Act amended sections 336
able corporation to recognize gain or lossuch comments should be submitted ngfng 337, generally requiring corporations
as if it had sold the assets transferred kter than March 1, 1999. to recognize gain or loss when appreciated
fair market value. Comments are specifically requeste@y gepreciated property is distributed in

_ concerning: complete liquidation or is sold in connec
DATES: Effective Date: These regl“‘a (a) Whether the collection of informa tion with a Comp|ete ||qu|dat|on Section

tions are dective January 28, 1999. tion is necessary for the proper perfora37(d) directs the Secretary to prescribe

Applicability Date: For dates of ap mance of the functions of tHaternal regulations as may be necessary to carry
plicability of these regulations, seeRevenue Serviceincluding whether the oyt the purposes dBeneral Utilitiesre-
§1.337(d)-4(e). information will have practical utility; peal, including rules to “ensure that these

(b) The accuracy of the estimated burpyrposes shall not be circumvented . . .
den associated with the collection of inthrough the use of a . . . tax-exempt en
formation (see below); tity.” The legislative history concerning a

(c) How the qualityutility, and clarity 1988 amendment to section 337(d) ex
of the information requested may be emplains:

hanced,; The bill also clarifies in connection

Section 337.—Nonrecognition
for Property Distributed to
Parent in Complete Liquidation
of Subsidiary

26 CFR 1.337(d)(4):dxable to tax-exempt.
T.D. 8802

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Parts 1 and 602

Certain Asset Transfers to a
Tax-Exempt Entity

AGENCY: Internal Revenue Servic
(IRS), Treasury

ACTION: Final regulations.

FOR FUR'HER INFORMATION CON
TACT: Stephen R. Cleary(202) 622-
7530 (not a toll-free number).

SUPPLEMENTRRY INFORMATION:

(d) How the burden of complying with
the collection of information may be min
The collection of information in theseimized, including through the application
final regulations has been reviewed anaf automated collection techniques or
pending receipt and evaluation of publiother forms of information technology;
comments, approved by the f@e of and
Management and Budget (OMB) under (e) Estimates of capital or start-up

Papemwork Reductio\ct

with the built-in gain provisions of the
Act that theTreasury Department shall
prescribe such regulations as may be
necessary or appropriate to carry out
those provisions. . .. For example, this
includes rules to require the recognition
of gain if appreciated property of a C

44 U.S.C. 3507 and assigned contradosts and costs of operation, maintenance,corporation is transferred to a . . . tax-

number 1545-1633. and purchase of services to provide infor
The collection of information in this mation.

regulation is described in §1.337(d)-Estimated total annual reporting burden:

4(b)(1)(i). The information is a written 125 hours.

January 25, 1999 10

exempt entity [footnote 32] in a carry
over basis transaction that would other
wise eliminate corporate level tax on
the built-in appreciation.
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[footnote 32] The Act generally re the proposed regulations on May 6, 199Assets of a taxable corporation to a tax-ex
quires recognition of gain if a C corpo After consideration of all the written andempt entity or a taxable corporatign’
ration transfers appreciated assets toaral comments, the IRS afideasury De conversion to a tax-exempt entityf
tax exempt entity in a section 332 ligui partment are adopting the proposed regshareholders donate all of a corporatson’
dation. See Code section 337(b)(2). lations as revised by thiEreasury Deci stock to a charity and the charity ther lig
S. Rep. No. 445, 100th Cong., 2d Sess. &6on. The comments and changes to theidates the corporation, section 337(b)(2)
(1988). regulations made in response to the contaxes the liquidating corporatiangain.
ments are summarized below The final regulations, which remain -un

changed from the proposed regulations in

B. Comments and Changes in Responseg,.: -
A. The Poposed Rule {0 Comments 9 PONSGhis respect, tax a taxable corporaton

(1) A taxable corporation that transfers gain in other _transactions that have the
all or substantially all of its assets to ond. Asset Sale Rule same economic fefct.
or more tax-exempt entities is required to Some commentators questioned One commentator proposed that the
recognize gain or loss as if the assetshether section 337(d) authorizes taxdinal regulations allow deferral of gain
transferred were sold at their fair marketion of asset transfers other than liquidal®c0gnition on any asset transferred to a
values (§1.337(d)—4(a)(1psset Sale tions. Section 337(d) authorizes reguld@x-exempt entity until the entity disposes
Rule); tions to prevent circumvention Gfeneral ©f the assetThe commentator suggests a
(2) A taxable corporation that changedJtilities repeal through the “use of* anyrule similar to that of section 1374, which
its status to a tax-exempt entity generallprovision of law or regulations (speeifi Provides generally that a C corporation
is treated as having transferred all of itsally including the corporate reganiza that converts to being an S corporation is
assets to a tax-exempt entity immediatelijon rules in Part 1l of Subchapter C).subject to tax if it disposes of assets held at
before the change in status becomes efhe statutory rules in sections 336 antfie time of conversion during the ten-year
fective in a transaction governed by th837(b)(2), enacted as part Gleneral Period after the conversion. Under this
Asset Sale Rule (8§1.337(d)-4(a)(2)Utilities repeal, provide for corporate-fule, the tax-exempt entity would not be
Change in Status Rule); level gain or loss recognition when a-taxtaxed on the built-in gain in assets that it
(3) The Change in Status Rule does natble corporation liquidates into a controlretains. For the reasons stated above, the
apply (subject to application of the antiding tax-exempt entity The regulations IRS andTreasury Department have eon
abuse rule) if the corporation formerlypublished in thisTreasury Decision are cluded that the regulations generally
was tax-exempt and the change in statiistended to reach transactions that arghould follow the rule in section 337(b)(2)
is within three years of the later of (a) theconomically similar to those liquidationsrather than the rule contained in section
corporation first filing a return as a tax but take diferent forms, such as a taxablél374 to best accomplish the goal set forth
able corporation, or (b) a final determinacorporation$ transfer of substantially all in the statute and legislative history
tion that the corporation had become af its assets to a tax-exempt entity or a One commentator suggested that the
taxable corporation (§1.337(d)—4(a)(3), 3taxable corporatios’ change in status-re Asset Sale Rule should not apply to & tax
Year Rule); sulting in its becoming a tax-exempt-enable corporation transferring assets to a
(4) TheAsset Sale Rule does not applyity. The IRS andTreasury Department tax-exempt entity in a like-kind exchange
if the transferred assets are used by tibelieve that section 337(d) provides cleadlescribed in section 1031 or an involun
tax-exempt entity in an activity the-in authority for these regulations. tary conversion described in section 1033.
come from which is subject to the uare Some commentators questionedn transactions described in these-sec
lated business tax under sectiorl&); whether section 337(d) authorizes reguldions, the taxable corporation acquires re
notwithstanding any other provision oftions that would tax transfers of assetglacement property that has a basis deter
law, gain on such assets will later be inwithout consideration, noting that makingmined by reference to the basis of the
cluded in unrelated business taxable ira gift generally does not cause the recogroperty replaced. Because the built-in
come when the tax-exempt entity disnition of gain to the donor Other com appreciation in the transferred asset is
poses of the assets or ceases to use thentators claimed that the proposed regpreserved in the replacement asset and re
assets in an activity the income fromations, to the extent they apply tomains in the hands of a taxable corpora
which is subject to tax under sectiortransfers of assets to charitablgamiza tion, General Utilitiesrepeal is not cir
511(a) (81.337(d)-4(b)(1), UBTI Rule); tions, conflict with the policy of the chari cumvented in these transactions.
(5) The regulations apply to transfergable contribution deduction under sectioccordingly, the final regulations exclude
of assets occurring after January 28, 199270. The regulations do notfatt the tax transactions from thAsset Sale Rule to
unless the transfer is pursuant to a writtetneatment of a corporatiangift of a por the extent the transactions qualify for
agreement which is (subject to customarion of its assets to charjtgor do they af nonrecognition of gain or loss under sec
conditions) binding on or before that datdect the shareholdertix treatment when tion 1031 or 1033.
(81.337(d)-4(e), Eéctive Date Rule). transferring all or any part of the corpera Some commentators proposed remov
The IRS andlreasury Department e tion's assets to charity by transferring aling section 528 homeowners associations
ceived approximately 32 written cem or any part of the corporatia'stock to from the list of tax-exempt entities subject
ments on the proposed regulations. In adharity The regulations apply only toto the regulations because dispositions of
dition, the IRS held a public hearing ortransfers of all or substantially all of theassets by a homeowners association are
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subject to tax. Under section 528, hemeshould be removed from the list of tax-exThey also noted that the relief provided in
owners associations are subject to tax a@mpt entities for purposes of sectiorthe proposed regulations forganizations

all of their income except foexempt 337(d). Commentators also suggeste@mporarily losing their exempt status was
function incomewhich is defined as fees, that tax-exempt social clubs be allowed tinsufficient because more than 3 years
dues, or assessments from homeownedefer gain on transactions subject to themay elapse before thegamization once
Gains from the sale of a homeowners asegulations, because social clubs may gain meets the 85 percent test.
sociations property are taxable; there subject to tax on gains from asset sales. In addition to meeting the 85 percent
fore, General Utilitiesrepeal is not cir Section 512(a)(3)(A) generally taxes théest, section 501(c)(12) ganizations
cumvented by transfers to homeownerisicome of a section 501(c)(7) social clubnust operate according to cooperative
associations. In addition, the propertieexcept for the social club*exempt fune principles to be eligible for exemption.
that become the subject of section 528on income,” as defined in sectionSee RevRul. 72-36, 1972-1 C.B. 151,
homeowners associations generally a®12(a)(3)(B). Section 512(a)(3)(A) alsoBuckeye Counymark, Inc. v Commis
developed as business ventures, and thgplies to tax-exempt ganizations de sioner 103 T.C. 547, 554-555 (1994),
developer has substantial incentive te re&cribed in section 501(c)(9), (17), or (20)acg. on other issues, 1997-1 C.B. 1; Puget
alize the increase in value of its assets iMhe final regulations, howevedo not Sound Plywood, Inc. €ommissiongA4
connection with their transfer to the assoprovide relief from the general rules ofT.C. 305, 308 (1965)acq. on other is
ciation, thus providing additional protec the regulations for section 501(c)(7per sues,1966-2 C.B. 6.An organization
tion with respect tdseneral Utilitiesre- nizations. Unlike section 528 homeownmay operate according to cooperative
peal. Also, a homeowners associatiorers associations, section 501(c)(7) soci@rinciples yet fail the 85 percent test.
may alternate between taxable and tax-exlubs are permitted to avoid gain recegniCongress anticipated that section
empt status because its exemption i§on on certain asset sales. For example01(c)(12) mutual or cooperativegank
based on a yediy-year election under if the club replaces the property sold wittzations could alternate between taxable
section 528(c)(1)(E). In a given yea@ other property used directly in the perforand tax-exempt status due to the operation
homeowners association may prefer-taxnance of its tax-exempt function, no taf the 85 percent income requirement.
able status to tax-exempt status unde+ sgg owed on any gain recognized. BecaugeEhe IRS andreasury Department do not
tion 528 because a section 528aftiza of these exceptions, the IRS aheasury believe it is appropriate to treat these enti
tion is taxed at a 30 percent flat rate opepartment believe that deferring tax ofi€s as having disposed of all their assets
income other than membership fees, duegansfers of assets to section 501(c)(7) owhen they regain tax-exempt status where
or assessments, while a taxable hemganizations would not be consistent witfihe sole reason for their becoming taxable
owners association is subject to tax on abeneral Utilitiesrepeal. Accordingly the Wwas the failure to meet the 85 percent test.
income but at the progressive rates of sefinal regulations follow the proposed reg Therefore, the final regulations provide
tion 11 (15 to 35 percent).The tax on ylations and apply to transfers of assets that the Change in Status Rule does not

non-exempt income under section 528ection 501(c)(7) ganizations. apply when an @anization previously
may exceed the tax the association would _ tax-exempt as an ganization described
pay as a taxable corporation. Congress Change in Status Rule in section 501(c)(12) loses exemption

anticipated that these entities may alter A significant number of commentatorssolely because it fails the 85 percent test
nate between taxable and tax-exempt stgontended that the Change in Status Rudd later regains tax-exempt status,-pro
tus and that the assets of these entities wepuld have a major adversdeet on mu  vided that in each intervening taxable
remain subject to tax on transfeimpos tual or cooperative electric companies thatear it meets all the requirements for ex
ing a tax on appreciated property eachre tax-exempt as ganizations described emption under section 501(c)(12) except
time such an entity converts its statu#f section 501(c)(12).That section pro for the 85 percent test.
could inhibit this flexibility For this rea Vvides tax exemption for benevolent life in - One commentator suggested that be
son, and becauggeneral Utilitiesrepeal surance associations of a purely locajause social clubs alternate between tax
will not be compromised, the IRS andcharactgrmutual ditch or irrigation com able and tax-exempt status they should be
Treasury Department believe that agaer panies, mutual or cooperative telephongiven relief similar to that requested by
nizations election to be treated undersecompanies, or like ganizations (includ section 501(c)(12) ganizations. Social
tion 528 for a tax year should not triggeing mutual or cooperative electric compaclubs can lose their tax exemption if they
gain recognition. Accordingly, the final nies), but only if more than 85 percent ofjenerate excessive nonmember income in
regulations do not treat section 528 hemeéheir income is collected from members particular year See S. Rep. No. 1318,
owners associations as tax-exempt-enftior the sole purpose of meeting losses argith Cong., 2d Sess. 4 (1976), 1976-2
ties for purposes of section 337(d). Foexpenses.The 85 percent test is appliedC.B. 599. After considering this com
similar reasons, the final regulations d@nnually so that an electric cooperativament and the Servicg’experience with
not define political oganizations de could be taxable one year and tax-exempitese oganizations, we have concluded
scribed in section 527 as tax-exempt-entthe next year The commentators re that the 3-¥ar Rule will provide adequate
ties for purposes of section 337(d). quested that electric cooperatives be giverlief for social clubs from inappropriate
Some commentators suggested that seelief from the Change in Status Rule beapplication of the Change in Status Rule.
cial clubs that are tax-exempt ag@niza cause business exigencies may cause thesé& number of commentators ged ex
tions described in section 501(c)(7xooperatives to fail the 85 percent tesempting newly formed social clubs from
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the application of the regulations if theyceeding. In such cases, the reduction in One commentator asked that gain not
become tax-exempt within seven years giremium income to $350,000 or less ibe recognized when a tax-exempt entity
their formation, rather than within thelikely to be involuntary and a direct resulidisposes of an asset used in a section
three-year period provided for other taxef the state proceeding. Howeyéne 511(a) activity in a transaction eligible for

exempt entities.Those commentators €x final regulations continue to apply thenonrecognition treatment under the Code.
plained that some social clubs argar Change in Status Rule to all other inrsurThe proposed regulations provide that
nized when a real estate developegnce companies qualifying for tax exempgain is recognized on such dispositions

acquires land to be used for a housing déon under section 501(c)(15). “notwithstanding any other provision of
velopment and a social club for the heme law,” corresponding with the rule in sec
owners. The assets of the future sociaP- UBTI Rule tion 337(b)(2)(B)(ii), and overruling the

club are held by a corporation, but it ean SOme commentators asked how thg,jication of nonrecognition provisions
not qualify as a tax-exempt sectio/BTI Rule would apply when assets thal,cp, 45 section 512(b)(5). In response to
501(c)(7) oganization until several yearsaré transferred to a tax-exempt entity argyese comments, the final regulations
later, after the stock or membership interUsed partly in an activity of theganiza 510,y continuing deferral to the extent
ests in the corporation have been tran§0n the income from which is subject tOy,5¢ the tax-exempt entity disposes of as
ferred to the homeowners. Commentatof§x under section 31a) (‘section 51(a)  ges in a transaction that qualifies for non
familiar with development practices -ad activity”) and partly in other activities. rocqgnition of gain or loss under section
vised that it often takes up to seven yearh® UBTI Rule in the proposed regula 431 or section 1033, but only to the ex
to transfer the club to the membecen-  tions defers gain recognition with respecfany that the replacement asset is used in a
trol. Furthermore, because the developdp those assets that will be used in & Segq tion 51(a) activity No exception is
is forming the club as a business venturdon 51L(@) activity of the tax-exempt en 1, qe \ith respect to other nonrecognition
the developer will work to realize the-in tity after the asset is transferred to the ta)b'rovisions.
crease in the value of the clakassets as €xempt entity or after the taxable
part of the transfer For these reasons,corporation converts to tax-exempt statusSpecialAnalyses

roviding additional time for newly- The final regulations provide that, if an _
Eormed clgubs to become tax-exempt goe%sset will be used partly or wholly in a_'t has been determined that tfiisea
not conflict withGeneral Utilitiesrepeal. Section 51(a) activity of a tax-exempt SUY Decision is not a significant regula
Therefore, the final regulations incorpo entity, the taxable corporation will receg tory action as defined in EO 12866.
rate the recommendation made in thize an amount of gain or loss that bears"éefore, a regulatory assessment is not
comments and provide that a social clufe same ratio to the assebBuilt-in gain required. Italso has been determined that
will not be subject to the Change in Statugr 10ss as 100 percent reduced by the peection 553(b) of thédministrative Pre
Rule if it converts to tax-exempt statusentage of use in the sectioril§d) activ cedureAct (5 U.S.C. chapter 5) does not
within seven taxable years after the yedfy bears to 100 percenthe taxable cer apply to these regulations. It is hereby
in which it was formed. poration generally may rely on a written?ert'f'ed that thg collegtlon of mforma_tlon

Two commentators suggested that theepresentation from the tax-exempt entity’ these regulations will not have a signif
Change in Status Rule could adversely a8s to the anticipated percentage of use §f2nt €conomic impact on a substantial
fect a taxable property and casualty insuthe asset in a section Ha) activity dur number of small entities.This certifica
ance company that becomes tax-exemb’tg the first taxable year after the transfe on I_S baseq upon the Internal Rev_e_nue
as an aganization described in sectionor change in status. If the percentage Giervices estimate that only 25 entities
501(c)(15) when it encounters financiaRn asses use in the section 5() actiy  Per year will be responding to the collec
difficulties leading to conservation or liq ity later decreases from the estimate usdtp" of information, and that the total -an
uidation proceedings pursuant to authoin computing gain or loss when the ass&ual reporting burden of this information
ity granted by a state regulatory agencyvas transferred, the tax-exempt entitf’"ecuon for all responding entities will
A taxable property or casualty insurancwill recognize part of the deferred gain o€ only 125 hours.Therefore, a Regula
company whose net written premiums oloss in an amount that is proportionate tf"y Flexibility Analysis under the Regu
direct written premiums are $350,000 othe decrease in use in the section(g) 'atory Flexibility Act (5 U.S.C. chapter 6)
less for the taxable year is eligible to bactivity, and the gain or loss recognized® not requweq. Pursuant to section
exempt from tax under sectionwill be subject to tax under section/805(), the notice of proposed rulemak
501(c)(15). The final regulations provide 511(a). The tax-exempt entity must usd"d Preceding these regulations was-sub
an exception from the Change in Statuthe same reasonable method of allocatigRitted to the Chief Counsel féwdvocacy
Rule if in a taxable year an insurancéor determining the percentage it uses a8f the Small Busines&dministration for
company becomes angamization de sets in the section B(a) activity for pur COMMent on its impact on small business.
scribed in section 501(c)(15), and duringposes of the UBTI Rule as it uses fobrafting Information
that year and all subsequent years iother tax purposes (e.g., depreciation de
which it is exempt under that section, theluctions). The tax-exempt entity also The principal author of these regula
insurance company is the subject of eust use this same reasonable method tafins is Stephen R. Cleary of thefioé of
court supervised rehabilitation, conservaallocation for each taxable year that iAssistant Chief Counsel (Corporate), IRS.
torship, liquidation, or similar state pro holds the assets. However other personnel from the IRS
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and Treasury Department participated in (A) A corporation previously tax-ex ues to be described in section 501(c)(15)
their development. empt under section 501(a) which regainm a taxable year when it is no longer the
its tax-exempt status under section 501(aubject of a court supervised rehabilita
within three years from the later of a finakion, conservatorship, liquidation, or simi
Adoption ofAmendments to the adverse adjudication on the corporatfon’lar state proceeding, paragraph (a)(2) of
Regulations tax exempt status, or the filing by the corthis section shall apply as if the corpora
poration, or by the Secretary or his deletion first became tax-exempt for such-tax
egate under section 6020(b), of a federalble year
income tax return of the type filed by a (ii) Application for ecognition. An or-
PART 1—INCOME TAXES taxable corporation; ganization is deemed to have or regain
(B) A corporation previously tax-ex tax-exempt status within one of the
Paragraph 1.The authority citation for empt under section 501(a) or that appliederiods described in paragraph (a)(3)
26 CFR Part 1 is amended by adding afor but did not receive recognition of ex (i)(A), (B), (C), or (D) of this section if it
entry in numerical order to read as-folemption under section 501(a) before-Jariiles an application for recognition of

* * * * *

Accordingly, 26 CFR Parts 1 and ar
amended as follows:

lows: uary 15, 1997, if such corporation is taxexemption with the Commissioner within
Authority: 26 U.S.C. 7805 * * * exempt under section 501(a) within thre¢he applicable period and the application
Section 1.337(d)-4 also issued undgfears from January 28, 1999; either results in a determination by the
26 U.S.C. 337. *** (C) A newly formed corporation that is Commissioner or a final adjudication that
Par 2. Section 1.337(d)-4 is added teax-exempt under section 501(a) (othethe oganization is tax-exempt under sec
read as follows: than an gganization described in sectiontion 501(a) during any part of the applica

501(c)(7)) within three taxable years fronble period. The preceding sentence does
81.337(d)-4 dxable to tax-exempt. the end of the taxable year in which it wasot require the filing of an application
(a) Gain or loss ecognition—(1) Gen  formed; for recognition of exemption by anygzr
eral rule. Except as provided in para (D) A newly formed corporation that isnization not otherwise required, such

graph (b) of this section, if a taxable cortax-exempt under section 501(a) as an oas by 81.501(a)-1, §1.505(c)~1dnd
poration transfers all or substantially al@anization described in section 501(c)(731.508-1(a), to apply for recognition of
of its assets to one or more tax-exempt eM\Iithin seven taxable years from the endxemption.

tities, the taxable corporation must recogPf the taxable year in which it was (iii) Anti-abuse wle. This paragraph

nize gain or loss immediately before théormed; (2)(3) does not apply to a corporation that,
transfer as if the assets transferred were (E) A corporation previously tax-ex with a principal purpose of avoiding the

sold at their fair market values. But se@mpt under section 501(a) as agamiza application of paragraph (a)(1) or (a)(2)
section 267 and paragraph (d) of this-setion described in section 501(c)(12)pof this section, acquires all or substan
tion concerning limitations on the reeogwhich, in a given taxable year or yearsially all of the assets of another taxable
nition of loss. prior to again becoming tax-exempt, is @orporation and then changes its status to
(2) Change in corporatios’ tax status taxable corporation solely because leghat of a tax-exempt entity
treated as asset transfeExcept as pro than 85 percent of its income consists of (4) Related transactionsThis section
vided in paragraphs (a)(3) and (b) of thi@mounts collected from members for thapplies to any series of related transac
section, a taxable corporatisnchange in sole purpose of meeting losses and exions having an ééct similar to any of the
status to a tax-exempt entity will be treate@enses; if, in a taxable yeauch a corpo transactions to which this section applies.
as if it transferred all of its assets to a taxation would be a taxable corporation (b) Exceptions. Paragraph (a) of this
exempt entity immediately before theeven if 85 percent or more of its incomesection does not apply to—
change in status becomedegtive in a consists of amounts collected from mem (1) Any assets transferred to a tax-ex
transaction to which paragraph (a)(1) obers for the sole purpose of meetingmpt entity to the extent that the assets are
this section applies. For example, if dosses and expenses (a non-85 percent used in an activity the income from which
state, a political subdivision thereof, or amlation), paragraph (a)(3)(i)(A) of thisis subject to tax under sectionlfa) (re
entity any portion of whose income is-exsection shall apply as if the corporatiorierred to hereinafter as a “sectionl$d)
cluded from gross income under sectiohecame a taxable corporation in its firsactivity”). However if assets used to any
115, acquires the stock of a taxable cerpdaxable year that a non-85 percent wolaextent in a section 3{a) activity are dis
ration and thereafter any of the taxable cotion occurred; or posed of by the tax-exempt enfithen,
porations income is excluded from gross (F) A corporation previously taxable notwithstanding any other provision of
income under sectiorl®, the taxable cor that becomes tax-exempt under sectidiaw (except section 1031 or section
poration will be treated as if it transferrecb01(a) as an ganization described in 1033), any gain (not in excess of the
all of its assets to a tax-exempt entity- imsection 501(c)(15) if during each taxabl@mount not recognized by reason of the
mediately before the stock acquisition.  year in which it is described in sectiorpreceding sentence) shall be included in
(3) Exceptions for caain changes in 501(c)(15) the ajanization is the subjectthe tax-exempt entitg’unrelated business
status— (i) To whom available.Para of a court supervised rehabilitation, eontaxable income.To the extent that the
graph (a)(2) of this section does not applgervatorship, liquidation, or similar statedax-exempt entity ceases to use the assets
to the following corporations— proceeding; if such a corporation continin a section 51(a) activity the entity will
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be treated for purposes of this paragraplses for other tax purposes, such as deter (vi) An international aganization as
(b)(1) as having disposed of the assets anining the amount of depreciation deducdefined in section 7701(a)(18);
the date of the cessation for their fair mattions. The tax-exempt entity also must (vii) An entity any portion of whose-in
ket value. For purposes of paragraphbse this same reasonable method of-allaome is excluded under sectiatbl or
(a)(1) of this section and paragrapleation for each taxable year that it holds (viii) An entity that would not be tax
(b)(1)— the assets; and able under the Internal Revenue Code for
(i) If during the first taxable year fol (V) An asses built-in gain or loss is the reasons substantially similar to those ap
lowing the transfer of an asset or the-co@mount that would be recognized undgglicable to any entity listed in this para
porations change to tax-exempt status thparagraph (a)(1) of this section except fograph (c)(2) unless otherwise explicitly
asset will be used by the tax-exempt erthis paragraph (b)(1). made exempt from the application of this
tity partly or wholly in a section 81a)  (2) Any transfer of assets to the exteniection by statute or by action of the
activity, the taxable corporation will rec gain or loss otherwise is recognized byommissioner
Ognize an amount of gain or loss tha&he taxable Corporation on the transfer (3) Substantially all. The termsub-
bears the same ratio to the assbtiilt-in  See, for example, sections 336, 337(b)(2}¢antially all has the same meaning as
gain or loss as 100 percent reduced by t$7, and 1001; under section 368(a)(1)(C).
percentage of use for such taxable year in (3) Any transfer of assets to the extent (4) | oss limitation ole. For purposes
the section 51(a) activity bears to 100 the transaction qualifies for nonrecognios qetermining the amount of gain or loss
percent. For purposes of determining th#on treatment under section 1031 or-seGqqqnized by a taxable corporation on
gain or loss, if anyto be recognized, the tion 1033; or the transfer of its assets to a tax-exempt
taxable corporation may rely on a written (4) Any forfeiture of a taxable corpora o iy inder paragraph (a) of this section,

representation from the tax-exempt entitgr?g Eﬁ?tzztssl?a?e(;nTr:r;alggzlzlyrllln?gg?r;;qf assets are acquired by the taxable- cor

estimating the percentage of the asse oration in a transaction to which section

anticipated use in a sectiona) activity POSSession of the United States, a statg;, applied or as a contribution to capital,

for such taxable yeausing a reasonable!N® District of Columbia, the government, © o " o gistributed from the taxable

method of allocation, unless the taxabl@.f a for?gn cofug}tr,y]?r a p(.)“t'_cal subdi corporation to a shareholder or another
corporation has reason to believe that th\érsolopia?cioingfoa taiaglr:gcool?g(,)rzt[igggsex member of the taxable corporatisrfil -

tax-exempt entityg representation is nOtEetz by the government %f a foreigiated group, and in either case such acqui
made in good faith; y g 9%Sition or distribution is made as part of a

N countr
(i) If for any taxable year the percent Y plan a principal purpose of which is to

; . . c) Definitions. For purposes of this ) .
age of an assst'use in a section %(a) g;ti)on: PUrp recognize loss by the taxable corporation

activity decreases from the estimate useS(F(l) Taxable corporation. A taxable N the transfer of such assets to the tax-
in computing gain or loss reCO(':]nizedcorporationis any corporatiém that is not€xempt entitythe losses recognized by
under paragraph (b)(1)(i) of this section, tax-exempt entity as defined in parathe taxable corporation on such assets
adjusted for any decreases taken into 8§raph (c)(2) of this section. transferred to the tax-exempt entity will
count under this paragraph (b)(1)(i) in™ 5y 13, oyempt entityA tax-exempt en  be disallowed. For purposes of the-pre
prior taxable years, the tax-exempt entity,, ;. ceding sentence, the principles of section
shall recognize an amount of gain or [0S, Ay entity that is exempt from tax 336(d)(2) apply

that bears the same ratio to the asse{|,jer section 501(a) or section 529 (e) Effective date.This section is ap
bU_”t"n gain or loss as the percentage (i) A charitable remainder annuity trustplicable to transfers of assets as described
point decrease in use in the sectioh@) o charitable remainder unitrust as-dein paragraph (@) of this section occurring
activity for the taxable year bears t0 10@neq in section 664(d); after January 28, 1999, unless the transfer
percent, _ (i) The United States, the governmenis pursuant to a written agreement which
 (iii) If property on which all or a per f 5 possession of the United States, ia (subject to customary conditions) bind
tion of the gain or loss is not recognizediate, the District of Columbia, the goving on or before January 28, 1999.

by reason of the first sentence of pargrnment of a foreign countrpr a politi
graph (b)(1) of this section is disposed ofa| subdivision of any of the foregoing; PART 602—OMB CONTROL

in a transaction that qualifies for non (i) An Indian Tribal Government as NUMBERS UNDERTHE
recognition treatment under section 103@efined in section 7701(a)(40), a subdiviPAPERNVORK REDUCTIONACT
or section 1033, the tax-exempt entitgjon of an IndianTribal Government de
must treat the replacement property as reermined in accordance with sectio
maining subject to paragraph (b)(1) of7871(d), or an agency or instrumentali
this section to the extent that the-exof an IndianTribal Government or subdi
changed or involuntarily converted propvision thereof;
erty was so subject; (v) An IndianTribal Corporation aya
(iv) The tax-exempt entity must use thanized under section 17 of the Indian F%eorOrOIer to the table to read as follows:
same r_ea_lsonable method of aIIo_cation fcg’ani;atiorAct of 1934, 25 U.S.C. 477, or §602.101 OMB Condt numbers.
determining the percentage that it uses tigection 3 of the Oklahom@/elfare Act,
assets in a section b(a) activity as it 25 U.S.C. 503; FoE K KX

Par 3. The authority citation for part
t3502 continues to read as follows:

Authority: 26 U.S.C. 7805.

Par 4. In 8602.101, paragraph (c) is
amended by adding an entry in numerical
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(c) * * * consent if required, in less than 30 daysotice of proposed rulemaking (EE-24—
after a participant receives a notice of di€93, 1995-2 C.B. 468) (REG—-209626—-93,
CFR part or section Current OMB  tribution rights if the participant fma- 1995-2 C.B. 468) in thEederal Regis

where identified control No. tively so elects to have the distributionger (60 FR. 49236) on September 22,
and described commence. The regulations &tct em 1995. The notice of proposed rulemaking
ployers that maintain qualified plans, andtates that the text of the proposed regula
*ok ok ok participants and beneficiaries in thoséons is the same as the text of temporary
1.337(d)-4 ............. 1545-1633 plans. regulations which were published in the

_ . Federal Register(60 ER. 49218) on the
DATES: These regulatlons arefettive same da_yA pub“c hearing was held on

December 18, 1998. the temporary regulations okpril 24,
Robert EWenzel, 1996

Deputy Commissioner of FOR FUR'HER INFORMATION CON- As indicated inAnnouncement 98—87
Internal Revenue. TACT: RobertWalsh, (202) 622-6090 (1998-40 I.R.B. 1), the temporary regu
(not a toll- free number). A

lations automatically expired in Septem
Approved December 17, 1995 SUPPLEMENTRRY INFORMATION: ber, 1998, pursuant to section 7805(e).
Donald C. Lubick, Announcement 98-87 provides, however
Assistant Seetary of Papework Reductioct that plan sponsors may rely upon the
the Teasuy. identical proposed regulations until they

The collection of information coen zre amended or finalized.
(Filed by the Ofice of the Federal Register on De tain_ed in these final regulations _has been prior to the issuance of the proposed
cember 28, 1998, 8:45 a.m., and published in theeviewed and approved by thefioé of regulations, §1.41(a)-1(c) provided
issue of the Federal Register for December 29, 199Management and Budget in accordanqﬁat a participam;’ consent to a distribu
63 FR. 71591) with the Paperwork Reductiokct (44 tion under section Luxa)(]l) was not

U.S.C. 3507) under the control numbey,|ig unless the participant received a no

] o . 1545-1471. Responses to this collectiofce of his or her rights under the plan no
Section 411.—Minimum Vesting  of information are mandatary more than 90 and no less than 30 days

Standards gn agency may not CO_”d(ljJCt or Sponzobrior to the annuity starting date. Section
. . and a person is not required to respond 19,417(e)-1 set forth the same 90/30-day
26 CFR 1.41(a)-1: Restriction and valuation of - . : N . L .
distributions. a collection of information unless the €0l ime period for providing the notice ex
lection of information displays a valid plaining the qualified joint and survivor
T.D. 8796 control number annuity and waiver rights required under

The estimated burden per respondent igction 417(a)(3) (QJSéxplanation).
DEPARTMENT OF THE TREASURY 011 hours. Temporary regulations providing guid

Internal Revenue Service Comments concerning the accuracy ofnce on the amendment to section 402(f)

26 CFR Parts 1 and 602 this burden estimate and suggestions fgg54e by the Unemployment Compensa
. . reducing this burden should be sent to t

NOtIC_e, Consent and Electlon Internal Revenue ServiceAttn: IRS Re r}?gﬁe%”:ﬁngzﬁgtesr Ofgigzgél;ggiyp:?e

Requirements of Sections ports Clearance @er, OP:FS:FPWash  gcriped this 90/30-day time period for

411(&)(11) and 417 for ington, DC 20224, and to theffice of purposes of the notice requirement under

Qualified Retirement Plans Management and BudgetAttn: Desk hat section. In the preamble to the UCA

Officer for the Department of th€rea

) ; temporary regulations, the IRS afba
sury, Office of Information and Regua

AGENCY: Internal Revenue Service

IRS), Treasur ! ' sury requested comments on the appropri
(RS) Y toryAffkalrs,Washéjngtoln, bc 20‘:’]_03- . ateness of this time period for section
ACTION: Final regulations. Books or records relating to this collec 411 ()(11), as well as for section 402(f).

tion of information must be retained as |, response to comments on the 90/30-
SUMMARY: This document contains /0N as their contents may become mategay time period, the proposed regulations
regulations that provide guidance eoni@! in the administration of any interaly,ggified the 30-day time period for pur
cerning the notice and consent requird€venue law Generally tax returns and yoses of sections 4a)(1l) and 417.
ments under section #¢a)(11) and the t@x return information are confidential, agnger the proposed regulations, if, after

notice and election requirements unddgduired by 26 U.S.C. 6103. having received the notice of distribution
section 417 for qualified retirement planSBacngund rights described in 81.41a)-1, a partie
These regulations finalize proposed regu ipant afirmatively elects a distribution, a

lations published in thEederal Register This document contains amendments tplan will not fail to satisfy the consent-re
on September 22, 1995. In order to avoithe IncomeTax Regulations (26 CFR partquirement of section 4%a)(11) merely
delay in the commencement of distribul) under section 41a)(11) and section because the distribution is made less than
tions, the regulations generally allow-dis417(e). These regulations finalize pro 30 days after the notice was provided to
tributions to commence, with spousaposed regulations that were published astlae participant.
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The proposed regulations under sectioand election of a form of benefit othewided that the first payment is made no
417 made the same change to §1.417(e)tHan a QJSA.Any election made by the earlier than December 6 and the pattici
and also provided a more limited modlifi participant must be revocable during th@ant does not revoke the election before
cation to the 30-day time period in90-day period ending on the annuity starthat date.
81.417(e)-1.The reception to this changeing date. Section 417(a)(3) requires that, Most commentators expressed-ap
to the 30-day period for purposes of -seanithin a reasonable period of time beforgroval of this change to the 30-day wait
tion 417 was generally favorable. the participang annuity starting date, aing period. Howeverone commentator

Commentators expressed concerplan provide the participant with a noticéndicated that this change would create an
about the restatement in the proposed regxplaining the participarg’right to the incentive for participants to pressure their
ulations of the statutory requirement tha)JSAand the participarg’right to waive Spouses to consent to any waiver of the
the QJSAexplanation be provided beforethe QISAQJISAexplanation). QJSAas quickly as possible. Because it
the annuity starting date because this re Section 417(a)(7)(B), added by SBJP has been codified by section 417(a)
quirement precluded retroactive annuityodified the provision in the proposec{7)(5), the final regulations retain this
payments for any period before the explgegulations which provides that a plaryvaiver provision.
nation was provided. Subsequentge may permit a participant to elect (with-a - .
tion 1451 of the Small Business Job 'Proplic{igle spouzal cfnsent) a dis(tributign&'I:Lonvl;is;oggl"igJ%,gt)(eplanatlonAfter
tectionAct of 1996, Public Law 104-188, with an annuity Starting date after the The 3:) Osedg requlations provide that
110 Stat. 1755 (SBJY) added section QJSAexplanation was provided but be the anr?uitp startin gdate mugt be a date
417(a)(7) to the Internal Revenue Codgyre 30 days have elapsed, as long as the. . e e3>/( Ianatiogn of the QJSApro
effective for plan years beginning on Ofgjstripution commences more than seveliged to thep articinant. but ma F:ecede
after January 1, 1997. Section 417(a)(@ays after the explanation was providedpe gate the partici pantféufnativelyepl)ects
permits the plan to provide the QIBR  As discussed above, section 417(@)(7)(A distributior? or th% date the d?/stribution
planation after the annity starting date. further provides that a plan is permitted @ommences. Commentators indicated that

After consideration of the commentSprovide the QISAxplanation after the this rule dis'advantaged participants- be
these final regulations generally adopt thgnnyity starting date if the distributioncayse it does not allow a retroactive annu
provisions of the proposed regulationseommences at least 30 days after sueh &Y starting date to a date before the QJISA
However the final regulations under Sec p|anation was provided, subject to thexplanation was provided. Howeyprior
tion 417 have been modified to providgame waiver of the 30-day minimumg its amendment by SBAPthe plain lan
that, for plan years beginning after De\ 4iting period. This is intended to allow guage of section 417 required the QJSA
cember 31, 1996, the requirement that theoactive payments of benefits whichexplanation to be provided before the an
QJSAeXpIan'atlon be provided before thE‘are attributable to the period before theuity starting date.
annuity starting date does not apply to thgxmanation- As discussed above, section 1451 of
extent provided under section 417(a)(7). the SBJR added sectior,1 417(2)(7)(A) to

2 Waiver Of. 30-day Period for QJSA the Code. That section provides that a
Explanation

) o Th d lati . | lan may provide the QJSéxplanation
1. Ovewiew of Statutgr Provisions e proposed regulations permit a plaligo the annuity starting date and that the

Section 41(a)(1L) provides that, if the @dministrator (where not inconsistent, ) icapje election period shall not end
value of a participans’ accrued benefit With the terms of the plan) to commenceotre the 30th day after the date on
exceeds $5,000, a qualified plan generalfistributions before the end of the 30-day hich the explanation is provide@ihus,
may not distribute the benefit to the partime period after the QJSéxplanation is gection 417(a)(7)(A) allows retroactive
ticipant without the participarst’consent. Provided, if certain requirements are metyayments of benefits which are attribut

Section 401(a)(l) requires that certain Specifically after an dfrmative distribtt  gpje to the period before the QJ8¥pla
distributions be made in the form of dion election, with any applicable spousahation is provided Accordingly the final
qualified joint and survivor annuity consent, the plan may permit the distriblegylations provide that, for plan years
(QJSA) unless, in accordance with sedion to commence at any time more thaReginning after December 31, 1996, the
tion 417, the participant waives the QJS/&even days after the QJ®xplanation requirement that the QJS¥planation be
and elects a diérent form of benefit. was provided to the participanAny dis-  provided before the annuity starting date
Profit-sharing plans and stock bonugribution election must remain revocablejoes not apply to the extent provided
plans that meet the requirements of-sedintil the later of the annuity starting dateinder section 417(a)(7).
tions 401(a)(1)(B)(iii)(l) through (1l1) or the expiration of the seven-day period Section 417(a)(7)(A) provides that the
are not subject to the survivor annuity rethat begins the day after the QJ&%pla  Secretary may by regulations limit its-ap
quirements of sections 401(al)land nation is provided. For example, if a marplication except that such regulations may
417. ried participant receives the explanatiomot limit the period of time by which the

Section 417 sets forth the requirementsf the QJSAon November 28 and electsannuity starting date precedes the provi
applicable to a waiver of the QJSA. Sedwith spousal consent) on December 2 tsion of the written explanation other than
tion 417(a) requires the participant to-obwaive the QJSAnd receive an immediateby providing that the annuity starting date
tain the consent of the participasat’ single life annuity the annuity starting may not be earlier than termination of-em
spouse, if anyto any waiver of the QJSA date is permitted to be December 1,-prgloyment.

Explanation of Povisions
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4. Use of Electonic Media for Notices  tory action as defined in EO 12866than 90 days before the date the distribu
and Consent Therefore, a regulatory assessment is ntitbn commences.

Comments on the proposed regulationgquired. It also has been determined that (iii) A plan must provide participants
requested that the IRS aficeasury clar section 553(b) of thA&dministrative Pre  with notice of their rights specified in this
ify the extent to which plans may use newedureAct (5 U.S.C. chapter 5) does notparagraph (c)(2) no less than 30 days and
technologies, including electronic mediaapply to these regulations, and becaus® more than 90 days before the date the
for providing notices under sectionshe notice of proposed rulemaking was isdistribution commences. Howeyéirthe
402(f), 411(a)(11) and 417, and for re sued prior to March 29, 1996, the Regulgarticipant, after having received this-no
ceiving participant and beneficiary contory Flexibility Act (5 U.S.C. chapter 6) tice, afirmatively elects a distribution, a
sents and elections under sectiondoes not apply Pursuant to section plan will not fail to satisfy the consent-re
411(a)(11) and 417. Subsequentlsee  7805(f) of the Internal Revenue Code, thguirement of section 41a)(11) merely
tion 1510 of theTaxpayer ReliefAct of notice of proposed rulemaking precedingpecause the distribution commences less
1997 (TRA’97) provided generally for these regulations was submitted to théhan 30 days after the notice was provided
the Secretary of th&@reasury to issue Chief Counsel foAdvocacy of the Small to the participant, provided that the fol
guidance concerning the use of new teclBusinessAdministration for comment on lowing requirement is metThe plan ad

nologies in the administration of retire their impact on small business. ministrator must provide information to
ment plans. Announcement 98-62 ) _ the participant clearly indicating that (in
(1998-29 |.R.B. 13) requested comment2rafting Information accordance with the first sentence of this

on the guidance described in section The principal author of these regulap.aragraph (c)(2)(iii)) the participant hgs a

1510. tions is RoberWalsh, Ofice of theAsso right to at least 30 dayg to_ co_nS|der
Aiter consideration of the comments Otiate Chief Counsel (Employee Benefité’vhfether to consent to the d.IStrI-butIOI’].

the proposed regulations aAginounce and Exempt Quanizations), IRS. How (lv) For purposes of satisfying the-re

ment 98-62, the IRS artreasury have ever other personnel fron,1 the IRS an(gunemen_t; of this paragraph (€)(2), the

decided to propose regulations regardingreésury Department participated in theiPIan administrator may subsitute the- an

the use of electronic media to provide nodevelopment nuity starting date, within the meaning of

tices under sections 402(f), ¥&)(11), ' §1.401(a)—20, Q&A-10, for the date the

and section 3405(e)(10) and for receiving ok ok ko k distribution commences.

participant consent under sectiorl ¢l . (v) See 8§81.401(a)-20, Q&A-24 for a

(11). Those proposed regulations are s&doPtion oAmendments to the special rule applicable to consents to plan

forth in a notice of proposed rulemakin egulations loans.

published elsewhere in this issue of the Accordingly, 26 CFR parts 1 and 602 * ok ok ok *

Federal Register are amended as follows: (8) Delegation to CommissionefThe

5. 90-day Tme Period PART 1—INCOME TAXES Commissionerin revenue rulings, no
Comments on the proposed regulations tices, and other guidance published in the

requested an expansion of the 90-day time Paragraph 1The authority citation for Internal Revenue Bulletin, may modify
period, and the IRS and tiieesasury have part 1 continues to read, in part, as-folor provide additional guidance with-re
decided to propose changes to the 90/3®ws: spect to, the notice and consent require
day period for providing notices under Authority: 26 U.S.C. 7805 * * * ments of this section. See §601.601(d)
sections 402(f) and 41a)(11). These  Par 2. Section 1.4l(a)-1l is amended (2)(ii)(b) of this chapter

changes are included in the proposed regs follows:

ulations on the use of new technologies, 1. Paragraph (c)(2)(ii) is revised.
which are set forth in a notice of proposed 2. Paragraphs (c)(2)(iii), (c)(2)(iv), §1.411(a)-1L. T [Removed]
rulemaking published elsewhere in thigc)(2)(v) and (c)(8) are added.

* * *x %

issue of théeederal Register The revision and additions read as fol Par 3. Section 1.41(a)-1T is re
lows: moved.

6. Effective Dates Par 4. Section 1.417(e)-1 is amended
The regulations apply to distributions or§1.41(a)-1l Restriction and valuation as follows:

or after September 22, 1995. Howevenf distributions. 1. Paragraph (b)(3) is revised.

plan sponsors and plan administrators may v x o x 2. Paragraph (b)(4) is added.

rely on the regulations under section The revision and addition read as-fol

411(a)(11) as though they were included in (C) *** lows:

the final regulations under section (2) ***

411(a)(11) published in 1988-2 C.B. 48. (i) Written consent of the participant§1'4l7(e)_1 Restrictions and valuations

to the distribution must not be made- beOf distributions fom plans subject to

fore the participant receives the notice o?
It has been determined that tfiieea his or her rights specified in this para
sury decision is not a significant regulagraph (c)(2) and must not be made more (b) * * *

SpecialAnalyses ections 401(a)() and 417.

* * x * *
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(3) Time of consent.(i) Written con (iif) The following example illustrates
sent of the participant and the particithe provisions of this paragraph (b)(3):

pants spouse to the distribution must be _ . : :
de not more than 90 davs before t Example.Employee E, a married participant in aand described
ma y ho%fined benefit plan who has terminated employ

annuity starting date. ment, is provided with the explanation of the QJSA * ok ok Kk ok
(i) A plan must provide participantson November 28. Employee E elects (with spous i
with the written explanation of the QJSAconsent) on December 2 to waive the QB4 re ai.4]1(a) Lo 1545-1471

: ; ive an immediate distribution in the form of & sin Kk ok ok Kk
reqwred by section 417(3')(3) no less tha?fe life annuity The plan may permit Employee E

30 days _and no _more than 90 days befo?greceive payments with an annuity starting date df.417(e)-1 ............. 1545-1471
the annuity starting date (except as othepecember 1, provided that the first payment is made
wise provided by section 417(a)(7) fomo earlier than December 6 and the participant does
plan years beginning after December 310t revoke the election before that dafehe plan

: . can make the remaining monthly payments on the
ﬁg\g/fr?g reHcZY\\i\(;et;:fet\?\/erIt?:r:tlg)l(%a":;}ita;gﬁrOErSt day of each month thereafter in accordance with John M. Dalrymple,

s regular payment schedule. Acting Deputy Commissioner
the QJSA, dirmatively elects a form of of Internal Revenue.
distribution and the spouse consents to (iv) The additional rules of this para

that form of distribution (if necessary), agraph (b)(3) concerning the notice andpproved December 2, 1998.

plan will not fail to satisfy the require consent requirements of section 417 apply

CFR part or section Current OMB
where identified control No.

ments of section 417(a) merely becaude distributions on or after September 22, Donald C. Lubick,
the annuity starting date is less than 30995. For distributions before September Assistant Seetary of
days after the written explanation wa®2, 1995, the additional rules concerning the Teasuy.

provided to the participant, provided thathe notice and consent requirements of

. . . ; : _ : (Filed by the Ofice of the Federal Register on De
the following requirements are met: section 417 in §1.417(e)—1(b)(3) irfett cember 17, 1998, 8:45 a.m., and published in the

(A) The plan administrator provides in prior to September 22, 1995 (S€sge of the Federal Register for December 18, 1998,
formation to the participant clearly indi §1.417(e)-1 (b)(3) in 26 CFR Part - regs3 £r. 70009)
cating that (in accordance with the firsvised as oApril 1, 1995) apply
sentence of this paragraph (b)(3)(ii)) the (4) Delegation to CommissioneiThe
participant has a right to at least 30 daysommissionerin revenue rulings, o Section 472.—Last-in, First-out
to consider whether to waive the QJSAices, and other guidance published in thg, entories
and consent to a form of distribution othefnternal Revenue Bulletin, may modify
than a QJSA. or provide additional guidance with-re 26 CFR 1.472-1: Last-in, first-out inventories.

(B) The participant is permitted to-re Spect to, the notice and consent reguire o _
voke an dirmative distribution election ments of this section. See §601.601(d) LIFO; price indexes; department

at least until the annuity starting date, of2)(ii)(b) of this chapter stores. The November 1998 Bureau of
if later, at any time prior to the expiration Labor Statistics price indexes are-ac
of the 7-day period that begins the day cepted for use by department stores em

after the explanation of the QJS&\pro-  81.417(e)-1TAmended] ploying the retail inventory and last-in,
vided to the participant. first-out inventory methods for valuing

(C) The annuity starting date is afterb)F()??)[ai.dI(n4)§alr.:?e7r$1?v—elc,j-rparagraphs inventories for tax years ended on, or with
the date that the explanation of the QJS/(\ ' reference to, November 30, 1998.

is provided to the participant (except a®PART 602—OMB CONTROL

* * x * *

otherwise provided by section 417(a)(7/NUMBERS UNDERTHE Rev. Rul. 99-4

for plan years beginning after DecembepAPERVORK REDUCTIONACT The following Department Store Inven
31, 1996). Howevethe plan may permit tory Price Indexes for November 1998
the annuity starting date to be before the Par 6. The authority citation for part were issued by the Bureau of Labor-Sta
date that any &fmative distribution elec 602 continues to read as follows: tistics. The indexes are accepted by the
tion is made by the participant and before Authority: 26 U.S.C. 7805. Internal Revenue Service, under § 1.472—

the date that the distribution is permitted Par 7. In 8602.101, the table in paraj(k) of the IncomeTax Regulations and
to commence under paragraph (b}(3)3raph (c) is amended by removing th@ev Proc. 86-46, 1986—2 C.B. 739, for

(ii)(D) of this section. entry for 1.41(a)-1T and adding the appropriate application to inventories of
(D) Distribution in accordance with following entries in numerical order todepartment stores employing the retail in

the afirmative election does not com read as follows: ventory and last-in, first-out inventory

mence before t_he expiration of the 7—dag602_101 OMB Conidf numbers. methods for tax years ended on, or with

period that begins the day after the expla reference to, November 30, 1998.

nation of the QJSAs provided to the par oeow R The Department Store Inventory Price

ticipant. (c) **=* Indexes are prepared on a national basis
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and include (a) 23 major groups of depargoods, and miscellaneous goods, and (c)apt for the following: candyfood,
ments, (b) three special combinations dftore total, which covers all departmentdiquor, tobacco, and contract departments.
the major groups — soft goods, durablacluding some not listed separatedy-

BUREAU OF LABOR SRTISTICS, DERRTMENT STORE
INVENTORY PRICE INDEXES BYDERPARTMENT GROUPS
(January 1941 = 100, unless otherwise noted)

Percent Change

Groups Nov. Nov. from Nov.1997
1997 1998 to Nov. 1998

1. Piece GOOAS. . ..o oot 524.6 544.5 3.8
2. Domesticsand Draperies. . . ... 628.2 635.9 1.2
3. Womens and Childres Shoes. .. ...................... 661.7 685.8 3.6
4, MensShoes . ....... .. e 906.9 916.9 1.1
5. InfantsWear. . ... ... . 618.2 638.3 3.3
6. Womens Underwear. . ...t 552.9 570.4 3.2
7. Womens HOSIErY. . . . ..o 298.8 308.4 3.2
8. Womens and GirlSACCESSOIES. . . ..o v v i i 543.7 546.5 0.5
9. Womens Outerwear and GirlsVear . .................... 428.4 417.0 2.7
10. Mens Clothing. . . ... 621.2 619.5 -0.3
11. Mens Furnishings. . .. ... 604.0 608.4 0.7
12. Boys'Clothing and Furnishings . . ...................... 513.1 519.0 1.1
130 JeWelry. . .o 978.9 977.1 -0.2
14, NOLONS. . .o 807.7 766.3 5.1
15. ToiletArticlesand Drugs . . . ... ..o 917.8 945.3 3.0
16. Furnitureand Bedding. . .......... ... ... . .. 665.8 686.8 3.2
17. FIoor COVEINNGS . .« o v oo e e e e 580.1 602.2 3.8
18. Housewares . ... 811.7 811.3 0.0
19. MajorAppliances. . . . .. ..o 241.0 238.9 -0.9
20. Radioandelevision . ........ ... .. e 74.2 70.1 -55
21. Recreationand Educatfon . .. ... 108.3 102.2 -5.6
22. Home Improvemems. . . . ... 133.2 129.6 2.7
23, AULOACCESSOMIES. . . . o vt et e e e e 107.9 107.9 0.0
Groups 1-15: SoftGoods . ... 606.5 610.0 0.6
Groups 16 — 20: Durable Goods .. ......... ... .. ... .. ... 462.6 460.4 -0.5
Groups 21 — 23: Misc. GOOHS. . oo 111.4 106.9 -4.0
StoreTotal . ... ... .. 555.9 554.9 -0.2

1Absence of a minus sign before percentage change in this column signifies price increase.

2Indexes on a January 1986=100 base.

3The store total index covers all departments, including some not listed sepavatept for the following: cangfood, liquoy to-
bacco, and contract departments.

DRAFTING INFORMATION Section 1502.—Regulations Consolidated Returns—

o . o , Limitation on R r
The principal author of this revenue26 CFR 1.1502—9Tpplication of overall fozign of O\t/itrgll Igoreie%ali_act)ise
ruling is Stan Michaels of the fife of loss ecaptue rules to corporations filing conseli g

dated et t .
Assistant Chief Counsel (Inconfex and ated etuns (tempora) Accounts
Accounting). For further information+e T.D. 8800 AGENCY: Internal Revenue Service
garding this revenue ruling, contact .Mr (IRS), Treasury
Michaels on (202) 622-4970 (not a toll DEPARTMENT OF THE TREASURY
free call). Internal Revenue Service ACTION: Final and temporary regula
26 CFR Part 1 tions.

January 25, 1999 20 19994 |.R.B.



SUMMARY: This document contains return years beginning on or after Januargl.1502-9T(b)(1)(v) to consolidated-re
temporary amendments to the consolil, 1997. turn years beginning before January 1,
dated return regulationsThe temporary ~ On March 16, 1998Treasury and the 1998. Section 1.1502-3T(c)(4) is
amendments modify the date temporarlRS published in thé&-ederal Register amended to clarify that a taxpayer that
regulations apply as published in fhed- (T.D. 8766, 63 FR. 12641 [1998-16 chooses under the March 1998 regula
eral Registeron January 12, 1998, andl.R.B. 17]) final, temporaryand proposed tions to apply the ééctive date prowi
modified by amendments published in théegulations (the March 1998 regulations$ions under the January 1998 regulations
Federal Register on March 16, 1998, remodifying the efective date of the Janu may also make the election referred to in
lating to a consolidated growptecapture ary 1998 regulations.The March 1998 Notice 98—40.
of an overall foreign loss account arisingegulations provide that the provisions of To make the election, a taxpayer must
in a separate return limitation yeafhe the January 1998 regulations will applywrite “Election Pursuant to Notice 98—
regulations dect consolidated groupsfor consolidated return years for which40” across the top of page 1 of an original
that claim foreign tax creditsThe text of the due date (without extensions) of ther amended tax return for each consoli
the temporary regu|ations also serves é@come tax return is after March 13, 1998dated return year Subject to the election.
the text of the proposed regulations séf lieu of applying this dective date, For the first consolidated return year to
forth in the notice of proposed rulemakindiowever the March 1998 regulations per which the overall foreign loss provisions
on this subject in the Proposed Rules sefit @ consolidated group to choose tof §1.1502-9Tapply (i.e., the first year
tion of this issue of thEederal Register apply the dective date provisions underbeginning on or after January 1, 1998),
the January 1998 regulation¥he March such taxpayer must write “Notice 98—40

DATES: Effective dates:These amend 1998 regulations provide that taxpayer&lection in Efect in PriorYears” across
ments are ééctive December 29, 1998. making this choice must apply all thosehe top of page 1 of the consolidated tax

Applicability dates: For dates of ap effective date provisions for all relevantreturn for that year For purposes of ap
plicability of these regulations, seeyears. Thus, under the March 1998 reguplying §1.1502-9Twith respect to such
81.1502-9T(b)(1)(v). lations, taxpayers are not permitted tgear any member with a balance in an

apply one provision of the January 1998verall foreign loss account from a sepa
FOR FUR'HER INFORMATION CON- regulations (e.g., the general businegsite return limitation year on the first day
TACT: Trina Dang of the Oice of Assa  credit efective date) without applying all of such year shall be treated as joining the
ciate Chief Counsel (International), (202the other provisions (e.g., the foreign tagroup on such first day
622-3850 (not a toll-free number). credit efective date). ,
On May 7, 1998, a public hearing was>PecialAnalyses

SUPPLEMENRRY INFORMATION: held regarding the proposed January and ¢ has peen determined that tHigea
March regulations At the hearing and in g, decision is not a significant regula
written submissions, commentators—extory action as defined in EO 12866.

As announced in Notice 98-40 (1998-Pressed concern regarding théeefive  rperefore, a regulatory assessment is not
35 I.R.B. 7), these temporary regulationdates contained in the January 1998 andqired. It is hereby certified that these
permit taxpayers to elect to delay thizef March 1998 regulations with respect tgeqjations do not have a significant eco
tive date of §1.1502-9published in the the overall foreign loss account previomic impact on a substantial number of
Federal Registeron January 12, 1998 Sions of 81.1502-9TThe commentators’ g entities. This certification is based
(T.D. 8751, 63 IR. 1740 [1998-10 |.R.B. Principal concern was that theséeefive o the fact that these regulations prnci
23]), and modified by amendments pubdates resulted in adverse tax CO“S.%aIIy affect corporations filing consoli
lished in theFederal Registeron March 9uénces not anticipated by taxpayers Withate federal income tax returns that have
16, 1998 (1D. 8766, 63 IR. 12641 [1998— '€SPECt 10 business transactions that ogyera|| foreign losses from separate return
16 .R.B. 17]). curred prior to the issuance of the Januafyyitation years. Available data indicates

On January 12, 1998yeasury and the 1998 regulations.Treasury and the IRS 4t many consolidated return filers are
IRS published in théederal Register NOW believe that certain of these cons§yrge companies (not small businesses).
(T.D. 8751, 63 R. 1740) final, tempo 9U€NCces are inappropriate. In addition, the data indicates that an in
rary and proposed regulations (the Janu Accordingly onAugust 14, 1998rea  gpstantial number of consolidated return
ary 1998 regulations) relating to limita SUTY @nd the Service issued Notice 98-4Qq 5 that are smaller companies have
tions on the use of certain tax credits ant998-35 I.R.B. 7), announcing theirin o e foreign losses. Presumabiyen
related attributes by corporations filingt€nt t0 issue regulations providing relietg\yer of these filers have overall foreign
consolidated income tax returns. In ger’oM the application of 81.1502-9the |os5 accounts that are subject to the sepa
eral, the January 1998 regulations relafdveérall foreign loss account provisionSkaie return limitation year rulesThere
to the separate return limitation yeafOr consolidated return years beginning, e 5 Regulatory FlexibilityAnalysis

Backgound

(SRLY) provisions for general business?€fore January 1, 1998. under the Regulatory Flexibilithct (5
credits, alternat-ive minimum tax FreditSEpranation of Povisions U.S.C. chapter 6) _is not required. It hgs
foreign tax credits and overall foreign loss also been determined that under section

accounts. The January 1998 regulations As announced in Notice 98-40, taxpay553(d) of theAdministrative Procedure
were generally applicable to consolidateérs are permitted to elect not to applAct (5 U.S.C. chapter 5) these regulations
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should be déctive immediately because (a) * * * See §1.1502-9T(b)(1)(v) for come tax return (without extensions) is
they involve the applicability of regula the rule that ends the separate return-limafter March 13, 1998, shall be added to
tions that modify the limitations on the useation year limitation for consolidated-re the appropriate consolidated overall-for
of certain tax attributes for taxable yearsurn years for which the due date of theign loss account in the year that it is ab
for which a return is due after March 13jncome tax return (without extensions) isorbed. For consolidated return years for
1998. Pursuant to section 7805(f) of thafter March 13, 1998, and §1.1502-which the due date of the income tax re
Internal Revenue Code, the notice of-prddT(b)(1)(vi) for an election to continueturn (without extensions) is after March
posed rulemaking accompanying thesthe separate return limitation year limita13, 1998, similar principles apply to over
regulations is being sent to the Smaliion for consolidated return years beginall foreign losses when there has been a
BusinessAdministration for comment on ning before January 1, 1998. See alsmnsolidated return change of ownership
its impact on small businesses. §1.1502-3T(c)(4) for an optionalfet- (regardless of when the change of owner
tive date rule (generally making the ruleship occurred). See also §1.1502—-37(c)
of paragraphs (b)(1)(iii) and (iv) of this(4) for an optional déctive date rule
The principal author of these regulation§eCti°” inapplipaple for a consolidated re{generally making this paragraph
is Trina Dang of the Gice of Associate U year beginning after I?ecember 31(b)(1)(v) applicable to a consolidated re
Chief Counsel (International). Howeyer 1996, if the due date of the income tax return year beginning after December 31,
other personnel from the IRS afbasury turn (without extensions) for such year i9996, if the due date of the income tax re

Drafting Information

participated in their development. on or before March 13, 1998). turn (without extensions) for such year is
c r x o x x % o+ % % on or before March 13, 1998).
) (vi) Election to defer application of
Adoption ofAmendments to the Par 4. Section 1.1502-9i amended gspecial effective dateA consolidated
Regulations by revising paragraph (b)(1)(v) andgroup may elect not to apply paragraph

_ _ adding paragraph (b)(1)(vi) to read as foly)(1)(v) of this section to consolidated
Accordingly 26 CFR part 1 is amendedows: return years beginning before January 1,

as follows: §1.1502-9TApplication of overall 1998. To make this election, a consoli
PART 1—INCOME TAXES foreign loss ecaptue rules to dated group must write “Election Rur

L corporations filing consolidateceturns suant to Notice _98_40” across the top of
Paragraph .The authority citation for (temporay) page 1 of an original or amended tax re
S

part 1 continues to read in part as follows: turn for each consolidated return year
Authority: 26 U.S.C. 7805 * * * koK kK subject to the election. For the first eon
Par 2. Section 1.1502-36 amended  (b)(1)(v) Special effective date forsolidated return year to which the overall
by removing the last sentence of paraSRLY limitation. Except as provided in foreign loss provisions of paragraph
graph (c)(4) and adding two sentences iparagraph (b)(1)(vi) of this section,(b)(1)(v) of this section apply (i.e., the
its place to read as follows: §1.1502-9(b)(1)(iii) and (iv) apply only first year beginning on or after January 1,
. . to consolidated return years for which tha998), such consolidated group must
81.1502-3TConsolidated investment ;0 qate of the income tax return (withoutvrite “Notice 98—40 Election in Edct in
credit (temporay). extensions) is on or before March 13Prior Years” across the top of page 1 of
ok ok k% 1998. For consolidated return years fothe consolidated tax return for that year
which the due date of the income tax reFor purposes of applying §1.1502-9(b)
turn (without extensions) is after March(1)(ii) with respect to such yeaany

. . I 13, 1998, the rules of §1.1502-9(b)(1)(ilmember with a balance in an overall-for
this choice generally must apply all suclyyq) apply to overall foreign losses fromeign loss account from a separate return

paragraphs for all relevant years. HOWsgparate retur years that are separate fignitation year on the first day of such
ever a consolidated group making then jimitation years. For purposes otapyear shall be treated as joining the group
eIectlo_n provided in §1.1502—9T(b)(1)(V|)p|ying §1.1502-9(b)(1)(ii) in such yearson such first day

(electing not to apply 81.1502-9T¢b) the group treats a member with a balance
(1)(v) to years beginning before January 1y an overall foreign loss account from a

(C) * % %
(4) *** A consolidated group making

* * *x % %

1998) may nevertheless choose to applgparate return limitation year on the first Robert EWenzel,

all such paragraphs other than §1.1502p,y of the first consolidated return year Deputy Commissioner of

9T(b)(1)(v) for all relevant years. for which the due date of the income tax Internal Revenue.
I I I return (without extensions) is after March

Par 3. In §1.1502-9, paragraph (a) i3, 1998, as a corporation joining the Donald C. Lubick,
amended by revising the last two send"oup on such first dayAn overall for Assistant Seetary of
tences to read as follows: eign loss that is part of a net operating the Teasuy.

loss or net capital loss carryover from a_ .
L . N iled by the Ofice of the Federal Register on De
81.1502-9Application of overall fagign separate return limitation year of a memzElF y ¥

. s . . . cember 28, 1998, 8:45 a.m., and published in the
loss kecaptue rules to corporations filing ber that is absorbed in a consolidated rgssue of the Federal Register for December 29, 1998,

consolidated eturns. turn year for which the due date of the ine3 FR. 71589)
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Part lll. Administrative, Procedural, and Miscellaneous

Weighted Average Interest Rate interest rates used to calculate current lia The average yield on the 30-y&aea

Update bility for the purpose of the full funding sury Constant Maturities for December
limitation of § 412(c)(7) of the Internal 1998 is 5.06 percent.
Notice 99-7 Revenue Code as amended by the-Om The following rates were determined

nibus Budget ReconciliatioAct of 1987 for the plan years beginning in the month
Notice 88-73 provides guidelines forand as further amended by the Uruguaghown below
determining the weighted average intereRRoundAgreementdict, Pub. L. 103-465
rate and the resulting permissible range ¢GATT).

90% to 105% 90% to 1.0%
Weighted Permissible Permissible
Month Year Average Range Range
January 1999 6.24 5.62 10 6.55 5.62 10 6.87
Drafting Information ADDRESSES: Send submissions to: Inirs.ustreas.gov The IRS is soliciting

o . .. ternal Revenue Service (Attn: LITC Grantvritten comments on this draft grant-ap
The principal author of this notice iSc7_171y 5000 Ellin Road, Lanham, MDplication package on or before February
T_oc_id Newman of the Emplqyee Plans_ Dis0706. Alternatively, submit commits 27, 1999. Consideration will be given to
vision. For further information regardmgand data via electronic mail (e-mail) tothese comments before a final grant appli

this notice, call (202) 622-6076 betweer,;I . . . ; : . )
) owincomeclinic@ccmail.irs.go cation package is adopted in Spring 1999.
2:30 and 3:30 p.m. Eastern time (not a W inic@ 1Hirs.gov 'on p ge! ptedin Spring

toll-free number). MrNewmans number For FURTHER INFORMATION CON-  Issues for Comment
is (202) 622-8458 (also not a toll-freeraocT: Concerning the grant program and

number). L . The IRS invites public comments on
g1e -Sdugrglzszg);zfélcomretnf% Ell MCthe following issues (and any others)
b:r\;l ' ad (not a toll free NEM aised by the new grant program or draft
Low-Income Taxpayer Clinics ' application package:

(1) What should be considered a
“nominal fee” for purposes of section

9526(b)(1)(A)(1)?

Grant Program: Availability of SUPPLEMENTRRY INFORMATION:

Draft Grant Application Package Section 3601 of the IRS Restructurin

Notice 99-9 igg_?géorgacgdoai\?vggég;% ;g;vs {\cl)ot.h (2) How should satisfaction of the
i 90%1/250%" income requirements con

SUMMARY: This document contains alﬂternal Tﬁvﬁguse CO:.e' tStec:;on 36(.)|1ba.lllt'ained in section 7526(b)(1)(B)(l) be-de
Notice that the IRS has made availabléf orizes e RS, subject to the avallabll o yine 4o
for public comment, a draft of the Low'Y of appropriated funds, to make grants (3) What should be considered in eval

IncomeTaxpayer Clinic Grant applicationto provide matching funds for the devel ating the “criteria for awards” set forth

package. The IRS solicits public com CPMeNt, expansion, or continuation Orn section 7526(b)(4)?
gualn‘led low income taxpayer clinics.

ment in order that interested parties ma ' -
ection 3601 authorizes the IRS to pro

present their views to the IRS prior to-im Deborah Butler

plementation of the new grant progranYide grants to qualified ganizations that Assistant Chief Counsel,
during 1999. Consideration will be giverProvide legal assistance to low-income Office ofAssistant Chief
to these comments before a final grant ag@xPayers having disputes with the IRS. Counsel (Field Seice).

plication package is adopted in Sprin he IRS also may provide grants to quali
1999. Copies of the draft grant apptica ied omganizations that operate programgriled by the Ofice of the Federal Register on Janu

tion package can be downloaded from th® inform individuals, for whom English a1y 1L, 1999, 1:41 p.m., and published in the issue of
IRS Internet site athttp://wwwirs.us IS @ second language, about their righ %;ederal Register for January 14, 1999, & F
treas.gov and responsibilities under the Interna

Revenue Code. Copies of the draft grant
DATES: Submit written comments on orapplication package can be downloaded
before February 27, 1999. from the IRS Internet site abttp://www
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Part IV. Iltems of General Interest

Announcement 99-6 (2) Same information as on papermesidentAlien IncomeTax Return, con
Forms WA4PR, WS, or WAV, The elee tains an error Line 2 of the Itemized De

The IRS Will Permit Electronic tronic submission must provide the payetluctionsWorksheet (page 15 of the-in

Submission of Forms W-4P, with exactly the same information as thetructions) should read:

W-4S, and W-4V paper Form§V-4B W-4S, orW-4V. “Enter the total of the amount on

_ _ (3) Signatue requirement. The elee  Schedulé, line 8, plus any casualty or

The Internal Revenue Service willtronic submission must be signed with an theft losses included on line 16.”
allow payers to establish a system to eleelectronic signature by the payee whose The 1998 Form 1040NR instructions
tronically receive Formw-4F, Withhold- name is on the For-4R W-4S, ofW-  posted on the IRS Internet web site are
ing Certificate for Pension oknnuity 4V. The electronic signature must idencgrrect.
PaymentsW-4S, Request for Federal-In tify the payee submitting the electronic
come Tax Withholding From Sick Pgy form and must authenticate the submis
and W-4V, Voluntary Withholding Re  sion. For this purpose, the term “authentic ,qations Status of Certain
qguest. In general, the electronic systemate” has the same meaning as it do?ﬁrganizations
must meet the requirements described inhen applied to a written signature on a
paragraphs (1) through (6) belovin the paper FormW-4R W-4S, orW-4V. An  Announcement 99-9
next revision of Publication 15-A, Em electronic signature can be in any form . o
ployers SupplementaTax Guide, the that satisfies the foregoing requirements. The following oganizations have
IRS will reflect the provisions of this an The electronic signature must be the findpiled to establish or have been unable to
nouncement. entry in the submission. maintain thelr status as public chgrltles or

For purposes of this announcement, (4) Copies of electnic Forms WAR, 28 operatlng founq;tlonﬂccordmglyf
“payer” refers to a person authorized t§4S, or WAV, Upon request by the 4n gr.anéors anl contributors m?y not, zter
withhold income taxes under section 340ernal Revenue Service, the payer mudfis date, rely on previous rulings or des
of the Internal Revenue Code and file afuPPly @ hard copy of the electronic Fornfgnations in the Cumulative List of Ga
HW-4P. W-4S, orW-4V and a statement nizations (Publication 78), or on the pre
that, to the best of the pay®knowledge, sumption arising from the filing of notices
the electronic Fornw-4P W-4S, orW- under section 508(b) of the CodEhis
4V was submitted by the named payedisting doesnotindicate that the ganiza
Forms WAB, W-4S, and \WIV The hard copy of the electronic FoMwt tions have lost their status asganiza

) _ 4R W-4S, orW-4V must provide exactly tions described in section 501(c)(3), eligi

The Internal Revenue Service Willihe same information as, but need not belde to receive deductible contributions.
allow payers of pensions or annuitiesacsimile of, the respective paper form.  Former Public CharitiesThe following
sick pay unemployment compensation, (5) Recodkeeping.Payers who choose organizations (which have been treated as
social security benefits, including sociatg establish a system to receive electronisrganizations that are not private founda
security equivalent tier 1 railroad retire FormsW-4P W-4S, orW-4V must com  tions described in section 509(a) of the
ment benefits, Commodity Credit Corpo ply with the applicable recordkeeping re Code) are now classified as private feun
ration loans, and certain crop disastejuirements. See ReRroc. 98-25, 1998— dations:
payments, to establish a system for-paj1 I.R.B. 7. Childlink International Inc., Chevy
ees to electronically submit Forrdg-4P (6) Effective date.This announcement chase, MD
W-4S, andW-4V. In general, the elec applies to Form§V-4B, W-4S, andWV- 4V children and Family First Inc., Jackson
tronic system must meet the requirementubmitted electronically by payees on or \g

information return with respect to suc
withholdings. “Payee” refers to the per
son who receives income from a payer

described in paragraphs (1) — (6) below after January 25, 1999. Children at Heart Inc., East Brunswick,
) For further information regarding this
Requiements announcement, contact Jean Casey of th8,iiqren-in-Need CenteMilwaukie, OR

(1) In general. The electronic system Office Of theAssociate Chief Counsel cpjigren nc., MemphisTN

must ensure that the information receive&Er.anWee Benefits and Exemptdant Children LivingWith AIDS, Lancaster
by the payer is the information sent by théat'ons) at (202)622-6060 (not a toll-free OH

payee.The system must document aILocca")' Children of the Future, Chicago, IL
casions of user access that result in a sub Children ofYahu,Albany, MN

mission. In addition, the design and epe ChildrensAdvocacy &Treatment Center
ation of the electronic system, includin in Huntington Inc., Huntington\vv

rCorrection of 1998 Instructions

access procedures, must make it reaso r Form 1040NR ChildrensAid Fund Inc., Lakewood, NJ
ably certain that the person accessing t'ﬁnnouncement 99-8 ChildrensAlternative Learning Program,
system and submitting the Forvi-4PR, Rodeo, CA

W-4S, orW-4V is the person identified on The printed version of the 1998-In ChildrensArt Studio ofWellesley Inc.,
the form. structions for Form 1040NR, U.S. Non  Wellesley MA
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Childrens Community Garden Inc.,
Raleigh, NC

Childrens Dental Care Inc., SpringX

Childrens Exploratory Inc., San Diego,
CA

Chung Moo Doé\ssociation of Greater
Dallas Inc., DallasTX

Classic City Golferé\ssociation Inc.,
Athens, GA

Church Based Counseling, Long Beach, Clay Oganized foWellness

CA
Church for Humanity and Love in a

Childrens Foundation Inc., Lafayette, LA  Caring Environment, Oak Brook, IL

Childrens Heart Project International,
Birmingham AL
Childrens Home IncAntioch, CA

Church of InnerologyBurbank, CA
Church of the Lord, Cedafale, KS
Cimarron Fair Board Inc., Lahoma, OK

Childrens Rescue Mission Inc., PearlandCincinnati Houses Rehabitation Inc.,

TX

Childrens Safety Foundation Inc.,
Goldenrod, FL

Childrens Survival Centeftlanta, GA

Chilhowie Community Fund
Incorporated, Chilhowie/A

ChilmarkTown Affairs Council Inc.,
Chilmark, MA

Chitragupta Parivar of Northmerica,
Cleveland, OH

Choice Scholarship®y. Warwick, RI

ChrismaVillage Inn, Bronx, NY

Christ Concerned Community Inc.,
Markham, IL

Christ for Latvia Network Inc.,
WaukeshaWwI

Christ Housing and Ministries Programs
Inc., Bradenton, FL

Christ in Us Ministries, Coweta, OK

Christ Ministries Incorporatedero
Beach, FL

Christ to Inmates Ministries Inc.,
Shelbyville, IN

Christech Inc., Lake MaryL

Christian Counseling Connection Inc.,
Clarkston WA

Christian Golferg\ssociation, Dublin, OH

Christian Mission Sponsorship Inc.,
Green BayW!I

Christian Oganization for Resource
Accountability and Licensing, New
Brighton, MN

Christian Radio Ministries of Hampton
RoadsyVirginia BeachyVA

ChristiansAgainst Drugs, Brookshirg,X

ChristianYouth Daycare & Learning
Center Inc.Atlanta, GA

Christmas irApril-Central New Mexico
Inc., Santa Fe, NM

Christmas irApril Fredericksbug Inc.,
SpotsylvaniaVA

Christmas irApril Greater Miami Inc.,
Miami, FL

Christmas irApril Springfield
Massachusetts Inc., LongmeadddA

Christmas in the City Inc., Boston, MA

ChristsVoiceAcross théAges Society
Inc., Chicago, IL

1999-4 |.R.B

Cincinnati, OH

Cincinnati Leadership and Sunday
SchoolAssociation Inc., Bellevue, KY

Circle of Friends Inc., SedonaZ

Circle of Life Retreat Center Inc.,
Williamsbuig, VA

Cities in Schools of Colorado Inc.,
Commerce CityCO

CitizenAdvocacy of Rensselaer County
Inc., Troy, NY

Citizens Council for Michigan Public
Universities, Lansing, Ml

Citizens for a BetteAmite, Amite, LA

Citizens forAlternatives toAnimal Labs
Inc., Brooklyn, NY

Citizens for Economic Growti\mherst,
OH

Citizens for Governmemtccountability
Inc., DahlgrenyVA

Citizens for Religious Freedom, San
Francisco, CA

Citizens of Sa\ntonioAgainst Law Suit
Misinformation Inc., Saintonio, TX

City Hall Arts andTechnology Center
Inc., Kingston, NY

City of Chicago D-Day Reenactment
World War || Commemorative, Oak
Park, IL

Cityview Community Council
Incorporated, Lorain, OH

Civil Rights Consortium, Kansas City
MO

Civitas Initiative, Chicago, IL

ClaraTyson Rehabilitation Christian
Center Detroit, Ml

Clarence Darrow Commemorative
Committee, Chicago, IL

Clarinda Heartland of lowa Inc.,
Clarinda, 1A

Incorporated, ClagywVv

Clear Bay Ecology Center Inc., Bethesda,
MD

ClevelandAnimal Lifeline Inc.,
Lyndhurst, OH

Cleveland Bicentennial Commission Inc.,
Cleveland, OH

Clic International Cancer & Leukemia in
Childhood, St. Louis, MO

Clinic South, ChattanoogaN

Clinical Electromedical Research
Academy CHTD, La¥egas, NV

Closer Look Communications, Boulder
CO

CMCHDC Foundation Inc., Columbia,
MO

Coalition for Back to School Supplies,
Kansas CityMO

Coalition for Black Unity Baton Rouge,
LA

Coalition for Integration of the Disabled,
Miami, FL

Coalition for Respect Inc., Jacksonville,
FL

Coalition for StudenfAwareness,
Milwaukee,WI

Coalition for theAdvancement or
RegionalTransportation Inc.,
Louisville, KY

Coalition of Independemerican
Charities, Riverside, CA

Coalition of MinistersAgainst Crime,
Houston,TX

Coalition onAid in the Black
Community Houston;TX

Coalition onAlcoholism and Other
Chemical Dependencies, St. Louis,
MO

Coastal Bend Crime Stoppers Inc.,
Beeville, TX

Coastal Conservation Foundation,
TucsonAZ

Coastal GegjiaWildlife Rehabilitation
Center Inc., Saint Simons Island, GA

Cobb County DistricAttorneysAnti-
Drug Poster Contest Inc., Marietta,

Clarks Life Center Inc., College Park, GA GA

Clarksbug Community Betterment
Organization Inc., Clarksbgr MO

ClassAct Booster Club, Londonderry
NH

Class of 2000 Education Fund, Sultan,
WA

Cobug Village Inc., Brooklyn, NY

Cocke CountyAmbulance Service
Boosters Inc., NewporT,N

Codependency New Life Seminars Inc.,
Dublin, CA

Coedy Program, Clayton, CA

Classic Business Consultants, MaywoodCoffinberry Playground Inc., Fairview

IL
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College Community Little League Committee foAmerican Leadership Inc., Community Coalition for Media Change,

Soccey Cedar Rapids, IA Wilmington, DE Oakland, CA
CollegesThat EnableyWyomissing, R Committee for the Preservation of Community Corrections Inc., Salisbury
Collierville SocceAssociation, AuburnsAfrican American History MD
Collierville, TN Auburn,AL Community Development and
Colonel Read Foundation for Courage inCommittee of Friends Inc., Baton Rouge, Improvement Institute Inc., Freeport,
theArts, RichmondyVA LA NY
Colonial Height#Athletic Commission Committee on the Employment of PeoplegCommunity Development Coalition CDC
Inc., Kingsport,TN with Disabilities,TucsonAZ Inc., Wichita, KS
ColoradaAlliance to Restore Equality Commonwealth Healthcare Institute, Community Development Coalition Inc.,
Denver CO Richmond VA Scottsbluf, NE
Colorado Chmis Inc., Denve€O Communicating at ConefortThomas, = Community Empowerment @anization
Colorado Head Start Parekgsociation, KY CEO,York, ;A
Sterling, CO Communication Station Inc., Memphis, Community First Inc.\Washington, DC
Colorado Mediation Foundation, Denyer TN Community Health Clinic of Joplin,
CcO Communities in Schools Pdktthur Inc., Joplin, MO
Colorado Ofice of Spacédvocacy BeaumontTX Community Housing\ssistance
Colorado Springs, CO Communities Unitedogethey Laplace, Corporation, Newport Beach, CA
Colorado Riparia\ssociation, Boulder LA If an olganization listed above submits
CcO CommunityAIDS PreventionTask Force information that warrants the renewal of
ColoradoTheatre MarkeAlliance, Inc., Cheshire, MA its classification as a public charity or as a
WestminsterCO CommunityAlliance of Manatee for private operating foundation, the Internal
ColoradoTrails and Open Space, Silver  AIDS Inc., St. Petersbgr FL Revenue Service will issue a ruling orde
Plume, CO CommunityAssistance Foundation, termination letter with the revised classi
Columbus Quincentenniel Committee of  Irvine, CA fication as to foundation status. Grantors
Middletown Inc., Middletown, CT CommunityAssociation for Responsible and contributors may thereafter rely upon
Comfy Critters Incorporatedstoria, Planning Inc.Tetonia, ID such ruling or determination letter as pro
NY Community Based Initiatives, Seattle, vided in section 1.509(a)—7 of the Income
Comite devoluntarios, Rio Bravol X WA Tax Regulations. It is not the practice of
Commercial Music Educators, Community Center of Personal the Service to announce such revised-clas
Tuscaloosai\L Enrichment Inc., Grffn, GA sification of foundation status in the Inter
CommissiorAgainst Senseless Killings Community Center of the Southern nal Revenue Bulletin.
Inc., Memphis;TN Berkshires Inc.W. Stockbridge, MA
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Definition of Terms

Revenue rulings and revenue procedurgdies to bothA and B, the prior ruling is new 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 examplmodified
use the following defined terms to-declarified, 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 deterished 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 usedis 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 thereifhus, rulings that are obsoleted because atiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulationA.ruling the previously published ruling is first
applied toA, and the new ruling holds may also be obsoleted because the sutmodified 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 ful 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 rulingsfter 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 éhe 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 undeall 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 regulationsThe term is also usedwill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singlaction such as the issuance of new or
being changedThus, if a prior ruling ruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied #o but not that were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it-apriod of time in separate rulings. If theService study

1 1 E.O—Executive Order PHC—Personal Holding Company
Ab b reviations ER—Employer PO—Possession of the U.S.
'rl]'qheerlfolljlggl(ijn\?vil?l;breviations i': c_urlrenthL_JsE z”_d'ft‘?]r ERISA—Employee Retirement Income Secuist. PR—Partner
Bulle¥[in. ppear in material published in the_, . . PRS_Partnership.

o F—Fiduciary PTE—ProhibitedTransaction Exemption.
A—Individual FC—Foreign Country Pub. L—Public Law
Acq.—Ac;qwescence. FICA—Federal Insurance Contributidyct. REIT—Real Estate Investmeftust.
B—Inleldu.a.I. FISG—Foreign International Sales Company Rev. Proc—Revenue Procedure.
BE—Beneficiary FPH—Foreign Personal Holding Company Rev. Proc—Revenue Ruling.
:.ifl';?—a:;.ard ofTaxAppeals. F.R—Federal Register S—Subsidiary
C—Individual. FUTA—Federal UnemploymerflaxAct. S.P.R—Statements of Procedral Rules.
C.B—Cumulative Bulletin. FX—Foreign Corporation. Stat—Statutes at Lge.

CFR—Code of Federal Regulations. G.C.M—Chief Counse§ 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. |.R.B—Internal Revenue Bulletin. T.l.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.
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