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The IRS Mission

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

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 are consolidated 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 Unpublished rulings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-

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

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.
This part includes notices of proposed rulemakings, disbar-
ment and suspension lists, and announcements.

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 semiannual basis,
and are published in the first Bulletin of the succeeding semi-
annual 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.
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Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 42.—Low-Income
Housing Credit

tiree health coverage during the cost maif®ne of the conditions of a qualified sec-
tenance period does not satisfy the mintion 420 transfer was that the employer
mum cost requirement of section 420(c)(3patisfy a maintenance of effort require-

The adjusted applicable federal short-term, midiy 5qdition, these regulations clarify the cirment in the form of a “minimum cost re-

term, and long-term rates are set forth for the mon

of July 2001. See Rev. Rul. 2001-34, page 31.

Section 280G.—Golden
Parachute Payments

Federal short-term, mid-term, and long-term
rates are set forth for the month of July 2001. See

Rev. Rul. 2001-34, page 31.

Section 382.—Limitation on Net
Operating Loss Carryforwards
and Certain Built-In Losses
Following Ownership Change

The adjusted applicable federal long-term rate i§UPPLEMENTARY INFORMATION:
set forth for the month of July 2001. See Rev. Ru

2001-34, page 31.

Section 420.— Transfers of
Excess Pension Assets to
Retiree Health Accounts

26 CFR 1.420-1: Significant reduction in retiree
health coverage during the cost maintenance
period.

T.D. 8948

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Part 1

Minimum Cost Requirement
Permitting the Transfer of
Excess Assets of a Defined
Benefit Pension Plan to a
Retiree Health Account

®umstances under which an employer iguirement” under which the employer
considered to have significantly reduced rewvas required to maintain employer-pro-
tiree health coverage during the cost mairvded retiree health expenditures for cov-
tenance period. ered retirees, their spouses, and depen-

DATES: Effective Date These regula- dents at a minimum dollar I(_avel for a
. . 5-year cost maintenance period, begin-
tions are effective June 19, 2001. ning with the taxable year in which the
Applicability Date: These regulations g y

are applicable to transfers of excess eﬂ-u alified transfer occurs.
'€ app . PE™ The Uruguay Round Agreements Act

n}bublic Law 103465) (108 Stat. 4809)
(December 8, 1994) extended the avail-
ability of section 420 through December

FOR FURTHER INFORMATION CON- 31, 2000. In conjunction with the exten-

TACT: Janet A. Laufer or Vernon S. Cartesion, Congress modified the maintenance

(202) 622-6060 (not a toll-free number).  of effort rules for plans transferring assets

for retiree health benefits so that employ-

ers could take into account cost savings

realized in their health benefit plans. As a

) ) ) result, the focus of the maintenance of ef-
~ This document contains final regulasq, requirement was shifted from health

tions (26 CFR Part 1) under section 42Q.,qs 1o health benefits. Under this “ben-

of the Internal Revenue Code of 198G maintenance requirement,” which ap-

(Code). These regulations provide guidsjieq to qualified transfers made after De-

ance concerning the minimum cost rezemper 8, 1994, an employer had to

quirement under section 420. The ReéVisintain substantially the same level of
enue Reconciliation Act of 1990 (P“bl'cemployer-provided retiree health cover-

Law 101-508) (104 Stat. 1388), sectionyge for the taxable year of the transfer and
12011, added section 420 of the Code, @e following 4 years. The level of cover-

temporary provision permitting certaingge required to be maintained was based
qualified transfers of excess pension agy, the coverage provided in the taxable

sets from a non-multiemployer definede5r jmmediately preceding the taxable
benefit pension plan to a health beneflt§ear of the transfer.

account. A health benefits account is de- The Tax Relief Extension Act of 1999

fined as an account established and maifﬁtle V of H.R. 1180. the Ticket to Work

tained under section 401(h) of the Codgnq \work Incentives Improvement Act of

(401(h) account) that is part of the pFan.lggg) (Public Law 106170,113 Stat.
1860) (TREA99) extended section 420

_ , through December 31, 2005. In conjunc-
1 Section 420(a)(1) and (2) provide that the trust that son with this extension. the minimum
part of the plan is not treated as failing to satisfy th !

qualification requirements of section 401(a) or (h) ofOSt requirement was reinstated as the ap-

ber 18, 1999. See tl#fective Dategor-
tion of this preamble.

|Background

AGENCY: Internal Revenue Servicete Code, and no amount is includible in the grogglicable “maintenance of effort” provi-

(IRS), Treasury.
ACTION: Final regulations.

income of the employer maintaining the plan, solely bgjion (in lieu of requiring the maintenance

reason of such transfer. Also, section 420(a)(3) Prest the level of Coverage) for qualified
vides that a qualified transfer is not treated as either ?rlansfers made after December 17. 1999
employer reversion for purposes of section 4980 or 5 ’ ’

SUMMARY: This document contains final prohibited transaction for purposes of section 4975, Because the minimum cost requirement

Income Tax Regulations relating to the

In addition, Title | of the Employee Retirement In-relates toper capitacost, an employer

minimum cost requirement under sectioicome Security Act of 1974 (88 Stat. 829), as amendegbuld Satisfy the minimum cost require_

420, which permits the transfer of excesERISA) provides that a qualified transfer pursuant tgyen hy maintaining the average cost
f a defined b fi . | section 420 is not a prohibited transaction undeéven thouah the emplover defeats the pur-
assets of a defined benefit pension plan t0gg sa (ERISA section 408(b)(13)) or a prohibited re 9 ploy p

retiree health account. Pursuant to sectiersion of assets to the employer (ERISA sectioR0OS€ Of the maintenance of effort require-
420(c)(3)(E), these regulations provide the403(c)(1)). ERISA also provides certain notificationment by reducing the number of people
an employer who significantly reduces rerequirements with respect to such qualified transfers.covered by the health plan. In response to
2001-28 27
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concerns regarding this possibility,Employer Action account health coverage that a buyer or
TREA-99 also added section 420(c) The regulations retain the broad deﬁni!ransferee provides to retired employees
(3)(E), which requires the Secretary of th%on of employer action contained in theOf the employer. Various approaches
Treasury to prescribe such regulations asroposed regulations. Thus, employer qlvere suggested, most of them centering
may be necessary to prevent an employg(r)n includes not onlg/ plan ’amendments?round allowing an employer to take
who significantly reduces retiree heambut also situations in which other em_credit for retiree health benefits provided
coverage during the cost maintenance p Joyer actions, such as the sale of all Ot%y a buyer or transferee that are substan-
riod from being treated as satisfying thgart of the emr;loyer’s business, operate | ally similar to the benefits provided by
minimum cost requirement of sectio Conjunction with the existing pylan termsthe employer.
420(c)(3). If the minimum cost require-to have the indirect effect of ending an in- In cases in which a buyer acquires the
ment of section 420(c)(3) is not SatiSﬁeddividual’s coverage. entire employer sponsoring the pension
the transfer of assets from the pension The proposed regulations contained nBlan that is the subject of the maintenance
plan to the 401(h) account is not a “quali-exCeptions from the rule that treats indipf effort requirement under section
fied transfer” to which the provisions Ofviduals as losing health coverage by rea{l_ZO(c)(B,)(E), no special rule is required,
section 420(a) apply. son of employer action if those individu-because the buyer as the successor em-
On January 5, 2001, a notice of progg: coverage ends by reason of a sale 8+oyer maintaining the plan is responsible
posed rulemaking (REA1646800, all or part of the employer's business],cor continuing to satisfy the minimum
2001-6 1.R.B. 522) was published in the, o if the buyer provides coverage fofost requirements of section 420(c)(3)
Federal Register(66 FR 1066). Written ¢ -1 individuals (on the implicit assump_With respect to that transfer. However,
comments were received on the proposggh, that a buyer of less than an entire coRased upon comments received, these
regulations. A public hearing SChedUqu}oration rarely undertakes to provide suclinal regulations include a special rule
for March 15, 2001, was canceled bec’;overage to retirees in these transactionés'.at allows the employer responsible for
cause no one had requested to speak (fe preamble to the proposed regulatiorﬁatiSfying the maintenance of effort re-
FR 13864). After consideration of all thespecifically requested comments as to (ﬂuirement of section 420(c)(3)(E) to take

comments received on the proposed regise circumstances. if any, in which buyer§redit for a buyer’s or transferee’s provi-
lations, the regulations are adopted &ommonly provide the seller’s retireesSion of retiree health benefits in certain

modified by this Treasury decision. and their spouses and dependents, wither situations_. _

. L health coverage following a corporate Under the final regulations, an em-
Explanation of Provisions transaction, and (2) in such cases, criterl%{oyer may, but is not required to, treat re-
General Eramework that should apply to the replacement coviree health coverage as not having ended

erage in determining whether to treat thos@" individuals whose coverage is pro-

Following the approach taken in theindividuals as not having lost coverage. Vided by a buyer. In such a case, for the
proposed regulations, these regulations Commentators disagreed with the astear of the sale and future taxable years of
provide that the minimum cost requiresumption stated in the preamble to thE'e cost maintenance period, the em-
ment of section 420(c)(3) is not met ifproposed regulations that a buyer acquiliﬂoyer must apply the minimum cost re-
an employer significantly reduces reing a portion of a seller’s business rarelgiuirement contained in section 420(c)(3)
tiree health coverage during the costindertakes to provide retiree health coWy treating the individuals whose cover-
maintenance period. Whether an emerage to retirees in these transactions adge is provided by the buyer as individu-
ployer has significantly reduced retireeexpressed concern about the approaéis to whom coverage for applicable
health coverage is determined by looktaken in the proposed regulations corfealth benefits is provided during the year
ing at the number of individuals (re-cerning individuals who lose retiree(i-€. including all such individuals in the
tirees, their spouses, and dependentbalth coverage in such situations. Or@enominator in the determination of ap-
who lose coverage during the cost maircommentator stated that in the case d¢¥licable employer cost) and treating
tenance period as a result of employdsusiness combinations involving organiamounts the buyer spends on health bene-
actions, measured on both an annuahtions that contract with the Unitedfits for those individuals as qualified cur-
basis and a cumulative basis. States Government, the relevant procurgent retiree health liabilities.  After the

In determining whether an employement regulations encourage buyers to aBuyer commences providing the retiree
has significantly reduced retiree healtisume a seller’s obligations for retireeshealth benefits, action of the buyer is at-
coverage, the regulations provide that theension and retiree medical benefitsiributed to the employer for purposes of
employer does not satisfy the minimunther commentators expressed a desire determining whether an individual’s cov-
cost requirement if the percentage deetain flexibility in structuring future erage ends by reason of employer action.
crease in the number of individuals probusiness dispositions so that a buyer @ccordingly, if a buyer initially provides
vided with applicable health benefits thatransferee of a business could undertaketiree health benefits to individuals af-
is attributable to employer action exceedt® provide retiree health coverage for théected by the sale, but later amends its
10 percent in any year, or if the sum of th&eller’s employees. plan to stop providing benefits to those in-
annual percentage decreases during theGenerally, commentators requested thalividuals, the employer must treat those
cost maintenance period exceeds 20 pdhe regulations allow an employer whandividuals as having lost coverage by
cent. sells or transfers a business to take int@ason of employer action.

July 9, 2001 28 2001-28 I.R.B.



These final regulations also add a defipercent, the employer can, before the erfspecial Analyses
nition of “sale” to clarify that the rule for of the initial period, resume providing . ,
sales applies as well to other transfers of@verage for individuals who lost cover- 't has been determined that this Trea-
business. In the case of a transfer, thege and treat those individuals as not hayt'"y decision is not a significant regula-
transferee is treated as the buyer. Thuimg lost coverage. However, if an em{CrY action as defined in Executive Order
for example, the rule applies in a situatioployer reduces retiree health coverage by2866. Therefore, a regulatory assess-

in which an employer spins off all or partmore than 20 percent during the initial peM€Nt is not required. It has also been de-

of its business, and also applies when riod and does not “correct” by again prot€rmined that section 553(b) of the Ad-
contractor that operates a governmentiding coverage for individuals who lostMinistrative Procedure Act (5 U.S.C.

owned facility is replaced by another coneoverage, the employer would fail the cucha@pter 5) does not apply to these regula-

tractor and the replacement contractanulative test. Also, the annual test ofiONS: and, because the regulations do not
hires the employees of the prior contracsignificant reduction applies only to tax-MPOse a collection of information on

tor to operate the facility. able years beginning on or after JanuaryMall entities, the Regulatory Flexibility
ct (5 U.S.C. chapter 6) does not apply.

1, 2002, which reflects a further dela ¢
from the date in the proposed regulation.PUrsuant to section 7805(f) of the Code,
. . the notice of proposed rulemaking pre-
The proposed regulations provided thak ygitional changes ceding these regulations was submitted to

the 10 percent annual limit would not _ ___the Chief Counsel for Advocacy of the
apply to a taxable year beginning before The proposed regulations contained mall Business Administration for com-

Eebruary 5, 2001 (30 days af_ter pgblicaspgcial rule that addresses situations ant on its impact on small business.
tion of the proposed regulations in thevhich an employer adopts plan terms that
Federal Registej. However, under the establish eligibility for health coverageDrafting Information
proposed regulations, the 20 percent cdier some individuals, but provide that
mulative limit applied with respect to costthose same individuals lose health cover- The principal authors of these regula-
maintenance periods pertaining to angge upon the occurrence of a particuldfons are Janet A. Laufer and Vernon S.
transfers made on or after December 18vent or after a stated period of time. IfFarter, Office of Division Counsel/Associ-
1999. Thus, if an employer reduced cowthose cases, an individual is not countede Chief Counsel (Tax Exempt and Gov-
erage by more than 20 percent prior to isss having lost health coverage by reasdinment Entities). However, other person-
suance of the proposed regulations, thef employer action merely because thai€! frqm the.IRS ‘f‘”d Treasury Department
employer would have failed the cumulaindividual’s coverage ends upon the ocParticipated in their development.
tive test. currence of the event or after a certain pe- e

Several commentators expressed comiod of time, such as when health benefitido .

. . . ption of Amendments to the

cern about the proposed effective date @afre provided to employees retiring as a reFEeguIations
transfers occurring on or after Decembesult of a plant closing only for the period
18, 1999. None of the comments indiduring which they receive severance pay Accordingly, 26 CFR part 1 is amended
cated that any employers had in fact rgsee example 2 of the regulations). As gs follows:
duced coverage by more than 20 percergsult of the changes discussed above that
prior to issuance of the proposed regulaaddress “corrections” through restoratio®PART 1 — INCOME TAXES
tions, and one of the commentators stateaf coverage during the initial period and
that as a practical matter, the issue afale transactions, these final regulations Paragraph 1. The authority citation for
retroactivity is moot. However, a numbercontain two modifications of the speciaPart 1 is amended by adding a new entry
of the commentators expressed concernle for contemporaneously-adopted plaff! humerical order to read in part as fol-
over retroactive effective dates in Treaterms. First, the special rule is not availlOWs:
sury regulations as a matter of principle. able with respect to an amendment that Authority: 26 U.S.C. 7805, 26 U.S.C.

These final regulations, like the pro-restores coverage before the end of tHe20(c)(3)(E)***
posed regulations, provide that the 20 pemitial period. Second, in the context of Par. 2. Section 1.420-1 is added under
cent cumulative test will apply with re-an amendment of a buyer’s health plan t§'€ undesignated centerheading “Pension,
spect to transfers of excess pension assetovide retiree health coverage for & 'ofit-Sharing, Stock Bonus Plans, etc.”
occurring on or after December 18, 199%eller’'s employees, the special rule 40 read as follows:
In order to address concerns raised bgvailable only to the extent that any term
commentators, however, the final regulathat have the effect of ending an individ
tions take into account any reinstatemental’'s coverage are the same as the ter
of coverage that occurs during the portioof the plan maintained by the seller, an
of a cost maintenance period that presnly if the terms of the seller’s plan that (a) In general Notwithstanding sec-
cedes the first day of the first taxable yeaerminate coverage were adopted contertion 420(c)(3)(A), the minimum cost re-
beginning on or after January 1, 2002 (thporaneously with the provision underquirements of section 420(c)(3) are not
initial period). Thus, for purposes of thewhich the individual became eligible formet if the employer significantly reduces
cumulative test, if an employer reducedetiree health coverage under the sellerigtiree health coverage during the cost
retiree health coverage by more than 2plan. maintenance period.

2001-28 I.R.B. 29 July 9, 2001
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(b) Significant reductior—-(1) In gen- individual by the end of the initial period. (B) For purposes of determining
eral. An employer significantly reduces (4) Employer actior—(i) General rule. Whether a subsequent termination of cov-
retiree health coverage during the costor purposes of paragraph (b)(2) of thi€rage is by reason of employer action
maintenance period if, for any taxablesection, an individual's coverage for apunder this paragraph (b)(4), the purchaser
year beginning on or after January lgjicable health benefits ends during a ta)s treated as the employer. However, the
2002, that is included in the cost maintegple year by reason of employer action, §Pecial rule in paragraph (b)(4)(ii) of this
nance period, either — on any day within the taxable year, the insection applies only to the extent that any

(i) The employer-initiated reduction dividual's eligibility for applicable health terms of the plan maintained by the pur-
percentage for that taxable year exceeggnefits ends as a result of a plan amengbaser that have the effect of ending re-
10 percent; or ment or any other action of the employetiree health coverage for an individual are

(i) The sum of the employer-initiated (e.g, the sale of all or part of the emdihe same as terms of the plan maintained
reduction percentages for that taxable yegloyer's business) that, in conjunctiory the employer that were adopted con-
and all prior taxable years during the coskith the plan terms, has the effect of endemporaneously with the provision under
maintenance period exceeds 20 percent. ing the individual’s eligibility. An em- Which the individual became eligible for

(2) Employer-initiated reduction per- ployer action is taken into account for thigetiree health coverage under the plan
centage The employer-initiated reductionpurpose regardless of when the employépaintained by the employer.
percentage for any taxable year is thaction actually occurse(g, the date the () Definitions The following defini-
fraction B/A, expressed as a percentagplan amendment is executed), except theens apply for purposes of this section:
where: employer actions occurring before the (1) Applicable health benefitsApplic-
later of December 18, 1999, and the da@ble health benefits means applicable
that is 5 years before the start of the costealth benefits as defined in section
aintenance period are disregarded.  420(e)(1)(C).

receiving coverage for applica- (i) Special rule Notwithstanding  (2) Cost maintenance periodCost
ble health benefits as of the dayaragraph (b)(4)(i) of this section, covermaintenance period means the cost main-
before the first day of the taxableage for an individual will not be treated agénance period as defined in section
year. having ended by reason of employer a&20(c)(3)(D).

o tion merely because such coverage ends(3) Sale. A sale of all or part of an em-
B = The total number of individuals ynder the terms of the plan if those termBloyer’s business means a sale or other

included in A whose coveragewere adopted contemporaneously witfansfer in connection with which the em-

for applicable health benefitsthe provision under which the individualPloyees of a trade or business of the em-
ended during the taxable year bysecame eligible for retiree health coverPloyer become employees of another per-
reason of employer action. age. This paragraph (b)(4)(ii) does no$on. In the case of such a transfer, the

_apply W|th respect to plan terms adoptetﬁrm purChasermeanS a transferee Of the
contemporaneously with a plan amendrade or business.

lowing rules apply for purposes of comMent that restores coverage for applicable (d) Examples.The following examples
: ; health benefits before the end of the initidllustrate the application of this section:
puting the amount in paragraph (b)(1)(ii ke . : —_— ,

. . . . eriod in accordance with paragraph Example 1.(i) Employer W maintains a defined
of this section if any portion of the COStp . . . benefit pension plan that includes a 401(h) account
: : : 3)(ii) of this section. pension p'a : :
maintenance period precedes the first da@)( and permits qualified transfers that satisfy section
of the first taxable year beginning on or (iii) Sale transactions If a purchaser 420. The number of individuals receiving coverage
after January 1, 2002— provides coverage for retiree health bendor applicable health benefits as of the day before

. . fits to one or more individuals whose COVjhe first day of Year 1 is 100. In Year 1, Employer
(i) Aggregation of taxable yearghe W. makes a qualified transfer under section 420.

portion of the cost maintenance perio&rage ends by reason _Of a sale of all or PHere is no change in the number of individuals re-
that precedes the first day of the first taxof the employer’s business, the employ€feiving health benefits during Year 1. As of the last
able year beginning on or after January May treat the coverage of those individualsay of Year 2, applicable health benefits are pro-

2002 (the initial period), is treated as &S not having ended by reason of employ#gided to 99 individuals, because 2 individuals be-

. _imiaction. In such a case, for the remainder 6#™M¢ eligible for coverage due to retirement and 3
Smgle taxable year and the employer Int individuals died in Year 2. During Year 3, Employer

tiated reduction percentage for the initiathe year of the_ sale and fUture taxable yea(s, 1 ends its health plan to eliminate coverage for 5
period is computed as set forth in paraof the cost maintenance period — individuals, 1 new retiree becomes eligible for cov-
graph (b)(2) of this section, except that (A) For purposes of computing the aperage and an additional 3 individuals are no longer
the words “initial period” apply instead ofplicable employer cost under sectiorf°vered due to their own decision to drop coverage.
« " AT Thus, as of the last day of Year 3, applicable health
ta)_(.able year. 420(0)(3)’ those individuals are treateq 6\§enefits are provided to 92 individuals. During Year
(i) Loss of coverage If coverage for individuals to whom coverage for applicas, employer w amends its health plan to eliminate
applicable health benefits for an individ-ble health benefits was provided (for asoverage under its health plan for 8 more individu-
ual ends by reason of employer action @ng as the purchaser provides retire@s, so that as of the last day of Year 4, applicable
any time during the initial period, an em-health coverage to them), and any amounft§2th benefits are provided to 84 individuals. Dur-
loyer may treat that coverage as not haexpended by the purchaser of the busineggm\.(ear > Employer W amends its health plan to
.p y . X N T inate coverage for 8 more individuals.
ing ended if the employer restores coveto provide for health benefits for those indi- i) There is no significant reduction in retiree

age for applicable health benefits to thatiduals are treated as paid by the employetizalth coverage in either Year 1 or Year 2, because
July 9, 2001 30 2001-28 I.R.B.

A= The total number of individuals
(retired employees plus their
spouses plus their dependents'iﬁI

(3) Special rules for taxable years be
ginning before January 1, 2002The fol-



there is no reduction in health coverage as a result However, the terms of the health plan that limit covSaection 483.—Interest on
employer action in those years. erage for employees who retired from Division B a‘?:ertain Deferred Pavments

(iii) There is no significant reduction in Year 3.a result of the 2000 plant shutdown (to the 2-yea y
The number of individuals whose health coveragperiod) were adopted contemporaneously with the The adjusted applicable federal short-term, mid-
ended during Year 3 by reason of employer actioprovision under which those employees became eqérm, and long-term rates are set forth for the month
(amendment of the plan) is 5. Since the number @jible for retiree coverage under the health plan. At July 2001. See Rev. Rul. 200134, on this page.
individuals receiving coverage for applicable healtftordingly, under the rule provided in paragraph
benefits as of the last day of Year 2 is 99, the entb)(4)(ii) of this section, coverage for those 20 re-
ployer-initiated reduction percentage for Year 3 igirees from Division B is not treated as having ended
5.05 percent (5/99), which is less than the 10 percehy reason of employer action. Thus, the number &ection 642.—Special Rules for
annual limit. individuals whose health benefits ended by reasq redits and Deductions

(iv) There is no significant reduction in Year 4.of employer action in 2002 is 10. Since the number
The number of individuals whose health coveragef individuals receiving coverage for applicable Federal short-term, mid-term, and long-term
ended during Year 4 by reason of employer action isealth benefits as of the last day of 2001 is 200, thgtas are set forth for the month of July 2001. See
8. Since the number of individuals receiving coveremployer-initiated reduction percentage for 2002 igq,, Rul. 2001-34, on this page.
age for applicable health benefits as of the last deypercent (10/200), which is less than the 10 percent
of Year 3 is 92, the employer-initiated reduction perannual limit.

centage for Year 4 is 8.70 percent (8/92), which is (e) Regulatory effective dateThis sec-

less than the 10 percent annual limit. The sum of ”ﬁon is applicable to transfers of excesSection 807.—Rules for Certain
employer-initiated reduction percentages for Year

i i eserves
and Year 4 is 13.75 percent, which is less than the RENSION assets occurring on or after D&
percent cumulative limit. cember 18, 1999.
(v) In Year 5, there is a significant reduction

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month

under paragraph (b)(1)(ii) of this section. The num- David A. Mader, ¢ 5,/ 5001. See Rev. Rul. 2001-34, on this page.
ber of individuals whose health coverage ended dur- Acting Deputy Commissioner
ing Year 5 by reason of employer action (amend- of Internal Revenue.
ment of the plan) is 8. Since the number of
individuals receiving coverage for applicable health Section 846.—Discounted
benefits as of the last day of Year 4 is 84, the erAPproved June 12, 2001. Unpaid Losses Defined
ployer-initiated reduction percentage for Year 5 is )
9.52 percent (8/84), which is less than the 10 percent Mark A. Weinberger,  the agjusted applicable federal short-term, mid-
annual limit. However, the sum of the employer-ini- Assistant Secretary term, and long-term rates are set forth for the month
tiated reduction percentages for Year 3, Year 4, and of the Treasury (Tax Policy). of July 2001. See Rev. Rul. 2001-34, on this page.
Year 5 is 5.05 percent + 8.70 percent + 9.52 percent
= 23.27 percent, which exceeds the 20 percent Cikijjeq by the Office of the Federal Register on June
mulative limit. 14, 2001, at 2:45 p.m., and published in the issue . s
Example 2(i) Employer X, a calendar year tax- (he Federal Register for June 19, 2001, 66 FgeCtIOH 1274.—Determination
payer, maintains a defined benefit pension plan th%t2897) of Issue Price in the Case of

includes a 401(h) account and permits qualified

transfers that satisfy section 420. X also provides Certain Debt Instruments Issued

lifetime health benefits to employees who retire from _ _ for Property

Division A as a result of a plant shutdown, no healttSection 467.—Certain Payments

beneflts_ to employees WhO retire from Division B.for the Use of Property or (Also sections 42, 280G, 382, 412, 467, 468, 482,
and lifetime health benefits to all employees who re_SEFViCGS 483, 642, 807, 846, 1288, 7520, 7872.)

tire from Division C. In 2000, X amends its health
plan o provide coverage for employees who retire adjusted applicable federal short-term, midEederal rates; adjusted federal rates;

from Division B as a result of a plant shutdown, buEerm, and long-term rates are set forth for the montdjusted federal long-term rate, and
only for the 2-year period coinciding with their sev-

erance pay. Also in 2000, X amends the health pla] JUY 2001. See Rev. Rul. 2001-34, on this page-the long-term exempt rate.For purposes

to provide that employees who retire from Division of sections 382, 1274, 1288, and other
A as a result of a plant shutdown receive health cov- sections of the Code, tables set forth the
erage only for the 2-year period coinciding with theilSection 468.—Special Rules for rates for July 2001.

severance pay. A plant shutdown that affects DivilvIining and Solid Waste

sion A and Division B employees occurs in 2000. R X
The number of individuals receiving coverage for apR€Clamation and Closing Costs Rev. Rul. 2001-34

plicable health benefits as of the last day of 2001 is ) . . . . . .
200. In 2002, Employer X makes a qualified transfer The adjusted applicable federal short-term, mid-  This revenue ruling provides various

under section 420. As of the last day of 2002, applidé"™. and long-term rates are set forth for the monigrescribed rates for federal income tax
able health benefits are provided to 170 individualf July 2001. See Rev. Rul. 2001-34, on this Page-nurposes for July 2001 (the current

because the 2-year period of benefits ends for 10 em- month). Table 1 contains the short-term

| h ired f Division A 2 loy- . .
ployees who retired from Division A and 20 employ mid-term, and Iong-term appllcable fed-

ees who retired from Division B as a result of th ; ;
plant shutdown that occurred in 2000. ‘Section 482.—Allocation of eral rates (AFR) for the current month for

(i) There is no significant reduction in retiree[NCOMe and Deductions Among purposes of section 1274(d) of the Inter-
health coverage in 2002. Coverage for the 10 réfaxpayers nal Revenue Code. Table 2 contains the

tirees from Division A who Io_se coverage as a resglt _ short-term, mid-term, and long-term ad-
of the end of the 2-year period is treated as having Federal short-term, mid-term, and long-term

ended by reason of employer action, because covéptes are set forth for the month of July 2001. SdéjSted applicable federal rates (adjusted
age for those Division A retirees ended by reason dtev. Rul. 2001-34, on this page. AFR) for the current month for purposes

a plan amendment made after December 17, 1999. of section 1288(b). Table 3 sets forth the ad-
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justed federal long-term rate and the londer buildings placed in service during theest for purposes of section 7520. Finally,
term tax-exempt rate described in sectioourrent month. Table 5 contains the federdlable 6 contains the blended annual rate for
382(f). Table 4 contains the appropriate perate for determining the present value of aR001 for purposes of section 7872

centages for determining the low-incomennuity, an interest for life or for a term of

housing credit described in section 42(b)(2)ears, or a remainder or a reversionary inter-

REV. RUL. 2001-34 TABLE 1
Applicable Federal Rates (AFR) for July 2001
Period for Compounding
Annual Semiannual Quarterly Monthly
Short-Term
AFR 4.07% 4.03% 4.01% 4.00%
110% AFR 4.48% 4.43% 4.41% 4.39%
120% AFR 4.90% 4.84% 4.81% 4.79%
130% AFR 5.31% 5.24% 5.21% 5.18%
Mid-Term
AFR 5.12% 5.06% 5.03% 5.01%
110% AFR 5.65% 5.57% 5.53% 5.51%
120% AFR 6.16% 6.07% 6.02% 5.99%
130% AFR 6.69% 6.58% 6.53% 6.49%
150% AFR 7.73% 7.59% 7.52% 7.47%
175% AFR 9.06% 8.86% 8.76% 8.70%
Long-Term
AFR 5.82% 5.74% 5.70% 5.67%
110% AFR 6.41% 6.31% 6.26% 6.23%
120% AFR 7.01% 6.89% 6.83% 6.79%
130% AFR 7.60% 7.46% 7.39% 7.35%
REV. RUL. 2001-34 TABLE 2
Adjusted AFR for July 2001
Period for Compounding
Annual Semiannual Quarterly Monthly
Short-term
adjusted AFR 3.16% 3.14% 3.13% 3.12%
Mid-term
adjusted AFR 3.87% 3.83% 3.81% 3.80%
Long-term
adjusted AFR 5.00% 4.94% 4.91% 4.89%
REV. RUL. 2001-34 TABLE 3
Rates Under Section 382 for July 2001
Adjusted federal long-term rate for the current month 5.00%
Long-term tax-exempt rate for ownership changes during the current month (the highest of the
adjusted federal long-term rates for the current month and the prior two months.) 5.01%
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Appropriate Percentages Under Section 42(b)(2) for July 2001
Appropriate percentage for the 70% present value low-income housing credit

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

REV. RUL. 2001-34 TABLE 4

8.28%
3.55%

Applicable federal rate for determining the present value of an annuity, an interest for life or a term
of years, or a remainder or reversionary interest

REV. RUL. 2001-34 TABLE 5
Rate Under Section 7520 for July 2001

6.2%

Section 7872(e)(2) blended annual rate for 2001

REV. RUL. 2001-34 TABLE 6
Blended Annual Rate for 2001
4.98%

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

The adjusted applicable federal short-term, mid- . . .
term, and long-term rates are set forth for the montpATEs- Effective DateJune 19, 2001.

special aggregate stock ownership rulestion, (2) the corporate partner has con-
shall apply for purposes of section 732(fjrol of the distributed corporation imme-
of the Code. These final regulations magiately after the distribution or at any time
affect all consolidated groups. thereafter, and (3) the partnership’s ad-
justed basis in such stock immediately be-
fore the distribution exceeded the corpo-

of July 2001. See Rev. Rul. 2001-34, on page 31. rop FURTHER INFORMATION CON- rate partner’s adjusted basis in such stock

Section 1502.—Regulations

26 CFR 1.1502-34: Special aggregate stock
ownership rules.

T.D. 8949

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Part 1

Special Aggregate Stock
Ownership Rules

AGENCY: Internal Revenue Service
(IRS), Treasury.

ACTION: Final regulations.

TACT: Frances L. Kelly or David H. immediately after the distribution, then an
Kessler (202) 622-7770 (not a toll-freeamount equal to such excess shall reduce
number). the basis of the property held by the dis-
tributed corporation at such time.

On December 21, 2000, Congress en-
acted section 311(c) of the Community
Renewal Tax Relief Act of 2000 (Public

This document contains amendments toaw 106-554, 114 Stat. 2763) (the 2000
the Income Tax Regulations (26 CFR PaAct), a technical correction to section 538
1) under section 1502 of the Internal Revef the 1999 Act. Section 311(c) of the
enue Code of 1986 (Code).Sectio®000 Act states “[t]he reference to section
1.1502-34 generally provides that, for pur332(b)(1) of the Internal Revenue Code of
poses of the consolidated return regulation$986 in Treasury Regulation section
the stock ownership of all members of d&.1502-34 shall be deemed to include a
consolidated group in another corporation iggference to section 732(f) of such Code.”
aggregated in determining the application ofhe Conference Report states that the rule
certain Code provisions, including sectionn the consolidated return regulations
332(b)(1), in a consolidated return year.  (81.1502-34) aggregating stock owner-

Section 538 of the Ticket to Work andship for purposes of section 332 (relating

SUPPLEMENTARY INFORMATION:

Background

SUMMARY: This document contains Work Incentives Improvement Act ofto a complete liquidation of a subsidiary

final regulations relating to the aggregai999 (Public Law 106-170, 113 Statthat is a controlled corporation) also ap-
tion of stock ownership in a corporation1939) (the 1999 Act) enacted sectiomlies for purposes of section 732(f) (relat-
of members of a consolidated group732(f) on December 17, 1999. With cering to basis adjustments to assets of a con-
These regulations reflect a technical cottain exceptions, section 732(f) generallyrolled corporation received in a
rection enacted in section 311(c) of th@rovides that if (1) a corporate partner opartnership distribution). H.R. Conf.
Community Renewal Tax Relief Act ofa partnership receives a distribution froniRep. No. 1033, 106th Cong., 2d Sess.
2000 that, in substance, provides that thtgat partnership of stock in another corpol022 (2000).
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Section 311(d) of the 2000 Act pro-that prior notice and comment are unnecr.D. 8950
vides that section 311(c) of the 2000 Acessary and contrary to the public interest.
takes effect as if included in the proviFor the same reason, good cause exists 8EPARTMENT OF THE TREASURY
sions of the 1999 Act to which it relatesnot delaying the effective date of this finalnternal Revenue Service

Thus, the effective date of section 311(cjule. 26 CFR Part 1

of the 2000 Act is the same as that for sec- Fokok ko

tion 538(a) of the 1999 Act, which is con- , Guidance on Filing an
tained in section 538(b) of the 1999 Act. gggﬂ}:ﬁnoafsAmendmentS to the Application for a Tentative

Carryback Adjustment in a
Accordingly, 26 CFR part 1 is amendedConsolidated Return Context
These final regulations conformgs follows: _
§ 1.1502-34 to a technical correction en- AGENCY: Internal Revenue Service
acted in section 311(c) of the 2000 AcPART 1 — INCOME TAXES (IRS), Treasury.
and add a regulation under section 732 re- Paragraph 1. The authority citation foACTION: Final regulations.
flecting that correction. These regulations

reflect this statutory provision clarifying Enag:iiallsoizjneernt?)eri:g iidd;??ain:cr,l|?§v\l,2-nl§UMMARY: This document contains
that the stock aggregation rules under Authority: 26 U.S.C 7%05 e s * final reg_ula'qons relating to the filing of
§ 1.1502-34 apply for purposes of section Section l 732—.3.al.so issued under 2an_appllcatlon for a tentative carryba_ck
732(f). SC 732(f.) x gd!ustment. These_ regulafu_ons provide
Because section 311(d) of the 2000 ACLf'.Séc:[ion 1 1'502_34 also issued under Zgit_uda_nce as to the time for filing such ap-
provides that section 311(c) of the 200?‘| sc 1502' xa ication by a co_nsolldated group and by
Act shall take effect as if it had been in—" 2 "> C o oo ol cgertam corporations for the separate re-
cluded in the provisions of the 1999 Act . ' %rn year created by their becoming a

Explanation of Provisions

the effective date provisions of sectiorlialS follows: member of a consolidated group. These
538(b) of the 1999 Act apply to these reds 1.732-3 Corresponding adjustment to final regulations may affect all consoli-
ulations. Section 538(b) generally proyasis of assets of a distributed dated groups.

vides that the amendments made by segorporation controlled by a corporate  pATES: Effective Datedune 22, 2001.
tion 538(a) of the 1999 Act apply topariner. Applicability Date:For dates of applic-

distributions made after July 14, 1999. In i

the case of a corporation that was a part- The determination of whether a corpo?ﬁ”&éﬂzii §1.1502-78(€)(2)(v) of these
ner in a partnership as of July 14, 199%ate partner has control of a distributed g '
the amendments made by section 538(abrporation for purposes of section 732(ffOR FURTHER INFORMATION CON-
of the 1999 Act apply to distributionsshall be made by applying the special agrFACT: Christopher M. Bass or Frances

made (or treated as made) to that partngregate stock ownership rules ot. Kelly (202) 622-7770 (not a toll-free

from that partnership after June 30, 2008 1.1502-34. number).
In the case of any such distribution made
after December 17, 1999, and before Jufy 1-1502-34 [Amended] SUPPLEMENTARY INFORMATION:

1, 2001, the rule of the preceding sentence p. 3 | §1.1502—34, the first sentencBackground
does not apply unless that partner makes ;mended by adding “732(f),” immedi-

an election to have the rule apply to th%‘ltely after “351(a),". This document contains amendments to
distribution on the partner’s income tax the Income Tax Regulations (26 CFR Part
return for the year in which the distribu- Robert E. Wenzel, 1) ynder section 1502 of the Internal Rev-
tion occurs. Deputy Commissioner of enye Code of 1986 (Code) relating to the

Internal Revenue. fijling of an application for a tentative car-

Special Analyses .
ryback adjustment. The amendments pro-

It has been determined that this Tred@pproved June 8, 2001. vide guidance as to the time for filing an
sury de.cision is not a_significar)t regula- Mark A. Weinberger, gpplication for a tenta}tive carryback ad-
tory action as defined in Executive Order Assistant SecretaryJUStmem by a consolidated group. The
1286§. Therefo_re, a regulatory assess- of the Treasury. amendments also extend the time for fil-
ment is not required. Because no notice ing an application for a tentative carry-
of proposed rulemaking is required for back adjustment by certain corporations

this final regulation, the provisions of the(Filed by the Office of the Federal Register on Junor the separate return year created by
Regulatory Flexibility Act (5 U.S.C. 13,2001, at 8:45a.m., and published in the issue ghejr becoming new members of a consol-

chapter 6) do not apply. the Federal Register for June 19, 2001, 66 Fﬁjated group

This final rule merely conforms 32901) On January 4, 2001, a temporary regu-
§ 1.1502-34 to the statutory amendment lation (T.D. 8919, 2001-6 I.R.B. 505) was
made by section 311(c) of the 2000 ACtyg cFR 1.1502-78: Tentative carryback published in thé-ederal Register(66 FR
Pursuant to 5 U.S.C. 553, it is determineddjustments. 713). On this same day, a notice of pro-
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posed rulemaking (REG-119352-00, The proposed regulation (66 FR 747% * * * *

2001-6 I.R.B. 525) cross-referencing thevas issued as 81.1502—78T(g). This final (e) Time for filing applicatior—(1)
temporary regulation and a notice of pubregulation adopts the substance of th€eneral rule.The provisions of section
lic hearing were published in theederal proposed regulation and renumbers su@¥11(a) apply to the filing of an applica-

Register (66 FR 747). No comments orprovision as §1.1502—-78(e). tion for a tentative carryback adjustment
requests to speak were received from the by a consolidated group.
public in response to the notice of proSPecial Analyses (2) Special rule for new membexi)

posed rulemaking. Accordingly, the pub-

: : ! It has been determined that this Trea~"~ ) '
lic hearing scheduled for April 26, 2001Sury decision is not a significant regula-rat'on that, in the preceding taxable year,
was canceled in theederal Register(66

_ tory action as defined in Executive Ordeflid not qualify as a member, as defined in
FR 19104) on April 13, 2001. The pro-1ogg6. Therefore. a regulatory asses§1-1502-1(b), of the consolidated group

posed regulation is adopted as amendefnt is not required. It is hereby certifiedhat it now joins.
by this Treasury Decision, and the correg,a+ this regulation will not impose a sig- (i) End of taxable yeaSolely for the

sponding temporary regulation is reyificant economic impact on a substantid?UrPose of complying with the twelve-

moved. number of small entities because it affect@'onth requirement for making an appli-
Explanation of Provisions a relatively small number of corporation£@tion for a tentative carryback adjust-

and few, if any, of those corporations ar8€Nt under section 6411(a), the separate
The amendments adopted by this Treqfkely to be small businesses. Thereford€turn year of a qualified new member

sury decision provide a general rule for al} Regulatory Flexibility Analysis undershall be treated as ending on the same
corporations filing consolidated returnge Regulatory Flexibility Act (5 U.S.C. date as the end of the current taxable year
stating that the provisions of SeCtiorbhapter 6) is not required. Pursuant +8f the consolidated group that the quali-
6411(a) shall apply to determine the timggction 7805(f) of the Code, the notice ofied new member joins.

for filing an application for a tentative proposed rulemaking that preceded these (1) Qualified new memberA new
carryback adjustment by a consolidatepegu|ati0nS was submitted to the Chiefember of a consolidated group qualifies
group. In addition, the amendments procq nsel for Advocacy of the Small Busifor purposes of the provisions of this
vide a special rule for applications filed,os5 Administration for comment on itdaragraph (e)(2) if, immediately prior to

ANew memberA new member is a corpo-

by certain corporatio_ns that become NeYfhpact on small business. becoming a new member, either—
members of a consolidated group, extend- (A) It was the common parent of a con-
ing the period of time for filing an appli- Drafting Information solidated group; or

cation for a tentative carryback adjust- (B) It was not required to join in the fil-

ment resulting from losses or credits. 1he Principal authors of these regulayg of 4 consolidated return.

arising in the new member’s last separafg®ns are Christopher M. Bass and ) gxamples The provisions of this
return year. For these purposes, the segd@ces L. Kelly, Office of the Associatéyaragraph (e)(2) may be illustrated by the

rate return year is treated as ending on tifghief Counsel (Corporate). Howeverg,|oying examples:
same date as the end of the current taxali'e"_Personnel from the IRS and Tréa- gxample 1individual A owns 100 percent of the
year of the consolidated group. sury Department participated in their destock of X, a corporation that is not a member of a

. . . velopment. consolidated group and files separate tax returns on

Untl_l Form 1139 Ap_pllcatl(_)n for _a * x *x * a calendar year basis. On January 31 of year 1, X
Tentative Carryback Adjustmemns modi- becomes a member of the Y consolidated group,
fied to reflect the changes made by thiﬁdoption of Amendments to the which also files returns on a calendar year basis. X
regulation, an application for a te”tativehegulations is a qualified new member as defined in paragraph

carryback adjustment filed under the spe- (e)(2)(iii)(B) of this section because, immediately

. . L. . . . rior to becoming a new member of the Y consoli-
cial rule must include additional informa- Accordingly, 26 CFR part 1 is amende(ﬂ 9

ated group, X was not required to join in the filing

tion in the form of a statement, “Filedas follows: of a consolidated return. As a result of its becoming
pursuant to Treas. Reg. section a new member of Group Y, X’s separate return for
1.1502-78(e)(2),” in red, at the top of thd?ART 1 — INCOME TAXES the short taxable year (January 1 of year 1 through

current Form 1139. In addition, the Form o January 31 of year 1) is due September 15 of year 2

1139 must state. in red. the “vear end” of Paragraph 1. The authority citation forwith extensions). See §1.1502-76(c). Group Y’s
. ' ! Yy art 1 is amended by removing the entriegonsolidated return is also due September 15 of year

the consolidated group that the new menf— 1.1502-78(b) and? With extensions). See 51.1502-76(c). Solely for

or sections A
the purpose of complying with the twelve-month re-

ber joins. In response to the change . .
made by this regu|ati0n, IRS Service Cenf'1502_78T and by addlng an entry in nuduirement for making an application for a tentative

ters developed a procedure to assist mer'cal O_rd.er to read in part fji f*OHOWS- carryback adjustment under section 6411(a), X's
rocessing applications filed under Authority: 26 U.S.C. 7805 taxable year for the separate return year is treated as

i . Section 1.1502—78 also issued under Z&ding on December 31 of year 1. X's application

§1.1502-78(e)(2). This procedure "® s.c. 1502 6402(K), and 6411(c). * * * for a tentative carryback adjustment is therefore due

quires that the additional information, as .P;’;lr.Z Seétion 1 15b2—78 is ame.nded S or before December 31 of year 2.

set forth above, be included on the Form - ' Y Example 2Assume the same facts agixample

1139. This procedure supplements exisgdding paragraph (e) to read as follows: 1 except that immediately prior to becoming a new
member of Group Y, X was a member of the Z con-

ing guidelines for filing and processingg1.1502-78 Tentative carryback solidated group. Because X was required to join in
Form 1139. adjustments. the filing of the consolidated return for Group Z, X
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is not a qualified new member as defined in paraSSUMMARY: This document makes con-to impose a ten percent penalty for under-
graph (e)(2)(iii) of this section. X's items for the forming amendments to certain final regpayment. The Omnibus Budget Reconcil-
g”e'momh period will be included in the consoli- \ i ng 1o reflect the removal of finaliation Act of 1989 further amended this
ated return for Group Z. Group Z's application for . . . . .
a tentative carryback adjustment, if any, continues f£gulations, relating to the penalty for unsection to provide for a penalty that is
be due within 12 months of the end of its taxabl@erpayment of deposits of taxes and thequal to an applicable percentage of the
year, which is not affected by X's change in status gsenalty for overstated deposit claimsamount of the underpayment based on the
a new member of Group Y. . These regulations are obsolete due turation of the underpayment. This regu-
(v) Effective date The provisions of amendments to section 6656 of the Intetation does not reflect the most recent
this paragraph (€)(2) apply for applicana| Revenue Code. The removal of thesemendments to section 6656. Further-
tions by new members of consolidatedagyations will not affect taxpayers. more, all relevant information regarding

groups for tentative carryback adjust- nderpayment penalties is put forth in the
ments resulting from net operating losseQATES: The amendments and removal 0gode ge?:/tion o? in other pEinshed guid-

net capital losses, or unused businedgese regulations is effective June 15, 2001 .. 1his regulation does not provide

credits arising in separ_ate return years (HOR FURTHER INFORMATION CON- any additional guidance regarding the
new members that begin on or after Jan"FACT: Robin M. Tuczak (202) 622-4940current underpayment penalties as set

ary 1, 2001. (not a toll-free number). forth in section 6656 and therefore may
be removed.
1.1502-78T [Removed
S [ ! SUPPLEMENTARY INFORMATION:  Section 301.6656-2 explains and ex-
Par. 3. Section 1.1502—78T is removed. ) pands upon former section 6656(b), Over-
Background and Explanation of stated Deposit Claims. The Omnibus
Robert E. Wenzel, Provisions Budget Reconciliation Act of 1989 re-

Deputy Commissioner . -, ument removes two section§10ved former section 6656(b), making

of Internal Revenue. o . i i
from the Procedure and AdministratiorflS régulation obsolete.

Approved June 13, 2001. Regulations (26 CFR part 301) relating to " @ddition, §301.6656-3 is redesignated

_ penalties for underpayment of Federal ta3S $301.6656-1. Further, 881.6302-1(d)
Mark A. Weinberger, deposits and overstated deposit clainfind 1.6302-2(d) of the Income Tax Regula-

Assistant Secretary ,nder section 6656 of the Internal Reviions and 8831.6302-1(m)(1) and

of the Treasury. gnue Code.The Omnibus Budget Recorsl-6302(c)-4(a) of the Employment Tax
ciliation Act of 1989. Public Law Regulations are revised to remove refer-

ces to the removed regulations under sec-
(Filed by the Office of the Federal Register on Jun%01_239 (103 Stat. 2106, 1989) amend&ﬁ g

21, 2001, at 8:45 a.m., and published in the issue section 6656, modifying the penalty rate§On 6656.

the Federal Register for June 22, 2001, 66 FRelating to a failure to make a Federal tag+act on other Documents

33462) deposit and removing the penalty relating

to overstatement of Federal tax deposits. The final regulations §8301.6656-1

) ) These changes have renderednd 301.6656-2 published in tRederal

Section 6302.—Mode or Time of  §§301.6656-1 and 301.6656-2 obsoleteRegister for December 13, 1983

Collection Section 301.6656—1 was revised an(LR—311-81, 48 FR 5453), are removed
8301.6656-2 was added by T.D. 792%s of June 15, 2001.

26 CFR 1.6302-1: Use of Government depositariei1984_l C.B. 261), puinshed in tBed-

in cpnnecti_on with corporation incgme and eral Registerfor December 13, 1983 Special Analyses

estimated income taxes and certain taxes of tax- (LR 311-81 1982-1 C.B 570) 48 FR

exempt organizations. oo Iiia: ’ It has been determined that the removal
iSriS?(ghSr?tCt::%naioéfE:‘rfgai vgastﬁgdégot& these regulations is not a significant

T.D. 8947 P 9 Y regulatory action as defined in Executive

nomic Recovery Tax Act of 1981, Public
Law 97-34 (95 Stat. 172, 1981) Sectior(wjrder 12866. Therefore, a regulatory as-

DEPARTMENT OF THE TREASURY 301.6656-1 was revised to remove Outs_essment is not required. Because this rule
Internal Revenue Service ' e . : merely removes regulatory provisions
dated provisions relating to deposits made . .
26 CFR Parts 1, 31, 301, and beforep.January 1 19709 baseg on the Iar\pvade obsolete by statute, prior notice and
602 in effect for those’ depos,its comment and a delayed effective date are
. ' unnecessary and contrary to the public in-
. Section 301.6656-1 reflects that, at th

Penalties for Underpayments of time it was revised, the penalty for underfereSt' 5 U.S.C. 553(b)(B) and (d.) Be.cause
Deposits and Overstated payment of deposi'ts was five percent of . notice of proposed rulemaking is re-
Deposit Claims the amount of the underpayment withougu'red’ the Regulatory Flexibility Act (5

. . : U.S.C. chapter 6) does not apply.
regard to the period during which the un-
derpayment continued, absent reasonabigafting Information
cause. The Omnibus Budget Reconcilia-

ACTION: Final regulations and removaltion Act of 1986, Public Law 99-509 (100 The principal author of the removal of
of final regulations. Stat. 1874, 1986) amended section 6656e regulations is Robin M. Tuczak of the

AGENCY: Internal Revenue Service
(IRS), Treasury.
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Office of Associate Chief Counsel, Proce- Par. 5. In 831.6302-1, paragraph Par. 11. In §8602.101, paragraph (b) is

dure and Administration (Administrative (m)(1) is revised to read as follows: amended by removing the entries for
Provisions and Judicial Practice Division). . 301.6656—-1 and 301.6656—2 from the table.
X ok x ox % 831.6302—1 Federal tax deposit rules for
withheld income taxes and taxes under Robert E. Wenzel,
Adoption of Amendments to the the Federal Insurance Contributions Act Deputy Commissioner
Regulations (FICA) attributable to payments made of Internal Revenue.
) after December 31, 1992.
Accordingly, 26 CFR parts 1, 31, 301, Approved June 1, 2001.
and 602 are amended as follows: ok

Mark A. Weinberger,
Assistant Secretary
of the Treasury.

(m) * * *(1) Failure to deposit penalty.
For provisions relating to the penalty for
failure to make a deposit within the pre-

PART 1—INCOME TAXES

Paragraph 1. The authority citation fo

part 1 continues to read in part as foIIowsjiribffj time, see section 6656. (Filed by the Office of the Federal Register on June
Authority: 26 U.S.C. 7805 * * * 14, 2001, at 8:45 a.m., and published in the issue of
Par. 2. In §1.6302—1, paragraph (d) is Par- 6. In §31.6302(c)—4, paragraph (a)e Federal Register for June 15, 2001, 66 FR

revised to read as fO||0V\;SZ is revised to read as follows: 32541)

§1.6302—1 Use of Government §31.6302(c)—4 Cross references.

depositaries in connection with Section 7520.—Valuation Tables

(a) Failure to deposit For provisions
relating to the penalty for failure to make The adjusted applicable federal short-term, mid-

a deposit within the prescribed time seferm, and long-term rates are set forth for the month
section 6656 of July 2001. See Rev. Rul. 2001-34, page 31.

* % * K% % * k k k%

corporation income and estimated
income taxes and certain taxes of tax-
exempt organizations.

(d) Failure to deposit. For provisions . .
relating to the penalty for failure to make ART 301—PROCEDURE AND Section 7872.—Treatment of

a deposit within the prescribed time, SeéDMINISTRATION Loans With Below-Market
section 6656. o Interest Rates
_ Par. 7. The authority citation for part
Par. 3. In §1.6302-2, paragraph (d) i§g1 continues to read in part as follows: ~ The adjusted applicable federal short-term, mid-
revised to read as follows: Authority: 26 U.S.C. 7805 * * * term, and long-term rates are set forth for the month
' T of July 2001. See Rev. Rul. 2001-34, page 31.
81.6302-2 Use of Government

o . 301.6656-1 and 301.6656-2
depositaries for payment of tax withheld 88 an

. . . [Removed]
on nonresident aliens and foreign
corporations. Par. 8. Sections 301.6656—-1 and
.k k 301.6656-2 are removed.

(d) Penalties for failure to make de-g301.6656-3 [Redesignated as
posits For provisions relating to theg3p1.6656-1]

penalty for failure to make a deposit within
the prescribed time, see section 6656. Par. 9. Section 301.6656-3 is redesig-
'Rk Kk nated as new §301.6656-1.

PART 31—EMPLOYMENT TAXES PART 602—OMB CONTROL
AND COLLECTION OF INCOME TAX NUMBERS UNDER THE
AT SOURCE PAPERWORK REDUCTION ACT

Par. 4. The authority citation for part Par. 10. The authority citation for part
31 continues to read in part as follows: 602 continues to read as follows:
Authority: 26 U.S.C. 7805 * * * Authority: 26 U.S.C. 7805.
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Part lll. Administrative, Procedural, and Miscellanous

26 CFR 601.601: Rules and regulations. tive, external standard that is not linked to .02 Section 3.06 of Rev. Proc. 97-13 is
(Also Part|, 8§ 103, 141, 145; 1.141-3, 1.145-2.) e output or efficiency of a facility. modified to add the following text at the
.05 Section 3.06 of Rev. Proc. 97-12nd:
Rev. Proc. 2001-39 defines a per-unit fee as a fee based on a
SECTION 1. PURPOSE unit of service provided specified in the
contract or otherwise specifically deter-
This revenue procedure modifies thenined by an independent third party, such
definitions of capitation fee and per-unitas the administrator of the Medicare pro-
fee in Rev. Proc. 97-13, 1997-1 C.B. 63%ram, or the qualified user.
to permit an automatic increase of those .06 Neither the capitation fee definition inked to the outout of efficiency of a
fees according to a specified, objectivenor the per-unit fee definition expressly fl ity F utpul | thl IC y
external standard that is not linked to theontemplates an automatic increase basedPa(.:I : 3|/ q or eé(ar_np_le, ? OP.Sl(er.ner
output or efficiency of a facility (for ex- on a specified, objective, external stan- th”??c " ke_x and simpar external indices
ample, the Consumer Price Index). dard not linked to the output or efficiency - o [ack INCIEASES In Prices In an area
or increases in revenues or costs in an

of the facility. . o
SECTION 2. BACKGROUND .07 This revenue procedure clarifies Ljn;léztry are objective, external stan-

.01 Rev. Proc. 97-13 sets forth condithat a capitation fee and a per-unit fee
tions under which a management contragf@y be determined using an automatic in-
does not result in private business us@ease according to a specified, objective;ECTION 5. INQUIRIES
under § 141(b) of the Internal Revenué&xtérmal standard that is not linked to the g fyrher information regarding this
Code. The revenue procedure also a@utput or efficiency of a facility (for ex- reyenye procedure, contact David White

A fee that is a stated dollar amount
specified in the contract does not fail to
be a per-unit fee as a result of a provi-
sion under which the fee may automati-
cally increase according to a specified,
objective, external standard that is not

plies to determinations of whether a mar@mple, the Consumer Price Index). at (202) 622-3980 (not a toll-free call).
agement contract causes the test i
§ 145(a)(2)(B) to be met. SECTION 3. SCOPE SECTION 6. EFFECT ON OTHER

.02 Section 3 of Rev. Proc. 97-13 de- This revenue procedure applies wherPOCUMENTS
fines various terms, including capitatiorunder a management contract, a SerViceThiS revenue procedure modifies Rev.
fee, periodic fixed fee, and per-unit fee. provider provides management or othep. . 97_13 19971 C.B. 632

.03 Section 3.02 of Rev. Proc. 97-13ervices involving property financed ' B

defines a capitation fee as a fixed periodiwith proceeds of an issue of state 08ECTION 7. EFFECTIVE DATE
amount for each person for whom the sefocal bonds subject to § 141 or

vice provider or the qua“fied user as_§ 145(3)(2)(8) This revenue procedure is effeCtive_ for
sumes the responsibility to provide all any management contract entered into,
needed services for a Specified period S%ECTION 4. MODIFICATIONS materia”y modiﬁed, or extended (Other
long as the quantity and type of services than pursuant to a renewal option) on or

actua”y provided to covered person 'O:'L.SECtion 3.02 of ReV.' Proc. 97_13 I%.ftel’ July 9, 2001. In addition, an issuer
varies substantially. A capitation fee ma%OOIIerd to add the following textimme- may apply this revenue procedure to any
include a variable component of up to 2§|ately before the last sentence: management contract entered into prior to

percent of the total capitation fee de-  Afixed periodic amount may include July 9, 2001.
signed to protect the service provider an automatic increase according to ?RAFTING INEORMATION
against risks such as catastrophic loss.  specified, objective, external standar

.04 Section 3.05 of Rev. Proc. 97-13 that is not linked to the output or effi- The principal authors of this revenue
defines a periodic fixed fee as a stated ciency of a facility. For example, theprocedure are Mary Truchly and Rebecca
dollar amount for services rendered for a Consumer Price Index and similarHarrigal, Office of Chief Counsel.
specified period of time. The definition external indices that track increases in
of periodic fixed fee provides that the prices in an area or increases in rev-
stated dollar amount may automatically enues or costs in an industry are objec-
increase according to a specified, objec- tive, external standards.
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Part IV. Items of General Interest

Foundations Status of Certain Christopher Foundation, Burnsville, MN Friends of the Saint Paul Riverfront
Organizations Clay Central Everly Community School  Stadium, St. Paul, MN
District Foundation, Everly, 1A Fully Reciprocal Theatre Company,
Announcement 2001-72 C.O.L.N. Betterment, Coin, 1A Minneapolis, MN
Committed by Choice Ministries, Gateway Center for Development and

The following organizations have
failed to establish or have been unable t8
maintain their status as public charities

Minneapolis, MN Learning, Inc., St. Louis, MO
ommunity Development University and Great Northern Ball Association,

. . Entertainment Center, Inc., Boone, IA Minneapolis, MN
or as operating foundations. Accord-

ingly, grantors and contributors may notCommunity Health Resources, Hale !vlahaoll_J Ehiku, Inc., Kahului, HI
after' this date, rely on previous rulings: Woodhury, MN N Hopkins Varslty Basket_ball College
or designationé in the Cumulative List o]‘Compass Institute, Springfield, MO Scholarship Fund, Minnetonka, MN
2 o Computer Information Age Expo, Inc., House of Pain, Inc., Waterloo, I1A
Organizations (Publication 78), or on the™ o, *) i1 H.R. Services of St. Paul, St. Paul, MN
E;?iigz]mggrzgi%gn gg&bt)h:f ngoo(;goncerned Citizens for thg Emergency Hurricanes E.S.A., Edina, MN
This listing doesiot indicate that the or- Roqm & Spelman Hospital, Immaculate Heart of M:_:lry Our Lady
ganizations have lost their status as orga- Smithville, MO Queen of Heaven, Minnetonka, MN
o . . . %ouncil Bluffs Parenting Coalition, Inc., Interfaith Council of Greater Sun Lakes,
nizations descrllbed in section 501((:_)(3), Council Bluffs. 1A Inc.. Sun Lakes. AZ
;eig?];ble to receive deductible Cor]mbu_Crossroads Ministries, Goldfield, 1A Interns, Inc., Pleasant Hill, CA
’ . . Do the Right Thing of Greater St. Louis, lowa Citizens for the Arts Education,
. Former Eubl!c CharltlgsThe follow- Inc.. St Louis. MO Inc.. Des Moines. IA
It:legatce)(rjg:;l Ié%gﬂ;zti(g\rl]zlfr:]athzr\éent;??rﬁpoqg Stanton Ministries International, Jazz_ Partners_, Des Moines, I1A
vate foundations described in sectio Big Lake, MN _ Joplin Area Aids Resource Center, Inc.,
509(a) of the Code) are now classified a@uluth Woodland Community Center, Joplin, MO_ _ _
private foundations: Inc., Duluth, MN Juneteenth Historical Commemoration
' Dutchmen Dutchgirl Athletic Booster Association, St. Louis, MO
1st Generation Community Development Club, Owensville, MO Karaoke Kare of Missouri, Inc.,
Corporation, Jefferson City, MO Eden Prairie ABC Foundation, Marthasville, MO
Academy, Cedar Rapids, IA Eden Prairie, MN Keenes Creek Youth Organization,
Afro-American Military Historical A Education & Housing Equity Project, Duluth, MN
Association, Inc., Kansas City, MO Minneapolis, MN Koshkonong Volunteer Fire Dept.,
Akwaaba, Inc., St. Louis, MO Egbe Omo Oduduwa, Inc., Koshkonong, MO
American Research Center, Minneapolis, MN Lakeville Area Historical Society,
Mt. Pleasant, IA Equipment Replacement Fund, Lakeville, MN
Americharities, Eden Prairie, MN St. Louis, MO Lee County Rabbitary, Inc.,
Athletics for Disadvantaged and Disabled=vangelical Human Care, Bishopville, SC
Athletes, Inc., White Bear Lake, MN St. Paul, MN Legion of Friends, Carmel, CA
Aware Committee, St. James, MO Exchange Club Foundation of Brainerd, Library of Lives, Lees Summit, MO
Before and After School Services, Inc., Brainerd, MN L.O.V.E. Home, Inc., Hermantown, MN
Spirit Lake, IA Family Life Skills Learning Center, Inc., LRC Partners Foundation, Inc.,
Bernard Whittington Foundation, Plano, 1A Troy, NY
St. Louis, MO Family YMCA of Muscatine Endowment Lubavitch of lowa, Inc., Des Moines, I1A
Black Belt Parents Association of Foundation, Muscatine, 1A Luv-N-Care, Inc., Sedalia, MO
Missouri, Inc., St. Louis, MO Faribault Ice Arena Association, Mabel Youth, Inc., Mabel, MN
Brainerd South Housing Group, Inc., Faribault, MN Macon County Crisis Center,
Brainerd, MN Feed the Children, Inc., New Cambria, MO
Bridges Institute for Health Services University City, MO Main Stage Productions, Inc.,
Research, St. Louis, MO Foundation for Senior Housing Options,  Kansas City, MO
Central Lakes Snowmobile Club, Minneapolis, MN Marathon Area Historical Society,
Watkins, MN Freedom Foundation, Inc., Marathon, 1A
Cherryfest, Cherryville Community Lees Summit, MO Marquette Learning Institute,
Betterment Organization, Friends of Decorah Public Library, Inc., St. Louis, MO
Cherryville, MO Decorah, 1A Matoska Neighborhood Association,
Christian Ministry Center, Willmar, MN  Friends of Lacey-Keosauqua State Park, White Bear Lake, MN
Christian Teachers College St. John Under Keosauqua, IA Midwest Tarlton Institute of Marine

the Rock Fund, Chambersburg, PA Friends of the Green, Inc., Litchfield, CT  Education, Bloomington, MN
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Minnesota Aviation History and Southwest Missouri Youth Baseball Clubgsification of foundation status in the Inter-

Education Center, Inc., St. Paul, MN Carl Junction, MO nal Revenue Bulletin.
Mission-A Catholic Worker Community, Special Needs Association, Cresco, IA
St. Cloud, MN Springfield Community Theatre Group,
Missouri Black Bass Unlimited, Inc., Springfield, MN Rev. Proc. 2000-39, Business
Clinton, MO St. Andrews Assisted Living Services, and Traveling Expenses;
Mt. Pleasant Neighborhood, St. Louis, MO Correction
St. Louis, MO St. Charles Basketball Club,
National Native American War Memorial ~ St. Charles, MO Announcement 2001-73
Complex, Incorporated, St. Ja_mes Opera House Restoration This document contains a correction to
Chapter Oak, 1A Project, Inc., St. James, MN Rev. Proc. 2000-39 (2000—41 |.R.B. 340)
Network for Prep., Inc., Bettendorf, IA  St. Louis Northside Coaches Association

published on October 10, 2000, relating

New Harmony Care Center, Inc., St. Louis, MO ; -
Richfield, MN Starving Artists Entertainment Group, L%P;izggﬁiv\?;ndcgsvelmg expenses, and
Nguzo Saba Community Studio, Inc., Edina, MN
St. Paul, MN Stewartsville Community Betterment ~ Under SECTION 5. HIGH-LOW SUB-
Nisswa Enhanced Reading Foundation,  Association, Stewartsville, MO STANTIATION METHOD, .01General
Nisswa, MN Stoddard County Inter-Agency Council, rule., toward the end of the paragraph on
North Lilbourn Development, Inc., Dexter, MO page 343 of the Internal Revenue Bulletin,
Lilbourn, MO Suburban Documentation Project, the text below in brackets is missing.
Northland Opera Theater Experience, St. Paul, MN ...substantiated for each calendar day is
Duluth, MN Summit Psych Care, Pleasant Hill, MO gqual [to the lesser of theer diemal-
Northside Economic Development Teen Pregnancy Prevention Action lowance for such day or the amount com-
Council, Inc., Minneapolis, MN Council, Alexandria, MN puted at the rate set forth in section 5.02 of
One Small Step, St. Paul, MN Tom Peterson Memorial Foundation,  this revenue procedure for the locality of
Parents Together Network, Inc., Sioux City, IA travel for such day (or partial day, see sec-
Marion, 1A Trees for Tomorrow, Newton, IA tion 6.04 of this revenue procedure). Ex-
Patch, Ballwin, MO Tumwater Hardball Association, cept as provided in section 5.06 of this rev-
Paths Unlimited, Minneapolis, MN Tumwater, WA enue procedure, this high-low substantiation
People Place, Minneapolis, MN Twin Cities Business Foundation, method may be used in lieu of ther diem
Philip & Adeline Woods Memorial Fund,  St. Paul, MN substantiation method provided in section
Yanceyville, NC United Neighborhoods of Jennings, Inc., 4,01 of this revenue procedure, but may not
Pilot Grove Community Athletic Jennings, MO be used in lieu of the meals] only substantia-
Association, Pilot Grove, MO Urban Hope Ministries, Inc., tion method provided in section 4.02 or 4.03
Playground, Inc., Buffalo, MO Minneapolis, MN of this revenue procedure.
Port Morris Neighborhood Development Voce Magna, Blaine, MN
Corporation, Bronx, NY West End Elderly Housing Corporation,
Presbyterian Homes-Wedum Affordable  Saint Louis, MO New Filing Locations for Estate,
Housing, Inc., Arden Hills, MN Wild Rice Electric Trust, Mahnomen, MN Gift, and Generation-Skipping
Quite Light Opera Company, Willow Springs Medical Assistance Transfer Tax Returns
St. Joseph, MN Program, Willow Springs, MO
Ralls County Community 2000, Inc., Winterset Fire Fighters Association, Inc., Announcement 2001-74
Perry, MO Winterset, 1A - . .
Recover America, Inc., Joplin, MO Youth Gospel Music Conference, Inc., ?;r?&r;r:;n? V;B%{eiﬂ;n?i"f:go:o%gg;r?sftfeorr
Recovgry Roac_l, Inc., St. Paul, MN. St. Louis, MO some states have changed for the follow-
Red Wing Public Schools Foundation, ) i
Red Wing, MN If an organization listed above submits"9 tax returns:
Responsible Adults & Youths, Ofallon, MO information that warrants the renewal of Form 706,United States Estate (and
R.O.F. Reins of Freedom, Avon, MN its classification as a public charity or as a Generation-Skipping Transfer) Tax Re-
Roots Program, St. Paul, MN private operating foundation, the Internal turn
Save lowas Civil War Monument Revenue Service will issue a ruling or de- Form 706—CE Certificate of Payment
Foundation, W. Branch, IA termination letter with the revised classi- of Foreign Death Tax
Shelly Dorgan Memorial Scholarship  fication as to foundation status. Grantors Form 706—-GS(D)Generation-Skip-
Fund, Minneapolis, MN and contributors may thereafter rely upon ping Transfer Tax Return for Distribu-
Simien Foundation for Seniors, Inc., such ruling or determination letter as pro- tions
Kansas City, MO vided in section 1.509(a)-7 of the Income Form 706—-GS(D-1)Notification of
Southern California Allstars, Tax Regulations. It is not the practice of Distribution From a Generation-Skip-
Garden Grove, CA the Service to announce such revised clas-ping Trust
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Form 706-GS(T)Generation-Skip- send these forms to the applicable IRS
ping Transfer Tax Return for Termina-aqdress listed below. Note that all returns
tions _ _ filed in 2002 and thereafter, except those
Form 709 United States Gift (and Gen-yith a foreign, APO, or FPO address, will

eration-Skipping Transfer) Tax Return pe filed at the Cincinnati Service Center.
Form 709—AUnited States Short Form

Gift Tax Return

For estates of decedents domiciled in, donees residing in, and Use the following Internal Revenue
settlors (now or at the time of death) residing in Service address —
For returns filed
During 2001 Beginning
January 1, 2002
New York (New York City and counties of Brookhaven USPS:
Nassau, Rockland, Suffolk, and Westchester) Service Center Cincinnati, OH
Holtsville, NY 00501 45999
New York (all other counties)Connecticut, Maine, Andover, MA 05501 Courier service
Massachusetts, New Hampshire, Rhode Island, Vermont 201 W. Rivercenter
Blvd.
Florida, Georgia Atlanta, GA 39901 Covington, KY
41015
Arkansas, Delaware, District of Columbia, Hawaii, Indiana, lowa, Cincinnati, QH
Kentucky, Louisiana, Maryland, Michigan, Minnesota, Mississippi 45999

Missouri, New Jersey, North Carolina, Ohio, Pennsylvania,
South Carolina, Texas, West Virginia, Wisconsin

Kansas, New Mexico, Oklahoma Austin, TX 73301

Alaska, Arizona, Californigcounties of Alpine, Amador, Butte, Ogden, UT 84201
Calaveras, Colusa, Contra Costa, Del Norte, El Dorado, Glenn,
Humboldt, Lake, Lassen, Marin, Mendocino, Modoc, Napa, Nevada,
Placer, Plumas, Sacramento, San Joaquin, Shasta, Sierra, Siskiyou,
Solona, Sonoma, Sutter, Tehama, Trinity, Yolo, and Y@wmiyrado,
Idaho, Montana, Nebraska, Nevada, North Dakota, Oregon,
South Dakota, Utah, Washington, Wyoming

California (all other counties) Fresno, CA 93888
lllinois Kansas City, MO
64999
Alabama, Tennessee Memphis, TN
37501
Virginia Philadelphia, PA
19255
American Samoa, Guam, the U.S. Virgin Islands, Puerto Rico, Philadelphia,| PA Philadelphia| PA
a foreign address, or have an APO or FPO address 19255 19255
Impor tant

Any return filed before the date this announcement is published in the Internal Revenue Bulletin will be considered itsdriéctly f
it was filed in accordance with the instructions for that return at the time it was filed. Do not file a duplicate ofthathas al-
ready been filed solely because the filing location has changed.
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Waivers for Form 1065
Electronic Filing Due to
Unavailability of the Necessary
Software

The Service has become aware that sorffiéie forms that may be attached to the
partnerships cannot file electronically beForm 8453-P are listed later in this an-
cause the necessary software for some n@euncement. This announcement is not
quired forms is unavailable. This an-applicable to other types of waiver re-
nouncement describes how partnershipguests (i.e. economic hardship). An-
required to file electronically under sechouncement 2001-101 describes how to
tion 6011(e)(2) may request a sectiomequest waivers from filing electronically
6724(a) reasonable cause waiver for failinder section 6011(e) for other reasons.
g to file electronically.

Announcement 2001-75

Section 6011(e)(2) of the Internal Rev
enue Code and section 301.6011-3(a)
the Regulations on Procedure and Admin-

istration require partnerships with morel’his announcement is applicable only
than 100 partners to file their partnershigo_waiver requests made by taxpayers Taxpayers are required to submit a waiver
returns (Form 1065 series) on magnetiwho are required to file forms and request to the Memphis Submission Pro-
media. The regulations define “magnetiéchedules that ae not suppoted by cessing Center by October 1, 2001. To
media” to include electronic filing, if electronic filing software and who can initiate a waiver request, the following in-

electronic filing is required by the Internalnot file those forms and schedules asformation must be submitted for each
Revenue Service (“Service”). paper attachments to the Form 8453-P partnership:

Waiver Request Procedures

Partnership Federal Tax Number Of K-1's Name Of Unavailable
Name Identification Software Being Forms And
Number Used Schedules

Taxpayers may mail or fax the waiver re-
guest to the following:

Mail to: Internal Revenue Service
P.O. Box 420
Memphis, TN 38101-0420
Attn: Electronic Filing Unit,
Stop 2711
or
Fax to: 901-546-2544

Requests from the partnerships’ tax ad-
visor/preparer do not have to be accom-
panied by a valid power of attorney. If

a valid power of attorney is not on file,

the Service will address questions
about the waiver to the partnership.
Also, partnerships need not file Form
8800 before submitting a waiver re-

guest under this procedure. However,
approval of a waiver request will not

relieve the partnership of a failure to

file penalty for returns filed after the

original due date without a valid exten-

sion.

To complete the waiver request process
taxpayers must attach a signed waive
request to the Form 1065 return at th

time it is filed. The signed waiver re-

r(Jnder penalties of perjury, | declare
g1at the information contained in this
waiver request is true, correct and com

“Waiver Request:
6011(e)(2)"

IRC Section request and assessing the penalty for fail-
ure to file electronically.

2. The Waiver Request Attached muséervice Determination

contain:
a) A notation at the topWaiver Re- Within 30 days after receipt of the initial
guest: IRC Section 6011(e)(2)”  waiver request, the Service will notify the
b) The name, federal tax identificationpartnership if the Service is denying the
number, and mailing address of thevaiver request. Partnerships may not ap-
partnership; peal a denial of a waiver request at any
c) The taxable year for which thetime. After verifying that a listed form is
waiver is requested; unavailable and may not be filed with the
d) A detailed statement which lists:  Form 8453-P, the Service will process ini-
(i) What steps the partnership hagial waiver requests to prevent the assess-
taken in an attempt to meet itsment of the penalty for failure to file
requirement to file its return eletronically. However, the Service must
electronically, also receive the required waiver request
(i) Why the steps were unsuccessattached to the filed Form 1065 to ensure
ful, the penalty will not be subsequently as-
(iii) W hat steps the partnershipsessed. If the Service processes an initial
will take to assure its ability waiver request and a form listed in the ini-
to electronically file its part- tial waiver request becomes available be-
nership return for the next taxfore the partnership files its Form 1065,
year. the Service will not deny the waiver re-
e) A statemensigned by the Tax Mat- quest based on the subsequent availability
ters Partner,as defined in section of the form.

6231(a)(7) of the Code, stating: The Service will not grant waiver requests

for the following forms that may be at-
tached to the 8453-P, allowing the rest of
the return to be filed electronically:

quest must include the following infor-PI€te to the best of my knowledge and bes.p, o e A (Form 5713), Schedule A

mation:

lief.”

(Form 8847), Schedule B (Form 5713),

1. A notation in large red letters at therailure to complete the entire process wilschedule C (Form 5713), Schedule J
top of page 1 of the Form 1065 returngesult in the Service denying the waive(Form 5471), Schedule M (Form 5471),
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Schedule N (Form 5471), Schedule Gessed. If a filer receives an impropeing requests to abate late-filing penalties
(Form 5471), Form T, Form 982, Formpenalty notice, the filer should request aassessed on partnership returns.
4255, Form 5471, Form 6478, Formabatement of the penalties by sending Bor questions concerning a reqauest for
8283, Form 8582-CR, Form 8594, Fornetter to the IRS at the address provided i\pvaivgr or a late filin englt of gn clec.
8820, Form 8861, Form 8866, Fornthis annoucement. Filers mustinclude thte . gp Y :

: : ; . Tronic Form 1065, contact the Memphis
8873. information requested in the CP N0t|ce-S o .

ubmission Processing Center at 901-

162 assessing the penalty. 546-2690 (not a toll-free call).
) . ) Late Filing Penalties

It is not the Service’s intent to assess

penalties for failure to file electronically The electronic postmark is not available

because the necessary software is nfidr the current tax year for electronic

available and the partnership cannot fileorms 1065. However, the IRS will ac-

the forms with the Form 8453-P. How-cept the transmitter’s date and time ac-

ever, penalties may inadvertently be asnowledgement for purposes of evaluat-

Failure to File Penalty
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Definition of Terms

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

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

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

The following abbreviations in current use and fOI’-ER|SA_Emp|0yee Retirement Income SecurityPR—Partner.
merly used will appear in material published in theAct

Bulletin. PRS—Partnership.

- EX—Executor. PTE—Prohibited Transaction Exemption.
A—Ind|V|du.aI. F—Fiduciary. Pub. L—Public Law.
Acq.—A(?qwescence. FC—Foreign Country. REIT—Real Estate Investment Trust.
B—Inleldu'a.I. FICA—Federal Insurance Contributions Act. Rev. Proc—Revenue Procedure.
i e e oy o S - oo iy

' S—Subsidiary.
B.T.A—Board of Tax Appeals. F.R—Federal Register.
C—Individual. FUTA_Federal Unemployment Tax Act S.P.R—Statements of Procedural Rules.
C.B—Cumulative Bulletin. FX—Foreign Corporation. Stat—Statutes at Large.
CFR—Code of Federal Regulations. G.C.M—Chief Counsel's Memorandum. T—Target Corporation.
Cl—City. GE—_Grantee. T.C—Tax Court. .
COOR—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.I.LR—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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