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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 Unpublished rulings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 Section 483.—Interest on fied replacement property resulting in re-
Housing Credit Certain Deferred Payments capture of the deferred gain under section
1042(e).

The adjusted applicable federal short-term, mid- The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the montierm, and long-term rates are set forth for the monfRay. Rul. 2000-18
of April 2000. See Rev. Rul. 2000-19, page 849. of April 2000. See Rev. Rul. 2000-19, page 849.

ISSUE

Section 280G.—Golden Section 642.—Special Rules for

) - Whether the transfer of qualified re-
Parachute Payments Credits and Deductions

placement property to a partnership in ex-

Federal short-term, mid-term, and long-term Federal short-term, mid-term, and Iong—termChange for a partnership interest by a tax-
rates are set forth for the month of April 2000. Seeates are set forth for the month of April 2000. Sepayer that has elected to defer the
Rev. Rul. 2000-19, page 849. Rev. Rul. 2000-19, page 849. recognition of gain under section 1042(a)
of the Internal Revenue Code is a disposi-
tion of the qualified replacement property
Section 382.—Limitation on Net  Section 721.—Nonrecognition of resulting in recapture of the deferred gain
Operating Loss Carryforwards Gain or Loss on Contribution under section 1042(e).

and C(_ertam BUI|t-|I"] Losses If qualified replacement property is transferred tFACTS
Following Ownership Change a partnership in exchange for a partnership interest

he adi d licable federal | by a taxpayer that has elected to defer the recogni- The taxpayer is a shareholder of Com-
Tf er?fjusthe app 'ﬁaf € e'l eral long-term rate l'ﬁon of gain under section 1042(a) of the Code, is thﬁany A, a closely held domestic C corpo-

set forth for the month of April 2000. See Rev. Ru transfer a disposition of the qualified replacemenlt P ’ - .
ration. Company A maintains an em-

2000-19, page 849. property resulting in recapture of the deferred gain .
under section 1042(e) or do the nonrecognition pr(ployee_ stock ownerghlp plan (ESOP) t'hat
visions of section 721 apply? See Rev. Rulsatisfies the requirements of section

Section 412.—Minimum Funding 2000-18, on this page. 4975(e)(7). Company A has one class of
Standards common stock that constitutes employer
securities within the meaning of section

The adjusted applicable federal short-term, midSection 807.—Rules for Certain  409(l) of the Code. The taxpayer did not
Lefr/:np‘rﬁnz%(l)%r.'gs'fgnéerite;ﬁrg(fgé_fig?;zg;hg gf’mﬁeserves receive the 'share.s in a cﬁstribution from a
plan described in section 401(a), or a

term, and long-term rates are set forth for the montﬁqranSfer pursuant to an option or other

Section 467.—Certain Payments  of April 2000. See Rev. Rul. 2000-19, page 849. right to acquire ?tOCk to which section 83,
for the Use of Property or 422 or 423 applied. The taxpayer sells all
perty of the Company A shares to the Company

The adjusted applicable federal short-term, mid

Services Section 846.—Discounted A ESOP and reinvests the proceeds of the
The adjusted applicable federal short-term, midnpajid Losses Defined sale in qualified replacement property
term, and long-term rates are set forth for the month (QRP), as defined in section 1042(c)(4),

of April 2000. See Rev. Rul. 2000-19, page 849. The adjusted applicable federal short-term, midwithin 12 months of the date of the sale.

term, _and long-term rates are set forth for the monﬂphe taxpayer makes a timely election
of April 2000. See Rev. Rul. 2000-19, page 849. 1 jar section 1042(a) to defer recognition
Section 468.—Special Rules for of the gain realized from the sale of the
Mining and Solid Waste : qualified securities to the ESOP. Under
Reclamation and Closing Costs ~ Section 1042(e).—Recapture of  gotion 1042(d), the basis of the QRP is
_ _ ~Gain on Disposition of Qualified  reqyced to reflect the deferred gain on the

The adjusted applicable federal short-term, midReplacement Property sale. After the section 1042 election, the

term, and long-term rates are set forth for the month t tributes the QRP t "
i axpayer contributes the 0 a partner-
of April 2000. See Rev. Rul. 200019, page 849. 4 section 721) shig |)r/1 exehange for an interestpin e

Recapture of gain on disposition of Partnership.

Section 482.—Alloc_ation of qu_alified replacement property. Thi_s_ LAW AND ANALYSIS
Income and Deductions Among ruling holds that the transfer of qualified
Taxpayers replacement property to a partnership in Section 1042(a) provides that a tax-

exchange for a partnership interest by payer or executor may elect in certain

tFEdera' f'}orttr;tf”"thmid't‘i;m'f aA”d.l 'ggg(;‘eémtaxpayer that has elected to defer theases not to recognize long-term capital
rates are set forth for the month of Apri . Se o : : . y o e
Rev. Rul. 2000-19, page 849. fecognition of gain under section 1042(ayain on the sale of “qualified securities

of the Code is a disposition of the qualito an employee stock ownership plan (as
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defined in section 4975(e)(7)) or eligible Section 1042(c)(4)(A) defines “quali- sition of any qualified replacement prop-

worker- owned cooperative if the tax-fied replacement property” as any secuerty by a taxpayer who made an election
payer purchases “qualified replacemenity issued by a domestic “operating corunder section 1042 must be recognized at
property” (as defined in sectionporation” (as defined in sectionthe time of the disposition regardless of
1042(c)(4)) within the replacement periodL042(c)(4)(B)) which did not, for the tax-any other nonrecognition provisions of

of section 1042(c)(3) and the requireable year preceding the taxable year ithe Code that may otherwise be applica-
ments of section 1042(b) and sectiomhich such security was purchased, havge.

1.1042-1T of the Temporary Income Taypassive investment income (as defined in Section 721(a) provides that generally

Regulations are satisfied. section 1362(d)(3)(C)) in excess of 25o gain or loss is recognized to a partner-

A sale of “qualified securities” meetsPercent of the gross receipts of such coship or to any of its partners in the case of
the requirements of section 1042(b) if; (1poration for such preceding taxable yeas contribution of property to the partner-
the qualified securities are sold to an enNd is not the corporation which issuedhip in exchange for an interest in the
ployee stock ownership plan (as definefhe qualified securities that such securitpartnership.
in section 4975(e)(7)) or an eligiblelS replacing or a member of the same con- Limited exceptions to the rule of sec-
worker-owned cooperative; (2) the plarfrolled group of corporations (within thetion 1042(e)(1) are provided in section
or cooperative owns (after application ofneaning of section 1563(a)(1)) as sucho42(e)(3) which provides that the recap-
318(a)(4)), immediately after the sale, agorporation. ture rules of section 1042(e)(1) do not
least 30 percent of (a) each class of out- Section 1042(d) provides that the basigpply to any transfer of qualified replace-
standing stock of the corporation (otheof the taxpayer in qualified replacementent property that occurs: (1) in any reor-
than stock described in sectiorproperty purchased by the taxpayer duganization (within the meaning of section
1504(a)(4)) which issued the securities dng the replacement period is reduced b§68) unless the person making the elec-
(b) the total value of all outstanding stockhe amount of gain not recognized by redion under section 1042(a)(1) owns stock
of the corporation (other than stock deson of such purchase and the applicatigi#presenting control of the acquiring or
scribed in section 1504(a)(4)); (3) the taxef section 1042(a). If more than one iten&cquired corporation and such property is
payer files with the Secretary a verifiedbf qualified replacement property is pursubstituted basis property in the hands of
written statement of the employer whosehased, the basis of each of such itemstise transferee; (2) by reason of the death
employees are covered by the employeeduced by an amount determined bgf the person making the election; (3) by
stock ownership plan or an authorized ofmultiplying the total gain not recognizedgift; or (4) in any transaction to which
ficer of the cooperative consenting to théy reason of such purchase and the app#iection 1042(a) applies.
application of sections 4978 and 4979Aation of subsection (a) by a fraction the The contribution of qualified replace-
with respect to such employer or cooperazumerator of which is the cost of suchment property to a partnership in ex-
tive; and (4) the taxpayer’s holding periodtem of property and the denominator ofhange for an interest in the partnership is
with respect to the qualified securities isvhich is the total cost of all such items ofot a transfer of qualified replacement
at least three years (determined as of thpeoperty. property described in any of the excep-
time of the sale). Section 1042(e)(1) states that “[i]f gtions in section 1042(e)(3).

Section 1042(c)(1) provides that qualitaxpayer disposes of any qualified re- In the present situation, the taxpayer
fied securities are employer securities (gslacement property, then, notwithstandingisposed of qualified replacement prop-
defined in section 409(1)) which are is-any other provision of this title, gain (if €'ty by contributing it to a partnership in
sued by a domestic C corporation that hamy) shall be recognized to the extent gixchange for an interest in the partner-
no stock outstanding that is readily tradthe gain which was not recognized undethip. Therefore, although a contribution
able on an established securities markstibsection (a) by reason of the acquisitioff Property to a partnership in exchange
and were not received by the taxpayer inlay such taxpayer of such qualified refor an interest in the partnership is ordi-
distribution from a plan described in secplacement property.” narily a nonrecognition event under sec-

tion 401(a) or a transfer pursuant to an op- The legislative history of sectionton 721, section 1042(e)(1) requires that

tion or other right to acquire stock t01042(e) indicates that section 1042(e) wekY 92N realized on the contribution be

which section 83, 422, or 423 applied (0gdded to coordinate the requirement th%v?;s?jr;ze??eéout:;e?)s(:aeclzitogfltgjzg(;:;n that
to which section 422 or 424 (as in effecleferred gain be recognized on the dispo- :

on the day before the date of the enacition of any qualified replacement prop1o| DING
ment of the Revenue Reconciliation ACkrty with other nonrecognition provisions
of 1990) applied). of the Code. “Effective for dispositionsThe transfer of qualified replacement
The taxpayer must purchase “qualifiednade after the date of enactment, the Agrroperty to a partnership in exchange for
replacement property” within the “re-overrides all other provisions permittinga partnership interest by a taxpayer that
placement period” which is defined innonrecognition and requires that gain rehas elected to defer the recognition of
section 1042(c)(3) as the period which bealized upon the disposition of qualifiedgain under section 1042(a) is a disposi-
gins 3 months before the date on whicheplacement property be recognized aion of the qualified replacement proper-
the sale of qualified securities occurs anthat time.” S. Rep. 99-313, 99th Cong+ty under section 1042(e). Accordingly,
which ends 12 months after the date dnd Sess., 1032 (1986), 1986—3 C.B., v. Bnder section 1042(e), any gain realized
such sale. 1032. Thus, gain realized from the dispoen the disposition is required to be rec-
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ognized by the taxpayer at the time of Section 1274.—Determination purposes of section 1274(d) of the Inter-

the transfer to the extent of the gain thatgf |ssye Price in the Case of nal Revenue Code. Table 2 contains the
was not recognized under section Certain Debt Instruments Issued short-term, mid-term, and long-term ad-
1042(a) by reason of the acquisition by for Property justed applicable federal rates (adjusted
the taxpayer of the qualified replacement AFR) for the current month for purposes
property. (Also sections 42, 280G, 382, 412, 467, 468, 482, of section 1288(b). Table 3 sets forth the
483, 642, 807, 846, 1288, 7520, 7872.) adjusted federal long-term rate and the

EFFECT ON OTHER REVENUE
RULING(S): N/A Federal rates; adjusted federal rates;
adjusted federal long-term rate, and

long-term tax-exempt rate described in
section 382(f). Table 4 contains the ap-
propriate percentages for determining the

PROSPECTIVE APPLICATION: N/A  the long-term exempt rate.For purposes |, income housing credit described in

of sections 1274, 1288, 382, and Othe§ection 42(b)(2) for buildings placed in

sections of the Code, tables set forth thgervice during the current month. Finally,

DRAFTING INFORMATION rates for April 2000. Table 5 contains the federal rate for deter-
The principal author of this revenuenay Rul. 2000-19 mining the present value of an annuity, an
ruling is John Ricotta of the Associate ) interest for life or for a term of years, or a

Chief Counsel (Employee Benefits & Ex- This revenue ruling provides variousremainder or a reversionary interest for
empt Organizations) (CC:EBEOQ:Br5).prescribed rates for federal income tapurposes of section 7520.

For further information regarding thispurposes for April 2000 (the current

revenue ruling contact John Ricotta omonth.) Table 1 contains the short-term,

(202) 622-4290 (not a toll-free call). mid-term, and long-term applicable fed-

eral rates (AFR) for the current month for

REV. RUL. 2000-19 TABLE 1
Applicable Federal Rates (AFR) for April 2000
Period for Compounding
Annual Semiannual Quarterly Monthly

Short-Term

AFR 6.46% 6.36% 6.31% 6.28%
110% AFR 7.12% 7.00% 6.94% 6.90%
120% AFR 7.78% 7.63% 7.56% 7.51%
130% AFR 8.44% 8.27% 8.19% 8.13%
Mid-Term

AFR 6.71% 6.60% 6.55% 6.51%
110% AFR 7.39% 7.26% 7.20% 7.15%
120% AFR 8.08% 7.92% 7.84% 7.79%
130% AFR 8.76% 8.58% 8.49% 8.43%
150% AFR 10.15% 9.90% 9.78% 9.70%
175% AFR 11.88% 11.55% 11.39% 11.28%
Long-Term

AFR 6.49% 6.39% 6.34% 6.31%
110% AFR 7.15% 7.03% 6.97% 6.93%
120% AFR 7.82% 7.67% 7.60% 7.55%
130% AFR 8.48% 8.31% 8.23% 8.17%

REV. RUL. 2000-19 TABLE 2
Adjusted AFR for April 2000
Period for Compounding
Annual Semiannual Quarterly Monthly

Short-term
adjusted AFR 4.39% 4.34% 4.32% 4.30%
Mid-term
adjusted AFR 5.00% 4.94% 4.91% 4.89%
Long-term
adjusted AFR 5.75% 5.67% 5.63% 5.60%

2000-14 I.R.B. 849 April 3, 2000



REV. RUL. 2000-19 TABLE 3
Rates Under Section 382 for April 2000

Adjusted federal long-term rate for the current month 5.75%

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.) 5.84%

REV. RUL. 2000-19 TABLE 4
Appropriate Percentages Under Section 42(b)(2)
for April 2000

Appropriate percentage for the 70% present
value low-income housing credit 8.55%

Appropriate percentage for the 30% present
value low-income housing credit 3.66%

REV. RUL. 2000-19 TABLE 5
Rate Under Section 7520 for April 2000

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 8.0%
Section 1288.—Treatment of Section 7520.—Valuation Tables Section 7872.—Treatment of
Original Issue Discounts on Tax- . ) . Loans With Below-Market

. . The adjusted applicable federal short-term, mid-
Exempt Obligations term, and long-term rates are set forth for the montfiterest Rates
) . _of April 2000. See Rev. Rul. 2000-19, page 849. ) ) )

The adjusted applicable federal short-term, mid- The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month term, and long-term rates are set forth for the month
of April 2000. See Rev. Rul. 2000-19, page 849. of April 2000. See Rev. Rul. 2000-19, page 849.
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Part lll. Administrative, Procedural, and Miscellaneous

Request for Comments on the for purposes of section 987. Prop. Treasre currently reviewing the proposed sec-
Revision of Proposed Section Reg. § 1.987-1(b)(1). tion 987 regulations to determine if such
987 Regulations Prop. Treas. Reg. §1.987-2(a)(1) proregulations are administrable and provide
vides that a taxpayer applying this profitrules that call for the appropriate recogni-

or loss method recognizes gain or losson of foreign currency gain or loss. Ac-

Notice 2000-20 under section 987 upon a remittance (ardingly, Treasury and the IRS request
Treasury and the IRS plan to revie defined in Prop. Treas. Reg.comments on the application of section

. W§1.987—2(b)(4)) from the QBU branch 0987 generally and on the interaction of

and possibly replace the proposed regul"fﬁ'pon the QBU branch’s termination.section 987 with other provisions of the

ions issued under section 987 of the IrTDrop. Treas. Reg. §1.987-2(a)(2) provideSode, particularly with respect to the is-

ternal Revenue Code _Of 1986. _The CU%n anti-abuse rule with respect to contrisues outlined below. With respect to any
rent propo_sgd regul_atl_ons provide ruleEutions to (or distributions from) a QBUcomments submitted under this notice,
for determining the timing, source, Charbranch that do not have a significant busifreasury and the IRS request explana-
ac_ter, and amount_ of for_elgn Currency,ass purpose. tions of the extent to which the taxpayer’s
gain or loss re_cogmzed_ with respec_:t to a Prop. Treas. Reg. §1.987-2(b)(4) procomments would differ depending on the
quah_fled business gnlt (QBU) with Avides that the term “remittance” meansype of QBU at issueg.g, a QBU that
functional cur_rency_dlfferent from that Ofthe amount of any transfer (as definedonstitutes a branch, partnership, or trust.
the taxpayer,|(e., d'ﬁerem fro_m that of below) from a QBU branch to the tax- A. Treatment of Contributions and Dis-
the taxpayer's home office) if the QBU ayer to the extent that the aggregattibutions of Capital to or from a QBU

does not use_the dollar approximate S€P&imount of such transfers during the taxBranch Under Section 987
rate transactions method of accountmg&l

ble year does not exceed the positive Treasury and the IRS are reevaluating
Treasury and the IRS_ are concerned th Ear—end balance of the equity pool as déhe treatment under section 987 of contri-
the proposed reg_ulat!o_ns may not ha ermined in Prop. Treas. Reg.butions of capital to, and distributions of
f‘%"_y achieved their or|g|r_1a_l goal of pro- §1.987-2(c)(1) (without regard to the deeapital from, a QBU branch. Under the
V|d|n_g rules that are adm|n|st_rable and "reases described in Prop. Treas. Repgroposed section 987 regulations, the eq-
SUI.t In the recognition of foreign Cur.rency§1.987—2(c)(1)(iii)(B)). Prop. Treas. Reguity pool includes contributions of prop-
gains and losses unde_rthe appropriate ¢ 1.987-2(b)(2) provides, in part, that therty to a QBU branch. Further, distribu-
cumstances. Accordingly, Treasury aNferm “transfer” means the amount otions of property from the QBU branch
the IRS request comments concerning I%’roperty that, on any day, either is distribare treated as transfers that may constitute
sues that should be gddressed N revis ged from a QBU branch to the taxpayeremittances and thus may trigger currency
regulations under section 987. (or to another QBU branch of the tax-gain or loss, even if the property consists
Further, Treasury_ and th_e IRS are co bayer) or is contributed by the taxpayeof tangible property previously con-

cerr_1ed about certain a_buswe trgnsacuo Er another QBU branch of the taxpayenyributed to the QBU branch (or acquired
de&_gned 0 C“?ate an inappropriate acCes the QBU branch. If contributions towith funds previously contributed to the
eratl_on of foreign currency losses undetrhe QBU branch from the taxpayer occu@QBU branch), whose value is not affected
sectlc_)n 987. These abusive transactlorb% the same day as distributions from they exchange rate fluctuations.

may involve a circular f'°V_V of funds be'QBU branch to the taxpayer, these contri- An approach different from the pro-
tween a foreign QBU a_nd its U.S. parentbutions and distributions are nettegosed regulations might compute cur-
Treasury and Fhe IRS intend to Cha"engggainst one another, and only the neency gain and loss only on remittances of
these transactions under general tax pri
ciples and to issue regulations to prev:

these abuses.

Qmount is treated as a transfer to (or from@arnings, rather than taking remittances of
e%e QBU branch. This rule is generallycapital into account. In most cases, this
referred to as the “daily netting rule.” approach would align section 987 princi-
I. BACKGROUND Section 987 gain or loss equals the difples more closely with the principles of
ference between a remittance, translatesction 986(c). Treasury and the IRS re-
Treasury and the IRS published prointo the taxpayer’s functional currencyquest comments regarding the adoption of
posed regulations under section 987 oising the spot rate at the date of the remisuch an approach in the section 987 regu-
September 25, 1991. The proposed regtance, and the portion of the basis poolations, including comments on the use of
lations provide rules for determining thedetermined under Prop. Treas. Reg stacking or other rule to determine the
timing, source, character, and amount &§1.987-2(c)(2), attributable to the remitextent to which remittances are attribut-
foreign currency gain or loss recognizedance. Prop. Treas. Reg. § 1.987-2(d)(1pble to earnings. Treasury and the IRS

with respect to a QBU branch (as defined are also considering whether it might be
in Prop. Treas. Reg. §1.987-1(a)(2)) thdt: REQUEST FOR COMMENTS ON 555 gpriate to maintain a historic dollar
has a functional currency different from! HE PROPOSED SECTION 987 basis in certain tangible assets for pur-
that of the taxpayer. The proposed regulc‘BEG‘U'—'A‘T'O’\‘S poses of adjusting the equity and basis
tions adopt the profit and loss method of 04 above. Treasury and the IR800IS in lieu of calculating exchange gain

computing foreign currency gain or loss or loss. Treasury and the IRS also request
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comments regarding whether special rulesonceptually consistent with the regimeegimes. In addition to general comments
should apply to assets the value of whichpplied to controlled foreign corporationon the interaction of section 987 and Sub-
is significantly affected by exchange rateinder section 986, whether the rule is adthapter K, Treasury and the IRS invite
fluctuations or to taxpayers who hold sigministratively burdensome for taxpayerscomments on the interaction of section
nificant amounts of such assets in the oand whether the rule can be retained witl887 with the rules relating to actual and
dinary course of their trade or business. out giving rise to abuse. deemed partnership distributions and
B. Definitions of Transfer and Remit- 2. Transfers Between QBU Branches transfers of interests in partnerships. For
tance Under the proposed section 987 regulaxample, as noted in the notice of pro-
1. Use of an Annual Netting Conven+ions, a property conveyance between twposed rulemaking, it is anticipated that
tion QBU branches of the taxpayer receivesection 987 will operate independently
Treasury and the IRS are considerinthe same treatment as a property corirom the general rules in Subchapter K.
providing detailed guidance on the definiveyance from a QBU branch to its homeéccordingly, although no gain or loss on
tion of the term “transfer.” For example,office. Comments are requested regara partnership distribution may be recog-
Treasury and the IRS are considering aing whether it is appropriate to treat anized under section 731, a partnership
annual netting rule to determine the exisgroperty transfer between such QBUWlistribution (remittance) may give rise to
tence and amount of a transfer. Unddiranches as a transfer from the distributurrency gain or loss under section 987.
this rule, a transfer to or from any QBUing QBU branch to the home office, fol- Additionally, the proposed regulations
branch would consist of the net amount dbwed by a contribution of the same propunder section 987 provide for the recogni-
property that, in any taxable year of therty from the home office to the recipiention of currency gain or loss on the termi-
taxpayer, either is distributed from theQBU branch. These comments shouldation of a QBU branch. However, the
QBU branch to the taxpayer (or to anyonsider whether different results woulcroposed regulations reserve on the ap-
other QBU branch of the same taxpayel)e appropriate depending on the type giropriate treatment of a termination of a
or is contributed by the taxpayer (or bytransaction, on whether the QBUQBU that is classified as a partnership.
any other QBU branch of the taxpayer) tbranches share the same functional cu&eeProp. Treas. Reg. § 1.987-3(e).

the QBU branch. In comparison with theaency, or otherwise. Treasury and the IRS request comments
proposed regulations, this approach C. Types of Property Whose Distribu-addressing whether section 987 gain or
would be closer to the approach used ition Can Constitute a Transfer loss should be triggered by reason of a

section 884 to determine the “dividend Under the proposed section 987 regulgzartnership termination under section
equivalent amount” of a U.S. branch of dions, the term “transfer” includes the ne?08(b), including terminations under
foreign corporation. Treasury and themount of any property distributed by alreas. Reg. § 1.708-1(b)(1)(ii) (relating
IRS expect that an annual netting rul€®BU branch. Treasury and the IRS seelo termination due to the sale or exchange
would benefit taxpayers by decreasing theomments with respect to whether distribef a fifty percent or greater interest in the
administrative burden associated with caldtions of certain classes of propertyg(e partnership). Moreover, Treasury and the
culating the amount of a transfer. If annventory or other property normallyIRS are examining whether currency gain
annual netting rule were adopted, the redgransferred between the home office andr loss recognition under section 987 is
ulations might also provide that, for purthe QBU branch in the ordinary course oappropriate where a partner terminates its
poses of determining the existence dousiness) should be distinguished fronmterest in a partnership by reason of a
amount of any transfer, the IRS could disdistributions of property more in the nasale or exchange of its partnership interest
regard any distribution or contribution inture of a repatriation of earnings or capitaio a third party, rather than having its in-
appropriate circumstances to the exterand, if so, how such a distinction might beerest redeemed by the partnership.
that such conveyance is offset by either applied to prevent manipulation of section Finally, comments are requested re-
distribution or a contribution (whether or987. garding the approach the section 987 reg-
not to or from the same QBU branch that D. Interaction Between Section 987ulations should take with respect to tiered
was a party to the original distribution orRegulations and the Partnership Rules partnerships and other tiered arrange-
contribution) made within 30 days (or Because a partnership is a QBU of eaalents.
other designated period) of the last day gfartner (under Treas. Reg. 8 E. Interaction with Financial Account-
the taxpayer’s taxable year. 1.989(a)-1(b)(2)(i)), the notice of pro-ing Rules

As discussed in Part 1ll, Treasury angbosed rulemaking requested comments onFinancial accounting rules addressing
the IRS are concerned that the daily nethe manner in which section 987 could béhe reporting of foreign currency gain or
ting rule in the definition of “transfer” in better coordinated with Subchapter Kloss with respect to branches under FAS
Prop. Treas. Reg. § 1.987-2(b)(2) is su®nly one comment was received in reNo. 52 differ materially from the statutory
ceptible to manipulation by taxpayers andponse to this request. Due to the impleules enacted by Congress in section 987.
guestion whether it should be retainednentation of the “check-the-box” rulesWhile these rules cannot be perfectly
Accordingly, Treasury and the IRS re-under Treas. Reg. 8301.7701-3, Treasunfigned, Treasury and the IRS request
guest comments regarding whether thand the IRS expect increased taxpayer usemments on whether, and the manner in
daily netting rule yields a sufficiently ac-of partnerships and disregarded entitiesyhich, the regulations should be more
curate measurement of transfers durinigading to increased interest in the interelosely harmonized with financial ac-
the taxable year, whether such a rule igction of the partnership and section 98@ounting principles, either for policy rea-
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sons or to reduce the administrative burasset position of the QBU branch. Further assume that the total of all transfers from
den of complying with the regulations. Treasury and the IRS believe that cirQBU branch 1 during the taxable year does not ex-
F. Section 351 Transactions and Reeular cash flows and similar transactiongfreggf S,‘;f{ﬂﬁelyeageiﬁ;"g”;ﬁ g:;ﬂiheiu:gnfi?fl
lated Issues lacking economic substance will NOt reyes to have use of the distributed property, the IRS
The proposed regulations treat thsult in recognition of foreign currencywill scrutinize this type of transaction and may dis-
transfer of a QBU branch’s assets in a setesses under general tax principles beegard the 100u conveyance from QBU branch 1 to
tion 351 transaction described in sectionause such transactions are not properRfor purposes of section 987.
367(a) as a QBU branch terminatioBee treated as transfers or remittances under B- Régulations to be Issued pursuant to
Prop. Treas. Reg. § 1.987-3(c)(1). Theection 987. See, e.g., ACM Partnershipthis Notice _
regulations, however, reserve on providv. Commissionerl57 F.3d 231 (3d Cir. 1. Clarification of Transfer and Remit-
ing guidance on other types of section 351998),cert. denied526 U.S. 1017 (1999) tance Definitions _
transactions. SeeProp. Treas. Reg. § (denying tax benefits from a transaction Treasury and the IRS plan to issue reg-
1.987-3(c)(2). Treasury and the IRS relacking economic substance); Rev. Rut/lations which will alter the definition of
quest comments on examples of QBW®9-14, 199913 I.R.B. 3 (denying tax delh® terms “transfer” and “remittance” to
branch asset transfers in section 35ductions from a transaction lacking eco¢larify that transactions lacking economic
transactions that should not be treated a®mic substance, citing, among other fagtubstance will not be respected for pur-
QBU branch terminations. One such extors, the use of a circular flow of funds);P9S€sS of recognizing currency losses on
ample might include the transfer of &rhard v. Commissiones6 F.3d 1470 transfers between a QBU branch and its
QBU branch’s assets between domesti@" Cir. 1995), aff'g T.C. Memo home office or between QBU branches of
members of a U.S. consolidated groupl993—25,cert. denied 516 U.S. 930 & Single taxpayer (or related taxpayers).
Treasury and the IRS request commentd995) (denying tax benefits with respectircular cash flows, or any property dis-
on the most appropriate method of detete circular cash flow).See alsRev. Rul. tribution from a QBU branch followed or
mining section 987 gain and loss in th&3-142, 1983-2 C.B. 68 (ignoring a cirPreceded (within a relatively short time
context of nonrecognition transactions ineular flow of funds in determining the P€riod) by a contribution to that QBU

volving other types of entities, such agharacterization of a transaction). branch or a distribution from a second
partnerships and trusts. The following examples illustrate case§QBU branch of the same taxpayer to that
G. Other Issues in which the IRS may challenge foreigi@BU branch, may not be treated as a

Treasury and the IRS also request conturrency losses under general tax princifansfer to the extent of the offsetting
ments regarding other major issues thgles. For purposes of these examples, mnount. . o o
should be addressed as the section 98@me P is a domestic corporation (with !N addition, a contribution or distribu-

proposed regulations are reexamined. the dollar as its functional currency) thation of property may be disregardeice

has QBU branch 1 in country X and QBU"‘Ot treated as a transfer) if the unit mak-
[ll. ABUSIVE ARRANGEMENTS branch 2 in country Y. QBU branch 1ing the contribution or distribution does

ot . uses the u as its functional currency. ~ not lose the use of the property for a sig-
_A. Applicability of Current Legal Prin- Example 1 Y nificant period. For example, a distribu-
ciples On January 1 of year 5, P contributes 100u ttion from a QBU branch to a bank ac-
Treasury and the IRS have becOm@gy branch 1. On January 2 of year 5, QBlsount to which the QBU branch has
aware that some taxpayers argue that theanch 1 distributes 50u to P. On January 4 of Yealocess may be disregarded if the QBU

i i , QBU branch 1 distributes another 50u to P. As- .
rule in the proposed section 987 regula Q anch retains the use or control of the

tions requiring dailv netting of contribu- SUme the spot rate on these three days is less than
i g di tg'b " y I 9 th ¢ historical rate used to determine the amount of capRrOperty.

Ions and distributions allows them 10 reCq,; 4ny eamings in the basis pool of QBU branch 1, 2. Change in Anti-Abuse Rule

ognize foreign currency 10SSeSso that a remittance would potentially result in Treasury and the IRS plan to modify

prematurely with respect to purportedecognition of a foreign currency loss. Further 3She anti-abuse rule of Prop. Treas. Reg
transfers that do not constitute actual ecgvme that the total of all transfers during the taxablgg_ 987-2(a)(2) to provide that if a contri-

nomic remittances.g., from transactions year does not exceed the positive year end balan : = F :
€ of the equity pool. Because the distributions byoution to or a distribution from (or a se-

that are urldertaken for tax purposes artSJBU branch 1 are offset by a contribution from Fries of contributions to or distributions
lack meaningful non-tax economic consemat occurred in close temporal proximity, the IR inati
. L rom) a QBU branch, or a termination of a
guences). This opportunity is presentill scrutinize this type of transaction and may dis-QBU branch. lacks economic substance
when the spot rate is less than the historiegard the cgntribution and distributions for pur-Or is otherwiée inconsistent with the pur-
cal rate used to determine the amount Gfses of section 987. oses of section 987. then the Commi
capital and earnings in the basis pool. In Example 2 poses o section Lo : 1S
p ) . 9 pool. On January 1 of year 5, QBU branch 1 distributesioner may make appropriate adjustments
such a situation, taxpayers have attempt@@oy to P. On January 4 of year 5, P contribut i
. - &® properly reflect the economic effects of
to use circular cash flows consisting of aoou to QBU branch 2. QBU branch 2 uses the e transaction or any related or concur-
transfer of property from the QBU brancheount to which the 100u was deposited to pay the

i nt transaction.
to the taxpaver on one da fonowed)peratmg expenses and other costs of QBU branlf . .
pay y 1. Assume the spot rate on January 1 of year 5 is Under the regulations to be issued

closely by a transfer of property from thﬁ‘ess than the historical rate used to determine thender this notice, the above-described
taxpayer to the QBU branch on anothefmount of capital and earnings in the basis pool @hange to the anti-abuse rule will apply to
day to recognize foreign currency losse§BU branch 1, so that a remittance would Potenao ntributions. distributions. and termina-

i i i tially result in recognition of a foreign currency loss., . .
without economically affecting the nettially g g y10Ss.. s occurring on or after March 21,
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2000. Notwithstanding the above-de2000-20), Room 4562, CC:Intl:Br5, InternalOffice of the Associate Chief Counsel (In-
scribed change to the anti-abuse rule, ecBevenue Service, 1111 Constitution Avenuternational) at 202-622-3870 (not a toll-
nomic substance case law continues t8W, Washington DC 20224. Alternatively,free call).
apply to periods before (as well as aftefaxpayers may submit comments directly to

the date this change takes effect. the IRS Internet site dtttp://www.irs.
ustreas.gov/prod/tax_regs/comments.htm
VI. SUBMISSION OF COMMENTS [. Comments will be available for public in-

Written comments may be submitted t$Pection and copying. Treasury and the IRS

the Associate Chief Counsel (Internationalf€dUest comments by June 19, 2000.

Attention: Rebecca Rosenberg (Notice For further information regarding this
notice, contact Rebecca Rosenberg of the
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Part IV. Items of General Interest

Treatment of Distributions to corrected to read “entity separate fromits 9. On page 43081, column 1,
Foreign Persons Under Sections owner (disregarded entity) under§1.367(e)-2(b)(2)(iii)(CH). the last three
367(e)(1) and 367(e)(2); §301.7701-3 of this chapter are”. lines of the paragraph, the language “that
Correction 2. On page 43076, column 3 principal purpose of the liquidation was

§1.367(e)-1(d)(1), lines 2 and 3 from theot the avoidance of U.S. tax” is corrected
bottom of the column, the language “deto read “that the avoidance of U.S. tax
Announcement 2000-24 scribed in paragraph (b)(1) of this sectiomvas not a principal purpose of the liquida-
. are” s corrected to read “described in sedion”.
AGENCY: Internal Revenue ServiCeijon 355 jn which the distributing corpo- 10. On page 43081, column 2,
(IRS), Treasury. ration is domestic and the controlled cor§1.367(e)—2(b)(2)(iii)(D), line 10 from
ACTION: Correction to final regulations. poration is foreign are”. the bottom of the paragraph, the language

. . “to such stock” is corrected to read “to the
SUMMARY: This document contains 81.367(e)-2 [Corrected] distributed stock”.

corrections to T.D. 8834 (1999-34 |.R.B. 11 On page 43081, column 2

251), which were published in theed-  3- On page 43078, column 1, ,
cral Registeron Monday, August 9. 1969 §1.367(6)-2()D(ER), Ines 7. 8 and SL367(@)-2(0)(3)(). the last sentence of

(64 F.R. 43072), relating to the treatmery TOM the bottom of thé&xample the theigara%raph 'S rem4o3v§g.1 | 3
of distributions to foreign persons undef2nguage “allocate $45 (60 X .75) of the 1.367(e n2 Eage_ A) line (7:0 tl;]rgrl]an_,
section 367(e)(1) and (2) as added to tH§C0gNized capital loss to Asset B and wilp: ( =2 )(tz}(l)”(' ) | red t d
Internal Revenue Code by the Tax redllocate the remaining $15 (60 X .25) Of,gque gain on the" s corrected 1o rea
form Act of 1986, which affects U.S. cor-IS corrected to read “allocate $15 (60 xgain (or loss in accordance with princi-

porations. 25) of the recognized capital loss to Assd}€S contained in paragraph (b)(1)(i) of
B and will allocate the remaining $45 (6¢H"iS Section) on the”.

DATES: This correction is effective Au- x 75) of’. 13.  On page 43082, column 2,

gust 9, 1999. 4. On page 43078, column 1,§1.367(e)—2(c)(3)(|), the last sentence of

FOR FURTHER INFORMATION CON- 81.367(e)-2(b)(1)(ii)(C), lines 16 and 17,the paragraph is removed.
TACT: Guy A. Bracuti, 202-622-3860 the language “shall not offset loss" is cor- 14.  On page 43082, column 2,
(not a toll-free number). rected to read “shall not be offset by &1-367(€)-2(€), lines 2 and 3, the lan-

loss”. guage “occurring 30 days after August 9,
SUPPLEMENTARY INFORMATION: 5. On page 43081, column 1,1999 or” is corrected to read “occurring
Backaround §1367(8)—2(b)(2)(|l|)(A)2), line 2, the on or after September 7, 1999 or”.
9 ‘I‘an.guage “(dire_ctly)" is corrected to read Dale D. Goode,
The final regulations that are subject tg(directly and without regard to paragraph Federal Register Liaison,
these corrections are under sectiofP)(1)(iii) of this section)”. Assistant Chief Counsel (Corporate)
367(e)(1) and (2) of the Internal Revenue 6. On page 43081, column 1,
Code. 81.367(e)—2(b)(2)(iii)(A}3), line 2, the
language “(directly)” is corrected to rea ; :
Need for Correction “ (directly and without regard to paraflJse of Actuarial Tables in

graph (b)(1)(il) of this section)” Valuing Annuities, Interests for
As published, final regulations (TD 7. On page 43081, column 1 Life or Term of Years, and

8834) contain errors that may prove to bgl.?;67(e)—2(b)(2)(iii)(B) lines 7 through’Remainder or Reversionary

tirrl)lzrs]leadmg and are in need of clarlflca-ll, the language “(or was a U.S. reginterests; Correction

property holding corporation with respect
Correction of Publication to the foreign distributee corporation dur'Announcement 2000-25
ing the five year period ending on the date
Accordingly, the publication of the of Jiquidation)” is corrected to read “(or iSAGENCY: Internal Revenue Service
final regulations (TD 8834), which wasg former U.S. real property holding cor{IRS), Treasury.
the subject of FR Doc. 99-20092, is corporation the stock of which is treated as Ac _ on of final and
rected as follows: U.S. real property interest for five years TION: Correction of final and tempo-
X S rary regulations.
§1.367(e)-1 [Corrected] under section 897(c)(1)(A)(ii))". o _
8. On page 43081, column 1SUMMARY: This document contains
1. On page 43076, column 2 81.367(e)-2(b)(2)(iii)(CY), line 8 from corrections to T.D. 8819 (1999-20 I.R.B.
§1.367(e)-1(b)(2), lines 19, 20 and 21he bottom of the paragraph, the languagg) which were published in théederal
from the bottom of the column, the lan-‘disposes of” is corrected to read “dis-Register on Friday, April 30, 1999 (64
guage “entity (disregarded entity) undeposes of (whether in a recognition or nonF.R. 23187), relating to the use of actuar-
§1.7701-3(b)(1)(ii) or (b)(2)(i)(C) are” is recognition transaction)”. ial tables in valuing annuities, interests
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for life or terms of years, and remaindeNeed for Correction 81.664—2 [Corrected]

or reversionary interests. ) ) ) . .
As published, the final regulations (TD 1. On page 23229, in the table in

DATES: This correction is effective May 8819) contain an error that may prove tamendatory instruction Par. 32, the entry

1, 1999. be misleading and is in need of clarificafor 1.664—2(c) is corrected to read as fol-
FOR FURTHER INFORMATION CON- Uon. lows:
TACT:  William L. Blodgett at (202) cqrrection of Publication Dale D. Goode,

622-3090 (not a toll-free number).
SUPPLEMENTARY INFORMATION:

Federal Register Liaison,

Accordingly, the publication of the  aggjstant Chief Counsel (Corporate).

final regulations (TD 8819), which were
Background the subject of FR Doc. 99-10533, is cor-

rected as follows:
The final regulations that are subject of

these corrections are under section 7520
of the Internal Revenue Code.

Section Remove Add

* k k k%

1.664-2(c), sixth sentence April 30, 1989 April 30, 1999

* k ok k%
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Definition of Terms

Revenue rulings and revenue procedurgdies to both A and B, the prior ruling isnew ruling does more than restate the
(hereinafter referred to as “rulings”) that modified because it corrects a publishedubstance of a prior ruling, a combination
have an effect on previous rulings use thgosition. (Compare wittamplifiedand of terms is used. For examplaodified
following defined terms to describe theclarified, above). and supersededlescribes a situation
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 oin a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth therein. Thustulings that are obsoleted because afiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulations. A rulingthe previously published ruling is first
applied to A, and the new ruling holdsmay also be obsoleted because the 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 rul-countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languagebeing stated in the new ruling. names in subsequent rulings. After the
has caused, or may cause, some confu-Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in 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 undell 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 nothat were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it apfiod of time in separate rulings. If theService study.

E.O—Executive Order. PHC—Personal Holding Company.

AbbreV|at|0nS ER—Employer. PO—Possession of the U.S.

The following abbreviations in current use and for-ER|sA—Employee Retirement Income Security Act.PR—Partner.

merly used will appear in material published in theEX—Executor. PRS—Partnership.

Bulletin.

B F—Fiduciary. PTE—Prohibited Transaction Exemption.
A_Ind'V'duél' FC—Foreign Country. Pub. L—Public Law.
Acq.—Ac.qwescence. FICA—Federal Insurance Contribution Act. REIT—Real Estate Investment Trust.
B—Inleldu.a.I. FISC—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
BE—Beneficiary. FPH—Foreign Personal Holding Company. Rev. Ruk—Revenue Ruling.
:ﬁ;‘i‘;ﬁérd of Tax Appeals. F.R—Federal Register. S—Subsidiary.

C —Individual. FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedral Rules.

C.B—Cumulative Bulletin.
CFR—Code of Federal Regulations.

FX—Foreign Corporation.

G.C.M—Chief Counsel’s Memorandum.

Stat—Statutes at Large.
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. I.R.B—Internal Revenue Bulletin. T.I.R—Technical Information Release.
DC—Dummy Corporation. LE—Lessee. TP—Taxpayer.

DE—Donee. LP—Limited Partner. TR—Trust.

Del. Order—Delegation Order. LR—Lessor. TT—Trustee.

DISG—Domestic International Sales Corporation. M—Minor. U.S.C—United States Code.
DR—Donor. Nonacg—Nonacquiescence. X—Corporation.

E—Estate. O—Organization. Y—Corporation.

EE—Employee. P—Parent Corporation. Z—Corporation.
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