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the amount of deductible meals while traveling away from
home. Rev. Proc. 2000-9 superseded. Notice 2000-48
superseded.

Announcement 2000-81, page 348.

This document contains corrections to final regulations (T.D.
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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 Unpublished rulings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 1.—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part ll.—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.—ltems 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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Actions Relating to Decisions of the Tax Court

It is the policy of the Internal Revenue Prior to 1991, the Service published acef those reasons. “Nonacquiescence” sig-
Service to announce at an early datguiescence or nonacquiescence only imifies that, although no further review
whether it will follow the holdings in cer- certain regular Tax Court opinions. Thavas sought, the Service does not agree
tain cases. An Action on Decision is thé&ervice has expanded its acquiescengath the holding of the court and, gener-
document making such an announcemergrogram to include other civil tax caseslly, will not follow the decision in dis-
An Action on Decision will be issued atwhere guidance is determined to be helgosing of cases involving other taxpay-
the discretion of the Service only on unful. Accordingly, the Service now may ac-ers. In reference to an opinion of a circuit
appealed issues decided adverse to tlygiesce or nonacquiesce in the holdingsourt of appeals, a “nonacquiescence” in-
government. Generally, an Action on Deof memorandum Tax Court opinions, aslicates that the Service will not follow
cision is issued where its guidance wouldvell as those of the United States Districthe holding on a nationwide basis. How-
be helpful to Service personnel workingCourts, Claims Court, and Circuit Courtever, the Service will recognize the
with the same or similar issues. Unlike &f Appeal. Regardless of the court decidprecedential impact of the opinion on
Treasury Regulation or a Revenue Rulingng the case, the recommendation of angases arising within the venue of the de-
an Action on Decision is not an affirma-Action on Decision will be published in ciding circuit.
tive statement of Service position. It is nothe Internal Revenue Bulletin. The Actions on Decisions published in
intended to serve as public guidance and The recommendation in every Actionthe weekly Internal Revenue Bulletin are
may not be cited as precedent. on Decision will be summarized as aceonsolidated semiannually and appear in

Actions on Decisions shall be reliedquiescence, acquiescence in result onlhe first Bulletin for July and the Cumu-
upon within the Service only as concluor nonacquiescence. Both “acquieskative Bulletin for the first half of the
sions applying the law to the facts in theence” and “acquiescence in result onlyyear. A semiannual consolidation also ap-
particular case at the time the Action omean that the Service accepts the holdingears in the first Bulletin for the follow-
Decision was issued. Caution should bef the court in a case and that the Serviégag January and in the Cumulative Bul-
exercised in extending the recommendawill follow it in disposing of cases with letin for the last half of the year.
tion of the Action on Decision to similarthe same controlling facts. However, “ac- The Commissioner ACQUIESCES in
cases where the facts are different. Moretuiescence” indicates neither approvathe following decision:
over, the recommendation in the Actiomor disapproval of the reasons assigned
on Decision may be superseded by nety the court for its conclusions; whereas, Kathy A. King v. Commissioner}
legislation, regulations, rulings, cases, dfacquiescence in result only” indicates 115 T.C. No. 8
Actions on Decisions. disagreement or concern with some or all

1 Acquiescence relating to whether a nonpetitioning spouse (or former spouse) is entitled to notice and an opportunitya@aegamitain the meaning of I.R.C.
section 6015(e)(4) in a deficiency case where the petitioning spouse (or former spouse) is claiming relief from jointhtidiskyeunder section 6015.
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Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 1.—Tax Imposed An agency may not conduct or sponsoments were received in response to the no-
and a person is not required to respond tbice of proposed rulemaking. After con-

26 CFR 1.1(h)-1: Capital gains look-through rule g collection of information unless the col-sideration of the comments, the proposed

fsorczféisraouroix%ﬁ?l?sets of interests in a partnershipja ction of information displays a valid regulations under sections 1(h), 741, and

' ' control number assigned by the Office 01223 are adopted, as revised by this Trea-

T.D. 8902 Management and Budget. sury decision. The comments received

The estimated annual burden per reand revisions made are discussed below.
DEPARTMENT OF THE TREASURY  spondent/recordkeeper is 10 minutes.

Internal Revenue Service Comments concerning the accuracy dFXPlanation of Revisions and Summary
26 CFR Parts 1 and 602 this burden estimate and suggestions fof Comments

. . . reducing this burden should be sent to the
Capital Gains, Partnership, Internal Revenue ServicgAttn: IRS Re- 1. Look-Through Capital Gain
Subchapter S, and Trust ports Clearance Officer, OP:FS:FP, Wash-
Provisions ington, DC 20224, and to th@ffice of 5 |, General

. Management and Budget Attn: Desk

AGENCY: Internal Revenue Servicepyficer for the Department of the Trea- Section 1(h) provides maximum capital
(IRS), Treasury. sury, Office of Information and Regula-gains rates in three categories: 20-percent
ACTION: Final regulations. tory Affairs, Washington, DC 20503. rate gain, 25-percent rate gain, and 28-per-

_ ) Books or records relating to this colleccent rate gain. Twenty percent rate gain is
SUMMARY: This document contains jon of information must be retained asiet capital gain from the sale or exchange
final regulations relating to sales or €Xjonq a5 their contents may become mateof capital assets held for more than one
changes of interests in partnerships, § i, the administration of any internalyear, reduced by the sum of 25-percent
corporations, and trusts. The regulationg,enye law. Generally, tax returns andate gain and 28-percent rate gain.
interpret the look-through provisions Ofy5y ey information are confidential, asiwenty-five percent rate gain is limited to

section 1(h), added by section 311 of thg,q,jired by 26 U.S.C. 6103. unrecaptured section 1250 gain. Twenty-
Taxpayer Relief Act of 1997 and amended eight percent rate gain includes capital
by sections 5001 and 6005(d) of the InteBackground gains and losses from the sale or exchange

nal Revenue Service Restructuring and . . . .
Reform Act of 1998, and explain the%ules Section 311 of the Taxpayer Relief Ac©f collectibles (as defined in section
relating to the division of the holding pe-of 1997, Public Law 105-34 (111 stat#08(m) without regard to section

. S e 408(m)(3)) held for more than one year
riod of a partnership interest. The regulal88; 831) (the 1997 Act), as modified bé}nd certain other types of gain,

; i ections 5001 and 6005(d) of the Intern
tions affect partnerships, partners, S coP (@ Capital gain attributable to the sale or

orations, S corporation shareholderd?€venue Service Restructuring and Re- : :
tprusts et bgneficiaries. form Act of 1998, Public Law 105-206 €xchange of an interest in a pass-thru en-

(112 Stat. 685, 787, 800) (the 1998 Act)_t,ity_ held for more than one year generally
DATES: Effective Date These regula- reduced the maximum statutory tax ratel§ ' the 20-percent rate gain category.

tions are effective September 21, 2000. for long-term capital gains of individualsHOWever, the proposed regulations pro-

FOR FURTHER INFORMATION CON. in general and provided regulatory autho¥1de that, when a taxpayer sells or ex-
TACT: Jeanne M. Sullivan or David J.1Y to apply the rules to sales and ex¢hanges an mteres';]ln e;]pﬁljrtnerflhlp,_bsl cor-
Sotos (202) 622-3050 (not a toll-freechanges of interests in pass-thru entitiggoration, _‘l“ trtus';ht at IO S c(:jo ectl t‘?s’
number). and to sales and exchanges by pass—tlﬂ%lfs similar to the rules under section
entities. On August 9, 1999, the IRS pub?°1(2) apply to determine the capital gain
SUPPLEMENTARY INFORMATION: lished in theFederal Registera notice of thgt is attributable _to certain unrealized
proposed rulemaking (REG—106527—92}?3'” in the collectibles. Furthermore,

1999-34 |.R.B. 304 [64 F.R. 43117]) relatinder the proposed regulations, rules simi-
hdar to the rules under section 751(a) also

apply to determine the capital gain attrib-

Paperwork Reduction Act

The collections of information con-ing to the taxation of capital gains in t
tained in these final regulations have bee¢ase of sales or exchanges of interests T bl t i lized gain i ,
reviewed and approved by the Office opartnerships, S corporations, and trust§.2D'€ 0 certain unreafized gain in section

Management and Budget in accordancghe regulations interpreted rules added b}250 property held by a partnership when
with the Paperwork Reduction Act ofthe 1997 Act and amended by the 1998 taxpayer sells or exchanges an interest in
1995 (44 U.S.C. 3507) under controAct, and provided guidance relating to th& Partnership that holds such property.
number 1545-1654. Responses to thesivision of the holding period of & partnery, et Collectibles Loss

collections of information are required toship interest. The IRS received no re-
verify compliance with section 1(h) andguests to speak at a public hearing that Twenty-eight percent rate gain is the

to determine that the tax on capital gain@as scheduled for November 18, 199%xcess (if any) of (i) the sum of col-
has been computed correctly. and canceled the hearing. Written comlectibles gain and section 1202 gain, over

200041 L.R.B. 323 October 10, 2000



(i) the sum of collectibles loss, the netion 1(h)(7)(A), without regard to thetity is collectibles gain (taxable at a 28-
short-term loss, and the amount of longhmitation set forth in section 1(h)(7)(B). percentrate). Consistent with the purpose

term capital loss carried under section . . of the look-through provisions contained
1212(b)(1)(B) to the taxable year. Ondl. Redemption of a Partnership Interest in section 1(h), these regulations charac-
commentator suggested that, when an in- terize a transferor’s long-term capital gain

terest in a partnership, S corporation, or SOMe practitioners have expressed CORsognized on the sale of the interest in a
trust is transferred, net collectibles loss &€ that the look-through capital gaingy,qq thry entity by reference to the en-
well as net collectibles gain in propertyProvisions of the proposed regulationjy s underlying assets that give rise to
held by such an entity should be take@PPY t0 the redemption of a partnershi e, gain. Where a transferor recognizes
into account in determining a taxpayer'dnterest. To apply the regulations in thg,,q term capital gain on the sale of an in-
overall collectibles gain or collectiblesCONtext of redemptions, it would be neéCigrest in a partnership, S corporation, or
loss. The Treasury Department (Trea€SS&ry 1o import the concepts utilized i gt it would be anomalous to provide
sury) and the IRS believe that the proS€ction 751(b). Treasury and the IRS bgne ransferor with a better tax result if the
posed regulations are consistent with thg€ve that this would not be advisablegsiy has a short-term holding period in
rule in section 1(h)(6)(B), which, in pro-Accordingly, these regulations do noiectibles than if the entity has a long-
viding look-through treatment with re-2PPIy to any transaction that s treated 8@ holding period in such property.
spect to collectibles, refers only to “gaif€demption of a partnership interest fofis ryle is not relevant with respect to
from the sale of an interest in a partnef-€deral income tax purposes. section 1250 property. Because all depre-
ship, S corporation, or trust which is at- ciation with respect to section 1250 prop-

tributable to unrealized appreciation in" Allocating Section 704(c) Gain and erty held for one year or less is treated as

the value of collectibles . . .” Accord- Loss additional depreciation under section
ingly, the comment is not adopted in the ~qrtain commentators requested thak250(b)(1), such amounts will be treated
final regulations. the final regulations provide guidanceé®S unrealized receivables under section

with respect to the proportionate part of °1(c) and thus will give rise to ordinary

the section 704(c) built-in gain or loss thaf’c0Me under section 751(a) upon a dis-

is transferred to the purchaser when a seR0Sition of the partnership interest.

Section 1(h)(7)(B) limits the amounttion 704(c) partner sells a portion of & = petermination of Holding Period in a
of unrecaptured section 1250 gain recogpartnership interest. This issue is relevant Partnership
nized as a consequence of sales, eRecause, in determining a taxpayer’s
changes, and conversions described ghare of collectibles gain or section 1250
section 1231(a)(3)(A) to the taxpayer'ssapital gain on the sale of a partnershif
net section 1231 gain (as defined in sedaterest, it is necessary to calculate how 114 proposed regulations provide rules
tion 1231(c)(3)) for the taxable year. Thénuch of such gain would be allocatedg ating to the allocation of a divided
proposed regulations provide that, upon With respect to the partnership interestging period with respect to an interest
partner’s transfer of a partnership intersold if the underlying collectibles or secy, 5 partnership. These rules generally
est, the partner’s allocable share of se&ion 1250 property held by the partnershipq,iqe that the holding period of a part-
tion 1250 capital gain (as defined inwere sold for their fair market value. Ny rship interest will be divided if a part-
§1.1(h)-1(b)(3)) is not treated as sectiomaking this determination where a partye acquires portions of an interest at dif-
1231 gain for purposes of applying theéer sells only a portion of its interest in ggrent times or if an interest is acquired in
limitation in section 1(h)(7)(B). There partnership, it is necessary to determing gjngje transaction that gives rise to dif-
has been some confusion regardinfow much section 704(c) gain relating tqe ent holding periods under section
whether the section 1(h)(7)(B) limitationcollectibles or section 1250 property is aly 553 ynder the proposed regulations,
applies to all unrecaptured section 125cable to the portion of the partnershigne ho|ding period of a portion of a part-
gain, including section 1250 capital gairintérest that is sold. Although relevante gpin interest generally is determined
recognized on the transfer of a partnerlreasury and the IRS believe that thig,geq on a fraction that is equal to the fair

c. Limitations with Respect to Section
1231 Property

In General

ship interest. issue is beyond the scope of these regulg et value of the portion of the partner-
Because the transfer of an interest in #ons. Accordingly, this comment is NOtghjp, interest to which the holding period
partnership is not described in sectiopddressed in these regulations. relates (determined immediately after the

1231(a)(3)(A), the limitation provided in . Look-Through Capital Gain Where the2cquisition) over the fair market value of
section 1(h)(7)(B) is not applicable with™ 5 - Entity Has a Short-Term _the entire partnership interest.

respect to such transfers. Accordingly, Holding Period in Collectibles Under the proposed regulations, a sell-
under the final regulations (and consis- ing partner generally cannot identify and
tent with the proposed regulations), The final regulations modify the pro-use the actual holding period for a portion
where a partner sells an interest in a pansosed regulations to provide that a passf the partner’s interest. However, the
nership, the partner must take into aghru entity’s holding period in the col- proposed regulations provide that a sell-
count the entire allocable share of sectiorctibles is not relevant in determininging partner is permitted to identify the
1250 capital gain in determining the unwhether long-term capital gain recogportion of a partnership interest sold with
recaptured section 1250 gain under segized on the sale of an interest in the erits holding period if the partnership is a

October 10, 2000 324 200041 I.R.B.



publicly traded partnership (as definedermine whether a new holding period If a partner makes cash contributions
under section 7704(b)), the partnershigias created by reference to whether thend receives cash distributions from a
interest is divided into identifiable unitsfunds were used for capital expenditurepartnership during the one-year period be-
with ascertainable holding periods, andin which circumstance, a short-ternfore sale of all or a portion of the interest
the selling partner can identify the portiorholding period generally would be approin the partnership, Treasury and the IRS
of the interest transferred. priate) or for operating expenditures obelieve it is appropriate that the net cash
the partnership (in which circumstancegontribution to the partnership determine
no new holding period should be createdjhe portion of the interest that is held for
On the other hand, to the extent that ane year or less. Therefore, the final reg-

The proposed regulations include alEwart_ne_rship interest is a capita_l asset thatations provide that, if a pa_rtner makes
example of a pro rata contribution of casf® dlstlnct from the pa_rtnersh!p’s ass_etsn_e or more cash contnpuﬂ_ons_ and re-
by partners that results in a divided holg(@an entlt_y approach), its ho_ldmg_ periocteives one or more Cash_dlstrlt_)utlons with
ing period in those partners’ interests ifand basis should be determined indeperespect 'Fo the p_artnershlp during the one-
the partnership. Commentators suggestéjt?ntly anq should not be aff_ected by thgear period ending on the (_Jlate of the sale
that it is inappropriate to provide for a di_partnersh_|p’s use of the contributed _fundsnr exc_hange qf allora portlon_ of _the part-
vided holding period where an existindn choosing the gntlty approach in the_ner’s interest in the par_tn_ersh|p, in apply-
partner contributes cash to the partnep_roposed regulations, Treasury and thlag t_he ruIe; for_ dgtermlnlng th_e p_artner’s
ship, particularly where the contribution'R_S Concludeq that tracing fundg to the|h(_)ld|ng period in its partner_sh|p_ interest
is pro rata by all of the partners. Accordyltlm_at_e use in the partnership is r?ot_ awith respect to cash contrlbut|or_15, _the
ing to these commentators, such an aﬁl_dmlnlstrable means of determlnln_gaartner may reduce the cash contr!bu'glons
proach may unfairly convert portions ofvhether a Contrlbl_mon tq a partnershlp_nade dur_mg the year b_y gash d|str|b_u-
long-term appreciation of partnership ascreates a new holding period. _ tlons_ received on a Ia_st-m_-flrst-out_ basis,
sets into a short-term capital gain on the Furthe_rmore, t_he proposed regulathntreatmg a!l cash d|str|but|ons_ as if _they
sale of a long held partnership interesf'® con3|st_ent Wlth general _rules relatingvere received by the partner |mme(_1|ately
(This conversion occurs regardless otP the holding period of capital a_nd sechefore th_e sgle or exc_hz_inge. This _rule
whether the partner sells all or a portioﬁ'_on 12_31 asset_s. Where a capital assalsg applies in dete_rmlnlng the holdlng
of a partnership interest.) (including a capital asset h_eld fo_r one y_eaperlod qf a partne_zrshlp interest V\_/here gain

The conversion of long-term apprecia®" Ies_s) or pr_operty described in _sectlonr loss is res:og_nlzed under sectlon_731(a)
tion in partnership assets into short-tern][231 is contrlbute_d to a partne_rshlp, seapon a dl_s_trlbunon b_y the partne_rshlp._
capital gain upon the sale of a partnershitﬂ)on _1223(1_) requires the tack_lng of the In add|t|or_1, the final regulations in-
interest as a result of cash contributions te°lding period in the partnership interestclude authority for the Secretary to pro-
the partnership is largely the product oyvh_etherthe partners m_ake pro rata contridde, in published guidance, z_addmonal
partners having unitary bases in their parpunons of property or mstea_d make nonexceptlpns to the general holding pe_rlod
nership interests. See Rev. Rul. 84-58 ratz_a contrl_butlons that increase the_ules Wlth re_spect tq _other cash cor_wtrlbu-
(1984-1 C.B. 159) (a partner has a Sing|grop0rt|onate interests of one or more!ons, includingde m|r_1|m|s:ash contribu-
basis in a partnership interest). Underthgartners._ _ _ tions, to a partnership. Treasury and th_e
rule, gain attributable to previously con- In a_ddltlon, t_he proposed regulationdRS request comnje_nt_s asto t_he appropri-
tributed or acquired assets may be all@void inappropriate results that may occuate level for ale minimisexception.

cated to the short-term portion of a arti—f cash contributions are ignored after the
nership interest even thgugh the vaISe gprmation of a partnership. If cash contri®- Treatment of Deemed Cash

the short-term portion is no greater thafutions were ignored, it would be possible Contributions under Section 752(a)
the amount of cash contributed to th&0r partners to form shelf partnerships gection 752(a) provides that an in-
partnership. If basis from contributedVith nominal cash contributions in ordery eage in a partner’s share of partnership
cash or property could be traced to a seff Start their holding period in the intergpijities, or an increase in a partner’s in-
regated interest in the partnership, thi€StS, where the majority of cash would nQ§jyiqual liabilities by reason of the part-
conversion of long-term capital apprecial® contributed (and significant operating,e;s assumption of partnership liabilities,
tion into short-term capital gain would no?SSets Of the partnership would not be agy 5| pe treated as a contribution of
occur. Larger problems would ariseduired) until some time in the future. Thig,oney by the partner to the partnership.
however, in the context of partnershigF'€arly would not be a proper result. Some practitioners have questioned
taxation if a partner were allowed to have Based upon the foregoing, Treasury andhether a partner’s deemed contribution
a divided basis in a partnership interest. ("€ IRS continue to believe that the apat cash under section 752(a) will give rise
An aggregate approach to determinin§0ach taken in the proposed regulationg, 4 new holding period in that partner’s
the holding period of an interest in a partS @PPropriate. However, in response e rest in the partnership. A deemed con-
nership would make it more likely that &COMments, Treasury and the IRS have prggp ytion of cash resulting from a shift
contribution of cash would not give rise to//ded one exception, and explicitly grant,qng partners in their share of liabilities
a short-term holding period. Under an agduthority for another, where the contribuy, 5575 result of a partnership incurring
gregate approach, one could trace cof©n Of cash will not create a new holding,e, gebt does not expand the net asset
tributed funds into the partnership and dgl€rod in a partnership interest. base of the partners represented by their

b. Contributions of Cash by Existing
Partners

200041 L.R.B. 325 October 10, 2000



interests in the partnership. Accordinglyagain in determining the selling partner'fiave raised questions regarding the posi-
it is inappropriate to create a new holdinghort-term capital gain. In response ttion taken in this example. For purposes
period as a result of such deemed contrihese comments, the final regulations praf these regulations, Treasury and the IRS
butions. However, to the extent that aide that, if a partner recognizes ordinarpelieve that it is appropriate to character-
partner actually assumes a debt of thiacome or loss on account of section 75ize all properties and potential gain
partnership, thus causing an increase mssets, either under section 751(a) as a teeated as unrealized receivables under
the net asset base of the partnership, tkalt of the sale of all or part of the partnersection 751(c) and the regulations there-
creation of a new holding period with resship interest or as a result of the sale bynder as separate assets that are not capi-
spect to a portion of the partner’s intereghe partnership of the section 751 assets| assets or property described in section
is appropriate. the section 751 assets shall be disregard@@31. Accordingly, while the example in
In addressing a similar issue, the capin determining the division of the holdingthe proposed regulations has been elimi-
tal account rules regarding the treatmengeriod of an interest in a partnership uponated, a specific rule has been added in
of liabilities under 81.704-1(b)(2)(iv)(c) a sale of such partnership interest durinthe final regulations to provide for such a
attempt to measure the increase or déhe one-year period following the contri-result. This rule is consistent with the
crease in a partner’s economic interest ipution. This rule does not apply if, in therule added in the final regulations regard-
the partnership resulting from the asabsence of the rule, a partner would nahg the holding period exception for con-
sumption of liabilities by either the part-be treated as having held any portion dfibuted section 751 assets. As discussed
ner or the partnership. Those rules prahe interest for more than one year. Acabove, that rule will disregard the contri-
vide: cordingly, if a partner’s only contributionsbution of section 751 assets (including
(1) money contributed by a partner to a partnertg a partnership are contributions of segroperties and potential gain treated as
ship includes the amount of any partnership liabiliion 757 assets or section 751 assets andrealized receivables under section

ties that are assumed by such partner (other thz(i:%lsh within the prior one-year period, th&51(c)) in computing the holding period

[certain] liabilities . . . that are assumed by a distrib=>"* . ) e -
utee partner [in connection with a distribution of2djustment will not be available, and thef a partnership interest where the interest
property by the partnership]) but does not includ@artner appropriately will be treated ass sold within one year after contribution.
increases in such partner’s share of partnership lilaving a short-term holding period withAccordingly, while section 1245 recap-
E't'g'desto(saeep:ff;':r” sza(ag;rfn”;s(ﬁ)ipmicr’]’;ii’dczz"t'ﬁgespect to the entire interest. ture (and similar items treated as unreal-
amount of such partner's individual liabilities that A similar rule_ disregarding the contri-ized recelvables_) will be treaFed as a sepa-
are assumed by the partnership (other than [certaifUtion of section 751 assets does naoate asset that is not a capital or section
liabilities . . . that are assumed by the partnership [iapply in determining the holding period1231 asset, the asset will not give rise to a
connection with a contribution of property to theof a partnership interest with respect tshort-term holding period where a part-
partnership]) but does not include decreases in s,“ghin or loss recognized under section 73dership interest is sold. This rule also is
sgg&e);.sls'hare of partnership fiabilties (see Secnoupon a distribution by a partnershipsimilar to the rule contained in
This rule is incorporated in the ﬁna|ProperIy_ coorqlmatmg the holdlng pe_r|0d§_ 1.755-1(a), vv_hlch prowdes that proper-
regulations. The final regulations providéUIeS with gain or loss determln_atlon_gles and potentlal gain trea’ged as unreal-
that deemed contributions and distripu¥nder section 751(b) WOl_JI_d be inordi4ized _recewables under s_ectlon_751(c) are
tions of cash under sections 752(a) anlagte_ly complex. In _add|t|on, where,considered separate ord|nar_y income as-
(b) will be disregarded in determining awithin a one-year period, a partner consets for purposes of allocating basis ad-

partner's holding period in its partnershiﬁribmes section 751 assets to a partnershjipstments under section 755.

interest to the same extent that sucnd receives a cash distribution Iargfe
amounts are disregarded undefnough to require the recognition of gain,

§1704—1(b)(2)(|V)(C) (Deemed distribu—it is Ilkely that the contribution and distri-

tions under section 752(b) are relevant dtion will constitute a disguised sale of 1o o 000sed regulations provide that
a result of the cash netting rule added if{1€ Section 751 assets to the partnership

. selling partner may use the actual hold-
these final regulations.) under section 707(a)(2)(B), thus renderg, o ioq of the portion of a partnership

ing the holding period rules irrelevanﬁ terest sold if the partnershio is a “pub-
d. Contribution of Section 751 Assets  since the sale of an asset to a partnersr"nely traded Ipartnzrship" (g)s| defiE:d

e?n(zsrsegtoitn?:s(;[atrrt]r?e?sor:?;ng period of aMnder section 7704(b)), the partnership

Identification of Publicly Traded
Partnership Units

Commentators noted that, if a partn

has a short-term holding period in a part- interest is divided into identifiable units
nership interest on account of the contrie. Treatment of Recapture and Other ~ With ascertainable holding periods, and
bution of assets described in section Unrealized Receivables the selling partner can identify the por-
751(c) or (d) (section 751 assets), the tion of the interest transferred. Commen-

rules of section 751(a) in conjunction An example in the proposed regulatators suggested that it may be appropri-
with the proposed regulations cause théons treats the portion of a contributedte to provide that a partner must be
section 751 assets to be counted twice ifagset that would be recaptured as ordinacpnsistent in electing, for holding period
partnership interest is sold within 12income under section 1245 upon dispospurposes, to identify units of a publicly
months of the contribution, once in applytion as non-section 1231 property for purtraded partnership that are sold or ex-
ing section 751(a) to treat part of thePoses of the tacked holding period rule ishanged in order to avoid distortion in
amount received as ordinary income, angection 1223(1). Some commentatorthe total long-term and short-term capital
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gain recognized. This suggestion iSpecial Analyses rule for sales or exchanges of interests in

adopted in the final regulations. , . a partnership, S corporation, or trust.
It has been determined that this Trea-

g. Conversion from General Partnershipsury decision is not a significant regula- (a) In general When an interest in a
to Limited Partnership tory action as defined in Executive Ordepartnership held for more than one year is
... 12866. Therefore, a regulatory assesseold or exchanged, the transferor may rec-
A commentator requested clarificationyent js not required. It also has been degnize ordinary income (e.g., under sec-
that a partner’s holding period in its partyermined that section 553(b) of the Adtion 751(a)), collectibles gain, section
nership interest carries over when a parfqinistrative Procedure Act (5 U.S.C.1250 capital gain, and residual long-term
nership converts from a general partnesanter 5) does not apply to these regulaapital gain or loss. When stock in an S
ship to a limited partnership, as describegl,, |t js hereby certified that the colleccorporation held for more than one year is
in Rev. Rul. 84-52 (1984-1 C.B. 157)+jon of information in these regulationssold or exchanged, the transferor may rec-
The ruling concludes that, pursuant Qi not have a significant impact on aognize ordinary income (e.g., under sec-
section 1223(1), there will be no changgpstantial number of small businessetions 304, 306, 341, 1254), collectibles
to the holding period of any partner's in—rhjs certification is based upon the facgain, and residual long-term capital gain
terest in the partnership as a result of SUgR,¢ the economic burden imposed on taxr loss. When an interest in a trust held
a conversion. The final regulations do nzayers by the collection of informationfor more than one year is sold or ex-
change the result set forth in Rev. Rul. 843, recordkeeping requirements of theszhanged, a transferor who is not treated as
o2. regulations is insignificant. For examplethe owner of the portion of the trust attrib-
h. Other Miscellaneous Issues the estimateq average annual burden petab[e to the interest sold or exchanged
respondent is 10 minutes. Therefore, gections 673 through 679) (a non-grantor
The proposed regulations contain an eXRegulatory Flexibility Analysis is not re- transferor) may recognize collectibles
ample which, consistent with Rev. Rulquired under the Regulatory Flexibilitygain and residual long-term capital gain
84-53, states that a partner has a singhet (5 U.S.C. chapter 6). Pursuant to seor loss.
basis in its partnership interest. Certaition 7805(f) of the Internal Revenue (b) Look-through capital gair-(1) In
commentators suggested that the principléode, the notice of proposed rulemakingeneral Look-through capital gain is the
that a partner has a single basis in its pagireceding these regulations was submishare of collectibles gain allocable to an
nership interest should be set forth in regued to the Chief Counsel for Advocacy ofnterest in a partnership, S corporation, or
lations, rather than simply relying on Revthe Small Business Administration fortrust, plus the share of section 1250 capi-
Rul. 84-53. The rules set forth in theseomment on its impact on small businesdal gain allocable to an interest in a part-
regulations address only holding period . . nership, determined under paragraphs
and character issues. In illustrating thPrafting Information (b)(2) and (3) of this section.
operation of certain of these rules, the ex- 1 principal authors of these regula- (2) Collectibles gair—(i) Definition.
ample accurately reflects current 1awiqns are Jeanne M. Sullivan and David JOF Purposes of this sectiooollectibles
Treasury and the IRS believe that the ing5i5s of the Associate Chief Counsedainshall be treated as gain from the sale
clusion of a separate rule providing that fPassthroughs and Special Industries§’ exchange of a collectible (as defined in
partner has a single basis in its partnershmowever, other personnel from Treasur;?eCtiO” 408(m) without regard to section
interest is unnecessary and is beyond the 4 the IRS participated in their deve|0p408(m)(3)) that is a capital asset held for
scope of these regulations. more than 1 year.

Finally, it was suggested that the finalmem' X ok & x * (ii) Share of collectibles gain allocable
regulations cross-reference section 83(f), to an interest in a partnership, S corpora-
which provides that in determining theAdoption of Amendments to the tion, or a trust When an interest in a
holding period of property to which sec-Regulations partnership, S corporation, or trust held
tion 83(a) applies, only the holding period for more than one year is sold or ex-

during which rights are transferable or are Accordingly, 26 CFR parts 1 and 602changed in a transaction in which all real-
not subject to a substantial risk of forfei2re amended as follows: ized gain is recognized, the transferor
ture shall be included. 'Treasury and thBART 1— INCOME TAXES shall recognize as collectibles gain the
IRS currently are studying the extent to amount of net gain (but not net loss) that
which section 83(a) applies to the issuance Paragraph 1. The authority citation fomwould be allocated to that partner (taking
of certain partnership interests (i.e., a profpart 1 is amended by adding an entry imto account any remedial allocation

its interest in a partnership) in exchangaumerical order to read in part as folunder 81.704-3(d)), shareholder, or bene-

for services. Section 83(f) is relevant tdows: ficiary (to the extent attributable to the

the extent that section 83(a) applies with Authority: 26 U.S.C. 7805 * * * portion of the partnership interest, S cor-
respect to a partnership interest. However, Section 1.1(h)-1 is also issued undegoration stock, or trust interest transferred
in order to avoid any implication that sec26 U.S.C. 1(h); * * * that was held for more than one year) if
tion 83(a) applies to all partnership inter- Par. 2. Section 1.1(h)-1 is added tthe partnership, S corporation, or trust
ests issued in exchange for services,raad as follows: transferred all of its collectibles for cash

cross reference to section 83(f) has nat equal to the fair market value of the assets

been included in the final regulations. ~ $1-1(n)-1 Capital gains look-through
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before the transfer of the interest in thextent attributable to the portion of thewould recognize upon the sale or ex-
partnership, S corporation, or trust. If lespartnership interest transferred that washange of stock of an S corporation, or
than all of the realized gain is recognizetield for more than one year) if the partthat the beneficiary would recognize upon
upon the sale or exchange of an interest irership transferred all of its section 1256he sale or exchange of an interest in a
a partnership, S corporation, or trust, thproperty in a fully taxable transaction fortrust (pre-look-through long-term capital
same methodology shall apply to detereash equal to the fair market value of thgain or loss) minus the amount of look-
mine the collectibles gain recognized byssets immediately before the transfer ahrough capital gain determined under
the transferor, except that the partnershighe interest in the partnership. If less thaparagraph (b) of this section.
S corporation, or trust shall be treated aall of the realized gain is recognized upon (d) Special rule for tiered entitiesln
transferring only a proportionate amounthe sale or exchange of an interest in @determining whether a partnership, S cor-
of each of its collectibles determined as partnership, the same methodology shalioration, or trust has gain from col-
fraction that is the amount of gain recogapply to determine the section 1250 caplectibles, such partnership, S corporation,
nized in the sale or exchange over th&l gain recognized by the transferor, exer trust shall be treated as owning its pro-
amount of gain realized in the sale or except that the partnership shall be treatgubrtionate share of the collectibles of any
change. With respect to the transfer of ams transferring only a proportionatepartnership, S corporation, or trust in
interest in a trust, this paragraph (b)(2amount of each section 1250 property devhich it owns an interest either directly or
applies only to transfers by non-grantotermined as a fraction that is the amounnhdirectly through a chain of such entities.
transferors (as defined in paragraph (a) @f gain recognized in the sale or exchanga determining whether a partnership has
this section). This paragraph (b)(2) doesver the amount of gain realized in thesection 1250 capital gain, such partner-
not apply to a transaction that is treatedsale or exchange. This paragraph (b)(3hip shall be treated as owning its propor-
for Federal income tax purposes, as a reoes not apply to a transaction that isonate share of the section 1250 property
demption of an interest in a partnership, 8eated, for Federal income tax purposesf any partnership in which it owns an in-
corporation, or trust. as a redemption of a partnership interestterest, either directly or indirectly through
(3) Section 1250 capital gair(i) Defi- (i) Limitation with respect to net sec-a chain of partnerships.
nition. For purposes of this sectiosgc- tion 1231 gain In determining a trans- (e) Notification requirements Report-
tion 1250 capital gairmeans the capital feror partner’s net section 1231 gain (aig rules similar to those that apply to the
gain (not otherwise treated as ordinary indefined in section 1231(c)(3)) for pur-partners and the partnership under section
come) that would be treated as ordinargoses of section 1(h)(7)(B), the transferor51(a) shall apply in the case of sales or
income if section 1250(b)(1) included allpartner’s allocable share of section 1256xchanges of interests in a partnership, S
depreciation and the applicable percentapital gain in partnership property shaltorporation, or trust that cause holders of
age under section 1250(a) were 100 penot be treated as section 1231 gain, reuch interests to recognize collectibles gain
cent. gardless of whether the partnership promand in the case of sales or exchanges of in-
(i) Share of section 1250 capital gainerty is used in the trade or business (as dirests in a partnership that cause holders
allocable to interest in partnership fined in section 1231(b)). of such interests to recognize section 1250
When an interest in a partnership held for (c) Residual long-term capital gain or capital gain. See §1.751-1(a)(3).
more than one year is sold or exchangddss The amount of residual long-term (f) Examples.The following examples
in a transaction in which all realized gaircapital gain or loss recognized by a pariflustrate the requirements of this section:
is recognized, there shall be taken into acer, shareholder of an S corporation, or Example 1 Collectibles gain (i) A andB are
count under section 1(h)(7)(A)(i) in deter-beneficiary of a trust on account of thedual pariners in a personal service partnership

L , . . . PRS. B transfersB’s interest inPRSto T for
mining the partner’s unrecaptured sectiorale or exchange of an interest in a par};

. . . . 15,000 wherPRSs balance sheet (reflecting a cash
1250 gain the amount of section 125@ership, S corporation, or trust shall equakceipts and disbursements method of accounting) is
capital gain that would be allocated (takthe amount of long-term capital gain oOfas follows:

ing into account any remedial allocatiodoss that the partner would recognize

under §1.704-3(d)) to that partner (to thender section 741, that the shareholder

ASSETS
Adjusted Market
Basis Value
CaSh o $ 3,000 $3,000
Loans Owed to Partnership . ....... .. 10,000 10,000
Collectibles . . ... 1,000 3,000
Other Capital ASSEtS . ... 6,000 2,000
Capital ASSELS . . . .t 7,000 5,000
Unrealized Receivables . . ... ... - 0 _.000 14
1 L $20,000 $32,000
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LIABILITIES AND CAPITAL

Liabilities . . . e $ 2,000 $ 2,000
Capital:
A e 9,000 15,000
B . 9,000 15,000
TOtal . $20,000 $32,000
(i) At the time of the transfeB has held the in- Example 2 Special allocations Assume the term capital loss on account of the sal®sfinter-

terest inPRSfor more than one year, ak basis same facts as iExample 1 except that under the est inPRS

for the partnership interest is $10,000 ($9,000 plugartnership agreement, all gain from the sale of the Example 4 Collectibles gain in an S corpora-
$1,000, B’s share of partnership liabilities). None otollectibles is specially allocated By andB trans- tion. (i) A corporation X) has always been an S
the property owned bi?RSis section 704(c) prop- fersB's interest toT for $16,000. All items of in- corporation and is owned by individuais B, and
erty. The total amount realized Bis $16,000, come, gain, loss, or deduction BRS other than C. In 1996,X invested in antiques. Subsequent to
consisting of the cash received, $15,000, pluthe gain from the collectibles, are divided equallytheir purchase, the antiques appreciated in value by
$1,000,B’s share of the partnership liabilities as-betweenA andB. Under these fact®'s amount re- $300. A owns one-third of the sharesX&tock and
sumed by T. See section 758's undivided one- alized is $17,000, consisting of the cash receivedias held that stock for more than one ye&is ad-
half interest inPRSincludes a one-half interest in $16,000, plus $1,00®’s share of the partnership justed basis in th¥ stock is $100. IA were to sell
the partnership’s unrealized receivables and a onkabilities assumed byl. See section 752B will  all of A's X stock toT for $150,A would realize $50
half interest in the partnership’s collectibles. recognize $7,000 of ordinary income with respecof pre-look-through long-term capital gain.

(iii) If PRSwere to sell all of its section 751 prop-to the unrealized receivables (determined under (ii) If X were to sell its antiques in a fully taxable
erty in a fully taxable transaction for cash equal t&1.751-1(a)(2)). Accordingl®’s pre-look-through transaction for cash equal to the fair market value of
the fair market value of the assets immediately pridong-term capital gain would be $0. RRSwere to the assets immediately before the transfef,té
to the transfer oB'’s partnership interest td, B sell all of its collectibles in a fully taxable transac-would be allocated $100 of gain on account of the
would be allocated $7,000 of ordinary income fromntion for cash equal to the fair market value of the asale. ThereforeA will recognize $100 of col-
the sale oPRSs unrealized receivables. Therefore sets immediately prior to the transferB%$ partner- lectibles gain (look-through capital gain) on ac-
B will recognize $7,000 of ordinary income with re-ship interest tdl, B would be allocated $2,000 of count of the collectibles held b
spect to the unrealized receivables. The differenggain from the sale of the collectibles. Therefde, (iii) The difference between the transferor’s pre-
between the amount of capital gain or loss that theill recognize $2,000 of collectibles gain on ac-look-through long-term capital gain or loss ($50)
partner would realize in the absence of section 75dount of the collectibles held B3RS B will recog- and the look-through capital gain determined under
($6,000) and the amount of ordinary income or lossize a $2,000 residual long-term capital loss on adhis section ($100) is the transferor’s residual long-
determined under 81.751-1(a)(2) ($7,000) is theount of the sale of B interest ilPRS term capital gain or loss on the sale of the S corpo-
partner’s capital gain or loss on the sale of the part- Example 3 Net collectibles loss ignoredAs- ration stock. Under these fac®,will recognize
nership interest under section 741. In this case, tlsame the same facts asHrample 1except that the $100 of collectibles gain and a $50 residual long-
transferor has a $1,000 pre-look-through long-termollectibles held byPRShave an adjusted basis ofterm capital loss on account of the salésfinter-
capital loss. $3,000 and a fair market value of $1,000, and thest inX.

(iv) If PRSwere to sell all of its collectibles in a other capital assets have an adjusted basis of $4,000Example 5 Sale or exchange of partnership in-
fully taxable transaction for cash equal to the faiand a fair market value of $4,000. (The total adterest where part of the interest has a short-term
market value of the assets immediately prior to thpisted basis and fair market value of the partneholding period (i) A, B, andC form an equal part-
transfer ofB's partnership interest 6, B would be ship’s capital assets are the same a@xample 1)  nership PRS. In connection with the formatioA
allocated $1,000 of gain from the sale of the colf PRSwere to sell all of its collectibles in a fully contributes $5,000 in cash and a capital asset with a
lectibles. ThereforeB will recognize $1,000 of col- taxable transaction for cash equal to the fair markéair market value of $5,000 and a basis of $2,@0;
lectibles gain on account of the collectibles held byalue of the assets immediately prior to the transferontributes $7,000 in cash and a collectible with a
PRS of B's partnership interest t®, B would be allo- fair market value of $3,000 and a basis of $3,000;

(v) The difference between the transferor’'s preeated $1,000 of loss from the sale of the colandC contributes $10,000 in cash. At the time of
look-through long-term capital gain or loss (-$1,000)ectibles. Because none of the gain from the sale tfie contributionA had held the contributed prop-
and the look-through capital gain determined undehe interest ifPRSis attributable to unrealized ap- erty for two years. Six months later, wh&gs basis
this section ($1,000) is the transferor’s residual longareciation in the value of collectibles held BRS in PRSis $7,000A transfersA’s interest inPRSto
term capital gain or loss on the sale of the partnethe net loss in collectibles held BYRSis not recog- T for $14,000 at a time whelARSs balance sheet
ship interest. Under these fadBwill recognize a nized at the tim® transfers the interest PRS B (reflecting a cash receipts and disbursements
$2,000 residual long-term capital loss on account ofill recognize $7,000 of ordinary income (deter-method of accounting) is as follows:

the sale or exchange of the interes?RS mined under §1.751-1(a)(2)) and a $1,000 long-
ASSETS
Adjusted Market
Basis Value
CaS N . o $ 22,000 $22,000
Unrealized Receivables . . ... .. . e 0 6,000
Capital Asset 2,000 5,000
Collectible 3,000 9,000
Capital ASSEES . . . ot e 5,000 14,000
Ot o $ 27,000 $42,000
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(ii) Although at the time of the transférhas  under the undesignated center headirgarded to the same extent that such
not h‘;'c?A's '”teriSth'”fRSforkmorel ”;3; one “General Rules for Determining Capitalamounts are disregarded under
year, 50 percent of the fair market valuehaf In- 5 9ing and Losses” to read as follows: §1.704—1(b)(2)(iv)(c).
terest inPRSwas received in exchange for a capi- (4) Adjust ¢ with ‘'t
tal asset with a long-term holding period. There _ . : justment with respect 1o con-
fore, 50 percent of\'s interest inPRShas a §1.'12d23 f Rules rehlatmg to the hOIdIngtributed section 751 asset$-or purposes
long-term holding period. See §1.1223-3(b)(1). Periods of partnership interests. of applying paragraph (b)(1) of this sec-

(iii) If PRSwere to sell all of its section 751 tion to determine the holding period of a
property in a fully taxable transaction immediately (@) In gefneral A_partne.r Sh_a” no_t hio i . h f
beforeA's transfer of the partnership interest, have a divided holding period in an inPartnership interest (or portion t ereof)
would be allocated $2,000 of ordinary incometerest in a partnership unless— that is sold or exchanged, if a partner re-
Accordingly, A will recognize $2,000 ordinary in- (1) The partner acquired portions ofceives a portion of the partnership interest

come and $5,foor:) ($7,oofo - $2,(f)00) of capital gai) " e rast at different times: or in exchange for property described in sec-
on account of the transfer fbof A’s interest in . ! . ; i
PRS Fifty percent ($2,500) of that gain is long- (2) The partner acquired portions of!on 751(c) or (d) (section 751 assets)

term capital gain and 50 percent ($2,500) is shorthe partnership interest in exchange fopithin the one-year period ending on the

term capital gain. See §1.1223-3(c)(1). property transferred at the same time b§tate of the sale or exchange of all or a
(iv) If the collectible were sold or exchangedyggylting in different holding periods portion of the partner’s interest in the

in a fuIIyf tax?brI]e transactirc])n immediatelyldbsfore(e g., section 1223) partnership, and the partner recognizes
A's transfer of the partnership intereatywould be N . ) . . ; i
allocated $2,000 of gain attributable to the col- (b) Accounting for holding periods Ofordmary Income or loss on account of

lectible. The gain attributable to the collectiblean interest in a partnership(1) Gen- Such a section 751 asset in a fully taxable
that is allocable to the portion of the transferred ineral rule. The portion of a partnershiptransaction (either as a result of the sale of
terest inPRSwith a long-term holding period is jnterest to which a holding period related@ll or part of the partner’s interest in the

$1,000 (50 percent of $2,000). Accordingly, p- e determined by reference to Bartnership or the sale by the partnership
will recognize $1,000 of collectibles gain on ac

coUnt of the transfer ok's inferest INPRS fraction, the numerator of which is theOf the section 751 asset), the contribution

(v) The difference between the amount of prefair market value of the portion of theOf the section 751 asset during the one-
look-through long-term capital gain or losspartnership interest received in th&/€ar period shall be disregarded. How-

($2,500) and the look-through capital gaingransaction to which the holding periodeVer. if, in the absence of this paragraph, a

1 is th f residual long- - . L ;
($1,000) is the amount of residual long-term capie1a5 and the denominator of which iBartner would not be treated as having
tal gain or loss thaA will recognize on account of

the transfer ofA's interest inPRS Under these the fair market value of the entire parthEId any portion of the interest for more

facts,A will recognize a residual long-term capitalnership interest (determined immedithan one year (e.g., because the pgrtner’s
gain of $1,500 and a short-term capital gain oftely after the transaction). only contributions to the partnership are

$2,500. (2) Special rule For purposes of ap- contributions of section 751 assets or sec-
(9) Effective date This section ap- nying paragraph (b)(1) of this section tdion 751 assets and cash within the prior
plies to transfers of interests in partnergetermine the holding period of a partone-year period), this adjustment is not
ships, S corporations, and trusts theﬁership interest (or portion thereof) thafvailable.
occur on or after September 21, 2000. jg goid or exchanged (or with respect to (5) Exception The Commissioner may
Par. 3. Section 1.741-1 is amendegich gain or loss is recognized upon &rescribe by guidance published in the In-
by adding paragraphs (e) and (f) to reagistripution under section 731),ifa part_ternal Revenue Bulletin (see §601.-
as follows: ner makes one or more contributions of01(d)(2) of this chapter) a rule disregard-
cash to the partnership and receives oi@d certain cash contributions (including
or more distributions of cash from thecontributions of ade minimisamount of
partnership during the one-year perio&ash) in applying paragraph (b)(1) of this
ok kk ending on the date of the sale or ex§ection to determine the holding period of
(e) For rules relating to the capitalchange (or distribution with respect to? Partnership interest (or portion thereof)
gain or loss recognized when a partneshich gain or loss is recognized undefhat is sold or exchanged
sells or exchanges an interest in a parsection 731), the partner may reduce the (C) Sale or exchange of all or a portion
nership that holds appreciated coleash contributions made during the yee@f an interest in a partnership(l) Sale
lectibles or section 1250 property withby cash distributions received on a las®r exchange of entire interest in a part-
section 1250 capital gain, see 8n-first-out basis, treating all cash distri-nership If a partner sells or exchanges
1.1(h)-1. This paragraph (e) applies tbutions as if they were received immedithe partner’s entire interest in a partner-
transfers of interests in partnerships thately before the sale or exchange (or &ip, any capital gain or loss recognized
occur on or after September 21, 2000 the time of the distribution with respectshall be divided between long-term and
(f) For rules relating to dividing the to which gain or loss is recognizedshort-term capital gain or loss in the same
holding period of an interest in a partunder section 731). proportions as the holding period of the
nership, see §1.1223-3. This paragraph (3) Deemed contributions and distrib-intérest in the partnership is divided be-
(f) applies to transfers of partnership inutions For purposes of paragraphdween the portion of the interest held for
terests and distributions of propertyb)(1) and (2) of this section, deemednore than one year and the portion of the
from a partnership that occur on or aftecontributions of cash under sectiornterest held for one year or less.
September 21, 2000. 752(a) and deemed distributions of cash (2) Sale or exchange of a portion of an
Par. 4. Section 1.1223-3 is addednder section 752(b) shall be disreinterest in a partnership-(i) Certain

81.741-1 Recognition and character of
gain or loss on sale or exchange.
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publicly traded partnerships A selling gain treated as unrealized receivable®rship PS. The value of\'s PSinterest is $900,
partner in a publicly traded partnershipunder section 751(c) shall be treated g§dA’s holding period in the entire interest is long-

. . . term. On January 2, 2000, when the valua'sPS
(as defined under section 7704(b)) mageparate assets that are not capital asslﬁfg;est is still $900A contributes $100 t®S On

use the actual hold_ing period of the poras Qefin_ed in s_ection 1221 or property degyne 1, 2000 receives a distribution of $40 cash

tion of a partnership interest transferredcribed in section 1231. from the partnership. On September 1, 2000, when

if— () Examples. The provisions of thisthe value ofA's interest inPSis $1,350,A con-
(A) The ownership interest is dividedsection are illustrated by the followingributes an additional $230 cashR& and on Octo-

into identifiable units with ascertainableexamples: ber 1, 2000A receives another $40 cash distribu-
. . o ) . _ tion fromPS A sellsA’s entire partnership interest
holding periods; Example 1 Division of holding period—contri- - "\ e mber 1, 2000, for $1,600's adjusted
(B) The selling partner can identify thebution of money and a capital asse(i) A con- ' ' '

. . .basis in thePSinterest at the time of the sale is
. L tributes $5,000 of cash and a nondepreciable capi
portion of the partnership interest trans; .. has held for two years to a partnerstiRg ,000.
(i) For purposes of netting cash contributions

ferred; and . for a 50 percent interest ARS A's basis in the atnd distributions in determining the holding period
(C) The selling partner elects to use theapital asset is $5,000, and the fair market value 9 A's interest inPS Alis treated as having received

identification method for all sales or ex-the assetis $10,000. After the excharmye.basis i ciption of $80 on November 1, 2000. Apply-

changes of interests in the partnershi}? A's interest inPRSis $10,000, and the fair mar-

) . ) ing that distribution on a last-in-first-out basis to re-
et value of the interest is $15,008.received one- 9

. ke ‘ ; . I ina th h -
after September 21, 2000. The Se”m_gwd of the interest ilPRSfor a cash payment of duge prior contributions during the yegr, the contri
bution made on September 1, 2000, is reduced to

partner makes the election referred to i§s 000 ($5,000/$15,000). Therefors holding : : (
this paragraph (c)(2)(i)(C) by using theperiod in one-third of the interest received (attribut:$l50 ($230 - $80). The holding period then s de-

. : . o . termined as follows: Immediately after the contri-
actual hOldlng perlod of the portion of theable to the contribution of money to the partnershlpb)ution of $100 on January 2, 2000s holding pe-

partner’s interest in the partnership firspegins on the day after the contributiohreceived riod in A’s PSinterest is 90 percent long-term

two-thirds of the interest iRRSin exchange for the
transferred after September 21, 2000, I&apital asset ($10,000/$15,000). Accordingly, Iour§$900/($900 + $100)) and 10 percent short-term

reporting the transaction for federal insyant to section 1223(13 has a two-year holding ($100/($900 + $100)). The contribution of $150 on

S . ; . September 1, 2000, causes 10 perceri'®fpart-
come tax purposes. period in two-thirds of the interest received®RS nership interest ($150/($1,350 + $150)) to have a

(i) Other partnerships If a partner (if) Six months later, whew\'s basis inPRSis ) : : . . .
has m dvided hold d $12,000 (due to a $2,000 allocation of partnershiéhort term holding period. Accordingly, immedi
as a divided holding period In a partne tely after the contribution on September 1, 2000,

.. .. _income toA), A sells the interest iPRSfor . o . )
- ) A's hol nA’s P 1
Shlp interest, and paragraph (C)(Z)(I) O§]17,000. Assumin@®RSholds no inventory or un- s holding period inA's PSinterest is 81 percent
long-term (.90 x .90) and 19 percent short-term

this section does not apply, then the holdzajized receivables (as defined under sectio& 10 x .90) + .10). Accordingly, $486 ($600 x .81)

ing period of the transferred interest shalt51(c)) and no collectibles or section 1250 PIOPLt the gain fromA's sale of thePSinterest is long-

be diVide_d betV_Veen Iong_—term and shorter_ty,gwgl realize $5r;980¢gf capital gf”“g'Rgﬁ deter-o capital gain, and $114 ($600 x .19) is short-
term capital gain or loss in the same prdPinéd above, one-third ats interest INPRShas & o0y canital gain.

ortions as the lona-term and short-ter holding period of one year or less, and two- thirds Example 4 Division of holding period when
P 9 "Bt A's interest inPRShas a holding period equal tog:apital accou-nt is increased by contribution, B

capital gain or loss that the transferofyo years and six months. Therefore, one-third o andD are equal partners in a partnerstiRg
partner would realize if the entire interesthe capital gain will be short-term capital gain, an 1 4 the fair mgrket?/alue ofa 25ppercent interest in

in the partnership were transferred in &vo-thirds of the capital gain will be long-term cap-p o g 100, A B, C, andD each contribute an ad-

fully taxable transaction immediately be-t! 9ain. o _ _ ~ ditional $100 to partnership capital, thereby in-
fore the actual transfer. Example 2 Division of holding period—contri- . eaging the fair market value of each partner’s in-

(d) Distributions—(l) In genera] Ex- bution of section 751 asset and a capital asskt terest to $200. As a result of the contribution, each

contributes inventory with a basis of $2,000 and . L .
. . ' artner has a new holding period in the portion of
cept as provided in paragraph (b)(2) ofair market value of $6,000 and a capital asse?he partner’s interest iﬁ’R%trr)lat is attributgble to

this section, a partner’s holding period irwhich A has held for more than one year with &yo conribution. That portion equals 50 percent

a partnership interest is not affected bpasis of $4,000 and a fair market value of $6'OOQ$100/$200) of each partner's interesPRS

distributions from the partnership. aqu contributes cash of $12,000 to fqrm apartner- gy ample 5 Sale or exchange of a portion of an
ship (AB). As a result of the contribution, one—halfinterest in a partnership (i) A, B, andC form an

(2) C_haraCter of capital gain or |0_SS of A's interest inAB is treated as having been heldequal partnershipARS. In connection with the
recognized as a result of a distributiorfor more than one year under section 1223(1). Skormation, A contributes $5,000 in cash and a capi-
from a partnership If a partner is re- months laterA transfers one-half of's interest in | 4ot (capital asset 1) with a fair market value of

quired to recognize capital gain or loss &8 o C for $6,000, realizing a gain of $3,000. Ifgg 500 and a basis of $2,0@contributes $7,000
a result of a distribution from a partner-’o‘B were to sell all of its section 751 property in &y, cash and a capital asset (capital asset 2) with a

. . . fully taxable transaction immediately befofés fair market value of $3.000 and a basis of $3,000:
ship, then the capital gain or loss reCOYfanster of the partnership interestwould be allo- 5 ¢ contributes $10 (;00 in cash. At the tim,e of’

nized shall be divided between long-termated $4,000 of ordinary income on account of thg. . contribution A had held the contributed prop-
and short-term capital gain or loss in théventory. AccordinglyA will recognize $2,000 of ¢t o years. Six months later, whé'a basis
same proportions as the long-term an@ffnary income and $1,000 of capital gain (83,906, prsis 57,0004 transfers one-half ofss interest
ChoCer captl g o o5 ht hg £ 7 et o hevrs S ) 023 1 e s o
distributee partner would realize if such, n ibuted B within th ance sheet (reflecting a gash_recelpts and disburse-
) S . .ventory that was contribute within the one o nts method of accounting) is as follows:
partner’s entire interest in the partnershipear period ending on the date of the sale, the in-
were transferred in a fully taxable transventory will be disregarded in determining the hold-

action immediately before the distribu-ng period ofA's interest inAB. All of the capital
tion gain will be long-term.

. Example 3 Netting of cash contributions and
(€) Section 751(c) asset$or purposes distributions (i) On January 1, 200@, holds a 50

of this section, properties and potentigercent interest in the capital and profits of a part-
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ASSETS

Adjusted Market
Basis Value
CaSh L $ 22,000 $22,000
Unrealized ReCeIVADIES . . . ... e 0 6,000
Capital ASSEt L . . e 2,000 5,000
Capital ASSET 2 . .o 3,000 9,000
Capital ASSEES . . o ot e 5,000 14,000
Ot o $ 27,000 $42,000

(i) Although at the time of the transf@rhas not method for all subsequent sales or exchanges of ii10,000) tcABC on September 30, 200®\'s hold-
held A’s interest inPRSfor more than one year, 50 terests in the partnership by using the actual holdirigg period in one-seventh &'s interest inABC
percent of the fair market value éfs interest in period in reporting the transaction Ais federal in- ($2,000 cash contributed over the $14,000 value of
PRSwas received in exchange for a capital ass&me tax return, the capital gain realized will behe entire interest (determined as if only $2,000 were

with a long-term holding period. Therefore, 50 periong-term capital gain. contributed rather than $12,000)) begins on the day
cent of A’s interest inPRShas a long-term holding Example 7 Disproportionate distribution In  after the cash contributionA recognizes $7,990 of
period. 1997,A and B each contribute cash of $50,000 tocapital gain as a result of the distribution. See sec-

(iii) If PRSwere to sell all of its section 751 prop-form and become equal partners in a partnershipn 731(a)(1). One-seventh of the capital gain rec-
erty in a fully taxable transaction immediately be{PRS. More than one year laté receives a distri- ognized as a result of the distribution is short-term
fore A's transfer of the partnership intereatwould  bution worth $22,000 frorfPRS which reduce#€\'s  capital gain, and six-sevenths of the capital gain is
be allocated $2,000 of ordinary income. One-half ohterest inPRSto 36 percent. After the distribution, long-term capital gain. After the distributioA’s
that amount ($1,000) is attributable to the portion oB owns 64 percent RS The holding periods &  basis in the interest IRRSis $0, and the holding pe-
A's interest inPRStransferred tdr. Accordingly,A  andB in their interests ifPRSare not affected by the riod for the interest ilPRScontinues to be divided
will recognize $1,000 ordinary income and $2,50@istribution. in the same proportions as before the distribution.
($3,500 - $1,000) of capital gain on account of the Example 8 Gain or loss as a result of a distribu- (9) Effective date This section applies
transfer toT of one-half ofA’s interest iInPRS Fifty  tion—(i) On January 1, 1996\ contributes prop- to transfers of partnership interests and
percent ($1,250) of that gain is long-term capitaérty with a basis of $10 and a fair market value of,. _ . .
gain and 50 percent ($1,250) is short-term capitd110,000 in exchange for an interest in a partnershfals_mbunonS of property from a partner-
gain. (ABO). On September 30, 2000, whea interestin  Ship that occur on or after September 21,

Example 6 Sale of units of interests in a partner-ABCis worth $12,000 (and the basisAi§ partner- 2000.
ship. A publicly traded partnershi®RS has own- ship interest is still $104A contributes $12,000 cash
ership interests that are segregated into identifiable exchange for an additional interestABC. Ais PART 602—OMB CONTROL
units of interestA owns 10 limited partnership units allocated a loss equal to $10,0004BCfor the tax- NUMBERS UNDER THE
in PRSfor which A paid $10,000 on January 1, able year ending December 31, 2000, thereby reduP’APERWORK REDUCTION ACT
1999. On August 1, 200@ purchases five addi- ing the basis ofA's partnership interest to $2,010.
tional units for $10,000. At the time of purchase, th®©n February 1, 200/ABC makes a cash distribu- Par. 5. The authority citation for part
fair market value of each unit has increased ttion toA of $10,000. ABCholds no inventory or un- . .
$2,000. A’s holding period for one-third realized receivables. (Assume tidas allocated no 602 Contl_nues to read as follows:
($10,000/$30,000) of the interest RRSbegins on gain or loss for the taxable year ending December Authority: 26 U.S.C. 7805.
the day after the purchase of the five additionaB1, 2001, so that the basisA$ partnership interest ~ Par. 6. In § 602.101, paragraph (b) is
units. Less than one year latérsells five units of ~does not increase or decrease as a result of such agmended by adding an entry in numerical
ownership inPRSfor $11,000. At the timeA’'s cations.) order to the table to read as follows:
basis in the 15 units TRSis $20,000, and\'s capi- (il) The netting rule contained in paragraph (b)(2)
tal gain on the sale of 5 units is $4,333 (amount reabf this section provides that, in determining the§602.101 OMB Control numbers.
ized of $11,000 - one-third of the adjusted basis drolding period ofA’s interest inABC, the cash con-
$6,667). For purposes of determining the holdingribution made on September 30, 2000, must be re-x x % *
period, A can designate the specific unitsPRS duced by the distribution made on February 1, 2001.

* % %
sold. If A properly identifies the five units sold as Accordingly, for purposes of determining the hold- (b)
five of the ten units for which A has a long-terming period ofA’s interest inABC, A is treated as hav-
holding period and elects to use the identificatioing made a cash contribution of $2,000 ($12,000 -
CFR part or section where Current OMB
identified and described control No.
LAM=L(8) - oo oo e e e e 1545-1654

* k k% %
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Robert E. Wenzel, paid by the S corporation after the closeeturn. See § 1.170A-11(b)(2) of the In-
Deputy Commissioner of the tax year. come Tax Regulations.
of Internal Revenue The legislative history to § 170(a)(2)
Rev. Rul. 2000-43 provides that the exception for accrual
Approved August 29, 2000. basis corporations was desirable because
Jonathan Talisman, ISSUE corpore;]tio'nsbilntendingbto' makﬁ thebrlnaxi-
; i mum charitable contribution allowable as
Acting ASiIfSIﬁgtTSrg;;its:y May an accrual-basis subchapter S cog jeqyction had experienced difficulty in
poration elect under § 170(a)(2) of the Ingetermining before the end of the taxable
(Filed by the Office of the Federal Register on sefl€Nal Revenue Code to treat a charitablg, o \what constituted 5 percent of their
tember 20, 2000, 8:45 a.m., and published in the iss@@ntribution as paid in the year authorizeflot income (the § 170(b) gross income
of the Federal Register for September 21, 2000, 4%y the S corporation’s Board of DireCtorsiimitation for corporations at the time of
FR.57092) if the contribution is paid by the S COMPOenactment). S. Rep. No. 831, 81st
ration after the close of the taxable yea@ong_, 1st Sess. at 1949-2 C.B,. 289,
. and before the 15th day of the third momEgO—l.
Section 42.—Low-Income following the close of the taxable year?  gection 1363(b) states that the taxable
Housing Credit

FACTS income of an S corporation is computed
The adjusted applicable federal short-term, mid- in the same manner as in the case of an
term, and long-term rates are set forth for the month Taxpayer is the sole shareholder of amdividual with certain exceptions,
of October 2000. See Rev. Rul. 2000-45, page 33&ccrual-basis subchapter S corporatiora.mong which is an exception that the de-
The S corporation reports on a calendafuctions referred to in § 703(a)(2) are not
year period. On December 31, 1999, thellowed to the corporation. Section
Section 62.—Adjusted Gross S corporation’s Board of Directors autho703(a)(2)(C) specifically refers to the de-
Income Defined rized a charitable contribution to Charityduction for charitable contributions pro-
a qualified donee under § 170(c)(2) angided in § 170.
26 CFR 1.62-2: Reimbursements and other an organization described under Section 1366(a)(1)(A) provides that in
expense allowance arrangements. . . L.
§ 501(c)(3). The S corporation paid theletermining the tax of a shareholder, each
Rules are set forth under which a reimbursemergharitable contribution to Charity onshareholder takes into account the share-
or other expense allowance arrangement for the castarch 1, 2000. holder’s pro rata share of the corporation’s

of lodging, meal, and incidental expenses or meal . . . . ] -
and incidental expenses incurred by an employgeA\\W AND ANALYSIS tems Ofl mcorged(ln:?,ludlng taxdﬁixiTpt n
while traveling away from home will satisfy the re- come), loss, deduction or credit, the sepa-

quirement of § 62 (c) of the Code as to substantia- Section 170(a)(1) allows as a deduct@te treatment of which could affect any
tion of the amount of the expenses. See Rev. Progon any charitable contribution (as de_shareholder’s tax liability. Section

2000-39, page 340. fined in § 170(c)) the payment of which1366(a)(1) provides further that the items
is made within the taxable year. Undefeferred to in 8 1366(a)(1)(A) include
Section 162 —Trade or § 17Q(b)(1)' the. percentage Iimitqtipn ormounts described in §.702(a)(4). 'Se.ctlon

. . charitable contributions for an individual702(2)(4) refers to charitable contributions
Business Expenses is 50 percent, 30 percent, or 20 percent &S defined in § 170(c)).

_ . __the taxpayer’s contribution base (gener- Section 1.1366-1(a)(2)(iii) provides that
26 CFR 1.162-17: Reporting and substantiation ofaIIy adjusted gross income) for the taXIhe separately stated items of a subchapter

certain business expenses of employees. . . . .
able year, depending generally on th& corporation include charitable contribu-
Rules are set forth for substantiating the amourtélpe of property contributed and the typéionsv grouped by the percentage limitations

of a deduction or an expense for lodging, meal, an e of § 170(b). paid by the corporation within
incidental expenses or meal and incidental expensgé qualmed done?' . Ur,]der § 17O(p)(2)‘h §t él )’ b f);h P ti
incurred while traveling away from home. See Reth® percentage limitation on charitab|dn€ taxable year of the corporation.

Proc. 2000-39, page 340. contributions by a corporation is 10 per- The legislative history of § 1366 states
cent of the taxpayer’s taxable incomdhat the corporate limitation on charitable
with certain adjustments. contributions will no longer apply. Instead,

Section 170.—Charitable, Etc., Under § 170(a)(2), a corporation re_charltable contributions by S corporations

Contributions and Gifts porting its taxable income on the accruabill pass through to the shareholders and be

(Also § 1366) basis may elect to deduct a charitabl@ubject to the individual limitations on de-

contribution in the year in which theductibility. See H.R. Rep. No. 826, 97th
Charitable contributions; S corpora- board of directors authorizes the contri€0ongd., 2d Sess. 14 (1982); S. Rep. No. 640,
tions; section 170(a)(2)This ruling pro- bution, if the payment is made by thé7th Cong., 2d Sess. 16 (1982).
vides that an accrual-basis S corporatiofsth day of the third month following the Under § 1363(b), a subchapter S corpo-
may not elect under section 170(a)(2) telose of the taxable year. The electioflion computes its taxable income in the
treat a charitable contribution as paid imay be made only at the time of the filingf@Me manner as an indiyidual. The.ele':‘c'tion
the year authorized by the S corporation’sf the return for the taxable year and ' 8 170(2)(2) is not available to an individ-
board of directors if the contribution ismade by reporting the contribution on thél@l. An individual taxpayer may deduct a

200041 L.R.B. 333 October 10, 2000



charitable contribution only in the year inSection 274.—Disallowance of Section 468.—Special Rules for

which payment is actually made to theCertain Entertainment, etc., Mining and Solid Waste

rationale behind § 170(a)(2), a corpora-

tion's difficulty in determining its charita- 26 cFR 1.274-5: Substantiation requirements. The adjusted applicable federal short-term, mid-
ble contribution limit under § 170(b)(2), term, and long-term rates are set forth for the month

does not apply to subchapter S corporations Rules are set forth for an optional method for sutRf October 2000. See Rev. Rul. 2000-45, page 337.

b bchapter S tion i stantiating the amount of ordinary and necessary
ecause a subchapler  corporation 15 iness expenses of an employee for lodging, meal,

subject to the same § 170(b)(2) limit. and incidental expenses or meal and incidental e : . .
Accordingly, under the facts describedenses incurred while traveling away from hom<ise0tlon _472'_LaSt-m’ First-out
above, the S corporation must report thahen a payor providesper diemallowance under a nventories

charitable contribution on its tax return fofmbursement or other expense allowance arrange- L . .
the year in which it actually paid the chari ment to pay for such expenses. Rules are also ¥t CFR 1.472-1: Last-in, first-out inventories.

B " orth for an optional method for employees and self- ) )
table contribution, the taxable year endingmployed individuals to use in computing the de- LIFO; price indexes; department

December 31, 2000. ductible costs of business meal and incidental exstores.The August 2000 Bureau of Labor
pense paid or incurred while traveling away fromgiatistics price indexes are accepted for
HOLDING home. See Rev. Proc. 2000-39, page 340. use by department stores employing the

An accrual-basis subchapter S corpo- retail inventory and last-in, first-out in-

ration may not elect under § 170(a)(2) @ action 280G.—Golden ventory methods for valuing inventories

treat a charitable contribution as paid i for tax years ended on, or with reference
the year authorized by the S corporari'?ara(“'hUte Payments to, August 31, 2000.

tion’s Board of Directors if the contribu-  Federal short-term, mid-term, and long-term rates
tion is paid by the S corporation afterare set forth for the month of October 2000. See Rev.

the close of the taxable year. Rul. 2000-45, page 337, Rev. Rul. 2000-46
DRAFTING INFORMATION The following Department Store Inven-
Section 382.—Limitation on Net tory Price Indexes for August 2000 were
The principal author of this revenueoperating Loss Carryforwards issued by the Bureau of Labor Statistics.

The indexes are accepted by the Internal
r?ollowing Ownership Change Revenue Service, under § 1.472-1(k) of
and Special Industries). For further in- the Income Tax Regulations and Rev.
formation regarding this revenue ruling The adjusted applicable federal long-term rate iProc. 86—-46, 1986-2 C.B. 739, for appro-
contact Martin Schaffer at (202) 622-set forth for the month of October 2000. See Reyriate application to inventories of depart-
3080 (not a toll-free call). Rul. 200045, page 337. ment stores employing the retail inven-
tory and last-in, first-out inventory

methods for tax years ended on, or with

ruling is Martin Schaffer of the Office of and Certain Built-In Losses

Section 267.—Losses, Section 412.—Minimum Funding reference to, August 31, 2000.

Expenses, and Interest With Standards The Department Store Inventory Price

Respect to Transactions Between The adjusted applicable federal short-term, midl-nde.xes are preDared. on a national basis

Related Taxpayers term, and long-term rates are set forth for the mon@nd include (&) 23 major groups of depart-
of October 2000. See Rev. Rul. 2000-45, page 337ments, (b) three special combinations of

26 CFR 1.267 (a)-1: Deductions disallowed. the major groups - soft goods, durable

goods, and miscellaneous goods, and (c) a

When a payor provides a per diem allowance tg o i — i store total, which covers all departments
an employee who is a related party, the rules set fo@)ecnon 467.—Certain Payments ' P '

for the deemed substantiation to the payor of thEOr the Use of Property or including some not l_ISted separately, ex-
amount of the employee’s ordinary and necessai§ervices cept for the following: candy, food,
business expenses for lodging, meal, and incidental liquor, tobacco, and contract departments.
expenses incurred while traveling away from home The adjusted applicable federal short-term, mid-
do not apply. See Rev. Proc. 2000-39, page 340. term, and long-term rates are set forth for the month

of October 2000. See Rev. Rul. 2000-45, page 337.
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BUREAU OF LABOR STATISTICS, DEPARTMENT STORE
INVENTORY PRICE INDEXES BY DEPARTMENT GROUPS
(January 1941 = 100, unless otherwise noted)

Percent Change

Groups Aug. Aug. from Aug. 1999
1999 2000 to Aug. 2000
1. Piece GoOdS. .. ...t 546.1 509.2 -6.8
2. Domestics and Draperies. . . ................. 630.1 617.9 -1.9
3. Women'’s and Children’s Shoes. . ............. 635.3 618.3 -2.7
4. MensShoes ........... .. .. i 882.3 913.2 3.5
5. Infants’Wear . ........... ... ... .. .. ... ... 623.9 619.8 -0.7
6. Women'sUnderwear. ...................... 550.7 570.2 3.5
7. Women's Hosiery . .......... . i 322.1 334.7 3.9
8. Women’s and Girls’Accessories. . ............ 528.1 532.0 0.7
9. Women'’s Outerwear and Girls’Wear .......... 377.6 370.5 -1.9
10. Men'sClothing .. ........ ... .. 609.9 605.4 -0.7
11. Men's Furnishings. . ......... ... .. ... ..... 610.6 612.9 0.4
12. Boys’ Clothing and Furnishings . ............. 473.3 473.0 -0.1
13, Jewelry. . .o 962.0 936.5 -2.7
14, NOIONS .. oo 793.9 785.9 -1.0
15. Toilet Articlesand Drugs. . . ................. 971.6 971.0 -0.1
16. Furniture and Bedding. . .................... 679.3 687.9 1.3
17. Floor Coverings. . .. ... 602.1 603.2 0.2
18. Housewares. ............. . 788.2 778.5 -1.2
19. Major Appliances . ....... ... ... .. 234.8 230.9 -1.7
20. Radioand Television. . ..................... 65.7 58.8 -10.5
21. Recreation and Educatfon. . ............... 97.0 92.2 -4.9
22. Home Improvemems. .................... 127.6 129.2 1.3
23. AUtOACCESSONBS . ... v it 106.8 106.2 -0.6
Groups 1-15: SoftGoods .. ........... ... ....... 589.9 585.3 -0.8
Groups 16 - 20: Durable Goods . .................. 447.4 437.2 -2.3
Groups 21 -23: Misc. GOO#S. . ... ............... 102.9 99.8 -3.0
StoreTotal. .......... . 536.9 529.7 -1.3

1 Absence of a minus sign before the percentage change in this column signifies a price increase.
2 Indexes on a January 1986=100 base.
3The store total index covers all departments, including some not listed separately, except for the following: candyofptabdicco, and contract departments.

DRAFTING INFORMATION Section 482.—Allocation of Section 483.—Interest on
The principal author of this revenuelncome and Deductions Among Certain Deferred Payments
ruling is Alan J. Tomsic of the Office of Taxpayers
Associate Chief Counsel (Income Tax and )
Federal short-term, mid-term, and long-term rateterm, and long-term rates are set forth for the month

Acco.ummg.)' For further. information re- are set forth for the month of October 2000. See Re®f October 2000. See Rev. Rul. 200045, page 337.
garding this revenue ruling, contact Mrgy 2000-45, page 337.

Tomsic at (202) 622-4970 (not a toll-free
call).
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Section 642.—Special Rules for for an interest ilPRS In connection  Section 1.707-3(c)(1) provides that if
Credits and Deductions with the transactionPRSreimbursesP  within a 2-year period a partner transfers
$5x for the capital expenditures incurredproperty to a partnership and the partner-

Federal short-term, mid-term, and long-term rateby Swith respect to the contributed propship transfers money or other considera-
are set forth for the month of October 2000. See Regrty, At the time thaP transfers the tion to the partner (without regard to the
Rul. 200043, page 337. rental property tdPRS the rental prop- order of the transfers), the transfers are
erty has a fair market value of $208nd presumed to be a sale of the property to the
an adjusted basis of $70 partnership unless the facts and circum-

Section 707.—Transactions . stances clearly establish that the transfers
Between Partner and Partnership LAW do not constitute a sale.

26 CFR 1.707-3: Disguised sales of property to Section 721(a) provides that no gain or Section 1.707-4(d) provides that, in
partnership: general r?”es prop loss shall be recognized to a partnershigeneral, notwithstanding the presumption
(Also §§ 381, 707, 721, 731, 752: 1.707-3, 1.707-40" t0 @ny of its partners in the case of telating to transfers made within 2 years of

1.707-5.) contribution of property to the partner-each other, a transfer of money or other
_ ) ) ~ ship in exchange for an interest in th€onsideration by the partnership to a part-
This ruling provides that a corporationpartnership. ner is not treated as part of a sale of prop-

that acquires assets of another corporation ggction 731(a)(1) provides that in theerty by the partner to the partnership under
in a transaction described in § 381(a) of thgzse of a distribution by a partnership to & 1.707-3(a) to the extent that the transfer
Code succeeds to the status of the Othﬁértner, gain shall not be recognized tto the partner by the partnership is made to
corporation for purposes of applying thgne partner, except to the extent that angimburse the partner for, and does not ex-
exception for reimbursements of preformamoney distributed exceeds the adjusteceed the amount of, capital expenditures
tion expenditures and determining whethegasis of the partner’s interest in the parthat (1) are incurred during the 2-year pe-
a liability is a qualified liability under the nership immediately before the distribusiod preceding the transfer by the partner

regulations regarding the disguised salgyn_ to the partnership; and (2) are incurred by
provisions of § 707(a)(2)(B) Section 752(b) provides that any dethe partner with respect to (i) partnership
crease in a partner’s share of the liabiliorganization and syndication costs de-
Rev. Rul. 2000-44 ties of a partnership, or any decrease insgribed in § 709; or (ii) property con-
partner’s individual liabilities by reasontributed to the partnership by the partner,
ISSUE of the assumption by the partnership dput only to the extent the reimbursed capi-

_ ) the individual liabilities, shall be consid-tal expenditures do not exceed 20 percent
Does a corporation that acquires asset$ed as a distribution of money to thef the fair market value of the property at
of another corporation in a transaction desartner by the partnership. the time of the contribution (preformation
scribed in § 381(a) of the Internal Rev- gection 707(a)(2)(B) provides that if (i)expenditures).
enue Code succeed to the status of thgere is a direct or indirect transfer of Section 1.707-5(a)(1) provides that for
other corporation for purposes of applyingnoney or other property by a partner to purposes of the disguised sale rules, if a
the exception for reimbursements of preyarinership, (ii) there is a related direct opartnership assumes or takes property
formation expenditures and determiningngirect transfer of money or other propsubject to a qualified liability, as defined
whether a liability is a qualified liability erty by the partnership to the partner (ain
under the regulations regarding the dissnother partner), and (iii) the transfers § 1.707-5(a)(6), the partnership is
guised sale provisions of § 707(a)(2)(B)? when viewed together are properly chatreated as transferring consideration to
FACTS acterized as a sale or exchange of propie partner only to the extent that the
erty, then the transfers shall be treated giansfer of property to the partnership is
CorporationP owns all of the stock of ther as a transaction between thetherwise treated as part of a sale. By
corporationS. S has only one asset,partnership and a partner not acting in theontrast, if the partnership assumes or
rental property, that is encumbered by partner’s capacity as a partner or as takes property subject to a liability of the
nonrecourse liability of $40originally transaction between two or more partneigartner other than a qualified liability, the
incurred byS on January 1, 1995Sin- acting other than in their capacity as parpartnership is treated as transferring con-
curred $X in capital expenditures with ners. sideration to the partner to the extent that
respect to the rental property on Decem- Section 1.707-3(a) of the Income Ta¢he amount of the liability exceeds the
ber 1, 1998. Regulations provides that, except as ottRartners share of that I|ap|l|ty immedi-
On January 1, 199% distributes the erwise provided in § 1.707-3, if a transfeftély after the partnership assumes or
rental property, subject to the $diiabil-  of property by a partner to a partnershi&‘kes subject to the liability as provided
ity, to P in a transaction that qualifies as aind one or more transfers of money df § 1.707-5(a)(2), (3), and (4).
complete liquidation ofS within the other consideration by the partnership to Under § 1.707-5(a)(6), a qualified lia-
meaning of § 332. the partner constitute a sale based on &llity is (1) a liability that was incurred
On January 1, 200® contributes the the facts and circumstances, the transfely the partner more than 2 years prior to
rental property, subject to the $ditabil- are treated as a sale of property to tHBe earlier of the date the partner agrees
ity, to a partnershipRRS in exchange partnership. in writing to transfer the property or the

October 10, 2000 336 200041 I.R.B.



date the partner transfers the property tacurred or undertaken by the predece®f the other corporation for purposes of

the partnership and that has encumberadr corporation. applying the exception for reimburse-

the transferred property throughout that Transactions enumerated in § 381(ahents of preformation expenditures and

2-year period; (2) a liability that was in-involve situations where the transferodetermining whether a liability is a quali-

curred within the 2-year period that hagsorporation is absorbed by the transferefged liability under the regulations re-

encumbered the transferred propertgorporation in a tax-free transactiongarding the disguised sale provisions of

since it was incurred, so long as the liaGiven the purposes for the rules relating 707(a)(2)(B).

bility was not incurred in anticipation ofto preformation expenses and qualified

the transfer of the property to a partnetiabilities, it is appropriate that, in trans-DRAFTING INFORMATION

ship; (3) a liability that is allocable underactions described in § 381(a), the trans- 1 principal author of this revenue

the rules of § 1.163-8T of the temporaryeree corporation will succeed to the Stal’uling is Shannon Cohen of the Office of

Income Tax Regulations to capital expentus of the distributor or transferoragggciate Chief Counsel (Passthroughs

ditures with respect to the property; or (4gorporation for purposes of applying the, Special Industries). For further in-

a liability that was incurred in the ordi-exception for reimbursements of prefors, . mation regarding this revenue ruling

nary course of the trade or business imation expenditures and determining.qntact Shannon Cohen at (202) 622-

which property transferred to the partnerwhether a liability is a qualified liability. 3450 (not a toll-free call).

ship was used or held but only if all the Accordingly, under the facts presented,

assets related to that trade or business d&ewill succeed to the status &for pur-

transferred other than assets that are nposes of determining whether thex$ash Section 807.

material to a continuation of the trade oreimbursement frorPRSqualifies for the Reserves

business. Certain additional limitationexception for reimbursements of prefor-

apply with respect to recourse liabilitiesmation expenditures under § 1.707—4(d). The adjusted applicable federal short-term, mid-

See § 1.707-5(a)(6)(ii). Sincurred $Xin capital expenditures with term, and long-term rates are set forth for the month
Under § 1.707-4(e), the Commissionerespect to the rental property on Decemb@&f October 2000. See Rev. Rul. 2000-45, page 337.

may provide by guidance published in thd, 1998, which is within the 2-year period

Internal Revenue Bulletin situations inpreceding the transfer of the property to ) )

addition to those specifically addressed iPRS The reimbursed capital expenditure§ect'f’n 846-_D's?°u“ted

the regulations where payments or transio not exceed 20 percent of the fair matUnpaid Losses Defined

fers to a partner will not be treated as pakiet value of the contributed property. . adjusted applicable federal short-term, mid-

of a disguised sale. Thus, the $% cash reimbursement froMierm, and long-term rates are set forth for the month
Section 381(a) references certain tran®2RSto P for the capital expenditures in-of October 2000. See Rev. Rul. 2000-45, page 337.

actions that involve one corporation aceurred bySwith respect to the rental prop-

quiring assets of another corporation in arty falls within the exception for reim-

tax-free transfer (that is, liquidationsbursement of preformation expenditure$ection 1274.—Determination

under § 332, reorganizations undeand will not give rise to a disguised sal®f |ssue Price in the Case of

8 368(3)(1)(A), (C), and (F), and certairbetweenP and PRSunder § 707(&)(2)(8) Certain Debt Instruments |ssued

—Rules for Certain

nondivisive reorganizations underand the regulations. for Property

§ 368(a)(1)(D) and (G)). P also will succeed to the status &f

ANALYSIS for purposes of determining whether theaiso sections 42, 280G, 382, 412, 467, 468, 482,
$40x liability is a qualified liability 483, 642, 807, 846, 1288, 7520, 7872.)

The rules regarding preformation exWithin the meaning of § 1.707-5(a)(6). Cadi .
g gp he $4 liability encumbering the prop- Federal rates; adjusted federal rates;

penses and qualified liabilities contained ty was incurred by on January 1 adjusted federal long-term rate, and

in the disguised sale regulations recod:’ |
i : : - 995, which is more than 2 years prior 1€ 10ng-term exempt rate.For purposes
nize that certain expenditures will bel y P of sections 1274, 1288, 382, and other

made, and certain liabilities will be in-the date the rental property was con- =
curred. under circumstances that do n&ibuted toPRS Accordingly, the $40 sections of the Code, tables set forth the

iahility i iwind liahili i rates for October 2000.
violate the disguised sale rules. Where i2Pility is a qualified liability within the

corporation incurs preformation expense§1€aning of § 1.707-5(a)(6). As aresultp | b 1 2000-45

or undertakes a borrowing, and anothdf€ fact that transfers the rental prop-

corporation acquires assets of the corp&'tY 10 PRSsubject to the liability will - This revenue ruling provides various
ration in a § 381 transaction, the transfdfOt 9ive rise to a disguised sale betweegyescribed rates for federal income tax
does not alter the circumstances undér @ndPRSunder § 707(a)(2)(B) and theprposes for October 2000 (the current

which the expenditures or indebtedned€gulations. month.) Table 1 contains the short-term,
were originally incurred or otherwise o pING mid-term, and long-term applicable fed-
raise concerns that would justify not eral rates (AFR) for the current month for

treating the transferee corporation as hav- A corporation that acquires assets ofurposes of section 1274(d) of the Inter-
ing incurred the expenditures or underanother corporation in a transaction denal Revenue Code. Table 2 contains the
taken the liabilities at the time they werescribed in § 381(a) will succeed to statushort-term, mid-term, and long-term ad-
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justed applicable federal rates (adjustesection 382(f). Table 4 contains the ap¥able 5 contains the federal rate for deter-
AFR) for the current month for purposegropriate percentages for determining theining the present value of an annuity, an
of section 1288(b). Table 3 sets forth theow-income housing credit described irinterest for life or for a term of years, or a
adjusted federal long-term rate and thsection 42(b)(2) for buildings placed inremainder or a reversionary interest for
long-term tax-exempt rate described iservice during the current month. Finallypurposes of section 7520.

REV. RUL. 2000-45 TABLE 1
Applicable Federal Rates (AFR) for October 2000
Period for Compounding
Annual Semiannual Quarterly Monthly
Short-Term
AFR 6.30% 6.20% 6.15% 6.12%
110% AFR 6.94% 6.82% 6.76% 6.73%
120% AFR 7.58% 7.44% 7.37% 7.33%
130% AFR 8.22% 8.06% 7.98% 7.93%
Mid-Term
AFR 6.09% 6.00% 5.96% 5.93%
110% AFR 6.71% 6.60% 6.55% 6.51%
120% AFR 7.33% 7.20% 7.14% 7.09%
130% AFR 7.95% 7.80% 7.73% 7.68%
150% AFR 9.20% 9.00% 8.90% 8.84%
175% AFR 10.78% 10.50% 10.37% 10.28%
Long-Term
AFR 5.96% 5.87% 5.83% 5.80%
110% AFR 6.56% 6.46% 6.41% 6.37%
120% AFR 7.16% 7.04% 6.98% 6.94%
130% AFR 7.78% 7.63% 7.56% 7.51%
REV. RUL. 2000-45 TABLE 2
Adjusted AFR for October 2000
Period for Compounding
Annual Semiannual Quarterly Monthly
Short-term
adjusted AFR 4.30% 4.25% 4.23% 4.21%
Mid-term
adjusted AFR 4.52% 4.47% 4.45% 4.43%
Long-term
adjusted AFR 5.33% 5.26% 5.23% 5.20%
REV. RUL. 2000-45 TABLE 3
Rates Under Section 382 for October 2000
Adjusted federal long-term rate for the current month 5.33%
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.) 5.53%
REV. RUL. 2000-45 TABLE 4
Appropriate Percentages Under Section 42(b)(2) for October 2000
Appropriate percentage for the 70% present value low-income housing credit 8.41%
Appropriate percentage for the 30% present value low-income housing credit 3.60%
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REV. RUL. 2000-45 TABLE 5
Rate Under Section 7520 for October 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 7.4%

Section 1288.—Treatment of May an accrual-basis subchapter S corporatio§action 7872.—Treatment of

. . elect under § 170(a)(2) of the Internal Revenu - .
Original Issue Discounts on Tax- - i reat a charitable contribution as paid in -0ans with Below-Market

1 Exempt Obligations year authorized by the S corporation's Board of Dilnterest Rates

) ) ~ rectors if the contribution is paid by the S corpora- ) ) )
The adjusted applicable federal short-term, midg after the close of the taxable year and before the The adjusted applicable federal short-term, mid-

term, and long-term rates are set forth for the montjigy, day of the third month following the close ofterm, and long-term rates are set forth for the month
of October 2000. See Rev. Rul. 2000-45, page 33%pq taxable year? See Rev. Rul. 200043, page 338f October 2000. See Rev. Rul. 2000-45, page 337.

Section 1366.—Pass-Thru of Section 7520.—Valuation Tables

Items to Shareholders
The adjusted applicable federal short-term, mid-

26 CFR 1.1366-1: Shareholder’s share of items of t€rm, and long-term rates are set forth for the month
an S corporation. of October 2000. See Rev. Rul. 2000-45, page 337.
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Part lll. Administrative, Procedural, and Miscellaneous

26 CFR 601.105: Examination of returns and .02 Section 274(n) generally limits themance of services as an employee under
gft'g:ﬁwfg;;iwgfcgﬁggg}("’}gﬁg‘lem amount allowable as a deduction undea reimbursement or other expense al-
(Also Part I, sections 62, 162, 267, 274; 1.62-2, 8 162 for any expense for food, beverlowance arrangement with a payor.
1.162-17,1.267(a)-1, 1.274-5.) ages, or entertainment to 50 percent of the .06 Section 62(c) provides that an
amount of the expense that otherwisarrangement will not be treated as a reim-
Rev. Proc. 2000-39 would be aIIowabIepas a deduction. Inthbursement or other expense allowance
case of any expenses for food or bevearrangement for purposes of § 62(a)(2)(A)
SECTION 1. PURPOSE ages consumed while away from homé it—
) (within the meaning of § 162(a)(2)) by an (1) does not require the employee to
This revenue procedure updates Reyqividual during, or incident to, the pe-substantiate the expenses covered by the
Proc. 2000-9, 2000-2 I.R.B. 280, by Proyjoq of quty subject to the hours of servicerrangement to the payor, or
viding rules under which the amount Ofitations of the Department of Trans-  (2) provides the employee with the
ordinary and necessary business expensgsation, § 274(n)(3) gradually increasesight to retain any amount in excess of the
of an employee for lodging, meal, and inyye dequctible percentage to 80 percestibstantiated expenses covered under the
cidental expenses or for meal and incideng, 1oy aple years beginning in 2008. Foarrangement.
tal expenses incurred while traveling,, hje years beginning in 2000 or 2001, Section 62(c) further provides that the
away from home will be deemed substany, o geqyctible percentage for these esubstantiation requirements described
tiated under § 1.274-5 of the Income TaXenqeq is 60 percent. therein shall not apply to any expense to
Regulations when a payor (the employer, 53 section 274(d) provides, in partthe extent that, under the grant of regula-
its agent, or a third party) providespar 54 g deduction shall be allowed undetory authority prescribed in § 274(d), the
diemallowance under a reimbursement %% 162 for any traveling expense (includCommissioner has provided that substan-
other expense allowance arrangement i neals and lodging while away fromtiation is not required for such expense.
pay for such expenses. This revenue prifome) ynless the taxpayer complies with .07 Under § 1.62-2(c)(1) a reimburse-
cedure also provides an optional methogdy 5 substantiation requirements. Thment or other expense allowance arrange-
for employees and self-employed individyg tion further provides that regulationsnent satisfies the requirements of § 62(c)
uals to use in computing the deductible, 1y rescribe that some or all of thef it meets the requirements of business
costs of business meal and incidental exy,siantiation requirements do not applgonnection, substantiation, and returning
penses paid or incurred while traveling, 5, eypense that does not exceed amounts in excess of expenses as speci-
away from home. Use of a method dezn o nt prescribed by such regulations. fied in the regulations. Section 1.62-
scribed in this revenue procedure is not o4 gection 1.274-5(g) of the regula2(e)(2) specifically provides that substan-
mandatory and a taxpayer may use actugls in part, grants the Commissionetiation of certain business expenses in
allowable expenses if the taxpayer mainyo aythority to prescribe rules relatingiccordance with rules prescribed under
tains adequate records or other sufficien), \oimpyrsement arrangementspar  the authority of § 1.274-5(g) or 1.274-
evidence for proper substantiation. Thigjem allowances for ordinary and neces5(j)(1) will be treated as substantiation of
revenue procedure does not provide rules, . oy penses paid or incurred whiléhe amount of such expenses for purposes
under which the amount of an employee’go\ejing away from home. Pursuant tof § 1.62-2. Under § 1.62-2(f)(2), the
lodging expenses will be deemed substagxig grant of authority, the CommissioneCommissioner may prescribe rules under
tiated when a payor provides an alq,y"nrescribe rules under which sucvhich an arrangement providiper diem
lowance to pay for those expenses but ngf,ngements or allowances, if in accorllowances will be treated as satisfying
meal and incidental expenses. dance with reasonable business practicthe requirement of returning amounts in
SECTION 2. BACKGROUND AND will b_e r_egarded (1) as equivalent to subexcess of expenses, even _though the
CHANGES stantiation, by adequate records or oth@rrangement does not require the em-
sufficient evidence, of the amount ofployee to return the portion of such an al-
.01 Section 162(a) of the Internal Revsuch travel expenses for purposes of IBwance that relates to days of travel sub-
enue Code allows a deduction for all th&.274-5(c), and (2) as satisfying the restantiated and that exceeds the amount of
ordinary and necessary expenses paid quirements of an adequate accounting the employee’s expenses deemed substan-
incurred during the taxable year in carrythe employer of the amount of suchiated pursuant to rules prescribed under
ing on any trade or business. Under thatavel expenses for purposes of § 1.274 274(d), provided the allowance is rea-
provision, an employee or self-employed(f). sonably calculated not to exceed the
individual may deduct expenses paid or .05 For purposes of determining adamount of the employee’s expenses or an-
incurred while traveling away from homejusted gross income, § 62(a)(2)(A) al{icipated expenses and the employee is re-
in pursuit of a trade or business. Howlows an employee a deduction for exguired to return any portion of such an al-
ever, under § 262, no portion of suclpenses allowed by Part VI (8 161 andbwance that relates to days of travel not
travel expenses that is attributable to pefellowing), subchapter B, chapter 1 ofsubstantiated.
sonal, living, or family expenses is dethe Code, paid or incurred by the em- .08 Section 1.62-2(h)(2)(i)(B) provides
ductible. ployee in connection with the perfor-that if a payor pays a per diem allowance
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that meets the requirements of § 1.62he employer, for services, such as for porters and bag-
2(c)(1), the portion, if any, of the al- (2) reasonably calculated not to exgage carriers. The term “incidental ex-
lowance that relates to days of travel sulzeed the amount of the expenses or the grenses” does not include taxicab fares,
stantiated in accordance with § 1.62-2(ejicipated expenses, and lodging taxes, or the costs of telegrams or
that exceeds the amount of the em- (3) paid at or below the applicabletelephone calls.

ployee’s expenses deemed substantiatéetleral per diem rate, a flat rate or stated

for such travel pursuant to rules preschedule, or in accordance with any othef3 Flat rate or stated schedule.

scribed under § 274(d) and § 1.274-5(g¥ervice-specified rate or schedule.

1) In general Except as provided in
or 8 1.274-5()(1), and that the employee - sectign) 3 (?3(2) of this rgvenuz rocedure
is not required to return, is subject to02Federal per diem rate and federal ' P '

withholding and payment of employment M&IE rate. an allowance is paid at a flat rate or stated

schedule if it is provided on a uniform and
taxes. See 8§ 31.3121(a)-3, 31.3231(e)- (1) General rule The federaper objective basis with respect to the ex-

1(a)(5), 31.3306(b)-2, and 31.3401(a)-4jiemrate is equal to the sum of the applicpenses described in section 3.01 of this
of the Employment Tax Regulations. Beyp|e federal lodging expense rate and thevenue procedure. Such allowance may
cause the employee is not required 0 regicaple federal meal and incidental exbe paid with respect to the number of days
turn this excess portion, the reasonablgsnqe (M&IE) rate for the day and localityaway from home in connection with the
period of time provisions of § 1.62-2(9)qf ravel. performance of services as an employee or
(relating to the return of excess amounts) (a) CONUS rates The rates for lo- on any other basis that is consistently ap-
do not apply to this portion. calities in the continental United Stateplied and in accordance with reasonable
:09 Under § 1.62-2(h)(2)()(BY, the «coNUS™) are set forth in Appendix A to business practice. Thus, for example, an
Commissioner may, in his or her discrézy ¢ FR. ch. 301. However, in applyinghourly payment to cover meal and inciden-
tion, prescribe special rules regarding thgection 4.01, 4.02, or 4.03 of this revenutal expenses paid to a pilot or flight atten-
timing of withholding and payment of em-p5caqure, taxpayers may continue to ustant who is traveling away from home in
ployment taxes oper diemallowances.  he CONUS rates in effect for the first Sconnection with the performance of ser-
-10 Section 1.274-5(j)(1) grants the,,nths of 2000 for expenses of allices as an employee is an allowance paid
Commissioner the authority to establish & oNUS travel while away from home thaiat a flat rate or stated schedule. Likewise,
method under which a taxpayer may eleche najd or incurred during calendar yeaa payment based on the number of miles
to use a specified amount for meals paid 9l in lieu of the updated GSA rates. Araveled é.g, cents per mile) to cover meal
incurred while traveling away from home,ynaver must consistently use either thesmd incidental expenses paid to an over-
in lieu of substantiating the actual cost Of5tes or the updated rates for the period ie-road truck driver who is traveling away
meals. _ October 1, 2000, through December 3Xrom home in connection with the perfor-
-11 Section 5.04 of this revenue proce,qgq mance of services as an employee is an al-
dure contains revisions to the list of high- (b) OCONUS rates The rates for lowance paid at a flat rate or stated sched-
cost localities and to the high-low rates o[, jities outside the continental Unitedlle.
purposes of section 5. States (“OCONUS") are established by the  (2) Limitation. For purposes of this
12 Section 6.07 of this revenue procegecretary of Defense (rates for non-foreigrevenue procedure, an allowance that is
dure contains a revision to the related parfy . ajities, including Alaska, Hawaii, computed on a basis similar to that used in
rules. _ Puerto Rico, the Northern Mariana Islands;omputing the employee’s wages or other
13 Sections 3.02, 4.04(5), and 5.06 progng the possessions of the United States)mpensationeg, the number of hours
vide transition rules for the last 3 months,j 1y the Secretary of State (rates for foworked, miles traveled, or pieces pro-
of calendar year 2000 due to changes in thgyy |ocalities), and are published in theluced) does not meet the business connec-
effective date of the CONUS rates pubper piem Supplement to the Standardizetibn requirement of § 1.62-2(d), is ngper
lished by GSA. Regulations (Government Civilians, For-diemallowance, and is not paid at a flat
SECTION 3. DEFINITIONS eign Areas) (updated on a monthly basis).rate or stated schedule, unless, as of De-
(c) Internet access to the rates cember 12, 1989, (a) the allowance was
.01 Per diem allowance The term per The CONUS and OCONUS rates may balentified by the payor either by making a
diemallowance” means a payment under found on the Internet at www.policy-separate payment or by specifically identi-
reimbursement or other expense allowanagorks.gov/perdiem. fying the amount of the allowance, or (b)
arrangement that meets the requirements (2) Locality of travel The term “lo- an allowance computed on that basis was
specified in § 1.62-2(c)(1) and that is cality of travel” means the locality wherecommonly used in the industry in which
(1) paid with respect to ordinary andan employee traveling away from home inhe employee is employed. See § 1.62-
necessary business expenses incurred, ammnection with the performance of ser2(d)(3)(ii).
which the payor reasonably anticipatesices as an employee of the employer stops
will be incurred, by an employee for lodg-for sleep or rest. %ECTION 4. PER DIEM
ing, meal, and incidental expenses or for (3) Incidental expensesThe term SUBSTANTIATION METHOD
meal and incidental expenses for traveincidental expenses” includes, but is not g1 per diem allowance If a payor
away from home in connection with thelimited to, expenses for laundry, cleaningays ger diemallowance in lieu of reim-
performance of services as an employee ahd pressing of clothing, and fees and tin§yrsing actual expenses for lodging, meal,
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and incidental expenses incurred or to bleome) and (c) of § 1.274-5, provided th@loyee is away from home during the pe-
incurred by an employee for travel awayemployee or self-employed individualriod. For example, assume an employee
from home, the amount of the expensesubstantiates the elements of time, placi the transportation industry travels away
that is deemed substantiated for each calnd business purpose of the travel eXrom home within CONUS on 17 days

endar day is equal to the lesser of pee penses in accordance with those regul@including partial days, see section 6.04 of

diem allowance for such day or thetions. this revenue procedure) during a calendar
amount computed at the fedepar diem ] . month and receiveszer diemallowance

rate (see section 3.02 of this revenue prd?4 Special rules for transportation only for meal and incidental expenses
cedure) for the locality of travel for such ~ industry. from a payor that uses the special rule

day (or partial day, see section 6.04 of this
revenue procedure).

.02 Meals only per diem allowancdf
a payor pays ger diemallowance only
for meal and incidental expenses in lieu

under section 4.04(2) of this revenue pro-
cedure. The amount deemed substanti-
ted under section 4.02 of this revenue

(1) In general This section 4.04 ap-
plies to (a) a payor that payspar diem
allowance only for meal and incidentaf .

xpenses for travel away from home agroce_dure is equal to t_he lesser of the total
0Eescribed in section 4.02 of this revenusger diemallowance paid for the month or

incidental _ doriob _%ocedure to an employee in the tran _646£1zrdays att$§8 p(_ardda);). defined
incidental expenses incurred or to be mﬁortation industry, or (b) an employee 0‘:0r (4) Transportation industry define

curred by an employee for travel awa%elf-employed individual in the trans- purposes of this section 4.04 of this
from home, the amount of the expense ortation industry who computes thdevenue procedure, an employee or self-
that is deemed substantiated for each cg- ; aqmployed individual is “in the transporta-
endar day is equal to the lesser of plee and incidental expenses for travel awa on industry” only if the employee’s or
diem allowance for such day or thefrom home in accordance with SectioI_?ndividual’s work (a) is of the type that di-
amount computed at the federal M&IE4.03 of this revenue procedure. rectly involves moving people or goods
rate (see section 3.02 of this revenue pro- (2) Rates A taxpayer described in by airplane, barge, bus, ship, train, or
guck, and (b) regularly requires travel

gedure) for_tr}ed locality of tr_ave(lsfg; S:fcr?_:section 4.04(1) of this revenue procedur ¢ h hich. duri inal
ay (or partial day, see section 6.04 of t 'ﬁmy treat $38 as the federal M&IE ratéWay from home which, during any single

revenue procedure). per diemal- for any locality of travel in CONUS trip away from home, usually involves
lowance is treated as paid only for me%nd/or $42 as the federal M&IE rate f(’mtravel to localities with differing federal
and incidental expenses if (1) the payogny locality of travel OCONUS. A payorM&IE rates. For purposes of the preced-
pays the employee for actual expenses fm ; -mg sentence, a payor must determine that
[ employee or a group of employees is
n the transportation industry” by using a

A se the special rate(s) for all amounts sub- . . ’ .
in kind, (3) the payor pays the actual_ exiect to section 4.02 of this revenue procer_nethod that is consistently applied and in
penses for lodging directly to the provide

. dure paid to that employee for travel awagcco_rdance with reasonable business
of the lodging, (4) the payor does Not.om home within CONUS and/or Practice.
have a reasonable belief that lodging e

YBCONUS. as the case may be, during the (5) Transition rules Under the cal-
penses were or will be incurred by th ' ’

Qalendar vear. Similarly. an emplovee C)?ndar-year convention provided in section
employee, or (5) the allowance is com: y 4 ploy 4.04(2), a taxpayer who used the federal

A .self-employed individual that uses eithe . :
puted on a basis similar to that used i f both) of these special rates must u &IE rates during the first 9 mon_ths of
calendar year 2000 to substantiate the

computing the employee’s wages or othe[ e special rate(s) for all amounts com L ;
amount of an individual's travel expenses

compensationg.g, the number of hours : ;
puted pursuant to section 4.03 of this rev’inder sections 4.02 or 4.03 of Rev. Proc.

worked, miles traveled, or pieces pro;

' ’ enue procedure for travel away front’ o
du%%d()). tional method f | v d home within CONUS and/or OCONUS,ZOOO'9 rr_lalytnot usei ft(_)r thatdln?wduztal,
q ' . p||0r|1_a m? od tor rtnea-lts only 0€-3s the case may be, during the calendg}e %De;'_a thr_ansp?_r a '4?84'” l:Ter rates

uction In lieu of using actua e>_<pe_n_sesy8ar_ See section 4.04(5) of this revenuovided in this section 4.04 until January

employees and self-employed individu- - 1, 2001. Similarly, a taxpayer who used
. : rocedure for transition rules. . A

als, in computing the amount allowable ag the special transportation industry rates

. . 3) Periodic rule A payor described . .
a deduction for ordinary and necessary, se(ct)ion 4.04(1) of thiz ?evenue proce(_Jlurlng the first 9 months of calendar year
meal and incidental expenses paid or i '

Nure may compute the amount of the erTg_OOO to substantiate the amount of an in-
curred for travel away from home, may vidual's travel expenses may not use,

oyee’s expenses that is deemed subst . L
use an amount computed at the federg tgd unde? section 4.02 of this revenuaEgr that individual, the federal M&IE
M&IE rate (see section 3.02 of this rev- '

. rocedure periodically (not less freSates until January 1, 2001.
enue procedure) for the locality of trave

. uently than monthly), rather than dailysecTION 5. HIGH-LOW
for each calendar day (or partial day, s ing the tot di I- .
section 6.04 of this revenue procedurel y comparing the totaper diemal- ~ SUBSTANTIATION METHOD

L wance paid for the period to the sum of
the employee or self-employed individual he amounts computed at the federal .01General rule If a payor pays per

is away from home. Such amount will bﬁ‘\g&m rate(s) for the localities of travel diemallowance in lieu of reimbursing ac-
deemed substantiated for purposes ¢§ yne gays (or partial days, see sectiotal expenses for lodging, meal, and inci-
paragraphs (b)(2) (travel away fromg 5, ¢ this revenue procedure) the emdental expenses incurred or to be incurred
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by an employee for travel away from‘high-cost locality” specified in section .03High-cost localities The following
home and the payor uses the high-low.03 of this revenue procedure, or $12bcalities have a federaler diemrate of
substantiation method described in thifor travel to any other locality within $163 or more, and are high-cost localities
section 5 for travel within CONUS, theCONUS. Whicheveper diemrate ap- for all of the calendar year or the portion
amount of the expenses that is deemadlies, it is applied as if it were the federabf the calendar year specified in parenthe-
substantiated for each calendar day iger diemrate for the locality of travel. sis under the key city name, except as
equal only substantiation method proFor purposes of applying the high-lowprovided in section 5.06 of this revenue
vided in section 4.02 or 4.03 of this revsubstantiation method and the § 274(rjrocedure:
enue procedure. limitation on meal expenses (see section

.02 Specific high-low rates Except as 6.05 of this revenue procedure), the fed-
provided in section 5.06 of this revenueral M&IE rate shall be treated as $42 for
procedure, the@er diemrate set forth in a high-cost locality and $34 for any other
this section 5.02 is $201 for travel to anyocality within CONUS.

Key city County or other defined location
California
Palm Springs Riverside
(January 1-May 31)
San Francisco San Francisco
Sunnyvale/Palo Alto/San Jose Santa Clara
Tahoe City Placer
Colorado
Aspen Pitkin
(January 1-April 30)
Silverthorne/Keystone Summit
Telluride San Miguel
(January 1-March 31)
Vall Eagle

(July 1-March 31)

District of Columbia
Washington, D.C. Washington, D.C.; the cities of Alexandria,
Fairfax, and Falls Church, and the counties of
Arlington, Fairfax, and Loudoun, in Virginia;
and the counties of Montgomery and Prince
George’s in Maryland

Florida
Key West Monroe
(January 1-April 30)
Idaho
Sun Valley City limits of Sun Valley
lllinois
Chicago Cook and Lake
Louisiana
New Orleans/St. Bernard Orleans, St. Bernard, Plaquemine,
(January 1-May 31) and Jefferson Parishes
Maryland
(For the counties of Montgomery and Prince George’s, see District of Columbia)
Ocean City Worcester
(June 15-October 31)
Massachusetts
Boston Suffolk
Cambridge Middlesex County (except Lowell)
Martha’s Vineyard Dukes

(June 1-October 15)
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Michigan

Mackinac Island Mackinac
Traverse City Grand Traverse
(June 1-September 30)
Montana
Big Sky Gallatin (except West Yellowstone Park)
(November 1-April 30)
New Jersey
Cape May Cape May (except Ocean City)
(June 1-November 30)
Ocean City City limits of Ocean City
(June 15-September 15)
Piscataway/Belle Mead Somerset and Middlesex
Princeton/Trenton Mercer County
New York
The Bronx/Brooklyn/Queens The boroughs of The Bronx, Brooklyn, and
Queens
Manhattan Manhattan
Nassau County/Great Neck Nassau County
Suffolk County Suffolk County
White Plains City limits of White Plains
Pennsylvania
Hershey City limits of Hershey
(June 1-September 15)
Philadelphia Philadelphia
Utah
Park City Summit
(December 15-March 31)
Virginia
(For the cities of Alexandria, Fairfax, and Falls Church, and the counties
of Arlington, Fairfax, and Loudoun, see District of Columbia)
Wintergreen Nelson

.04 Changes in high-cost localities from the list of high-cost localities: diem substantiation method described in
The list of high-cost localities in sectionCharlevoix, Michigan, and Union County,section 4.01 of this revenue procedure for

5.03 of this revenue procedure differdNew Jersey. any OCONUS travel away from home.
from the list of high-cost localities in sec- o .06 Transition rules A payor who used
tion 5.03 of Rev. Proc. 2000-9. .05 Specific limitation. the substantiation method of section 4.01

(1) The following localities (listed by ided | .
key cities) have been added to the list of (1) Except as provided in Sectloning the first 9 months of calendar year
high-cost localities: Palm Springs, CaIifor-5'05(2) of this revenue procedure, apPay¥%noo may not use the High-Low Substan-
nia; New Orleans/St. Bernard, Louisianat,hat uses the high-low SUbStam'""t'orfiation Method in section 5 of this revenue
Traverse City, Michigan; Trenton, New .Jer-mEIhOd with respect to an employee mu trocedure for that employee until January
sey; and Wintergreen, Virginia. use that method for all amounts paid t , 2001. A payor who used the High-Low

(2) The portion of the year for Whichth.at.employee for t_ravel away from homPSubstantiation Method of section 5 of
the following are high-cost localities (IistedW'thln CO.NUS during the calendar Yearpev. Proc. 2000-9 for an employee during

ee section 5.06 of this revenue PrOC&Re first 9 months of calendar year 2000

by key cities) has been changed: Aspeﬁ, for t " |
Colorado; Telluride, Colorado; Vail, Col- ure for transition rules. must continue to use the High-Low Sub-
Stantiation Method for the remainder of

orado; Key West, Florida; Sun Valley, _ (2) With respect to an employee de
Idaho; Ocean City, Maryland; Martha'sScriPed in section 5.05(1) of this revenueaiendar year 2000 for that employee. A
Vineyard, Massachusetts; Big Sky, MonProcedure, the payor may reimburse agsayor described in the previous sentence
tana; Cape May, New Jersey; and Pafk@l €xpenses or use the meals qmy 5 se the rates and high-cost localities
City, Utah. diemmethod described in section 4.02 0gublished in section 5 of Rev. Proc. 2000-
(3) The following localities (generally this revenue procedure for any traved iy jiey of the updated rates and high-
listed by key cities) have been remove@Way from home, and may use ther ., |ocalities provided in section 5 of this
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revenue procedure, for travel on or aftewith the performance of services as an .06 No double reimbursement or de-
October 1, 2000, and before January Employee or self-employed individual; orduction If a payor pays ger diemal-
2001, if those rates and localities are used (2) Such rate may be prorated usingpwance in lieu of reimbursing actual ex-
consistently during this period for all em-any method that is consistently applieghenses for lodging, meal, and incidental
ployees reimbursed under this method. and in accordance with reasonable buséxpenses or for meal and incidental ex-
ness practice. For example, if an empenses in accordance with section 4 or 5
ployee travels away from home from f this revenue procedure, any additional
a.m. one day to 5 p.m. the next day, payment with respect to such expenses is
.01 In general. The federalper diem method of proration that results in artreated as paid under a nonaccountable
rate and the federal M&IE rate describe@Mount equal to 2 times the federal M&IEplan, is included in the employee’s gross
in section 3.02 of this revenue procedur@_te will be treated as being in ac_cordandecome, is_reported as wages or other
for the locality of travel will be applied in with reasonable b_usmess practice (evammpensa_tlon on the employeg’s Form
the same manner as applied under tffgough only 1 1/2 times the federal M&IEW-2, and is subject to withholding and

Federal Travel Regulations, 41 c.F.Rrate would be allowed under the Federglayment of employment taxes. Simi-

Part 301-11 (2000), except as provided ifravel Regulations). larly, if an employee or self-employed
sections 6.02 thro'ugh 6.04 of this rev- -09 Application of the appropriate individual computes the amount allow-

enue procedure. § 274(n) limitation on meal expensesll  able as a deduction for meal and inciden-
.02 Federal per diem rate A receipt ©F part of the amount of an _expenSe_GaI expenses for_travel away from home
for lodging expenses is not required ifeemed sul_ostann_ated under this revenire ac_cordance with section 4.03 or 4.04
determining the amount of eXpensegrocedure is subject to the appropriatef this revenue procedure, no other de-
deemed substantiated under section 4.¢4nitation under § 274(n) (see sectiorduction is allowed to the employee or
or 5.01 of this revenue procedure. gee02 of this revenue procedure) on the deelf-employed individual with respect to
section 7.01 of this revenue procedure gtuctibility of food and beverage ex-such expenses. For example, assume an
the requirement that the employee sutRenses. employee receives er diemallowan(_:e _
stantiate the time, place, and business (1) When an amqunt for meal androm a payor for lodging, meal, and inci-
purpose of the expense. incidental expenses is computed purdental expenses or for meal and inciden-
.03Federal per diem or M&IE rate A suant to section 4.03 of this revenue prdal expenses incurred while traveling
gedure, the taxpayer must treat sucaway from home. During that trip, the
amount as an expense for food and beemployee pays for dinner for the em-
for the locality of travel for meals pro-€'ag€s. _ _ ployee a_nd two business a_ssociates. The
vided in kind, provided the payor has a (2) When aper diemallowance is payor reimburses as a business entertain-
reasonable belief that meal and incident@@id only for meal and incidental ex-ment meal expense the meal expense for
genses, the payor must treat an amoutite employee and the two business asso-
equal to the lesser of the allowance ociates. Because the payor also pagsra
.04 Proration of the federal per diem the federal M&IE rate for the locality of diemallowance to cover the cost of the
or M&IE rate. Pursuant to the Federaffavel for such day (or partial day, seemployee’s meals, the amount paid by
Travel Regulations, in determining thesection 6.04 of this revenue procedurethe payor for the employee’s portion of
federalper diemrate or the federal M&IE @S &n expense for food and beverages. the business entertainment meal expense
rate for the locality of travel, the full ap- (3) When aper diemallowance is is treated as paid under a honaccountable
plicable federal M&IE rate is availablePaid for lodging, meal, and incidentalplan, is reported as wages or other com-
for a full day of travel from 12:01 a.m. to€XPeNSes, the payor must treat an amoupeénsation on the employee’s Form W-2,
12:00 midnight. For purposes of deter-eqlﬂal to the federal M&IE rate for the lo-and is subject to withholding and pay-
mining the amount deemed substantiateflity of travel for each calendar day (oment of employment taxes.
under section 4 or 5 of this revenue pror_JartiaI day, see section 6.04 of this rev- .07 Related parties Sections 4.01 and
cedure with respect to partial days of"ue procedure) the employee is awady of this revenue_proc_edure will not
travel away from home, either of the folfrom home as an expense for food andpply in any case in Whlch a payor and
lowing methods may be used to proratQeverages. For purposes of the precedn employee are related within the mean-
the federal M&IE rate to determine theN9 sentence, whenger diemallowance ing of § 267(b), but for this purpose the
federalper diemrate or the federal M&IE for lodging, meal, and incidental ex-percentage of ownership interest referred
rate for the partial days of travel: penses is paid at a rate that is less thamin § 267(b)(2) shall be 10 percent.

(1) Such rate may be prorated usin&je federaper diemrate for th_e locality
the method prescribed by the Federdl travel for such day (or partial day, se
Travel Regulations. Currently the FedS€ction 6.04 of this revenue procedure), o1 f the amount of travel expenses is
eral Travel Regulations allow three-N€ payor may treat an amount equal t9eemed substantiated under the rules pro-
fourths of the applicable federal M&IE 40 percent of such allowance as the fedjgeq in section 4 or 5 of this revenue pro-
rate for each partial day during which th&@l M&IE rate for the locality of travel ¢oqyre  and the employee actually sub-
employee or self-employed individual is/" Such day (or partial day, see sectiogiantiates to the payor the elements of

traveling away from home in connectiorP-04 Of this revenue procedure). time, place, and business purpose of the

SECTION 6. LIMITATIONS AND
SPECIAL RULES

payor is not required to reduce the feder
per diemrate or the federal M&IE rate

expenses were or will be incurred by th
employee.

oECTION 7. APPLICATION
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travel expenses in accordance with pardusiness travel expenses covered by tltemized deduction is subject to the ap-
graphs (b)(2) (travel away from home)yer diem allowance in accordance witlpropriate limitation (see section 2.02 of
and (c) (other than subparagraplsection 7.01 of this revenue procedurehis revenue procedure) on meal and en-
(2)(iii)(A) thereof) of § 1.274-5, the em-See § 1.274-5(f)(2)(i). In addition, suchtertainment expenses provided in
ployee is deemed to satisfy the adequapmrtion of the allowance is treated as pai@ 274(n) and the 2-percent floor on mis-
accounting requirements of § 1.274-5(funder an accountable plan, is not reportezkllaneous itemized deductions provided
as well as the requirement to substantiates wages or other compensation on the § 67.
by adequate records or other sufficient elemployee’s Form W-2, and is exempt .06 An employee who does not receive
idence for purposes of § 1.274-5(c). Sekeom the withholding and payment of em-a per diemallowance for meal and inci-
§ 1.62-2(e)(1) for the rule that an arrangeployment taxes. See § 1.62-2(c)(2) andental expenses may deduct an amount
ment must require business expenses (o)(4). computed pursuant to section 4.03 of this
be substantiated to the payor within a rea- .04 An employee is required to includeevenue procedure only as an itemized
sonable period of time. in gross income only the portion of thededuction. This itemized deduction is
.02 An arrangement providimger diem per diem allowance received from a payosubject to the appropriate limitation (see
allowances will be treated as satisfyinghat exceeds the amount deemed substasection 2.02 of this revenue procedure)
the requirement of § 1.62-2(f)(2) with re-tiated under the rules provided in sectioon meal and entertainment expenses pro-
spect to returning amounts in excess @f or 5 of this revenue procedure if the emvided in § 274(n) and the 2-percent floor
expenses if the employee is required to reployee substantiates the business traveh miscellaneous itemized deductions
turn within a reasonable period of time (agxpenses covered by the per diem aprovided in § 67.
defined in 8§ 1.62-2(g)) any portion oflowance in accordance with section 7.01 .07 A self-employed individual may
such an allowance that relates to days of this revenue procedure. See § 1.274leduct an amount computed pursuant to
travel not substantiated, even though thg(f)(2)(ii). In addition, the excess portionsection 4.03 of this revenue procedure in
arrangement does not require the enof the allowance is treated as paid underdetermining adjusted gross income under
ployee to return the portion of such an alronaccountable plan, is reported as wag&s62(a)(1). This deduction is subject to
lowance that relates to days of travel sutsr other compensation on the employeethe appropriate limitation (see section
stantiated and that exceeds the amount Bbrm W-2, and is subject to withholding2.02 of this revenue procedure) on meal
the employee’s expenses deemed substamd payment of employment taxes. Sesnd entertainment expenses provided in
tiated. For example, assume a payor pr&-1.62-2(c)(3)(ii), (c)(5), and (h)(2)(i)(B). § 274(n).
vides an employee an advanger diem .05 If the amount of the expenses that .08 If a payor’s reimbursement or other
allowance for meal and incidental exis deemed substantiated under the rulexpense allowance arrangement evi-
penses of $200, based on an anticipateddfovided in section 4.01, 4.02, or 5 of thiglences a pattern of abuse of the rules of
days of business travel at $40 per day tor@venue procedure is less than th& 62(c) and the regulations thereunder, all
locality for which the federal M&IE rate amount of the employee’s business expayments under the arrangement will be
is $34, and the employee substantiatespnses for travel away from home, théreated as made under a nonaccountable
full days of business travel. The requireemployee may claim an itemized deducplan. Thus, such payments are included
ment to return excess amounts will b&on for the amount by which the businesé the employee’s gross income, are re-
treated as satisfied if the employee is raravel expenses exceed the amount thatperted as wages or other compensation
quired to return within a reasonable pedeemed substantiated, provided the enon the employee’s Form W-2, and are
riod of time (as defined in § 1.62-2(g)) theployee substantiates all the businessubject to withholding and payment of
portion of the allowance that is attributtravel expenses, includes on Form 210@mployment taxes. See § 1.62-2(c)(3),
able to the 2 unsubstantiated days dimployee Business Expenses, thé&)(5), and (h)(2).
travel ($80), even though the employee ideemed substantiated portion of fher
not required to return the portion of the aldiemallowance received from the payor
lowance ($18) that exceeds the amount @ind includes in gross income the portio
the employee’s expenses deemed substdif-any) of theper diemallowance re-
tiated under section 4.02 of this revenueeived from the payor that exceeds the 41 The portion of ger diemal-
procedure ($102) for the 3 substantiatedmount deemed substantiated. SG]SWance, if any, that relates to the days of
day; of travel. However_, the $18 exces_s 1.274-5(f)_(2_)(|||). _ H_owe_ver, for PUT- husiness travel substantiated and that ex-
portion of the allowance is treated as paidoses of claiming this itemized deduction.aeqs the amount deemed substantiated
under a nonaccountable plan as discussedth respect to meal and incidental eXsy, those days under section 4.01, 4.02,
in section 7.04 of thl$ revenue procedu_repenses, substz_intlatlon of_the amount r 5 of this revenue procedure is subject
.03 An emplpyee is not reql_ured to inthe expenses is not requwed_ if the €My withholding and payment of employ-
cI_ude in gross income the portion oper ployee is claiming a deduction that iSpent taxes. See § 1.62-2(h)(2)(i)(B).
dlem_allowance received from a payorequal to or less _than the am(_)unt COM-" 92 |n the case of per diemallowance
that is less than or equal to the amounguted under s_ect|on 4.03 of this reVenuSaid as a reimbursement, the excess de-
deemed substantiated under the rules prprocedure minus the amount deeme
vided in section 4 or 5 of this revenue prosubstantiated under sections 4.02 a
cedure if the employee substantiates the01 of this revenue procedure.

SECTION 8. WITHHOLDING AND
E’AYMENT OF EMPLOYMENT

ribed in section 8.01 of this revenue
ocedure is subject to withholding and
Th%ayment of employment taxes in the pay-
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roll period in which the payor reimburseghis revenue procedure (after applyingECTION 9. EFFECT ON OTHER
the expenses for the days of travel sulsection 4.04(3) of this revenue proceDOCUMENTS
stantiated. See 8§ 1.62-2(h)(2)(i)(B)( dure), is subject to withholding and pay- .

.03 In the case of er diemallowance ment of employment taxes no later than ‘01 Rev. Proc. 2000-9 is hereby super-
paid as an advance, the excess describé first payroll period following the pay- S€ded (except to the extent specified in
in section 8.01 of this revenue procedureoll period in which the excess is comS€ctions 4.04(5) and 5.06 of this revenue
is subject to withholding and payment oputed. See § 1.62-2(h)(2)(i)(B)( procedure) foper diemallowances that
employment taxes no later than the first .05 For example, assume that an en@€ paid both (1) to an employee on or
payroll period following the payroll pe- ployer pays an employeeper diemal- after October 1, 2000, and (2) with re-
riod in which the days of travel with re-lowance to cover business expenses fSPECt t0 lodging, meal, and incidental ex-
spect to which the advance was paid areeals and lodging for travel away fromP€NSes or with respect to meal and inci-
substantiated. See § 1.622(h)(2)()@®)( home at a rate of 120 percent of the fedlental expenses paid or incurred for travel
If some or all of the days of travel witheral per diemrate for the localities to While away from home on or after Octo-
respect to which the advance was paidhich the employee travels. The emPer 1, 2000. Rev. Proc. 2000-9 is also
are not substantiated within a reasonablgloyer does not require the employee tgerePy superseded (except to the extent
period of time and the employee does naeturn the 20 percent by which the reimSPecified in section 4.04(5) of this rev-
return the portion of the allowance thabursement for those expenses exceeds fiau€ Procedure) for purposes of comput-
relates to those days within a reasonabfederalper diemrate. The employee sub-"9 the amount allowable as a deduction
period of time, the portion of the al-stantiates 6 days of travel away fronO Meal and incidental expenses paid or
lowance that relates to those days is subome: 2 days in a locality in which thencurred by an employee or self-em-
ject to withholding and payment of em-federalper diemrate is $100 and 4 daysPloyed individual for travel while away
ployment taxes no later than the firstn a locality in which the federgler diem Tom home on or after October 1, 2000.
payroll period following the end of therate is $125. The employer reimburses -02 Notice 2000-48, 2000-37 I.R.B.
reasonable period. See § 1.622(h)(2the employee $840 for the 6 days of®> iS hereby superseded.

H(A). _ travel away from home (2 x (120% XpRAFTING INFORMATION

.04 In the case of per diemallowance $100) + 4 x (120% x $125)), and does not
only for meal and incidental expenses forequire the employee to return the excess The principal author of this revenue
travel away from home paid to an empayment of $140 (2 days x $20 ($120procedure is Edwin B. Cleverdon of the
ployee in the transportation industry by $100) + 4 days x $25 ($150-$125)). FoDffice of Associate Chief Counsel (In-
payor that uses the rule in section 4.04(3he payroll period in which the employercome Tax and Accounting). For further
of this revenue procedure, the excess oéimburses the expenses, the employarformation regarding this revenue proce-
the per diemallowance paid for the pe- must withhold and pay employment taxeslure, contact Mr. Cleverdon at (202) 622-
riod over the amount deemed substanten $140. See section 8.02 of this revenu#920 (not a toll-free call).
ated for the period under section 4.02 gfrocedure.
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Part IV. ltems of General Interest

TeleFile Voice Signature Test; rary regulations (TD 8892, 2000-32New Form 8869, Qualified

Correction I.R.B.158) contains errors that may prov&ubchapter S sl_lbsidiary
to be misleading and is in need of clarifif|ection

Announcement 2000-81 cation.

. . o Announcement 2000-83
AGENCY: Internal Revenue ServiceCorrection of Publication

(IRS), Treasury New Form 8869 is now available. A

Accordingly, the publication of the ;
. ; } ' . parent S corporation uses Form 8869 to
ACTION: Correction to removal of tem-removal of temporary regulations (TD elect to treat one or more of its eligible

porary regulations. 8892), which is the subject of FR Doc. subsidiaries as a qualified subchapter S

SUMMARY: This document contains 90-18116, is corrected as follows: _ subsidiary (QSub).

corrections to a removal of temporary 1- OnN page 44438, column 1,in 1. o form replaces the temporary
regulations that provides that an indivig@mendatory instructioRar. 6, line 1, the .04 res for filing a QSub election
ual Federal income tax return completetfnguage, Par. 6. Section 602.101(c) is |, qer Notice 97-4, 1997-1 C.B. 351. As a
as part of the Telefile Voice Signature tegmended” is corrected to rea@dr. 6. _result, Form 966, Corporate Dissolution
will be treated as a return that is signed€ction 602.101(b) is amended”y, | iy idation, may no longer be used to
authenticated, verified and filed by the3602.101 [Corrected] make a QSub election.

taxpayer. This document was published 2- ON page 44438, column 1, the para- vy, can obtain Form 8869 by tele-
in the Federal Register on July 18, 2008"apPh designation 8602.101 (c) is COryone or by using IRS electronic informa-
(65 F.R. 44437). rectly designated §602.101 (b). tion services.

Cynthia Grigsby, Request by Number or address

DATES: This correction is effective July _ : /

18, 2000. Chief, Regulations Unit, Telephone 1-800-TAX-FORM
Office of Special Counsel

FOR FURTHER INFORMATION CON- (Modernization and Strategic Planning). (1-800-829-3676)

TACT: Beverly A. Baughman (202)

Personal computer:
622-4940 (not a toll-free number). (Filed by the Office of the Federal Regis- P

SUPPLEMENTARY INFORMATION:  ter on September 18, 2000, 8:45 a.m., an@S Internet Web Site  www.irs.gov

published in the issue of the Federal Req:”e transfer protocol ftp.irs.cov
Need for Correction ister for September 19, 2000, 65 F.R. P pISg
56484)

As published, the removal of tempo-
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Definition of Terms

Revenue rulings and revenue procedurgsies 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 atiling 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 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 oflshed that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undel prior rulings in the series.
published ruling and points out an esserthe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancand regulations. The term is also usedwill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singlaction such as the issuance of new or
being 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.

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

Abbre‘" atlons ER—Employer. PO—Possession of the U.S.

ThelfoIIow(ijng_ﬁlbbreviati‘ons in C'UrlrenthL'jSI'e] ?jn_d f?]r'ERISA—Employee Retirement Income Security Act.PR—Partner.
merly used will appear in material published in the_, - PRS_Partnership.

Bulletin.

B F—Fiduciary. PTE—Prohibited Transaction Exemption.
A_Ind'V'duél' FC—Foreign Country. Pub. L—Public Law.
gflifc.gwelscence. FICA—Federal Insurance Contributions Act. REIT—Real Estate Investment Trust.

BE nBIVI ;J_a_' FISC—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
BK_BenE iciary. FPH—Foreign Personal Holding Company. Rev. Ruk—Revenue Ruling.
—Bank. . .
F.R—Federal Register. S—Subsidiary.
B.T.A—Board of Tax Appeals.
C—individual FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedural Rules.

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

COOPR—Cooperative.

Ct.D—Court Decision.

CY—County.

D—Decedent.

DC—Dummy Corporation.
DE—Donee.

Del. Order—Delegation Order.

DISG—Domestic International Sales Corporation.

DR—Donor.
E—Estate.
EE—Employee.

200041 L.R.B.

FX—Foreign Corporation.

G.C.M—Chief Counsel’s Memorandum.

GE—Grantee.

GP—General Partner.
GR—Grantor.
IC—Insurance Company.
|.R.B—Internal Revenue Bulletin.
LE—Lessee.

LP—Limited Partner.
LR—Lessor.

M—Minor.
Nonacg—Nonacquiescence.
O—Organization.

P—Parent Corporation.

Stat—Statutes at Large.
T—Target Corporation.
T.C—Tax Court.
T.D—Treasury Decision.
TFE—Transferee.
TFR—Transferor.
T.I.LR—Technical Information Release.
TP—Taxpayer.

TR—Trust.

TT—Trustee.

U.S.C—United States Code.
X—Corporation.
Y—Corporation.
Z—Corporation.
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