Internal Revenue

oulleftin

HIGHLIGHTS
OF THIS ISSUE

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

INCOME TAX

Rev. Rul. 2007-42, page 44.

Section 355. Using different scenarios, this ruling addresses
whether a corporation that holds a membership interest in a
limited liability company that is classified as a partnership for
federal tax purposes is engaged in the active conduct of a
trade or business for purposes of section 355(b) of the Code.
Rev. Rul. 92-17 modified.

Rev. Rul. 2007-44, page 47.

Federal rates; adjusted federal rates; adjusted federal
long-term rate and the long-term exempt rate. For pur-
poses of sections 382, 642, 1274, 1288, and other sections
of the Code, tables set forth the rates for July 2007.

REG-103842-07, page 79.

Proposed regulations under section 199 of the Code modify the
definition of a qualified film produced by a taxpayer under regu-
lations section 1.199-3(k); correct section 1.199-7(e), Exam-
ple 10, of the final regulations; and remove the section 199
closing of the books election for expanded affiliated groups
under section 1.199-7(f)(1)(ii) of the final regulations. A public
hearing is scheduled for October 2, 2007.

EMPLOYEE PLANS

Rev. Rul. 2007-43, page 45.

Section 411(d)(3); partial termination; turnover. This rul-
ing holds that based on its facts and circumstances, there is
a presumption of a partial termination within the meaning of
section 411(d)(3) of the Code where the turnover rate for em-
ployees participating in the qualified plan is at least 20 percent.

Finding Lists begin on page ii.

y’ Department of the Treasury
Internal Revenue Service

Bulletin No. 2007-28
July 9, 2007

Rev. Proc. 2007-44, page 54.

Qualification; determination letters; staggered remedial
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The IRS Mission

Provide America’'s taxpayers top quality service by helping
them understand and meet their tax responsibilities and by

Introduction

The Internal Revenue Bulletin is the authoritative instrument of
the Commissioner of Internal Revenue for announcing official
rulings and procedures of the Internal Revenue Service and for
publishing Treasury Decisions, Executive Orders, Tax Conven-
tions, 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 compiled 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, mod-
ify, or amend any of those previously published in the Bulletin.
All published rulings apply retroactively unless otherwise indi-
cated. Procedures relating solely to matters of internal man-
agement 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 published rulings and
procedures, the effect of subsequent legislation, regulations,

applying the tax law with integrity and fairness to all.

court decisions, rulings, and procedures must be considered,
and Service personnel and others concerned are cautioned
against reaching the same conclusions in other cases unless
the facts and circumstances are substantially the same.

The Bulletin is divided into four parts as follows:

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

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions and Other Related ltems, and Subpart B, Leg-
islation 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 Subparts. Also
included in this part are Bank Secrecy Act Administrative Rul-
ings. Bank Secrecy Act Administrative Rulings are issued by
the Department of the Treasury's Office of the Assistant Sec-
retary (Enforcement).

Part IV.—Items of General Interest.
This part includes notices of proposed rulemakings, disbar-
ment and suspension lists, and announcements.

The last 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 last Bulletin of each semiannual period.

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

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.
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Part |. Rulings and Decisions Under the Internal Revenue Code

of 1986

Section 42.—Low-Income
Housing Credit

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of July 2007. See Rev. Rul. 2007-44, page 47.

Section 280G.—Golden
Parachute Payments

Federal short-term, mid-term, and long-term rates
are set forth for the month of July 2007. See Rev.
Rul. 2007-44, page 47.

Section 355.—Distribution
of Stock and Securities of
a Controlled Corporation

26 CFR 1.355-3: Active conduct of a trade or busi-
ness.

Section 355. Using different scenarios,
this ruling addresses whether a corporation
that holds a membership interest in a lim-
ited liability company that is classified as a
partnership for federal tax purposes is en-
gaged in the active conduct of a trade or
business for purposes of section 355(b) of
the Code. Rev. Rul. 92-17 modified.

Rev. Rul. 2007-42
ISSUE(S)

Under the facts described below, is a
corporation (D) that owns a membership
interest in a limited liability company
(LLC) classified as a partnership for Fed-
eral tax purposes engaged in the active
conduct of a trade or business for purposes
of § 355(b) of the Internal Revenue Code?

FACTS
Situation 1.

LLC is adomestic limited liability com-
pany that has been classified as a partner-
ship for Federal tax purposes since its date
of organization. For more than five years,
LLC has owned several commercial office
buildings that are leased to unrelated third
parties. LLC has one class of membership
interests outstanding. For more than five
years, D has owned a 331/3-percent mem-
bership interest in LLC, and has owned all
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the stock of a subsidiary (C), a corporation
that has been engaged for more than five
years in the active conduct of a trade or
business that is unrelated to D’s activities.

LLC continuously seeks additional
properties to expand its rental business.
When a property is located, LLC negoti-
ates its purchase and financing and deter-
mines whether renovations or alterations
are necessary to make the building suitable
for rental. LLC periodically repaints and
refurbishes its existing properties.

Pursuant to the terms of its leases,
LLC provides day-to-day upkeep and
maintenance services for its office build-
ings. These services include trash collec-
tion, ground maintenance, electrical and
plumbing repair, and insect control. Addi-
tionally, LLC advertises for new tenants,
verifies information contained in lease
applications, negotiates leases, handles
tenant complaints, prepares eviction no-
tices and warnings for delinquent tenants,
collects rent, and pays all expenses, in-
cluding gas, water, sewage, electricity and
insurance for the office buildings. LLC
also maintains financial and accounting
records to reflect income and expenses
relating to each of its rental properties as
well as LLC’s general expenses.

The above described activities of LLC
have been conducted for more than five
years. The employees of LLC perform
all management and operational functions
with respect to LLC s rental business. Nei-
ther D nor any other member of LLC per-
forms services with respect to LLC’s busi-
ness.

For a valid business purpose, D pro-
poses to distribute all its C stock pro rata to
D’s shareholders in a transaction intended
to satisfy the requirements of § 355.

Except for the issue of whether D is
engaged in the active conduct of a trade
or business under § 355(b), the transaction
will otherwise meet all the requirements of
§ 355.

Situation 2.

The facts are the same as Situation 1 ex-
cept that D owns a 20-percent membership
interest in LLC.
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LAW AND ANALYSIS

Section 355(a) provides that, under cer-
tain circumstances, a corporation may dis-
tribute stock or securities in a corporation
it controls to its shareholders or security
holders in a transaction that is nontaxable
to such shareholders or security holders.
Sections 355(a)(1)(C) and 355(b) require
that both the distributing and controlled
corporations be engaged, immediately af-
ter the distribution, in the active conduct of
a trade or business that has been actively
conducted throughout the five-year period
ending on the date of distribution.

Section 1.355-3(b)(2)(ii) of the Income
Tax Regulations, in defining “trade or
business” for purposes of § 355, provides
that a corporation is treated as engaged in
a trade or business immediately after the
distribution if a specific group of activities
are being carried on by the corporation for
the purpose of earning income or profit,
and the activities included in such group
include every operation that forms a part
of, or a step in, the process of earning
income or profit. Such group of activities
ordinarily must include the collection of
income and the payment of expenses.

Section 1.355-3(b)(2)(iii) provides that
the determination whether a trade or busi-
ness is actively conducted will be made
from all the facts and circumstances. Gen-
erally, for a trade or business to be actively
conducted, the corporation is required it-
self to perform active and substantial man-
agement and operational functions. Gen-
erally, activities performed by the corpo-
ration itself do not include activities per-
formed by persons outside the corporation,
including independent contractors. A cor-
poration may, however, satisfy the active
trade or business test through the activities
that it performs itself, even though some of
its activities are performed by others.

Under § 1.355-3(b)(2)(iv), the active
conduct of a trade or business does not in-
clude the holding of property for invest-
ment purposes. It also does not include the
ownership and operation (including leas-
ing) of property used in a trade or busi-
ness, unless the owner performs significant
services with respect to the operation and
management of the property.
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The fact that a partnership engages in
activities that would constitute the active
conduct of a trade or business if conducted
by a corporation does not necessarily mean
that each partner in the partnership is con-
sidered to be engaged in the active con-
duct of a trade or business for purposes of
§ 355(b). In such a case, the determina-
tion of whether a partner is considered to
be engaged in the active conduct of a trade
or business must be based on the require-
ments of § 355 and the regulations there-
under taking into account the activities of
the partner (if any), the partner’s interest
in the partnership, and the activities of the
partnership.

Rev. Rul. 92-17, 1992-1 C.B. 142,
considers whether D, a corporate general
partner in a limited partnership, is engaged
in the active conduct of a trade or business
within the meaning of § 355(b). For more
than five years, D owned a 20-percent
interest in LP, a limited partnership that
owned several commercial office build-
ings leased to unrelated third parties. D’s
officers performed active and substan-
tial management functions with respect
to LP, including the significant business
decision-making of the partnership, and
regularly participated in the overall su-
pervision, direction, and control of LP’s
employees in operating LP’s rental busi-
ness. Rev. Rul. 92-17 concludes that D is
engaged in the active conduct of a trade or
business within the meaning of § 355(b).
Rev. Rul. 2002-49, 2002-2 C.B. 288,
reaches a similar conclusion where D
and another corporation (X) each own a
20-percent interest in a member-managed
LLC that is classified as a partnership for
Federal tax purposes and D and X jointly
manage the LLC’s business.

By comparison, § 1.368-1(d)(4)
(iii)(B), regarding the continuity of busi-
ness enterprise requirement applicable to
corporate reorganizations, provides that
the issuing corporation will be treated as
conducting a business of a partnership if
members of the qualified group, in the
aggregate, own an interest in the partner-
ship representing a significant interest in
that partnership business. Those regula-
tions indicate that a one-third interest in
the partnership represents a significant
interest in the partnership business, and
a corporation that owns such interest but
does not perform active and substantial
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management functions for the business of
the partnership is nevertheless treated as
conducting the business of the partnership.

In Situation 1, D is engaged in the ac-
tive conduct of LLC’s rental business for
purposes of § 355(b) because D owns a
significant interest in LLC and LLC per-
forms the required activities that constitute
an active trade or business under the regu-
lations.

In Situation 2, D is not engaged in the
active conduct of LLC’s rental business
for purposes of § 355(b) because D neither
owns a significant interest in LLC nor per-
forms active and substantial management
functions for LLC.

HOLDING

In Situation 1, D is engaged in the active
conduct of a trade or business for purposes
of § 355(b).

In Situation 2, D is not engaged in the
active conduct of a trade or business for
purposes of § 355(b).

EFFECT ON OTHER REVENUE
RULINGS

Rev. Rul. 92-17 is modified to the ex-
tent it indicated that a partner must per-
form management functions in order for
the partner to be treated as engaged in the
active conduct of the trade or business of
the partnership.

DRAFTING INFORMATION

The principal authors of this rev-
enue ruling are Russell P. Subin and
Rubin B. Ranat of the office of Associate
Chief Counsel (Corporate). For further
information regarding this revenue ruling,
contact Mr. Subin at (202) 622-7790 or
Mr. Ranat at (202) 622-7530 (not toll-free
calls).

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

The adjusted applicable federal long-term rate is
set forth for the month of July 2007. See Rev. Rul.
2007-44, page 47.
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Section 401.—Qualified
Pension, Profit-Sharing,
and Stock Bonus Plans

26 CFR 1.401(b)-1: Certain retroactive changes in
plan.

The timing of submissions for individually
designed and pre-approved qualified pension,
profit-sharing and stock bonus plans is described.
See Rev. Proc. 2007-44, page 54.

Section 411.—Minimum
Vesting Standards

26 CFR 1.411(d)-2: Termination or partial termina-
tion; discontinuance of contributions.

Section 411(d)(3); partial termina-
tion; turnover. This ruling holds that
based on its facts and circumstances, there
is a presumption of a partial termination
within the meaning of section 411(d)(3)
of the Code where the turnover rate for
employees participating in the qualified
plan is at least 20 percent.

Rev. Rul. 2007-43
ISSUE

Is there a partial termination of a plan
under § 411(d)(3) of the Internal Revenue
Code under the facts described in this rev-
enue ruling?

FACTS

Employer X maintains Plan A, a de-
fined contribution plan qualified under
§ 401(a). The plan year for Plan A is
the calendar year. The plan participants
include both current and former employ-
ees. Plan A provides that an employee of
Employer X has a fully vested and non-
forfeitable interest in his or her account
balance upon either completion of 3 years
of service or attainment of age 65. The
plan also provides for each participant
to have a fully vested and nonforfeitable
right to his or her account balance upon
the plan’s termination or upon a partial
termination of the plan that affects the
participant.

Employer X ceases operations at one
of its four business locations. As a result,
23 percent of the Plan A participants who
are employees of Employer X cease active
participation in Plan A due to a severance
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from employment (excluding any sever-
ance from employment that is either on ac-
count of death or disability, or retirement
on or after normal retirement age) during
the plan year. Some of these participants
are fully vested due to having completed 3
years of service or having attained age 65.
Plan A is not terminated.

LAW

Section 411(d)(3) provides in relevant
part that a plan will not be qualified unless
the plan provides that, upon its partial ter-
mination, the rights of all affected employ-
ees to benefits accrued to the date of such
partial termination, to the extent funded on
that date, or the amounts credited to their
accounts, are nonforfeitable.

Section 1.411(d)-2(b)(1) of the Income
Tax Regulations provides that whether or
not a partial termination of a qualified plan
occurs (and the time of such event) is de-
termined by the Commissioner with regard
to all the facts and circumstances in a par-
ticular case. The facts and circumstances
include the exclusion, by reason of a plan
amendment or severance by the employer,
of a group of employees who have previ-
ously been covered by the plan, as well as
plan amendments that adversely affect the
rights of employees to vest in benefits un-
der the plan.

Section 1.411(d)-2(b)(2) provides a
special rule with respect to a defined ben-
efit plan that ceases or decreases future
benefit accruals under the plan. A partial
termination is deemed to occur if a poten-
tial reversion to the employer maintaining
the plan is created or increased as a result
of such cessation or decrease. This special
rule does not apply to defined contribution
plans.

Section 1.411(d)-2(b)(3) provides that,
if a termination occurs, § 411(d)(3) only
applies to the part of the plan that is termi-
nated.

In Rev. Rul. 73-284, 1973-2 C.B. 139,
an employer established a qualified pen-
sion plan that covered all of its 15 em-
ployees. The employer later acquired a
new business location 100 miles away and
closed the original one. All employees
were given the opportunity to transfer to
the new location and continue to partici-
pate in the plan, but only 3 chose to do
so. The other 12 employees were dis-
charged and their participation under the
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plan ended. The employer hired replace-
ments for them at the new location. The
revenue ruling concludes that there was a
partial termination due to the termination
of these employees in connection with the
change in business location.

In Rev. Rul. 81-27, 1981-1 C.B.
228, the employer established a qualified
defined benefit pension plan that covered
employees in the two divisions of its busi-
nesses. The plan covered 165 employees.
The employer closed down one division
and terminated 95 participants. The rev-
enue ruling concludes that the discharge by
the employer of 95 of 165 participants con-
stituted a partial termination.

Weil v. Terson Co. Retirement Plan
Administrative Committee, 933 F.2d 106
(2d Cir. 1991), holds that the turnover
rate in both vested and nonvested partici-
pants is taken into account in determining
whether there has been a reduction in the
workforce that constitutes a partial termi-
nation for purposes of § 411(d)(3). See 933
F.2d at 110.

Matz v. Household International Tax
Reduction Investment Plan, 388 F.3d 570
(7™ Cir. 2004), holds that there is a re-
buttable presumption that a 20 percent
or greater reduction in plan participants
is a partial termination for purposes of
§ 411(d)(3). The court holds that this pre-
sumption is rebuttable depending on other
facts and circumstances. See 388 F.3d at
578. The court, relying on Weil, bases the
20 percent calculation on the ratio of those
participants who lose coverage, whether
or not vested, to all participants, whether
or not vested.

ANALYSIS

Based on the foregoing, whether a par-
tial termination of a plan under § 411(d)(3)
has occurred depends on the facts and cir-
cumstances, including the extent to which
participating employees have had a sev-
erance from employment. If the turnover
rate is at least 20 percent, there is a pre-
sumption that a partial termination of the
plan has occurred. The turnover rate is de-
termined by dividing the number of partic-
ipating employees who had an employer-
initiated severance from employment dur-
ing the applicable period by the sum of all
of the participating employees at the start
of the applicable period and the employ-
ees who became participants during the ap-
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plicable period. The applicable period de-
pends on the circumstances: the applica-
ble period is a plan year (or, in the case of
a plan year that is less than 12 months, the
plan year plus the immediately preceding
plan year) or a longer period if there are a
series of related severances from employ-
ment.

All participating employees are taken
into account in calculating the turnover
rate, including vested as well as nonvested
participating employees. Employer-initi-
ated severance from employment gener-
ally includes any severance from employ-
ment other than a severance that is on ac-
count of death, disability, or retirement on
or after normal retirement age. An em-
ployee’s severance from employment is
employer-initiated even if caused by an
event outside of the employer’s control,
such as severance due to depressed eco-
nomic conditions. In certain situations, the
employer may be able to verify that an em-
ployee’s severance was not employer-ini-
tiated. A claim that a severance from em-
ployment was purely voluntary can be sup-
ported through items such as information
from personnel files, employee statements,
and other corporate records.

Employees who have had a sever-
ance from employment with the employer
maintaining the plan on account of a trans-
fer to a different controlled group are not
considered as having a severance from
employment for purposes of calculating
the turnover rate if those employees con-
tinue to be covered by a plan that is a
continuation of the plan under which they
were previously covered (i.e., if a portion
of the plan covering those employees was
spun off from the plan in accordance with
the rules of § 414(1) and will continue to
be maintained by the new employer).

Whether or not a partial termination of a
qualified plan occurs on account of partic-
ipant turnover (and the time of such event)
depends on all the facts and circumstances
in a particular case. Facts and circum-
stances indicating that the turnover rate for
an applicable period is routine for the em-
ployer favor a finding that there is no par-
tial termination for that applicable period.
For this purpose, information as to the
turnover rate in other periods and the ex-
tent to which terminated employees were
actually replaced, whether the new em-
ployees performed the same functions, had
the same job classification or title, and re-
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ceived comparable compensation are rele-
vant to determining whether the turnover
is routine for the employer. Thus, there
are a number of factors that are relevant
to determining whether a partial termina-
tion has occurred as a result of turnover,
both in the case where a partial termina-
tion is presumed to have occurred due to
the turnover rate being at least 20 percent
and in the case where the turnover rate is
less than 20 percent.

In the present case, there is a presump-
tion that a partial termination has occurred
because the turnover rate is 20 percent or
more. The facts and circumstances support
the finding of a partial termination because
the severances from employment occurred
as a result of the shutdown of one of the
employer’s business locations (and not as
a result of routine turnover). Therefore, a
partial termination of Plan A has occurred.

If a partial termination occurs on ac-
count of turnover during an applicable pe-
riod, all participating employees who had
a severance from employment during the
period must be fully vested in their ac-
crued benefits, to the extent funded on that
date, or in the amounts credited to their ac-
counts.

A partial termination of a qualified
plan can also occur for reasons other than
turnover. For example, a partial termina-
tion can occur due to plan amendments
that adversely affect the rights of employ-
ees to vest in benefits under the plan, plan
amendments that exclude a group of em-
ployees who have previously been covered
by the plan, or the reduction or cessation
of future benefit accruals resulting in a
potential reversion to the employer.

HOLDING

Under the facts described in this rev-
enue ruling, a partial termination has oc-
curred.

DRAFTING INFORMATION

The principal author of this revenue
ruling is Ingrid E. Grinde of the Em-
ployee Plans, Tax Exempt and Gov-
ernment Entities Division. For further
information regarding this revenue rul-
ing, contact the Employee Plans tax-
payer assistance answering service be-
tween the hours of 8:30 am. and
4:30 p.m., Eastern time, Monday
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through Friday at 1-877-829-5500 (a
toll-free number) or Ms. Grinde at
RetirementPlanQuestions @irs.gov.

Section 412.—Minimum
Funding Standards

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of July 2007. See Rev. Rul. 2007-44, page 47.

Section 467.—Certain
Payments for the Use of
Property or Services

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of July 2007. See Rev. Rul. 2007-44, page 47.

Section 468.—Special
Rules for Mining and Solid
Waste Reclamation and
Closing Costs

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of July 2007. See Rev. Rul. 2007-44, page 47.

Section 482.—Allocation
of Income and Deductions
Among Taxpayers

Federal short-term, mid-term, and long-term rates
are set forth for the month of July 2007. See Rev.
Rul. 2007-44, page 47.

Section 483.—Interest on
Certain Deferred Payments

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of July 2007. See Rev. Rul. 2007-44, page 47.

Section 642.—Special
Rules for Credits and
Deductions

Federal short-term, mid-term, and long-term rates
are set forth for the month of July 2007. See Rev.
Rul. 2007-44, page 47.

Section 807.—Rules for
Certain Reserves

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of July 2007. See Rev. Rul. 2007-44, page 47.
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Section 846.—Discounted
Unpaid Losses Defined

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of July 2007. See Rev. Rul. 2007-44, page 47.

Section 1274.—Determi-
nation of Issue Price in the
Case of Certain Debt Instru-
ments Issued for Property

(Also Sections 42, 280G, 382, 412, 467, 468, 482,
483, 642, 807, 846, 1288, 7520, 7872.)

Federal rates; adjusted federal rates;
adjusted federal long-term rate and the
long-term exempt rate. For purposes of
sections 382, 642, 1274, 1288, and other
sections of the Code, tables set forth the
rates for July 2007.

Rev. Rul. 2007-44

This revenue ruling provides vari-
ous prescribed rates for federal income
tax purposes for July 2007 (the current
month). Table 1 contains the short-term,
mid-term, and long-term applicable fed-
eral rates (AFR) for the current month
for purposes of section 1274(d) of the
Internal Revenue Code. Table 2 contains
the short-term, mid-term, and long-term
adjusted applicable federal rates (adjusted
AFR) for the current month for purposes
of section 1288(b). Table 3 sets forth the
adjusted federal long-term rate and the
long-term tax-exempt rate described in
section 382(f). Table 4 contains the ap-
propriate percentages for determining the
low-income housing credit described in
section 42(b)(2) for buildings placed in
service during the current month. Table
5 contains the federal rate for determin-
ing the present value of an annuity, an
interest for life or for a term of years, or
a remainder or a reversionary interest for
purposes of section 7520. Finally, Table 6
contains the blended annual rate for 2007
for purposes of section 7872.
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REV. RUL. 2007-44 TABLE 1
Applicable Federal Rates (AFR) for July 2007
Period for Compounding
Annual Semiannual Quarterly Monthly
Short-term
AFR 4.97% 4.91% 4.88% 4.86%
110% AFR 5.47% 5.40% 5.36% 5.34%
120% AFR 5.98% 5.89% 5.85% 5.82%
130% AFR 6.48% 6.38% 6.33% 6.30%
Mid-term
AFR 4.95% 4.89% 4.86% 4.84%
110% AFR 5.45% 5.38% 5.34% 5.32%
120% AFR 5.96% 5.87% 5.83% 5.80%
130% AFR 6.46% 6.36% 6.31% 6.28%
150% AFR 7.47% 7.34% 7.27% 7.23%
175% AFR 8.74% 8.56% 8.47% 8.41%
Long-term
AFR 5.15% 5.09% 5.06% 5.04%
110% AFR 5.68% 5.60% 5.56% 5.54%
120% AFR 6.20% 6.11% 6.06% 6.03%
130% AFR 6.73% 6.62% 6.57% 6.53%
REV. RUL. 2007-44 TABLE 2
Adjusted AFR for July 2007
Period for Compounding
Annual Semiannual Quarterly Monthly
Short-term adjusted 3.66% 3.63% 3.61% 3.60%
AFR
Mid-term adjusted AFR 3.81% 3.77% 3.75% 3.74%
Long-term adjusted 4.32% 4.27% 4.25% 4.23%
AFR
REV. RUL. 2007-44 TABLE 3
Rates Under Section 382 for July 2007
Adjusted federal long-term rate for the current month 4.32%
Long-term tax-exempt rate for ownership changes during the current month (the highest of the adjusted
federal long-term rates for the current month and the prior two months.) 4.32%
REV. RUL. 2007-44 TABLE 4
Appropriate Percentages Under Section 42(b)(2) for July 2007
Appropriate percentage for the 70% present value low-income housing credit 8.18%
Appropriate percentage for the 30% present value low-income housing credit 3.50%
2007-28 I.R.B. 48 July 9, 2007



or a remainder or reversionary interest

REV. RUL. 2007-44 TABLE 5
Rate Under Section 7520 for July 2007

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

6.0%

REV. RUL. 2007-44 TABLE 6
Blended Annual Rate for 2007

Section 7872(e)(2) blended annual rate for 2007

4.92%

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

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of July 2007. See Rev. Rul. 2007-44, page 47.

Section 2032A.—Valuation
of Certain Farm, etc.,
Real Property

26 CFR 20.2032A—4: Method of valuing farm real
property.

Special use value; farms; interest
rates. The 2007 interest rates to be used
in computing the special use value of farm
real property for which an election is made
under section 2032A of the Code are listed
for estates of decedents.

Rev. Rul. 2007-45

This revenue ruling contains a list of the
average annual effective interest rates on
new loans under the Farm Credit System.
This revenue ruling also contains a list of
the states within each Farm Credit System
Bank Chartered Territory.

Under § 2032A(e)(7)(A)(ii) of the In-
ternal Revenue Code, rates on new Farm
Credit System Bank loans are used in com-
puting the special use value of real prop-
erty used as a farm for which an election
is made under § 2032A. The rates in this
revenue ruling may be used by estates that
value farmland under § 2032A as of a date
in 2007.

Average annual effective interest
rates, calculated in accordance with
§ 2032A(e)(7)(A) and § 20.2032A-4(e)
of the Estate Tax Regulations, to be used
under § 2032A(e)(7)(A)(ii), are set forth in
the accompanying Table of Interest Rates
(Table 1). The states within each Farm

Credit System Bank Chartered Territory
are set forth in the accompanying Table
of Farm Credit System Bank Chartered
Territories (Table 2).

Rev. Rul. 81-170, 1981-1 C.B. 454,
contains an illustrative computation of
an average annual effective interest rate.
The rates applicable for valuation in 2006
are in Rev. Rul. 2006-32, 2006-1 C.B.
1170. For rate information for years prior
to 2006, see Rev. Rul. 200541, 2005-2
C.B. 69, and other revenue rulings that are
referenced therein.

DRAFTING INFORMATION

The principal author of this revenue rul-
ing is Lane Damazo of the Office of the As-
sociate Chief Counsel (Passthroughs and
Special Industries). For further informa-
tion regarding this revenue ruling, contact
Lane Damazo at (202) 622-3090 (not a
toll-free call).

Which Property is Located

REV. RUL. 2007-45 TABLE 1

TABLE OF INTEREST RATES
(Year of Valuation 2007)

Farm Credit System Bank Servicing State in

AgRIrSt, FOB ..
AgriBank, FCB .. ...
CoBank, ACB ...
Texas, FOB . ..o
US. AgBank, FCB . ... .o
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AgriBank, FCB .......................

CoBank, ACB ........................

Texas, FCB .......... ... i,
U.S. Agbank, FCB.....................

REV. RUL. 2007-45 TABLE 2

TABLE OF FARM CREDIT SYSTEM BANK CHARTERED TERRITORIES

Farm Credit System Bank
AgFirst, FCB ......... ... ... ...

West Virginia.

Location of Property

Delaware, District of Columbia, Florida, Georgia, Maryland,
North Carolina, Pennsylvania, South Carolina, Virginia,

Arkansas, Illinois, Indiana, Iowa, Kentucky, Michigan,
Minnesota, Missouri, Nebraska, North Dakota, Ohio,
South Dakota, Tennessee, Wisconsin, Wyoming.

Alaska, Connecticut, Idaho, Maine, Massachusetts, Montana,
New Hampshire, New Jersey, New York, Oregon,
Rhode Island, Vermont, Washington.

Alabama, Louisiana, Mississippi, Texas.

Arizona, California, Colorado, Hawaii, Kansas, New Mexico,
Nevada, Oklahoma, Utah.

Section 6103.—Confi-
dentiality and Disclosure
of Returns and Return
Information

26 CFR 301.6103(n)-1: Disclosure of returns and re-
turn information in connection with written contracts
or agreements for the acquisition of property or ser-
vices for tax administration purposes.

T.D. 9327

DEPARTMENT OF

THE TREASURY

Internal Revenue Service
26 CFR Part 301

Disclosure of Returns and
Return Information in
Connection With Written
Contracts or Agreements
for the Acquisition of
Property or Services for
Tax Administration Purposes

AGENCY: Internal
(IRS), Treasury.

Revenue Service

ACTION: Final Regulations.

SUMMARY: This document contains fi-
nal regulations relating to the disclosure
of returns and return information pursuant
to section 6103(n) of the Internal Revenue

2007-28 I.R.B.

Code (Code). The final regulations de-
scribe the circumstances under which offi-
cers or employees of the Treasury Depart-
ment, a State tax agency, the Social Se-
curity Administration, or the Department
of Justice, may disclose returns and return
information to obtain property or services
for tax administration purposes, pursuant
to a written contract or agreement. The fi-
nal regulations also set forth safeguard re-
quirements that are designed to protect the
confidentiality of returns and return infor-
mation in the hands of contractors, agents,
and subcontractors, and their officers and
employees, and notification requirements
that must be provided, in writing, to of-
ficers and employees of the contractors,
agents, and subcontractors to inform them
that any returns or return information they
receive pursuant to these regulations may
only be used for the purpose for which it is
disclosed to them and that they are subject
to the civil and criminal provisions of sec-
tions 7431, 7213, and 7213A for the unau-
thorized inspection or disclosure of the re-
turns or return information.

The final regulations will affect offi-
cers and employees of the Treasury De-
partment, a State tax agency, the Social Se-
curity Administration, or the Department
of Justice, who disclose returns or return
information in connection with a written
contract or agreement for the acquisition of
property or services for tax administration
purposes. The final regulations also will
affect any person, or officer, employee,
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agent, or subcontractor of the person, or
officer or employee of the agent or sub-
contractor, who receives returns or return
information in connection with a written
contract or agreement for the acquisition of
property or services.

DATES: Effective Date: These regulations
are applicable June 5, 2007.

Applicability Date: For dates of appli-
cability, see §301.6103(n)-1(g).

FOR FURTHER INFORMATION
CONTACT: Helene R. Newsome,
202-622-4570 (not a toll-free number).

SUPPLEMENTARY INFORMATION:
Paperwork Reduction Act

The collection of information con-
tained in these final regulations has been
reviewed and approved by the Office of
Management and Budget in accordance
with the Paperwork Reduction Act of 1995
(44 U.S.C. 3507(d)) under control number
1545-1821.

The collection of information in these
final regulations is in §§301.6103(n)-1(d)
and 301.6103(n)-1(e)(3). This informa-
tion is required and will be used to ensure
compliance with the internal revenue laws
and regulations, and to protect the privacy
of taxpayers.

Estimated total annual reporting bur-
den: 250 hours. Estimated average annual
burden per respondent: 6 minutes.
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Estimated number of respondents:
2500.

Estimated annual frequency of re-
sponses: Annually.

Comments concerning the accuracy
of this burden estimate and sugges-
tions for reducing this burden should
be sent to the Internal Revenue Service,
Attn: IRS Reports Clearance Officer,
SE:W:CAR:MP:T:T:SP, Washington, DC
20224 and to the Office of Manage-
ment and Budget, Attn: Desk Officer for
the Department of the Treasury, Office
of Information and Regulatory Affairs,
Washington, DC 20503.

An agency may not conduct or sponsor,
and a person is not required to respond to, a
collection of information unless it displays
a valid control number assigned by the Of-
fice of Management and Budget.

Books or records relating to a collection
of information must be retained as long
as their contents may become material in
the administration of any internal revenue
law. Generally, tax returns and return in-
formation are confidential, as required by
26 U.S.C. 6103.

Background

Under section 6103(a), returns and re-
turn information are confidential unless
the Code authorizes disclosure. Section
6103(n) authorizes, pursuant to regula-
tions prescribed by the Secretary, returns
and return information to be disclosed
to any person, including any person de-
scribed in section 7513(a), for purposes of
tax administration, to the extent necessary
in connection with: (1) the processing,
storage, transmission, and reproduction
of returns and return information; (2) the
programming, maintenance, repair, test-
ing, and procurement of equipment; and
(3) the providing of other services.

On January 12, 2005, a notice of pro-
posed rulemaking (REG-148867-03,
2005-1 C.B. 646) was published in the
Federal Register (70 FR 2076). The pro-
posed regulations clarified that redisclo-
sures of returns or return information by
contractors to their agents or subcontrac-
tors are permissible provided that the IRS,
in writing, authorizes the redisclosures.
The proposed regulations also clarified
that agents and subcontractors are persons
described in section 6103(n) and, accord-
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ingly, are subject to the civil and criminal
penalty provisions of sections 7431, 7213,
and 7213A for the unauthorized inspection
or disclosure of returns or return informa-
tion. The proposed regulations further
clarified that agents and subcontractors
are required to comply with any written
notification requirements and safeguard
restrictions that may be imposed by the
IRS.

Finally, the proposed regulations clar-
ified that section 6103(n) applies to writ-
ten contracts or agreements that are en-
tered into to obtain property or services
for tax administration purposes, including
contracts that are not awarded under the
Federal Acquisition Regulations, 48 CFR
parts 1 through 53.

One written comment responding to
the notice of proposed rulemaking was
received. No public hearing was re-
quested or held. After consideration of the
comment, the regulations are adop