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subject:	subject:	 ApplicationApplication ofof thethe ComplianceCompliance AssuranceAssurance ProcessProcess (CAP)(CAP) toto ProspectiveProspective oror 
IncompleteIncomplete TransactionsTransactions 

LMSBLMSB personnelpersonnel workingworking CAPCAP casescases receivereceive informationinformation fromfrom CAPCAP taxpayerstaxpayers 
relatingrelating toto transactionstransactions occurringoccurring duringduring thethe CAPCAP yearyear andand transactionstransactions proposedproposed 
toto occuroccur duringduring thethe CAPCAP year.year. QuestionsQuestions havehave arisenarisen asas toto whenwhen thethe CAPCAP teamsteams 
maymay discussdiscuss informationinformation relatedrelated toto thesethese transactionstransactions withwith thethe taxpayerstaxpayers oror theirtheir 
authorizedauthorized representatives.representatives. 

ISSUE:ISSUE: 

WhenWhen cancan LMSBLMSB CAPCAP teamsteams receivingreceiving informationinformation relatingrelating toto CAPCAP yearyear taxtax itemsitems 
discussdiscuss thethe informationinformation withwith thethe taxpayerstaxpayers oror theirtheir representatives?representatives? 

CONCLUSION:CONCLUSION: 

BecauseBecause thethe CAPCAP programprogram doesdoes notnot changechange existingexisting ServiceService proceduresprocedures forfor 
issuingissuing determinationsdeterminations regardingregarding prospectiveprospective transactionstransactions oror incompleteincomplete 
transactionstransactions andand oraloral discussionsdiscussions ofof thesethese typestypes ofof transactionstransactions presentpresent 
significantsignificant hazards,hazards, CAPCAP teamsteams shouldshould notnot discussdiscuss withwith taxpayerstaxpayers thethe taxtax 
implicationsimplications ofof anyany transactiontransaction oror itemitem untiluntil thethe taxtax treatmenttreatment ofof thatthat transactiontransaction oror 
itemitem cancan nono longerlonger bebe affectedaffected byby eventsevents thatthat havehave notnot yetyet occurred.occurred. 

DISCUSSION:DISCUSSION: 

SomeSome CAPCAP taxpayerstaxpayers areare providingproviding informationinformation relatingrelating toto proposedproposed transactionstransactions oror 
incompleteincomplete transactions.transactions. ThisThis informationinformation maymay assistassist thethe CAPCAP teamteam inin understandingunderstanding thethe 
taxpayer'staxpayer's businessbusiness andand inin identifyingidentifying issuesissues forfor compliancecompliance review.review. Further,Further, toto thethe 
extentextent thatthat thesethese transactionstransactions areare actuallyactually carriedcarried outout asas proposed,proposed, thethe informationinformation maymay 
accelerateaccelerate thethe compliancecompliance reviewreview process.process. 

PMTA:0123~PMTA:0123~ 
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TheThe CAPCAP MemorandumMemorandum ofof UnderstandingUnderstanding providesprovides thatthat thethe objectivesobjectives ofof CAPCAP are:are: 

,(1),(1) toto havehave thethe IRSIRS contemporaneouslycontemporaneously workwork withwith thethe TaxpayerTaxpayer toto achieveachieve federalfederal 
taxtax compliance;compliance; 

(2)(2) toto havehave thethe PartiesParties resolveresolve allall oror mostmost issuesissues priorprior toto thethe filingfiling ofof aa taxtax return;return; 

(3)(3) toto havehave thethe IRSIRS reachreach anan acceptableacceptable levellevel ofof assuranceassurance regardingregarding thethe accuracyaccuracy 
andand correctnesscorrectness ofof filedfiled taxtax returns;returns; andand 

(4)(4) toto eliminateeliminate oror substantiallysubstantially reducereduce thethe needneed forfor aa post-filingpost-filing examination.examination. 

Thus,Thus, CAPCAP isis intendedintended toto achieveachieve reportingreporting compliance.compliance. IfIf allall ofof thethe identifiedidentified itemsitems areare 
resolvedresolved andand thethe itemsitems areare reportedreported onon thethe filedfiled returnreturn asas agreed,agreed, there,there, generally,generally, willwill bebe 
nono furtherfurther examinationexamination ofof thethe return.return. CAPCAP isis notnot intendedintended toto assistassist thethe taxpayertaxpayer inin 
planningplanning itsits transactionstransactions oror inin gettinggetting boardboard ofof directordirector approvalapproval ofof aa transactiontransaction byby 
providingproviding guidanceguidance onon aa proposedproposed transaction.transaction. 

PrivatePrivate LetterLetter RulingRuling ProcessProcess 

Rev.Rev. Proc.Proc. 2006-1,2006-1, 2006-12006-1 I.R.S.I.R.S. 1,1, explainsexplains thethe formsforms ofof adviceadvice andand thethe mannermanner inin 
whichwhich adviceadvice isis requestedrequested byby taxpayerstaxpayers andand providedprovided byby thethe Service.Service. TheThe letterletter rulingruling 
process,process, describeddescribed inin Rev.Rev. Proc.Proc. 2006-1,2006-1, providesprovides thethe exclusiveexclusive meansmeans forfor taxpayerstaxpayers toto 
obtainobtain aa writtenwritten determinationdetermination byby thethe ServiceService applyingapplying thethe taxtax lawslaws toto aa taxpayer'staxpayer's 
specificspecific setset ofof factsfacts wherewhere thosethose factsfacts concernconcern prospectiveprospective transactions.transactions. Rev.Rev. Proc.Proc. 
2006-12006-1 providesprovides formalformal proceduresprocedures forfor obtainingobtaining determinationsdeterminations concerningconcerning prospectiveprospective 
transactions.transactions. TheseThese proceduresprocedures areare veryvery detaileddetailed andand provideprovide importantimportant safeguardssafeguards forfor 
thethe ServiceService andand taxpayers.taxpayers. 

InIn providingproviding anan orderlyorderly procedureprocedure forfor obtainingobtaining pretransactionallegalpretransactionallegal advice,advice, thethe revenuerevenue 
procedureprocedure seeksseeks toto achieveachieve severalseveral goals.goals. TheseThese goalsgoals include:include: 

(a)(a) ConsistentConsistent treatmenttreatment ofof taxpayers;taxpayers; 

(b)(b) FairFair treatmenttreatment toto similarlysimilarly situatedsituated taxpayers;taxpayers; 

(c)(c) EstablishmentEstablishment ofof proceduresprocedures toto determinedetermine wherewhere legallegal resourcesresources shouldshould bebe 
focused;focused; 

(d)(d) ProvisionProvision ofof aa vehiclevehicle forfor taxpayerstaxpayers toto requestrequest legallegal adviceadvice andand makemake decisionsdecisions 
basedbased onon thatthat legallegal advice;advice; andand 

(e)(e) EstablishmentEstablishment ofof aa structurestructure thatthat allowsallows thethe ServiceService toto auditaudit anan issueissue oror aa 
transactiontransaction toto verifyverify thatthat thethe factsfacts reliedrelied onon forfor thethe legallegal adviceadvice areare asas represented.represented. 

UnderUnder thethe traditionaltraditional auditaudit process,process, thethe examinationexamination divisionsdivisions maymay auditaudit returnreturn positionspositions 
toto verifyverify thatthat thethe factsfacts onon whichwhich aa privateprivate letterletter rulingruling reliesrelies are,are, inin fact,fact, consistentconsistent withwith 
thethe actualactual facts.facts. TheThe legallegal conclusionconclusion inin aa privateprivate letterletter rulingruling maymay notnot bebe reliedrelied uponupon ifif 
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thethe factsfacts differdiffer materiallymaterially fromfrom thosethose represented.represented. TheThe writtenwritten descriptiondescription ofof thethe factsfacts 
underlyingunderlying thethe letterletter rulingruling isis thusthus criticalcritical toto determinedetermine whetherwhether thethe taxpayertaxpayer hashas 
appropriatelyappropriately reliedrelied uponupon thethe rulingruling inin takingtaking itsits returnreturn position.position. 

AllAll ofof thethe AssociatesAssociates havehave beenbeen briefedbriefed onon CAPCAP andand understandunderstand thethe needneed toto accelerateaccelerate 
thethe privateprivate letterletter rulingruling processprocess inin CAPCAP cases.cases. Thus,Thus, aa taxpayertaxpayer wishingwishing certaintycertainty inin aa 
pre-transactionalpre-transactional environmentenvironment mustmust utilizeutilize thethe privateprivate letterletter rulingruling process.process. 

TheThe decisiondecision toto issueissue aa privateprivate letterletter rulingruling oror otherother gUidancegUidance lieslies withwith thethe appropriateappropriate 
AssociateAssociate ChiefChief Counsel.Counsel. SectionsSections 5.145.14 andand 66 ofof Rev.Rev. Proc.Proc. 2006-12006-1 provideprovide variousvarious 
circumstancescircumstances underunder whichwhich thethe ServiceService doesdoes notnot issueissue letterletter rulings.rulings. Ultimately,Ultimately, ifif thethe 
AssociateAssociate officeoffice determinesdetermines thatthat thethe issuanceissuance ofof privateprivate letterletter rulingsrulings isis notnot inin thethe bestbest 
interestinterest ofof taxtax administration,administration, thethe rulingsrulings willwill notnot bebe issued.issued. OnceOnce anan AssociateAssociate ChiefChief 
CounselCounsel determinesdetermines thatthat hishis oror herher officeoffice willwill notnot issueissue privateprivate letterletter rulingsrulings involvinginvolving aa 
particularparticular issue,issue, anyany discussiondiscussion aboutabout thisthis issueissue beforebefore thethe taxtax treatmenttreatment ofof thatthat issueissue isis 
completecomplete thatthat doesdoes notnot fallfall withinwithin thethe exceptionsexceptions involvinginvolving oraloral "non-binding""non-binding" gUidancegUidance 
couldcould leadlead toto claimsclaims ofof disparatedisparate treatmenttreatment fromfrom non-CAPnon-CAP taxpayers.taxpayers. 

DiscussionsDiscussions aboutabout incompleteincomplete oror proposedproposed transactionstransactions betweenbetween CAPCAP teamsteams andand 
taxpayerstaxpayers providesprovides taxpayerstaxpayers withwith legallegal guidanceguidance andand shouldshould bebe avoided.avoided. 

SectionSection 2.052.05 ofof Rev.Rev. Proc.Proc. 2006-12006-1 statesstates thatthat thethe ServiceService doesdoes notnot orallyorally issueissue letterletter 
rulingsrulings oror determinationdetermination letters,letters, nornor doesdoes itit issueissue letterletter rulingsrulings oror determinationdetermination lettersletters inin 
responseresponse toto oraloral requestsrequests fromfrom taxpayers.taxpayers. AtAt thethe discretiondiscretion ofof thethe ServiceService andand asas timetime 
permits,permits, substantivesubstantive issuesissues maymay bebe discussed.discussed. SuchSuch aa discussiondiscussion willwill notnot bebe bindingbinding onon 
thethe ServiceService oror onon thethe OfficeOffice ofof ChiefChief Counsel.Counsel. SubstantiveSubstantive taxtax issuesissues involvinginvolving thethe 
taxpayertaxpayer thatthat areare underunder examination,examination, inin Appeals,Appeals, oror inin litigationlitigation willwill notnot bebe discusseddiscussed byby 
ServiceService employeesemployees notnot directlydirectly involvedinvolved inin thethe examination,examination, appeal,appeal, oror litigationlitigation ofof thethe 
issuesissues unlessunless thethe discussiondiscussion isis coordinatedcoordinated withwith thethe ServiceService employeesemployees whowho areare directlydirectly 
involvedinvolved inin thethe examination,examination, appeal,appeal, oror litigation.litigation. AA taxpayertaxpayer maymay seekseek oraloral technicaltechnical 
guidanceguidance fromfrom aa taxpayertaxpayer serviceservice representativerepresentative inin aa fieldfield officeoffice oror ServiceService CenterCenter whenwhen 
preparingpreparing aa returnreturn oror report.report. OralOral guidanceguidance isis advisoryadvisory only,only, andand thethe ServiceService isis notnot boundbound 
toto recognizerecognize itit inin thethe examinationexamination ofof thethe taxpayer'staxpayer's return.return. 

Pre-FilingPre-Filing AgreementAgreement ProgramProgram 

TheThe PFAPFA programprogram doesdoes notnot provideprovide pre-transactionalpre-transactional determinations.determinations. UnlikeUnlike letterletter 
rulingsrulings andand otherother formsforms ofof writtenwritten guidanceguidance providedprovided byby thethe OfficesOffices ofof thethe AssociateAssociate ChiefChief 
Counsel,Counsel, aa PFAPFA doesdoes notnot determinedetermine thethe taxtax treatmenttreatment ofof prospectiveprospective oror futurefuture 
transactionstransactions oror events,events, butbut onlyonly ofof completedcompleted transactionstransactions oror eventsevents whosewhose taxtax treatmenttreatment 
hashas notnot yetyet beenbeen reportedreported onon aa return.return. SeeSee sectionsection 1.021.02 ofof Rev.Rev. Proc.Proc. 2005-12.2005-12. SectionSection 
3.033.03 ofof Rev.Rev. Proc.Proc. 2005-122005-12 furtherfurther limitslimits thethe issuesissues eligibleeligible forfor PFAs.PFAs. PFAsPFAs areare limitedlimited 
toto issuesissues thatthat requirerequire eithereither aa determinationdetermination ofof factsfacts oror thethe applicationapplication ofof well-establishedwell-established 
legallegal principlesprinciples toto knownknown facts.facts. SectionSection 3.033.03 alsoalso providesprovides thatthat thethe ServiceService will,will, inin 
general,general, considerconsider enteringentering intointo aa PFAPFA regardingregarding aa methodologymethodology usedused byby aa taxpayertaxpayer toto 
determinedetermine thethe appropriateappropriate amountamount ofof anan itemitem ofof income,income, allowance,allowance, deduction,deduction, oror credit:credit: 
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TheThe methodologymethodology PFAPFA doesdoes notnot addressaddress thethe taxtax treatmenttreatment ofof anan itemitem butbut ratherrather thethe 
methodologymethodology forfor computingcomputing anan item.item. 

AsAs thethe CAPCAP ProgramProgram expands,expands, taxpayerstaxpayers maymay seekseek inputinput fromfrom thethe AccountAccount CoordinatorsCoordinators 
onon prospectiveprospective oror incompleteincomplete transactionstransactions whenwhen thethe transactionstransactions areare materialmaterial andand 
complexcomplex andand thethe issuesissues involvedinvolved areare technicaltechnical issuesissues withoutwithout aa clearclear cutcut answer.answer. InIn thisthis 
scenario,scenario, thethe AccountAccount CoordinatorsCoordinators maymay bebe askedasked toto provideprovide legallegal adviceadvice oror toto issueissue 
adviceadvice toto thethe taxpayertaxpayer forfor taxtax planningplanning thatthat isis notnot permitted.permitted. ToTo thethe extentextent thatthat thethe 
ServiceService providesprovides pre-transactionalpre-transactional guidance,guidance, itit shouldshould bebe pursuantpursuant toto Rev.Rev. Proc.Proc. 2006-1.2006-1. 
BecauseBecause discussionsdiscussions aboutabout prospectiveprospective oror incompleteincomplete transactionstransactions couldcould alteralter thethe 
taxpayers'taxpayers' plans,plans, resultresult inin changeschanges toto thethe transaction,transaction, oror leadlead toto claimsclaims ofof reliance,reliance, secretsecret 
lawlaw oror disparatedisparate treatmenttreatment suchsuch discussionsdiscussions shouldshould bebe limited.limited. 

WhatWhat isis aa prospectiveprospective oror incompleteincomplete transactiontransaction oror issue?issue? AA prospectiveprospective transactiontransaction isis 
oneone thatthat hashas notnot yetyet occurred.occurred. AnAn incompleteincomplete transactiontransaction oror issueissue isis oneone forfor whichwhich thethe 
taxtax consequencesconsequences maymay bebe affectedaffected byby eventsevents thatthat havehave notnot yetyet occurred.occurred. 

BelowBelow areare variousvarious scenariosscenarios thatthat maymay arisearise inin aa CAPCAP casecase followedfollowed byby aa discussiondiscussion 
consideringconsidering whetherwhether issuesissues areare permissiblepermissible forfor considerationconsideration inin CAP.CAP. 

1.1. ABCABC Corporation,Corporation, aa CAPCAP taxpayer,taxpayer, entersenters intointo aa contractcontract withwith ZZ CorporationCorporation forfor ZZ toto 
developdevelop anan improvedimproved productproduct forfor ABC'sABC's business.business. ABCABC agreesagrees toto makemake progressprogress 
paymentspayments duringduring thethe CAPCAP year.year. ABCABC providesprovides thethe CAPCAP teamteam withwith aa copycopy ofof thethe contractcontract 
andand asksasks thethe CAPCAP teamteam toto considerconsider thethe researchresearch creditcredit implications.implications. 

TheThe CAPCAP teamteam maymay consider,consider, discussdiscuss andand resolveresolve thethe basebase amountamount computationscomputations 
includingincluding thethe fixedfixed basebase percentagepercentage andand thethe averageaverage annualannual grossgross receiptsreceipts forfor thethe fourfour 
precedingpreceding yearsyears becausebecause thethe fixedfixed basebase percentagepercentage andand thethe averageaverage annualannual grossgross 
receiptsreceipts forfor thethe fourfour precedingpreceding yearsyears areare notnot affectedaffected byby eventsevents thatthat havehave notnot yetyet 
occurred.occurred. However,However, anyany determinationsdeterminations relatingrelating toto thethe basebase amountamount computationscomputations 
shouldshould includeinclude thethe caveatcaveat thatthat thethe computationscomputations maymay changechange asas aa resultresult ofof anyany mergers,mergers, 
acquisitionsacquisitions oror dispositions.dispositions. Further,Further, thethe CAPCAP teamteam maymay considerconsider andand discussdiscuss thethe 
contractcontract betweenbetween ABCABC andand ZZ CorporationsCorporations toto determinedetermine if,if, underunder thethe contract,contract, thethe ABCABC 
CorporationCorporation bearsbears thethe riskrisk forfor developmentdevelopment ofof thethe improvedimproved productproduct andand ifif anyany researchresearch 
wouldwould bebe consideredconsidered funded.funded. TheThe CAPCAP team,team, however,however, shouldshould notnot discussdiscuss oror resolveresolve 
issuesissues aroundaround whetherwhether thethe res'earchres'earch isis qualifiedqualified research.research. ConsiderationConsideration maymay bebe givengiven toto 
phasesphases ofof aa project,project, however,however, untiluntil anan activityactivity hashas occurred,occurred, thethe factsfacts toto determinedetermine ifif thethe 
activityactivity constitutesconstitutes qualifiedqualified researchresearch areare notnot completed.completed. 

2.2. DuringDuring thethe CAPCAP year,year, XYZXYZ Corporation,Corporation, aa CAPCAP taxpayer,taxpayer, enteredentered intointo anan agreementagreement 
withwith WW CorporationCorporation forfor WW CorporationCorporation toto purchasepurchase allall ofof thethe stockstock ofof itsits whollywholly ownedowned 
subsidiary,subsidiary, S.S. TheThe contractcontract requiresrequires thatthat thethe partiesparties electelect underunder I.R.C.I.R.C. §§ 338(h)(10)338(h)(10) toto 
treattreat thethe transactiontransaction asas aa salesale ofof assets.assets. BeforeBefore thethe transactiontransaction occurs,occurs, XYZXYZ CorporationCorporation 
providesprovides thethe contractcontract toto thethe CAPCAP teamteam andand asksasks thethe CAPCAP teamteam toto considerconsider variousvarious 
proposalsproposals toto achieveachieve aa desireddesired taxtax result.result. 
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WhileWhile thethe CAPCAP teamteam maymay reviewreview thethe contract,contract, thethe CAPCAP teamteam shouldshould notnot discussdiscuss thethe taxtax 
consequencesconsequences ofof anyany proposalsproposals toto structurestructure transactionstransactions withwith thethe taxpayer.taxpayer. AnyAny 
discussiondiscussion aboutabout thethe proposalsproposals couldcould bebe consideredconsidered legallegal gUidance.gUidance. XYZXYZ CorporationCorporation 
shouldshould considerconsider requestingrequesting aa rulingruling fromfrom thethe appropriateappropriate AssociateAssociate ChiefChief CounselCounsel office.office. 

3.3. RR Corporation,Corporation, aa CAPCAP taxpayer,taxpayer, andand SS CorporationCorporation proposepropose toto merge.merge. PendingPending thethe 
merger,merger, therethere willwill bebe goldengolden parachuteparachute paymentspayments underunder I.R.C.I.R.C. §§ 280G.280G. PriorPrior toto closingclosing 
ofof thethe merger,merger, RR CorporationCorporation hashas askedasked forfor resolutionresolution ofof thethe goldengolden parachuteparachute issue.issue. 

BecauseBecause thisthis transactiontransaction isis notnot completecomplete untiluntil thethe mergermerger occurs,occurs, discussionsdiscussions aboutabout thisthis 
issueissue shouldshould bebe avoided.avoided. PriorPrior toto closingclosing ofof thethe merger,merger, taxpayertaxpayer couldcould alteralter itsits 
transactiontransaction asas aa resultresult ofof suchsuch discussions.discussions. 

4.4. XX Corporation,Corporation, aa USUS manufacturermanufacturer andand distributordistributor ofof bicycles,bicycles, isis aa CAPCAP taxpayer.taxpayer. 
Currently,Currently, XX manufacturesmanufactures thethe frame,frame, thethe brakebrake assembly,assembly, geargear assembly,assembly, seat,seat, andand 
handlebars.handlebars. ItIt purchasespurchases thethe wheelwheel assemblyassembly andand tirestires fromfrom aa companycompany inin China.China. And,And, 
thethe entireentire bicyclebicycle isis assembledassembled inin Mexico.Mexico. XX CorporationCorporation indicatesindicates thatthat itit intendsintends toto claimclaim 
thethe !.R.C.!.R.C. §§ 199199 deduction.deduction. 

TheThe CAPCAP teamteam maymay considerconsider andand discussdiscuss differentdifferent methodsmethods forfor allocatingallocating grossgross receipts.receipts. 
ItIt maymay alsoalso considerconsider andand discussdiscuss thethe hypotheticalhypothetical computations,computations, includingincluding whetherwhether XX willwill 
havehave contributedcontributed 20%20% ofof thethe costcost ofof goodsgoods soldsold toto thethe productproduct inin thethe USUS byby onlyonly 
manufacturingmanufacturing thethe brakebrake assembly,assembly, geargear assembly,assembly, seatseat andand handlebars.handlebars. TheThe teamteam cancan 
furtherfurther explainexplain that,that, ifif itit hashas soso metmet thethe 20%20% safesafe harbor,harbor, thethe taxpayertaxpayer cancan treattreat thethe 
bicyclebicycle asas QualifiedQualified ProductionProduction Property.Property. 

5.5. SameSame asas 4,4, exceptexcept thatthat XX isis contemplatingcontemplating purchasingpurchasing thethe frameframe fromfrom thethe MexicanMexican 
assemblingassembling company,company, ratherrather thanthan manufacturingmanufacturing thethe frame.frame. WereWere XX toto purchasepurchase thethe 
frameframe fromfrom thethe MexicanMexican assemblingassembling company,company, thethe onlyonly manufacturingmanufacturing itit wouldwould bebe 
performingperforming isis thethe brakebrake assembly,assembly, geargear assembly,assembly, seatseat andand handlebars.handlebars. XX hashas askedasked thethe 
CAPCAP teamteam toto considerconsider thethe §§ 199199 implicationsimplications ofof purchasingpurchasing ratherrather thanthan manufacturingmanufacturing thethe 
bicyclebicycle frame.frame. 

TheThe teamteam shouldshould avoidavoid discussionsdiscussions aboutabout thethe §§ 199199 implicationsimplications ofof thethe proposalproposal toto 
purchasepurchase thethe bicyclebicycle frameframe becausebecause thethe transactiontransaction isis notnot complete.complete. However,However, shouldshould 
thethe costcost ofof purchasingpurchasing thethe frameframe increaseincrease soso thatthat XX isis notnot contributingcontributing 20%20% toto thethe costcost ofof 
goodsgoods sold,sold, thethe teamteam shouldshould notnot agreeagree toto whetherwhether thethe manufacturemanufacture ofof thethe brakebrake 
assembly,assembly, geargear assembly,assembly, seatseat andand handlebarhandlebar componentscomponents isis substantialsubstantial inin nature.nature. ItIt isis 
questionablequestionable whetherwhether thethe teamteam wouldwould eveneven wantwant toto weighweigh inin onon thethe 20%20% safesafe harborharbor 
computation,computation, becausebecause thethe costscosts ofof purchasingpurchasing fromfrom thethe MexicanMexican companycompany maymay bebe 
subjectsubject toto increasesincreases duringduring thethe CAPCAP year,year, therebythereby sheddingshedding doubtdoubt onon X'sX's abilityability toto meetmeet 
thethe safesafe harbor.harbor. TheThe teamteam cancan alsoalso alertalert thethe taxpayertaxpayer toto thethe shrinkshrink backback rule,rule, Le.,Le., 
shrinkingshrinking backback toto thethe largestlargest componentscomponents thatthat qualify,qualify, inin thisthis instanceinstance eacheach ofof thethe brakebrake 
assembly,assembly, geargear assembly,assembly, seatseat andand handlebars.handlebars. TheThe shrinkshrink backback itemsitems (the(the brakebrake 
assembly,assembly, geargear assembly,assembly, seatseat andand handlebars)handlebars) willwill mostmost certainlycertainly meetmeet thethe safesafe harbor,harbor, 
sincesince theythey werewere manufacturedmanufactured entirelyentirely inin thethe USUS inin thisthis example.example. 
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ThisThis memorandummemorandum respondsresponds toto youryour requestrequest forfor assistance.assistance. ThisThis adviceadvice maymay notnot bebe 
usedused oror citedcited asas precedent.precedent. 

PleasePlease callcall LisaLisa ShumanShuman atat (202)283-8621(202)283-8621 ifif youyou havehave anyany furtherfurther questions.questions. 

By:By: 
DivisionDivision CounselCounsel 
(Large(Large &&Mid-SizeMid-Size Business)Business) 

cc:� DouglasDouglas O'Donnell,O'Donnell, DeputyDeputy DirectorDirectorcc: 
Pre-filingPre-filing andand TechnicalTechnical GuidanceGuidance 

.. 
CherylCheryl Teifer,Teifer, ProgramProgram ManagerManager (CAP)(CAP) 
LargeLarge andand Mid-SizeMid-Size BusinessBusiness 


