26 CFR 601.201: Rulings and determination trust, or (i) the present value of the- reregarded entities.This no-rule provision
letters. mainder interest is less than 10 percent & added to provide taxpayers with current

Rev. Proc. 99-3 the initial_ n_et f_air market vaIue_This no- gdvige as to the Servicetuling practice
rule provision is added to provide taxpayin this area.

SECTION 1. PURPOSEAND ers with current advice as to the Sendce’ (9) Old section 6.02, dealing with

NATURE OF CHANGES practice in this area. § 446, has been updated by deleting cer

_ (4) Old section 5.19, dealing with thetain prior references, clarifying language,

:01 The purpose of this revenue preceiay efect of the Small Business Job Proand adding references to Ré&rocs. 98—
dure is to update Refroc. 98-3, 1998-1 tectionAct on § 457 deferred compensa60, 1998-51 I.R.B. 16, 98-58, 199849
I.R.B. 100, as amplified and modified by;jgn plans, has been modified: (i) to prol.R.B. 19, and 91-51, 1991-2 C.B. 779.
subsequent revenue procedures, by Pride that the Service will consider certain (10) Old section 6.04, dealing with
viding a revised list of those areas of theequests for rulings in this area subject tg 1362, has been revised to include adl sit
Internal Revenue Code under the jurisdighe |imitations in section 4 of ReProc. yations where the Service has provided an
tion of theAssociate Chief Counsel (Bo 9840, 1998-32 I.R.B. 6, and (ii) to deletadministrative procedure for obtaining re
mestic) and thé\ssociate Chief Counsel the exception to this no-rule area for plangef for certain late S corporation elec
(Employee Benefits and Exemptdant pased on the law infett prior to SBIR tions, untimely qualified subchapter S
zations) relating to issues on which the Ingnactment.SeeRev Proc. 9840. subsidiary elections, and late electing
ternal Revenue Service will not issue-let  (5) New section 5.20, dealing withsmall business trust or qualified subchap
ter rulings or determination letters. For & 457, has been added to the under Stuglt S trust elections under R&¥roc. 98—
list of areas under the jurisdiction of theyg-rule area to indicate that the Servicgs
Associate Chief Counsel (Internationallyill not rule as to the tax treatment of any
relating to international issues on whictg 457 plan where the plan provides that SECTION 2. BACKGROUND AND

the Service will not issue letter rulings oflgan from plan assets may be made to9COPE OFAPPLICATION
determination letters, see R&roc. 99-7, p|an participants or beneficiarieSee

this Bulletin. For a list of areas under th&key Proc. 98—40. .01 Background _
jurisdiction of theAssistant Commis  (6) New section 5.21, dealing with Whenever appropriate in the interest of
sioner (Employee Plans and Exempt Org 664, has been added to the under stuﬁ?und tax administration, it is the policy
ganizations) relating to issues, plans afo-rule area to indicate that the Servic8' (€ Service to answer inquiries of indi
plan amendments on which the Servicill not rule as to whether a trust that willViduals and @anizations regarding their
will not issue letter rulings and determinacalculate the unitrust amount undeptatus for tax purposes and the tdees
tion letters, see, respectivebection 8 of § 664(d)(3) qualifies as a § 664 charitabl@_f, their acts or transactions, prior to the
Rev Proc. 99-4, this Bulletin, and sectiortemainder trust when a granter trustee, f'“ng of returns or reports that are-re
3.02 of RevProc. 99-6, this Bulletin. & beneficiaryor a person related or suborduired by the revenue laws. _
.02 Changes dinate to such persons can control the tim TNereé are, howevecertain areas in
(1) Old section 3.01(23), dealing withing of the trust receipt of trust income Which, because of the inherently factual
the tax consequences under §§ 337, 368om a partnership or a deferred annuitature of the problems involved, or for
and other sections of certain combiningontract to take advantage of thefeif other reasons, the Service will not issue
transactions, has been deleted in order &nce between trust income under § 643(Bylings or determination lettersThese
provide taxpayers with current advice aand income for federal income tax pur@reas are set forth in four sections of this
to the Services position on this matter  poses for the benefit of the unitrust recipi’€venue procedure. Section 3 reflects
(2) New section 4.01(42), dealing withent. SeeRev. Proc. 97-23, 1997—1 C.B.those areas in which rulings and determi
§ 1362, has been added to the ordinarilys4. nations will not be issued. Section 4 sets
no-rule area to indicate that the Service (7) New section 5.26, has been adde@rth those areas in which they will not or
generally will not issue rulings providingto the under study no-rule area to indidinarily be issued. “Not ordinarily”
relief to S corporations with regard to cercate that the Service will not rule as to thé1eans that unique and compelling reasons
tain late elections where the S corporatiotax consequences under § 1374, dealifgust be demonstrated to justify the is
is eligible to seek relief under the precewith tax on certain built-in gains, in eer suance of a ruling or determination letter
dures provided by sections 4 and 5 ofain situations where an S corporation disThose sections reflect a number of specific
Rev Proc. 98-55, 1998-46 |.R.B. 27.  poses of timberwood products, coal, or questions and problems as well as general
(3) New section 4.01(48), dealing withiron ore that the S corporation acquire@reas. Section 5 lists specific areas for
§ 2702, has been added to the ordinarilyom a C corporation, or formerly held agvhich the Service is temporarily not issu
no-rule area to indicate that the Servica C corporation. SeeRev. Proc. 98-56, ing rulings and determinations because
generally will not issue rulings as t01998-46 |.R.B. 33. those matters are under extensive study
whether annuity interests are § 2702(b) (8) New section 5.31, dealing withFinally, section 6 of this revenue prece
qualified interests where either (i) the§8§ 3121, 3306, and 3401, has been addddre lists specific areas where the Service
amount of the annual annuity is more thato the under study no-rule area to indicateill not ordinarily issue rulings because
50 percent of the initial net fair marketthat the Service will not rule as to who ighe Service has provided automatic ap
value of the property transferred to th¢he employer of employees of certain-disproval procedures for these matters.
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See RevProc. 99-1, page 6, this Bul amount paid for the property involves alescribed in RevRul. 83-51, 1983-1
letin, particularly section 7 captionednonrecourse obligation. C.B. 48. (Also 88 61, 451, 461, 856,
“Under What Circumstances Does the (3) Section 105(h).—Amount Paid t01001, and 7701.)

Service Have Discretion to Issue LetteHighly Compensated Individuals Under (10) Section 170.—Charitable, Etc.,
Rulings and Determination Letters?” forDiscriminatory Self-Insured Medical Ex Contributions and Gifts.—Whether a tax
general instructions and other situationpense Reimbursement Plan.—Whethepayer who advances funds to a charitable
in which the Service will not or ordinarily following a determination that a self-in organization and receives therefor a
will not issue letter rulings or determina sured medical expense reimbursememromissory note may deduct as contribu

tion letters. plan is discriminatorythat plan had pre tions, in one taxable year or in each of
With respect to the items listed, rev Vviously made reasonablefefts to com several years, amounts fiven by the
enue rulings or revenue procedures magly with tax anti-discrimination rules. taxpayer in each of several years by en

be published in the Internal RevenueBul (4) Section 17.—Qualified Scholar dorsement on the note.
letin from time to time to provide genera|ShipS.—Whether an employeelated (11) Section 213.—Medical, Dental,
guidelines regarding the position of thescholarship or fellowship grant is excludi Etc., Expenses.—Whether a capital ex
Service. ble from the employeg’gross income, if penditure for an item that is ordinarily
Additions or deletions to this revenudhere is no intermediary private foundaused for personal, living, or family pur
procedure as well as restatements of iteri®n distributing the grants, as there waposes, such as a swimming pool, has as its
listed will be made by modification of thisin Rev Proc. 76-47, 1976-2 C.B. 670. primary purpose the medical care of the
revenue procedure. Changes will bepub (5) Section 19.—Meals or Lodging taxpayer or the taxpaysrspouse or de
lished as they occur throughout the yedrurnished for the Convenience of the Enpendent, or is related directly to such
and will be incorporated annually in aPloyer—Whether the value of meals omedical care.
new revenue procedure published as tH@dging is excludible from gross income (12)  Section 264(b).—Certain
third revenue procedure of the yea®®y @n employee who is a controllingAmounts Paid in Connection with Insur
These lists should not be considered alghareholder of the employer ance Contracts.—Whether “substantially
inclusive. Decisions not to rule on iadi  (6) Section 121 and former § 1034.—all” the premiums of a contract of insur
vidual cases (as contrasted with those thgclusion of Gain from Sale of Principalance are paid within a period of 4 years
present significant pattern issues) are n&e_:sid_ence; R_ollover of Gain on Sale ofrom the date on which the contract is
reported in this revenue procedure angrincipal Residence.—Whether propertpurchased.Also, whether an amount €de
gualifies as the taxpayerprincipal resi posited is in payment of a “substantial
.02 Scope oApplication dence. _ _ number” of future premiums on such a
This revenue procedure does not-pre (7) Section 125.—Cafeter|a_ Plans.—eontract. _ _
clude the submission of requests for tectyVhether amounts used to provide group- (13) Section 264(c)(1).—Certain
term life insurance under § 79, accidenAmounts Paid in Connection with Insur
and health benefits under 88 105 and 10énce Contracts.—Whether 8 264(c)(1)
and dependent care assistance programgplies.
under § 129 are includible in the gross in  (14) Section 269.—Acquisitions Made

will not be added to subsequent revision

nical advice to the National @de from
the Ofice of a District Director of the In
ternal Revenue or a Chiedppeals Of

fice. A ) :

come of participants and consideredo Evade oAvoid IncomeTax.—Whether
SECTION 3.AREAS IN WHICH “wages” for purposes of 88§ 3401, 3121an acquisition is within the meaning of
RULINGS OR DETERMINA TION and 3306 when the benefits ardepéd § 269.
LETTERS WILL NOT BE ISSUED through a cafeteria plan. (15) Section 274.—Disallowance of

(8) Section 162.—m&de or Business Certain Entertainment, Etc., Expenses.—

.01 Specific questions and problems. Expenses.—Whether compensation i#/hether a taxpayer who is traveling away

(1) Section 79.—Group€fm Life I reasonable in amount. from home on business main lieu of
surance Purchased for Employees.— (9) Section 163.—Interest.—The-in substantiating the actual cost of meals,
Whether a group insurance plan for 10 afome tax consequences of transactions ideduct a fixed peday amount for meal
more employees qualifies as group-termiolving “shared appreciation mortgage’expenses that diérs from the amount
insurance, if the amount of insurance i§SAM) loans in which a taxpayebor prescribed in the revenue procedure-pro
not computed under a formula that wouldowing money to purchase real propertwiding optional rules for substantiating
meet the requirements of 8§ 1.79-k(C)pays a fixed rate of interest on the mortthe amount of travel expenses for the pe
(2)(ii) of the IncomeTax Regulations if gage loan below the prevailing marketiod in which the expense was paid or in
the group consisted of fewer than 10-enrate and will also pay the lender a pereenturred, such as Ré&roc. 9664, 19962
ployees. age of the appreciation in value of the redl.B. 427, or its successdrev Proc. 97—

(2) Section 83.—ProperfJransferred property upon termination of the mert 59, 1997-2 C.B. 593.
in Connection with Performance of Sergage. This applies to all SAM arrange (16) Section 302.—Distributions in
vices.—Whether a restriction constitutesnents where the loan proceeds are us@&kdemption of Stock.—Whether § 302(b)
a substantial risk of forfeiture, if the em for commercial or business activities, oapplies when the consideration given in
ployee is a controlling shareholdeXlso, where used to finance a personal resiedemption by a corporation consists en
whether a transfer has occurred, if thdence, if the facts are not similar to thosgrely or partly of its notes payable, and
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the shareholdés stock is held in escrow (22) Section 351.—Bnsfer to Corpo clearly and adequately addressed by a
or as security for payment of the notesation Controlled byTransferor— statute, regulation, decision of the
with the possibility that the stock may oWhether § 351 applies to an exchange &upreme Court, tax treatyevenue ruling,
will be returned to the shareholder in thetock for stock in the formation of a held revenue procedure, notice, or other au
future, upon the happening of specific deing companyand whether the taxpayer ighority published in the Internal Revenue
faults by the corporation. subject to the consequences of qualificaBulletin.

(17) Section 302.—Distributions intion under that section (such as nonrecog To obtain a ruling on a subissue, the
Redemption of Stock.—Whether § 302(bjition and basis consequences) that ataxpayer must explain the significance of
applies when the consideration given imdequately addressed by a statute, reguthe subissue, set forth the authorities most
redemption by a corporation in exchangéon, decision of the Supreme Court, taxlosely related to the subissue, and ex
for a shareholdés stock consists entirely treaty revenue ruling, revenue procedureplain why the subissue is not resolved by
or partly of the corporatios’promise to notice, or other authority published in thehe authorities. The Service will require
pay an amount based on, or contingent omternal Revenue BulletinTransfers that the taxpayer or the taxpaygrepresenta
future earnings of the corporation, whemo not involve the formation of a holdingtive (as the Service deems appropriate) to
the promise to pay is contingent on workcompany are not subject to this provisionstate to the best of knowledge and belief
ing capital being maintained at a certain For purposes of this provision, if suchthat the transaction will (or will not) qual
level, or any other similar contingency an exchange qualifies under both § 35ify under § 351 if the Service rules as the

(18) Section 302.—Distributions inand another corporate restructuring proviaxpayer proposes on the subissue.
Redemption of Stock.—Whether § 302(byion and the other provision is not A taxpayer may seek a presubmission
applies to a redemption of stock, if aftecovered by this revenue procedure, theonference to determine whether a ruling
the redemption the distributing corperaService will treat any request for a qualifi on the subissue can be obtained under this
tion uses property that is owned by theation ruling under the other provision asection. Seesection 1.07 of Rev Proc.
shareholder from whom the stock is rea request for a qualification ruling unde®9-1. If the Service issues a ruling on a
deemed and the payments by the corpor 351. A taxpayer or the taxpaysrrepre subissue, the ruling will state that no opin
tion for the use of the property are depersentative (as the Service deems appropion is expressed as to whether the transac
dent upon the corporatios’future ate) seeking a qualification ruling for suchion in question qualifies under § 351.
earnings or are subordinate to the claimen exchange under any such other provi COLLATERAL ISSUES: Although
of the corporatiors general creditors. sion must, accordinglystate to the best ofthe Service will not rule on the conse
Payments for the use of property will noknowledge and belief that the exchanggquences of qualification of an exchange
be considered to be dependent upon faoes not qualify under § 351. of stock for stock in the formation of a
ture earnings merely because they are The Service will not rule on the qualifi holding company under § 351 if the eon
based on a fixed percentage of receipts oation of an exchange of stock undesequences are adequately addressed by a
sales. § 351, even if it is an integral part of astatute, regulation, decision of the

(19) Section 302.—Distributions inlarger transaction that involves other isSupreme Court, tax treatyevenue ruling,
Redemption of Stock.—Whether the-acsues upon which the Service will rule andevenue procedure, notice, or other au
quisition or disposition of stock describedt is impossible to determine the tax eonthority published in the Internal Revenue
in 8 302(c)(2)(B) has, or does not have, asequences of the tger transaction with Bulletin, it will rule where the conse
one of its principal purposes the avoidout making a determination with regard t@uences of qualification are not ade
ance of federal income taxes within théhe exchange of stock. Howeyer such quately addressed by these authoritiEs.
meaning of that section, unless the factvent, the Service will rule on the taxobtain a ruling on a collateral issue, the
and circumstances are materially identicalonsequences of the ¢gar transaction, taxpayer or the taxpaysrrepresentative
to those set forth in ReRul. 85-19, provided the taxpayer or the taxpayger (as the Service deems appropriate) must
1985-1 C.B. 94, ReRul. 79-67, 1979-1 representative (as the Service deems agtate to the best of knowledge and belief
C.B. 128, RevRul. 77-293, 1977-2 C.B. propriate) states to the best of knowledgthat the exchange qualifies under § 351,
91, Rev Rul. 57-387, 1957-2 C.B. 225,and belief that the exchange will (or willset forth the authorities most closely re
Rev Rul. 56-584, 1956-2 C.B. 179, omot) qualify under § 351. If the Servicelated to the collateral issue, and explain
Rev Rul. 56-556, 1956-2 C.B. 177. issues a ruling on the [@r transaction, why the collateral issue is not resolved by

(20) Section 302(b)(4) and (e).—Rethe ruling will state that no opinion is-ex these authorities. If the Service issues a
demption from Noncorporate Shareholdepressed as to whether or not the exchangding on a collateral issue, the ruling will
in Partial Liquidation; Partial Liquidation qualifies under § 351. state that no opinion is expressed as to
Defined.—The amount of working capital SUBISSUES: Additionally, the Ser whether the exchange in question quali
attributable to a business or portion of @ice will have the discretion to rule onfies under § 351.
business terminated that may be distritsignificant subissues that must be re The Service will also continue to rule
uted in partial liquidation. solved to determine whether a transactioon issues that arise in connection with an

(21) Section 312.—Héct on Earnings that is in this no-rule area qualifies undeexchange of stock for stock in the forma
and Profits.—The determination of the§ 351. Howeverthe Service will only tion of a holding company but do not-de
amount of earnings and profits of a corporule on these subissues if in the view gbend upon or d&ct qualification under
ration. the Service they are significant and no§ 351.
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(23) Section 368(a)(1)(A).—Defini the meaning of § 368(a)(1)(A), even if thestatute, regulation, decision of the
tions Relating to Corporate Rgamniza larger transaction also involves the issuSupreme Court, tax treatyevenue ruling,
tions.—Whether a transaction constitutesf whether a prior distribution of stock in arevenue procedure, notice, or other au
a corporate reg@anization within the subsidiary containing assets unwanted kyority published in the Internal Revenue
meaning of § 368(a)(1)(A), including athe acquiring corporation qualifies undeBulletin, it will rule where the conse
transaction that qualifies under § 368(a)8 355. SeeRev Rul. 78-251, 1978-1 quences of qualification are not ade
(1)(A) by reason of 8 368(a)(2)(D) orC.B. 89. Howeverin such event, if the quately addressed by these authorities.
§ 368(a)(2)(E), and whether the taxpaydmaxpayer or the taxpaysrrepresentative For example, the Service will issue a
is subject to the consequences of qualif(as the Service deems appropriate) stat&€s381(c)(4) ruling in connection with a
cation under that section (such as noro the best of knowledge and belief thag§ 368(a)(1)(A) reayanization. To obtain
recognition and basis consequences) thiite meger qualifies under § 368(a)(1)(A),a ruling on a collateral issue, the taxpayer
are adequately addressed by a statute, reje Service will rule as to whether theor the taxpayés representative (as the
ulation, decision of the Supreme Courtprior stock distribution qualifies under §Service deems appropriate) must state to
tax treaty revenue ruling, revenue prece 355. Such ruling will state that no opiniorthe best of knowledge and belief that the
dure, notice, or other authority publisheds expressed as to whether or not the-redransaction qualifies under § 368{a)
in the Internal Revenue Bulletin. ganization qualifies under § 368(a)(1)(A).(1)(A), set forth the authorities most

For purposes of this provision, if a SUBISSUES: Additionally, the Ser closely related to the collateral issue, and
transaction qualifies under both § 368(a)vice will have the discretion to rule onexplain why the collateral issue is not re
(1)(A) and another corporate restructuringignificant subissues that must be resolved by these authorities. If the Service
provision and the other provision is nosolved to determine whether the transaéssues a ruling on a collateral issue, the
covered by this revenue procedure, thigon qualifies under § 368(a)(1)(A) €n ruling will state that no opinion is ex
Service will treat any request for a qualifi cluding transactions qualifying by reasompressed as to whether the transaction in
cation ruling under the other provision a®f § 368(a)(2)(D) or 8 368(a)(2)(E)).question qualifies under § 368(a)(1)(A).

a request for a qualification ruling undetHowever the Service will only rule on  The Service will also continue to rule
8§ 368(a)(1)(A). A taxpayer or the tax such subissues if in the view of the Seron issues that arise in connection with a
payefs representative (as the Serviceice they are significant and not clearlyiransaction under 8 368(a)(1)(A) but do
deems appropriate) seeking a qualficeand adequately addressed by a statutegt depend upon or faict qualification
tion ruling under any such other provisiomegulation, decision of the Supremainder § 368(a)(1)(A).

must, accordinglystate to the best of Court, tax treatyrevenue ruling, revenue (24) Section 368(a)(1)(B).—Defini
knowledge and belief that the transactioprocedure, notice, or other authority pubtions Relating to Corporate Re@amniza
does not qualify under § 368(a)(1)(A)lished in the Internal Revenue Bulletintions.—Whether the acquisition of stock
The Service will continue to rule on transTo obtain a ruling on such a subissue, the the formation of a holding company
actions that qualify under § 368(a)(1)(G)taxpayer must explain the significance ofonstitutes a corporate remmization
even if they are also defined inthe subissue, set forth the authorities mostithin the meaning of § 368(a)(1)(B), and
§ 368(a)(1)(A). closely related to the subissue, and exvhether the taxpayer is subject to the-con

The Service will not rule on the qualifi plain why the subissue is not resolved bgequence of qualification under that -sec
cation of a re@anization under § 368(a) these authoritiesThe taxpayer or the tax tion (such as nonrecognition and basis
(1)(A), even if it is an integral part of apayefs representative (as the Serviceonsequences) that are adequately ad
larger transaction that involves other isdeems appropriate) will also be requiredressed by a statute, regulation, decision
sues upon which the Service will rule ando state to the best of knowledge and b@f the Supreme Court, tax treatgvenue
it is impossible to determine the tax consdief that the transaction will (or will not) ruling, revenue procedure, notice, or other
guences of the lger transaction without qualify under § 368(a)(1)(A), if the Ser authority published in the Internal Rev
determining the tax consequences of thace rules as the taxpayer proposes on tlemue Bulletin. Acquisitions of stock that
reoganization. Howevelin such event, subissue. do not involve the formation of a holding
the Service will rule on the tax A taxpayer may seek a presubmissiooompany are not subject to this provision.
consequences of the tgar transaction, conference to determine whether a ruling For purposes of this provision, if such
provided the taxpayer or the taxpayer on the subissue can be obtained under thas acquisition of stock qualifies under
representative (as the Service deems agection.Seesection 1.07, RevProc. 99— both § 368(a)(1)(B) and another corporate
propriate) states to the best of knowledgé. If the Service issues a ruling on aestructuring provision, and the other pro
and belief that the reganization will (or subissue, the ruling will state that novision is not covered by this revenue pro
will not) qualify under § 368(a)(1)(A). If opinion is expressed as to whether theedure, the Service will treat any request
the Service issues a ruling on thegkr transaction in question qualifies undefor a qualification ruling under the other
transaction, the ruling will state that nag 368(a)(1)(A). provision as a request for a qualification
opinion is expressed as to whether or not COLLATERAL ISSUES: Although ruling under § 368(a)(1)(B)A taxpayer
the reoganization qualifies underthe Service will not rule on the conseor the taxpayes representative (as the
§ 368(a)(1)(A). For example, the Servicejuences of qualification as a rganiza Service deems appropriate) seeking a
will not rule on whether a transaction eontion under § 368(a)(1)(A) if the conse qualification ruling for such an acquisi
stitutes a corporate reganization within quences are adequately addressed bytien under any such other provision must,
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accordingly state to the best of knowl COLLATERAL ISSUES: Although Rev. Rul. 74-269, 1974-1 C.B. 87
edge and belief that the acquisition doethe Service will not rule on the conse (major shareholdés exchange of com
not qualify under § 368(a)(1)(B). qguence of qualification of an acquisitionmon stock for preferred stock);

The Service will not rule on the qualifi of stock in the formation of a holding Rev Rul. 56-654, 1956-2 C.B. 216
cation of an acquisition of stock undeicompany under § 368(a)(1)(B) if the eon(corporate charter amended to provide
§ 368(a)(1)(B), even if it is an integral parsequences are adequately addressed bypraferred stock with increased redemption
of a lager transaction that involves othesstatute, regulation, decision of theand liquidation value, where common and
issues upon which the Service will rule an&upreme Court, tax treatyevenue ruling, preferred stock held pro rata);
it is impossible to determine the tax conseevenue procedure, notice, or other au Rev. Rul. 55-12, 1955-1 C.B. 344
guences of the lger transaction without thority published in the Internal Revenudcommon stock exchanged for preferred
determining the tax consequences of thBulletin, it will rule where the conse stock); and
acquisition. Howeverin such event, the quences of qualification are not ade Rev Rul. 54-482, 1954-2 C.B. 148
Service will rule on the tax consequenceguately addressed by these authorities. (old common stock exchanged for new
of the lager transaction, provided the tax obtain a ruling on a collateral issue, theommon stock).
payer or the taxpayer representative (astaxpayer or the taxpaysrrepresentative The above no-ruling area does not
the Service deems appropriate) states {as the Service deems appropriate) muapply, howevey to any corporate recapi
the best of knowledge and belief that thetate to the best of knowledge and belighlization that is an integral part of a
acquisition will (or will not) qualify under that the acquisition qualifies undenarger transaction, if it is impossible to-de
§ 368(a)(1)(B). If the Service issues a rul§8 368(a)(1)(B), set forth the authoritiesermine the tax consequences of thgdar
ing on the lager transaction, the ruling will most closely related to the collateral issuétansaction without making a determina
state that no opinion is expressed as &nd explain why the collateral issue is naion with regard to the recapitalization.
whether or not the acquisition qualifiesesolved by these authorities. If the -Ser (27) Section 368(a)(1)(F).—Defini
under 8 368(4)1)(B). vice issues a ruling on a collateral issudions Relating to Corporate Rgamiza

SUBISSUES: Additionally, the Ser the ruling will state that no opinion is-ex tions.—Whether a transaction constitutes
vice will have the discretion to rule onpressed as to whether the acquisition ia reoganization within the meaning of
significant subissues that must be requestion qualifies under § 368(a)(1)(B). § 368(a)(1)(F), and whether the taxpayer
solved to determine whether a transaction The Service will also continue to ruleis subject to the consequences of qualifi
that is in this no-rule area qualifies undeon issues that arise in connection with acation under that section (such as ion
§ 368(a)(1)(B). Howeverthe Service acquisition of stock in the formation of arecognition and basis consequences) that
will only rule on these subissues if in thénolding company but do not depend upoare adequately addressed by a statute, reg
view of the Service they are significantor affect qualification under § 368(a) ulation, decision of the Supreme Court,
and not clearly and adequately addresséd)(B). tax treaty revenue ruling, revenue prece
by a statute, regulation, decision of the (25) Section 368(a)(1)(B).—Defini dure, notice, or other authority published
Supreme Court, tax treatyevenue ruling, tions Relating to Corporate Rganiza in the Internal Revenue Bulletin.
revenue procedure, notice, or other auions.—The acceptability of an estimation For purposes of this provision, if a
thority published in the Internal Revenugrocedure or the acceptability of a speransaction qualifies under both § 368(a)
Bulletin. To obtain a ruling on a subissuecific sampling procedure to determine thél)(F) and another corporate restructuring
the taxpayer must explain the significanceasis of stock acquired by an acquiringrovision, and the other provision is not
of the subissue, set forth the authoritiesorporation in a reganization described covered by this revenue procedure, the
most closely related to the subissue, and § 368(a)(1)(B). Service will treat any request for a qualifi
explain why the subissue is not resolved (26) Section 368(a)(1)(E).—Defini cation ruling under the other provision as
by these authoritiesThe Service will re tions Relating to Corporate R@amniza a request for a qualification ruling under
quire the taxpayer or the taxpayerepre tions.—Whether a transaction constitute§ 368(a)(1)(F). A taxpayer or the tax
sentative (as the Service deems appropea corporate recapitalization within thepayers representative (as the Service
ate) to state to the best of knowledge andeaning of 8§ 368(a)(1)(E) (or a transacdeems appropriate) seeking a qualHica
belief that the acquisition will (or will tion that also qualifies under § 1036) whetion ruling under any such other provision
not) qualify under 8 368(a)(1)(B), if theeither (i) the transaction involves a closelynust, accordinglystate to the best of
Service rules as the taxpayer proposes tweld corporation or (ii) the issues involvedknowledge and belief that the transaction

the subissue. are substantially similar to those describedoes not qualify under § 368(a)(1)(F).

A taxpayer may seek a presubmissioim the following revenue rulings: The Service will not rule on the qualifi
conference to determine whether a ruling Rev Rul. 82-34, 1982—-1 C.B. 59 (con cation of a reajanization under § 368(@)
on the subissue can be obtained under thisuity of business enterprise); (1)(F), even if it is an integral part of a
section. Seesection 1.07, Rev Proc. Rev. Rul. 77-479, 1977-2 C.B12 larger transaction that involves other is
99-1. If the Service issues a ruling on &ontinuity of shareholder interest); sues upon which the Service will rule and

subissue, the ruling will state that no Rev. Rul. 77-238, 1977-2 C.B1% it is impossible to determine the tax eon
opinion is expressed on whether the agconversion of shares of one class of stodequences of the &r transaction with
quisition in question qualifies underinto shares of another class, as permittemit determining the tax consequences of
§ 368(a)(1)(B). by certificate of incorporation); the reoganization. Howeverin such
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event, the Service will rule on the taxquately addressed by these authorities. private sector and to plans of state and
consequences of the tgar transaction, obtain a ruling on a collateral issue, théocal governments and tax-exempgar
provided the taxpayer or the taxpayger taxpayer or the taxpayerrepresentative nizations under 8§ 457. Howevyer ruling
representative (as the Service deems afas the Service deems appropriate) mustith respect to a specific independent
propriate) states to the best of knowledgstate to the best of knowledge and beligfontractots participation in such a plan
and belief that the reganization will (or that the transaction qualifies undemay be issued.

will not) qualify under 8§ 368(a)(1)(F). If 8 368(a)(1)(F), set forth the authorities (32) Section 641.—Imposition of
the Service issues a ruling on theglr most closely related to the collateral issu€&ax.—Whether the period of administra
transaction, the ruling will state that ncand explain why the collateral issue is naion or settlement of an estate or a trust
opinion is expressed as to whether or noésolved by these authorities. If the -Seother than a trust described in § 664) is
the reoganization qualifies under vice issues a ruling on a collateral issuegasonable or unduly prolonged.

§ 368(a)(1)(F). the ruling will state that no opinion is-ex (33) Section 642(c).—Deduction for
SUBISSUES: Additionally, the Ser pressed as to whether the transaction Bimounts Paid or Permanently Setide
vice will have the discretion to rule onquestion qualifies under § 368(a)(1)(F). for a Charitable Purpose.—Allowance of
significant subissues that must be re The Service will also continue to rulean unlimited deduction for amounts set
solved to determine whether a transactioon issues that arise in connection with aside by a trust or estate for charitable
that is in this no-rule area qualifies undetransaction under § 368(a)(1)(F) but dpurposes when there is a possibility that
§ 368(a)(1)(F). Howevethe Service will not depend upon or fefct qualification the corpus of the trust or estate may be in

only rule on such subissues if in the viewander § 368(a)(1)(F). vaded.

of the Service they are significant and not (28) Section 425.—Substitution éis- (34) Section 664.—Charitable Re
clearly and adequately addressed by sumption of Incentive Stock Options.—mainderTrusts.—Whether the settlement
statute, regulation, decision of theWNhether the substitution of a new Ineenof a charitable remainder trust upon the
Supreme Court, tax treatyevenue ruling, tive Stock Option (“ISO”) for an old 1ISO, termination of the noncharitable interest
revenue procedure, notice, or other awor the assumption of an old ISO, by ams made within a reasonable period of
thority published in the Internal Revenueemployer by reason of a corporate trangime.

Bulletin. To obtain a ruling on such aaction constitutes a modification which (35) Section 704(e).—Family Partrer
subissue, the taxpayer must explain thesults in the issuance of a new option bghips.—Matters relating to the validity of
significance of the subissue, set forth theeason of failing to satisfy the spread test family partnership when capital is not a
authorities most closely related to theequirement of 8 425(a)(1) or the ratio tesnaterial income producing factor
subissue, and explain why the subissue iequirement of § 1.425-1(a)(4The Ser (36) Section 856.—Definition of Real
not resolved by these authoritie3he vice will continue to rule on the issue ofEstate Investmerfrust.—Whether a cer
Service will require the taxpayer or thewvhether the new ISO or the assumption gioration whose stock is “paired” with or
taxpayerls representative (as the Servicéhe old ISO gives the employee additiondistapled” to stock of another corporation
deems appropriate) to state to the best bénefits not present under the old optiowill qualify as a real estate investment
knowledge and belief that the transactiowithin the meaning of § 425(a)(2). trust under § 856, if the activities of the
will (or will not) qualify under § 368(a) (29) Section 451.—General Rule forcorporations are integrated.

(2)(F), if the Service rules as the taxpayefaxableYear of Inclusion.—The tax cen  (37) Section 1034 (prior td RA
proposes on the subissue. sequences of a non-qualified unfunded997).—See section 3.01(6), above.

A taxpayer may seek a presubmissiodeferred-compensation arrangement with (38) Section 1221.—Capitélsset De
conference to determine whether a rulingespect to a controlling shareholdan  fined.—Whether specialty stock allocated
on the subissue can be obtained under tlpsoyee eligible to participate in theto an investment account by a registered
section. Seesection 1.07, RevProc. 99— arrangement. specialist on a national securities-ex
1. If the Service issues a ruling on a (30) Section 451.—General Rule forchange is a capital asset.
subissue, the ruling will state that ndTaxableYear of Inclusion.—The tax con  (39) Section 1551.—Disallowance of
opinion is expressed on whether the transequences of unfunded deferred-compethe Benefits of the Graduated Corporate
action in question qualifies undersation arrangements where the arrang®ates andAccumulated Earnings

§ 368(a)(1)(F). ments fail to meet the requirements o€redit.—Whether a transfer is within
COLLATERAL ISSUES: Although Rev Proc. 92-65, 1992-2 C.B. 428, an@ 1551.
the Service will not rule on the conseRev Proc. 71-19, 1971-1 C.B. 698. (40) Section 2031.—Definition of

guences of qualification as a rganiza (31) Sections 451 and 457.—Generdbross Estate.—Actuarial factors for valu
tion under § 368(a)(1)(F) if the conse Rule for TaxableYear of Inclusion; De ing interests in the prospective gross es
guences are adequately addressed byfeared Compensation Plans of State artdte of a living person.

statute, regulation, decision of thd.ocal Governments an@iax-Exempt Or (41) Section 2512.—aluation of
Supreme Court, tax treatyevenue ruling, ganizations.—The tax consequences t@ifts.—Actuarial factors for valuing
revenue procedure, notice, or other awnidentified independent contractors irprospective or hypothetical gifts of a
thority published in the Internal Revenusonqualified unfunded deferred-compendonor

Bulletin, it will rule where the conse sation plans.This applies to plans estab (42) Sections 3121, 3306, and 3401.—
guences of qualification are not adelished under § 451 by employers in th®efinitions.—For purposes of determin
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ing prospective employment status, (ii) the loan-out corporation assigns instruction issues described in former
whether an individual will be an em dividuals to subscribers for more than & 1.103-13(a)(2)(ii)(E).

ployee or an independent contract@s temporary period (1 year or longer). (6) Sections 104(a)(2) and 3121.—
ruling with regard to prior employment Compensation for Injuries or Sickness;
status may be issued. SECTION 4. AREAS IN WHICH Definitions.—Whether an allocation of
(43) Section 4980B.—Failure to Sat RULINGS OR DETERMINA TION the amount of a settlement award (inelud
isfy Continuation Coverage Requirement%ETTERS WILL NOT ORDINARIL Y ing a lump sum award) between back,pay
of Group Health Plans.—Whether an acBE ISSUED compensatory damages, punitive dam

tion is “gross misconduct” within the
meaning of § 4980B(f)(3)(B). Seesec
tion 3.05 of RevProc. 87-28, 1987-1
C.B. 770, 771.)

01 Specific questions and problems ages, etc. is a proper allocation for federal

: tax purposes.
(1) Sections 38, 39, 46, and 48.—Gen . . o
eral Business Credit; Carryback and -Car (7) Section 141.—Privatéctivity

yforward of Unused Credismount of 20 S B
Credit; Enegy Credit; Reforestation oa" pursu . 88—

(44) Section 7701.—Definitions.—
The classification of an instrument thatCredit __Application of these section333’ 1988-1 C.B. 835, whether state or
has certain voting and liquidations right:?Nhere .the fgrpmal ownership of probert isI'ocal bonds will meet the “private busi
in an issuing corporation but whose elivi.n a party other than the trfx pexF;;e i’ ness use test” and the “private security or
dend rights are determined by reference {g 2 party pay P payment test” under § 141(b)(1) and (2)

the earnings of a segregated portion of thvghen title |s.held merely as security in situations in which the proceeds are
(2) Section 61.—Gross Income De : . .
used to finance certain output facilities

issuing corporatios’ assets, including as fined.—Determination as to who is the
sets held by a subsidiary ' . . ._and, pursuant to a contract to take, or take
true owner of property in cases involvin

.02 Generahreas. h le of ii Hicipation i r pay for a nongovernmental person pur
(1) The results of transactions that IaclE € sale of securities, or participalion In g 564 39 percent or more of the actual

a bona fide business purpose or have %%rests therein, yvhere the purchaser hgﬁtput of the facility but 10 percent or less
their principal purpose the reduction 01‘_ € contractpgl nght .to cause the SECUTLt the subparagraph (5) output of the fa
federal taxes. ties, or participation interests therein, Qi a5 defined in § 1.103—7(b)(5)(ii)(b)

(2) A matter upon which a court deci be purchased by either the seller or a th'r(ilssued under former § 103(b)). In similar
sion adverse to the Government has be@A" i situations, the Service will not ordinarily
handed down and the question of follow (3) Sections 61 and 163.—Gross INjgq e rylings or determination letters eon
ing the decision or litigating further hascome Defined; Interest.—Determinationg.e ing questions arising under para
not yet been resolved. as to who is the true owner of property 0franns (3), (4), and (5) of § 141(b).

(3) A matter involving alternate plansth® trué borrower of money in cases in gy sections 142 and 144.—Exempt
of proposed transactions or involving-hy Which the formal ownership of the prop g4¢jlity Bond: Qualified Small Issue
pothetical situations. erty, or the liability for the indebtedness,gong _whether an issue of private-ac

(4) A matter involving the federal tax 'S In another party tivity bonds meets the requirements of
consequences of any proposed federal, (4) Section 103.—lInterest on State ang 142 or § 144(a), if the sum of—
state, local or municipal legislatiorThe ~Local Bonds.—Whether the interest on ;) the portion of the proceeds used
Service may provide general informatiortaté or local bonds will be excludible {5 finance a facility in which an
in response to an inquiry from gross income under § 103(a), if the owner (or a related person) or a

(5) Whether under Subtitle F (Proce Proceeds of issues of bonds (other than |essee (or a related person) is a user
dure andAdministration) reasonable advance refunding issues) are placed in of the facility both after the bonds
cause, due diligence, good faith, clear arRScrow or otherwise not expended for a are issued and at any time before the
convincing evidence, or other similargovernmental purpose for an extended pe ponds were issued, and
terms that require a factual determinatiofiod of time even though the proceeds are (jj) the portion used to pay issuance
exist. invested at a yield that will not exceed the costs and non-qualified costs,

(6) Whether a proposed transactioryield on the state or local bonds prior tequals more than 5 percent of the net pro
would subject the taxpayer to a criminatheir expenditure. ceeds, as defined in § 150(a)(3).
penalty (5) Section 103.—lInterest on State and (9) Section 148.—Arbitrage.—

(7) A request that does not complyLocal Bonds.—Whether a state or localvhether amounts received as proceeds
with the provisions of RewProc. 99-1.  governmental obligation that does nofrom the sale of municipal bond financed

(8) Whether under the common law meet the criteria of section 5 of R&roc. property and pledged to the payment of
rules applicable in determining the em89-5, 1989-1 C.B. 774, is an “arbitragelebt service or pledged as collateral for
ployeremployee relationship, a profes bond” within the meaning of former the municipal bond issue are sinking fund
sional stdfing corporation (loan-out cer & 103(c)(2) solely by reason of the investproceeds within the meaning of former
poration) or the subscriber is thement of the bond proceeds in acquire@ 1.103-13(g) (issued under former
employer of individuals, if: nonpurpose obligations at a materiall\§ 103(c)) or replaced proceeds described

(i) the loan-out corporation hires em higher yield more than 3 years after isin § 148(a)(2) (or former § 103(c)(2)(B)).
ployees of the subscriber and assigns tlsiance of the bonds or 5 years after is (10) Section 162.—Rde or Business
employees back to the subscribmr suance of the bonds in the case of-cofExpenses.—Whether the requisite risk
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shifting and risk distribution necessary taeal property interest transferred, whethesr disposition or redemption of “section
constitute insurance are present for-pufi) the income of the transferee corpora306 stock” in a closely held corporation is
poses of determining the deductibilitytion derived from the commercial activity in pursuance of a plan having as one of its
under § 162 of amounts paid (premiumsand (ii) any cash or property (attributablerincipal purposes the avoidance of -fed
by a taxpayer for insurance, unless tht the real property interest transferredgral income taxes within the meaning of
facts of the transaction are within thealistributed by the transferee corporatio® 306(b)(4).
scope of RevRul. 78-338, 1978-2 C.B.to the CHC will be considered as gross in (25) Sections 331 and 332.—See-sec
107, or RevRul. 77-316, 1977-2 C.B.come of the CHC for the purpose of detettion 4.01(23), above.
53. mining whether 80 percent or more of the (26) Sections 331 and 346(a).—Gain
(11) Sections 162 and 262.+ade or gross income of the CHC is derived fronor Loss to Shareholders in Corporate-Liq
Business Expenses; Personal, Living, arténant-stockholders within the meaning ofiidations.—The tax &ct of the liquida

Family Expenses.—Whether expense§ 216(b)(1)(D). tion of a corporation by a series of distrib
are nondeductible commuting expenses, (19) Section 262.—See sectiorutions, when the distributions in
except for situations governed by Rew.01(11), above. liquidation are to be made over a period in
Rul. 90-23, 1990-1 C.B. 28. (20) Section 265(a)(2).—Expensegxcess of 3 years from the adoption of the
(12) Section 163.—See sectiomand Interest Relating tdax-Exempt Ia  plan of liquidation.
4.01(3), above. come.—Whether indebtedness is incurred (27) Section 341.—Collapsible Corpo
(13) Section 167.—Depreciation. or continued to purchase or carry obligarations.—Whether a corporation will be
(i) Useful lives of assets. tions the interest on which is wholly -ex considered to be a “collapsible corpora
(i) Depreciation rates. empt from the taxes imposed by subtitléon,” that is, whether it was “formed or
(i) Salvage value of assets. A. availed of” with the view of certain tax

(14) Sections 167 and 168.—Depreci (21) Section 302.—Distributions inconsequences. Howeyeuling requests
ation; Accelerated Cost Recovery SysRedemption of Stock.—The taxfeft of will be considered on this matter when the
tem.—Application of those sectionsthe redemption of stock for notes, whemnterprise (i) has been in existence for at
where the formal ownership of property ishe payments on the notes are to be matdast 20 years or has clearly demonstrated
in a party other than the taxpayer excemver a period in excess of 15 years frorthat it has realized two-thirds of the
when title is held merely as security the date of issuance of such notes. taxable income to be derived from the

(15) Section 170.—Charitable, Etc., (22) Section 302(b)(4) and (e).—Re manufacturing, constructing, producing,
Contributions and Gifts.—Whether ademption from Noncorporate Shareholdeor purchasing of property as stated in
transfer to a pooled income fund-dein Partial Liquidation; Partial Liquidation 8§ 341(b)(1)(A) and as described in Rev
scribed in § 642(c)(5) qualifies for a charDefined.—Whether a distribution will Rul. 72—-48, 1972-1 C.B. 102; (ii) has had
itable contribution deduction underqualify as a distribution in partial liquida an aggregate change in the shareholders’
§ 170(f)(2)(A). tion under § 302(b)(4) and (e)(1)(A), -un interests of not more than 10 percent-dur

(16) Section 170(c).—Charitable, Etc.Jess it results in a 20 percent or greater reng that period (except for transfers
Contributions and Gifts.—Whether a taxduction in (i) gross revenue, (ii) net fairamong family members, as defined in
payer who transfers property to a charitanarket value of assets, and (iii) employ§ 267(c)(4), or redemptions of stock to
ble oganization and thereafter leaseses. (Partial liquidations that qualify agpay death taxes pursuant to § 303); and
back all or a portion of the transferred8 302(e)(2) business terminations are ndiii) has conducted substantially the same
property may deduct the fair market valusubject to this provision.) trade or business during that periothe
of the property transferred and leased (23) Sections 302(b)(4) and (e), 331period referred to in (ii) and (iii) above is
back as a charitable contribution. 332, and 346(a).—[décts on Recipients the lesser of 20 years of corporate exis

(17) Section 170.—Charitable, Etc.pf Distributions in Corporate Liquida tence or the period in which the enterprise
Contributions and Gifts.—Whether ations.—The tax déct of the liquidation of has realized two-thirds of the taxable in
transfer to a charitable remainder trust dex corporation preceded or followed by theome from activities specified in
scribed in § 664 that provides for annuityeincorporation of all or a part of the busi§ 341(b)(1)(A).
or unitrust payments for one or two meaness and assets when more than a nomina(28) Section 346(a).—See section
suring lives qualifies for a charitable-de amount of the stock (that is, more than 20.01(23), above.
duction under 8 170(f)(2)(A). percent in value) of both the liquidating (29) Section 346(a).—See section

(18) Section 216.—Deduction ofcorporation and the transferee corporatiof.01(26), above.

Taxes, Interest, and Business Deprecigs owned by the same shareholders; or (30) Section 351.—&nsfer to Corpo
tion by Cooperative Housing Corporationvhen a liquidation is followed by the saleration Controlled byfransferor—The tax
Tenant-StockholderIf a cooperative of the corporate assets by the shareholdezfiect of the transfer when part of the eon
housing corporation (CHC), as defined iio another corporation in which suchsideration received by the transferors-con
§ 216(b)(1), transfers an interest in readhareholders own more than a nominalists of an instrument that is a bond,
property to a corporation (not a CHC) inramount of the stock (that is, more than 268ebenture, or any other evidence of in
exchange for stock or securities of th@ercent in value). debtedness of the transferee and a deter
transferee corporation, which engages in (24) Section 306.—Dispositions ofmination as to whether the “indebtedness”
commercial activity with respect to theCertain Stock.—Whether the distributionis properly classified as debt or equity is
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required in order to establish that the redevoted to the performance of servicesidiary if the transferee engages in com

quirements of 8§ 351 are met. within the meaning of § 1.448-1T¢{e) mercial activity with respect to the real
(31) Section 351.—&nsfer to Corpo  (4)(i). property interest transferred to it by the
ration Controlled byTransferor— (36) Section 451.—General Rule fomparent.

Whether § 351 applies to the transfer ofaxableYear of Inclusion.—The tax cen  (44) Section 2055.—&nsfers for Pub

an interest in real property by a cooperssequences of a nonqualified deferretic, Charitable, and Religious Uses.—
tive housing corporation (as described icompensation arrangement using ®hether a transfer to a pooled income
§ 216(b)(1)) to a corporation in exchanggrantor trust where the trust fails to meefund described in § 642(c)(5) qualifies for
for stock or securities of the transfere¢he requirements of ReWroc. 92-64, a charitable deduction under § 2055(e)

corporation, if the transferee engages ih992-2 C.B. 422. (2)(A).
commercial activity with respect to the (37) Section 584.—Commonrust (45) Section 2055.—ansfers for Pub
real property interest transferred. Funds.—Whether a common trust fundic, Charitable, and Religious Uses.—

(32) Section 355.—Distribution of plan meets the requirements of § 584Nhether a transfer to a charitable remain
Stock and Securities of a Controlled €or(For 8§ 584 plan drafting guidanceee der trust described in § 664 that provides
poration.—Whether the active businesRev Proc. 92-51, 1992-1 C.B. 988.) for annuity or unitrust payments for one or
requirement of § 355(b) is met when, (38) Section 642.—Special Rules fotwo measuring lives qualifies for a charita
within the 5-year period described inCredits and Deductions; Pooled Incoméle deduction under § 2055(e)(2)(A).

§ 355(b)(2)(B), a distributing corporationFund.—Whether a pooled income fund (46) Section 2522.—Charitable and
acquired control of a controlled corperasatisfies the requirements described i8imilar Gifts.—Whether a transfer to a
tion as a result of the distributing corporag 642(c)(5). pooled income fund described in
tion transferring cash or other liquid orin  (39) Section 664.—Charitable Re § 642(c)(5) qualifies for a charitable-de

active assets to the controlled corporatiomainderTrusts.—Whether a charitableduction under § 2522(c)(2)(A).

in a transaction in which gain or loss wasemainder trust that provides for annuity (47) Section 2522.—Charitable and
not recognized as a result of the transfar unitrust payments for one or two meaSimilar Gifts.—Whether a transfer to a
meeting the requirements of § 351(a) asuring lives satisfies the requirements deharitable remainder trust described in
§ 368(a)(1)(D). scribed in § 664. 8 664 that provides for annuity or unitrust

(33) Section 355.—Distribution of (40) Sections 671 to 679.—Grantorpayments for one or two measuring lives
Stock and Securities of a Controlled €orand Otherslreated as Substantial Own qualifies for a charitable deduction under
poration.—Whether a distribution ofers.—In a nonqualified, unfunded -de § 2522(c)(2)(A).
stock or securities is described irferred compensation arrangement de (48) Section 2702.—Specighluation
8 355(a)(1) when the gross assets of trecribed in RevProc. 92-64, the tax Rules in Case ofransfers of Interests in
trades or businesses relied on to satisfjonsequences of the use of a trust, oth&rusts.—Whether annuity interests are
the active trade or business requiremettian the model trust described in that-revqualified annuity interests under 8 2702 if
of § 355(b) will have a fair market valueenue procedure. the amount of the annuity payable annu
that is less than 5 percent of the total fair (41) Section 816.—Life Insuranceally is more than 50 percent of the initial
market value of the gross assets of theompany Defined.—Whether the requinet fair market value of the property
corporation directly conducting the tradesite risk shifting and risk distribution nec transferred to the trust, or if the value of
or businessesThe Service may rule thatessary to constitute insurance are presethe remainder interest is less than 10 per
the trades or businesses satisfy the actif@ purposes of determining if a companyent of the initial net fair market value of
trade or business requirement of § 355(% an “insurance company” underthe property transferred to the trust. For
if it can be established that, based upon &11.801-3(a), unless the facts of the tranpurposes of the 10 percent test, the value
relevant facts and circumstances, thaction are within the scope of Re&Rul. of the remainder interest is the present
trades or businesses are et minimis 78-338, 1978-2 C.B. 107, or ReRul. value determined under § 7520 of the
compared with the other assets or aetivir7-316, 1977-2 C.B. 53. right to receive the trust corpus at the ex
ties of the corporation and its subsidiaries. (42) Section 1362.—Election; Revecapiration of the term of the trusThe pos

(34) Section 441(i).—a8xableYear of tion; Termination.—All situations in which sibility that the grantor may die prior to
Personal Service Corporations.—an S corporation is eligible to obtain reliethe expiration of the specified term is not
Whether the principal activity of the tax for late S corporation, qualified subchaptetaken into account, nor is the value of any
payer during the testing period for the-taxS subsidiaryqualified subchapter S trust,reversion retained by the grantor or the
able year is the performance of personalr electing small business trust electiongrantors estate.
services within the meaning of § 1.441-under sections 4 and 5 of R&roc. 98-55.  (49) Section 3121.—See section
AT(d)(2)(ii). (For instructions on how to seek this relief4.01(6), above.

(35) Section 448(d)(2)(A).—Limita see RevProc. 9855.) .02 General areas.
tion on Use of Cash Method Atccount (43) Section 1502.—Regulations.— (1) Any matter in which the determina
ing; Qualified Personal Service CorporaWhether a parent cooperative housingon requested is primarily one of fact,
tion.—Whether 95 percent or more of thecorporation (as defined in 8 216(b)(1)e.g.,market value of propertyr whether
time spent by employees of the corporawill be permitted to file a consolidated-in an interest in a corporation is to be treated
tion, serving in their capacity as such, isome tax return with its transferee subas stock or indebtedness.
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(2) Situations where the requested rution requested by the Service. In théess than the fair market value of the stock
ing deals with only part of an integratecevent the taxpayés or related partg’ on the date the option is granted.
transaction. Generallw letter ruling will consent to disclose relevant information .05 Sections 101, 761, and 7701.—De
not be issued on only part of an integratedr to waive protection of bank or cem finitions.—Whethey in connection with
transaction. If, howevea part of a trans mercial secrecy is determined by the-Sethe transfer of a life insurance policy to an
action falls under a no-rule area, a letterice to be indkctive or of no force and unincorporated @anization, (i) the @a
ruling on other parts of the transactioreffect, then the Service may retroactivelyiization will be treated as a partnership
may be issued. Before preparing the letescind any ruling rendered in reliance otnder 88 761 and 7701, or (i) the transfer
ter ruling request, a taxpayer should caluch consent. of the life insurance policy to thegani
the Branch having jurisdiction for the (8) Questions involving the validity of zation will be exempt from the transfer
matters on which the taxpayer is seekingte federal income tax and other taxes str value rules of § 101, when substan
letter ruling to discuss whether a letteforth in the Code, questions on the authofially all of the oganization$ assets cen
ruling will be issued on part of the transity or jurisdiction of the Service to en Sists or will consist of life insurance poli

action. force the Code or collect information, orcies on the lives of the members.

(3) Situations where two or more itemssimilar matters. .06 Section 101.—Certain Death Ben
or sub-methods of accounting are interre efits.—Whether there has been a transfer
lated. If two or more items or sub-methSECTION 5. AREAS UNDER for value for purposes of § 101(a) in situa
ods of accounting are interrelated, erdiEXTENSIVE STUDY IN WHICH tions involving a grantor and a trust when
narily a letter ruling will not be issued onRULINGS OR DETERMINA TION (i) substantially all of the trust corpus

a change in accounting method involvingETTERS WILL NOT BE ISSUED consists or will consist of insurance poli
only one of the items or sub-methods. UNTIL THE SERVICE RESOLVES cies on the life of the grantor or the

(4) The tax eflect of any transaction to THE ISSUE THROUGH grantorts spouse, (ii) the trustee or any
be consummated at some indefinite futurBUBLICATION OF A REVENUE other person has a power to apply the
time. RULING, REVENUE PROCEDURE, trust’s income or corpus to the payment of

(5) Any matter dealing with the ques REGULATIONS OR OTHERWISE premiums on policies of insurance on the
tion of whether property is held primarily life of the grantor or the grantsrspouse,

for sale to customers in the ordinary. -01 Section 61.—Gross Income 'De(iii) the trustee or any other person has a
course of a trade or business. fined.—Whether amounts voluntarily -de

cFower to use the trust'assets to make
(6) The tax efect of a transaction if [€T€d by @ taxpayer under a deferredg g g the grantts estate or to purchase

any part of the transaction is involved iff@mMmPensation plan maintained by aRgqets from the grantsrestate, and (iv)
litigation among the parties fatted by °rdanization described in 8 501 (othefnere s 4 right or power in any person that
the transaction, except for transactions if’@n @ plan maintained by an eligible-em, 14 cause the grantor to be treated as
volving bankruptcy regranizations. ployer pursuant to the provisions ofhe owner of all or a portion of the trust
(7)(a) Situations where the taxpayer of 457) are currently includible in the tax ynqer 8§ 673 to 677.
a related party is domiciled orgamized PaYers gross income. .07 Section 105.—Amounts Received
in a foreign jurisdiction with which the -02 Sections 61 and 162.—Gross InypderAccident and Health Plans.—
United States does not have afeefive COMe Defined;Trade or Business EX whether a medical reimbursement plan,
mechanism for obtaining tax informationP€nses.—The tax consequences with rnded by employer contributions, con
with respect to civil tax examinations andbPect to a salary reduction arrangemepiining a provision allowing unused
criminal tax investigations, which wouldunder which an employee receives and rgmounts to be carried over and accumu
preclude the Service from obtaining inforturns salary amounts to the employefated in an employeg’account qualifies as
mation located in such jurisdiction that idAlso 88 3121, 3306, and 3401.) an accident and health plan under § 105.
relevant to the analysis or examination of -03 Section 79.—Groupefm Life In- .08 Section 107.—Rental value of par
the tax issues involved in the ruling-resurance Purchased for Employees.-sonages.—Whether amounts distributed
quest. Whether life insurance provided for emtg a retired minister from a pension or an
(b) The provisions of subsection (a)Ployees under a “retired lives reservehuity plan should be excludible from the
above shall not apply if the taxpayer or afPlan will be considered group-term insurministers gross income as a parsonage al
fected related party (i) consents to the dignce. (Also 88 61, 72, 83, 101, 162, 264pwance under § 107.
closure of all relevant information e and 641.) .09 Section 15.—Income of states,
quested by the Service in processing the .04 Sections 83 and 451.—Propertynunicipalities, etc.—The results of trans
ruling request or in the course of an examiransferred in Connection with Perfor actions pursuant to a plan or arrangement
ination in order to verify the accuracy ofmance of Services; General Rule Tax- created by state statute a primary objec
the representations made and to otherwisdle Year of Inclusion.—When compen tive of which is to enable participants to
analyze or examine the tax issues insation is realized by a person who, ipay for the costs of a post-secondary-edu
volved in the ruling request, and (ii)connection with the performance of sercation for themselves or a designated-ben
waives all claims to protection of bank owices, is granted a nonstatutory optiowficiary, including: (i) whether the plan or
commercial secrecy laws in the foreigrwithout a readily ascertainable fair markearrangement, itself, is an entity separate
jurisdiction with respect to the informa value to purchase stock at a price that fsom a state and, if so, how the plan or
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arrangement is treated for federal tax-puby the same persons, and the considenaus consists or will consist of insurance
poses; and (ii) whether any contract undeion to be received by the selling corporapolicies on the life of the grantor or the
the plan or arrangement is a debt instrdion or the selling shareholders includegrantors spouse, (ii) the trustee or any
ment and, if so, how interest or originakn installment obligation of the purchasother person has a power to apply the
issue discount attributable to the contradhg entity trust's income or corpus to the payment of
is treated for federal tax purposes. (Also .16 Section 351.—&nsfer to Corpo premiums on policies of insurance on the
8861, 163, 1275, 2501, and 7701.) ration Controlled byTransferor— life of the grantor or the grantsrspouse,
.10 Section 162.—See section 5.02Vhether § 351 applies to the transfer dfiii) the trustee or any other person has a
above. widely held developed or undevelopegower to use the trust’assets to make
.11 Section 162.—&de or Business real property or interests therein; widelyoans to the grantts estate or to purchase
Expenses.—Whether payments paid dreld oil and gas properties or interestassets from the grantsrestate, and (iv)
accrued by a corporation to an exempt otherein; or any similarly held properties othere is a right or power in any person that
ganization as described in § 501(c)(7) anterests to a corporation in exchange fovould cause the grantor to be treated as
§ 501(c)(20) are deductible under § 162.shares of stock of such corporation whethe owner of all or a portion of the trust
.12 Section 213.—Medical, Dental,(i) the transfer is the result of solicitationunder 88 673 to 677.
etc., Expenses.-Whether amounts paid by promoters, brokers, or investment .23 Section 721.—Nonrecognition of
for medical insurance (or other medicahouses, or (ii) the transferee corporation'Gain or Loss on Contribution.—Whether
care) extending substantially beyond thstock is issued in a form designed to-rer§ 721 applies to the contribution of

close of the taxable year may be deductetkr it readily tradable. widely held developed or undeveloped
under § 213 in the year of payment, if the .17 Section 451.—See section 5.04¢al property or interests therein; widely
conditions of § 213(d)(7) are not satisfiedabove. held oil and gas properties or interests

.13 Section 302(b)(4) and (e).—Re .18 Section 453.—See section 5.1%herein; or any similarly held properties or
demption from Noncorporate Shareholdeabove. interests to a partnership in exchange for

in Partial Liquidation; Partial Liquidation .19 Section 457.—Deferred Compenan interest in the partnership when (i) the

Defined.—Whether a deemed surrendesation Plans of State and Local Goverrcontribution is the result of solicitation by

of stock as described in ReRul. 90-13, ments andrax-Exempt Oganizations.— promoters, brokers, or investment houses,

1990-1 C.B. 65, satisfies the requireThe tax efect of provisions under the or (ii) the interest in the transferee part

ments for a redemption, when: Small Business Job Protectiéwt affect  nership is issued in a form designed to
(i) The corporation has outstandingng plans described in § 457(b), if suchiender it readily tradable.

more than one class of stock and there apeovisions do not comply with section 4 .24 Section 761.—See section 5.05,

priorities as to dividend or liquidating dis of Rev Proc. 98—40. above.
tributions or any other diérences in .20 Section 457.—Deferred Compen .25 Section 1239.—See section 5.15,
stock rights, or sation Plans of State and Local Goverrabove.

(i) Either under the terms of the stockments andlax-Exempt Oganizations.— .26 Section 1374.—ax Imposed on

or as established contractualthere are The tax treatment of any § 457 plan thatertain Built-in Gains.—The tax conse
outstanding any rights faicting the cor provides that a loan may be made fromuences under § 1374 in the following sit
porations stock, such as, but not limitedassets held by such plan to any pafticuations: (1) an S corporation holds timber
to, warrants, options, convertible seeuripants or beneficiaries under the plan.  property on the date it converts from a C
ties, shareholder agreements, or rights of .21 Section 664.—Charitable Remaincorporation to an S corporation (or-ac
first refusal. derTrusts.—Whether a trust that will eal quires timber property from a C corpera
.14 Section 306(b)(4).—a@nsactions culate the unitrust amount undetion in a transaction to which § 1374(d)(8)
Not inAvoidance. —Whether § 306(b)(4)8 664(d)(3) qualifies as a § 664 charitablapplies) and during the recognition period
applies to the distribution and dispositiomemainder trust when a grantertrustee, (a) cuts the timber and sells resulting
or redemption of “section 306 stock” thaia beneficiaryor a person related or suborwood products (including any unfinished
is subject to mandatory redemption. dinate to a grantpia trustee, or a benefi or finished products derived, manufac
.15 Sections 331, 453, and 1239.—Theiary can control the timing of the trust’ tured, or produced from such products) in
Tax Effects of Installment Sales of Prop receipt of trust income from a partnershig transaction to which 8§ 631 does not
erty Between Entities with Commonor a deferred annuity contract to take adapply, (b) recognizes gain or loss on -cut
Ownership.—The tax &dcts of a transac vantage of the diérence between trust-in ting the timber pursuant to a § 631(a)
tion in which there is a transfer of prop come under § 643(b) and income for-fedelection, or (c) recognizes gain or loss on
erty by a corporation to a partnership oeral income tax purposes for the benefit dhe disposal of timber under a contract to
other noncorporate entity (or the transfethe unitrust recipient. which 8§ 631(b) applies, and (2) an S-cor
of stock to such entity followed by a liqui .22 Section 671.—Tst Income, De poration holds coal or domestic iron ore
dation of the corporation) when more thauctions, and CreditAttributable to property on the date it converts from a C
a nominal amount of the stock of suclGrantors and Others as Substantial ©wcorporation to an S corporation (or-ac
corporation and the capital or beneficiakrs.—Whether the grantor will be considquires coal or domestic iron ore property
interests in the purchasing entity (that isgred the owner of any portion of a trusfrom a C corporation in a transaction to
more than 20 percent in value) is ownedhen (i) substantially all of the trust eor which § 1374(d)(8) applies) and during
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the recognition period recognizes gain or .30 Sections 3121, 3306, and 3401.-98-58 (certain taxpayers required to
loss on the disposal of the coal or iron orBefinitions; Employmentaxes.—Who is change to the installment method for pur
under a contract to which § 631(c)-apthe employer of an “employee-owner” agposes of computing alternative minimum
plies. defined in § 269A(b)(2). taxable income (AMTI) with regard to-in
.27 Section 2503.—axable Gifts.— .31 Sections 3121, 3306, and 3401.-eome from the disposition of § 1221(1)

Whether the transfer of property to a trugbefinitions; EmploymenTaxes.—Who is property); 97-43, 1997-2 C.B. 494 (cer
will be a gift of a present interest in prop the employer of employees of an entityain taxpayers required to change their
erty when (i) the trust corpus consists othat is disregarded under § 1361(b)(3) amethod of accounting as a result of mak

will consist substantially of insurance§ 301.7701-2. ing elections out of certain exemptions
policies on the life of the grantor or the .32 Section 7701.—See section 5.09rom dealer status for purposes of § 475);
grantoi's spouse, (ii) the trustee or anybove. 92-67, 1992—-2 C.B. 429 (certain taxpay

other person has a power to apply the .33 Section 7701.—Definitions.—Theers with one or more market discount
trust's income or corpus to the payment oflassification of separately tradable inbonds seeking to make a § 1278(b) elec
premiums on policies of insurance on thétruments that are issued by a corporatiaibn or a constant interest rate election);
life of the grantor or the grantsrspouse, as a unit, the components of which collecand 91-51, 1991-2 C.B. 779 (certain-tax
(iii) the trustee or any other person has tvely contain the attributes of stock. payers seeking to change their method of
power to use the trust'assets to make accounting for sales of mortgage loans
loans to the grantts estate or to purchaseSECTlON 6. AREAS COVERED BY from a method that does not comply with
. AUTOMATIC APPROVAL
assets from the grantsrestate, (iv) the PROCEDURES INWHICH § 1286).
trust beneficiaries have the power to with ULINGS WILL NOT ORDINARIL Y .03 Section 461.—General Rule for
draw on demand, any additional transfergE ISSUED TaxableYear of Deduction.—All situa
made to the trust, and (v) there is a righ tions where the Service has provided an
or power in any person that would cause (01 Section 442.—Change Ahnual administrative procedure for making or
the grantor to be treated as the owner @fccounting Period.—All situations wheref€voking an election under § 46%ee
all or a portion of the trust under §§ 673he Service has provided an administrdqev. Procs. 92—29, 1992-1 C.B. 748
to 677. tive procedure for obtaining a change ”6deallng with the use of an alternative
.28 Section 2514.—Powers 8- annual accounting periodSeeRev. Mmethod for including in basis the esti
pointment.—If the beneficiaries of a trustprocs. 92-13, 1992—1 C.B. 665, as modmated cost of certain common impreve
permit a power of withdrawal to lapsefied by Rev Proc. 94—-12, 1994-1 C.B.ments in a real estate development); and
whether § 2514(e) will be applicable to565, and as modified and amplified by2-28, 1992-1 C.B. 745, as amplified by
each beneficiary in regard to the powerev, Proc. 92—-13A, 1992-1 C.B. 668Rev Proc. 94-32, 1994-1 C.B. 627 (deal
when (i) the trust corpus consists or wil{certain corporations that have notng with ratable accrual of real property
consist substantially of insurance policieghanged their accounting period withirfaxes).
on the life of the grantor or the gran®r the prior 6 calendar years or other speci -04 Section 1362.—Election; Reveca
spouse, (ii) the trustee or any other persdied time); 87-32, 1987—2 C.B. 396, agion; Termination.—All situations in
has a power to apply the trissthcome or modified by § 301.9100-3 (partnership, Svhich an S corporation qualifies for auto
corpus to the payment of premiums ogorporation, or personal service corporanatic late S corporation relief under Rev
policies of insurance on the life of thetion seeking a natural business year or dyoc. 97-48, 1997-2 C.B. 521, or for au
grantor or the grantt spouse, (iii) the ownership taxable year); 68—41, 1968—fomatic inadvertent termination or inad
trustee or any other person has a power @B. 943, as modified by Re®roc. 81— vertent invalid election relief under sec
use the trust assets to make loans to tha0, 1981-2 C.B. 604 (trusts held by certion 6 of RevProc. 98-55.
grantof's estate or to purchase assets frorain fiduciaries needing a workload .05 Sections 1502, 1504, and 1552.—
the grantois estate, (iv) the trust benefi spread); and 66-50, 1966-2 C.B. 1260, &egulations; Definitions; Earnings and
ciaries have the power to withdraan modified by RevProc. 81-40 (individual Profits.—All situations where the Service
demand, any additional transfers made tgeeking a calendar year). has provided an administrative procedure
the trust, and (v) there is a right or power .02 Section 446.—General Rule foifor obtaining waivers or consents on eon
in any person that would cause the grant®ethods ofAccounting.—Except as oth solidated return issuesSeeRev. Procs.
to be treated as the owner of all or a-poerwise provided in the listed revenue pro90-53, 1990-2 C.B. 636 (certain corpora
tion of the trust under 88 673 to 677. cedures, all situations where the Servicéons seeking reconsolidation within the
.29 Section 2601.—ax Imposed.— has provided an administrative procedurg-year period specified in § 1504(a)
Whether a trust that is excepted from théor obtaining a change in method of-ac(3)(A)); 90-39, 1990-2 C.B. 365 (certain
application of the generation-skippingcounting. SeeRev. Procs. 98-60 (ac affiliated groups of corporations seeking,
transfer tax because it was irrevocable arounting method changes described in tHer earnings and profits determinations, to
September 25, 1985, will lose its excepteAppendix to RevProc. 98-60 involving make an election or a change in their
status if the situs of the trust is change88 162, 167, 168, 174, 197, 263, 263Anethod of allocating the growgptonsoh
from the United States to a situs outsidd46, 454, 455, 461, 471, 472, 475, 58%Jated federal income tax liability); and
of the United States. 1272, 1273, and 1281, and former § 16889-56, 1989-2 C.B. 643 (certainfiaf
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ated groups of corporations seeking to fil
a consolidated return where member(s)
the group use a 52-53 week taxable yea

SECTION 7. EFFECT ON OTHER
REVENUE PROCEDURES

Rev Procs. 98-3, 98-56, and 97-23 al
superseded.

SECTION 8. PAPERWORK
REDUCTION ACT

The collections of information cen
tained in this revenue procedure hav
been reviewed and approved by the O
fice of Management and Budget in acco
dance with the Paperwork Reductidat
(44 U.S.C. § 3507) under control numbe
1545-1522.

An agency may not conduct or sponso
and a person is not required to respond |
a collection of information unless the €ol



