[ 4830-01- p] Publ i shed January 31, 2003
DEPARTMENT OF THE TREASURY
I nt ernal Revenue Service
26 CFR Parts 1, 301 and 602
[ TD 9040]
RI'N 1545- AY56
Qui dance Necessary to Facilitate Electronic Tax Adm ni stration
AGENCY: Internal Revenue Service (IRS), Treasury.
ACTI ON: Fi nal and renoval of tenporary regul ations.
SUWARY: This docunent contains final regulations that elimnate
regul atory inpedinents to the electronic filing of Form 1040,
U.S. Individual Income Tax Return. These regul ations affect
t axpayers who file Form 1040 and who are required to file any of
the followng forns: Form 56, Notice Concerning Fiduciary
Rel ati onshi p; Form 2120, Multiple Support Declaration; Form 2439,
Notice to Sharehol der of Undistributed Long-Term Capital GGains;
Form 3468, Investnment Credit; and Form T (Ti nber), Forest
Activities Schedul es.
DATES: EFFECTI VE DATE: These regul ations are effective January
31, 2003.
FOR FURTHER | NFORMATI ON CONTACT: Joseph P. Dewal d, (202) 622-4910
(not a toll-free nunber).
SUPPLEMENTARY | NFORVATI ON:
Paperwor k Reduction Act

The col l ection of information contained in these final
regul ati ons has been revi ewed and approved by the Ofice of

Managenment and Budget in accordance with the Paperwork Reduction
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Act of 1995 (44 U. S.C. 3507(d)) under control nunber 1545-1783.
The collection of information in these final regulations is in
881.48-12(d)(7)(iv), 1.152-3(c), 1.611-3(h), 1.852-9(c)(1), and
301.6903-1(b). Responses to this collection of information are
mandat ory.

An agency may not conduct or sponsor, and a person i s not
required to respond to, a collection of informati on unless the
collection of information displays a valid control nunber
assigned by the Ofice of Managenent and Budget .

The estimated additional burden in final regulations
881.611-3(h), 1.852-9(c)(1), and 301.6903-1(b) is 0 hours because
the records that are required to be maintai ned were previously
required to be maintained to docunent the reporting requirenents.
This reporting burden will be reflected in the burden estinate
for FormT (Tinber), Form 2439, and Form 56, respectively.

Esti mated additional total annual reporting burden for 2002
for Form 3468: 376 hours.

Esti mated nunber of responses for 2002 for Form 3468:

22, 575.

Esti mat ed addi ti onal average annual burden hours per
response for 2002 for Form 3468: 1 mnute.

Esti mated additional total annual reporting burden for 2002
for Form 2120: 550 hours.

Esti mat ed nunber of responses for 2002 for Form 2120:

11, 000.
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Esti mat ed addi ti onal average annual burden hours per
response for 2002 for Form 2120: 3 m nutes.

The estinmated additional reporting burden for the reporting
in final regul ations 881.48-12(d)(7)(iv) and 1.152-3(c) wll be
reflected in the burden estimte for Form 3468 and Form 2120,
respectively.

Conment s concerning the accuracy of this burden estimte and
suggestions for reducing this burden should be sent to the
I nternal Revenue Service, Attn: |IRS Reports C earance Oficer,

W CAR MP: FP: S, Washi ngton, DC 20224, and to the O fice of
Managenent and Budget, Attn: Desk O ficer for the Department of
the Treasury, Ofice of Information and Regul atory Affairs,
Washi ngt on, DC 20503.

Books or records relating to a collection of information
must be retained as long as their contents nmay becone material in
t he adm nistration of any internal revenue law. GCenerally, tax
returns and tax return information are confidential, as required
by 26 U.S.C. 6103.

Backgr ound

Thi s docunent contains anmendnents to the Income Tax
Regul ations (26 CFR part 1) and the Procedure and Adm nistration
Regul ations (26 CFR part 301) designed to elimnate regul atory
i mpedi ments to the electronic filing of Form 1040.

In 1998, Congress enacted the Internal Revenue Service
Restructuring and Reform Act of 1998 (RRA 1998), Public Law 105-
206 (112 Stat. 685) (1998). Section 2001(a) of RRA 1998 states
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that the policy of Congress is that paperless filing should be
the preferred and nost conveni ent nmeans of filing Federal tax
returns. Section 2001(a) of RRA 1998 also sets a |ong-range goa
for the IRS to have at | east 80 percent of all Federal tax
returns filed electronically by 2007. Section 2001(b) of RRA
1998 requires the IRS to establish a 10-year strategic plan to
elimnate barriers to electronic filing. On April 24, 2002, the
| RS published tenporary regul ations (TD 8989, 67 FR 20028) and a
cross-reference notice of proposed rul emaki ng (REG 107184-00, 67
FR 20072) to facilitate the inplementation of this plan by
elimnating regulatory inpedinments to the electronic filing of
For m 1040.

The tenporary regul ati ons anended the Procedure and
Adm ni stration Regul ations to provide a regul atory statenent of
| RS authority to prescribe what return information or
document ation nust be filed with a return, statenment, or other
docunent required to be made under any provision of the interna
revenue |aws or regulations. The regulations give the IRS
maxi mum flexibility in prescribing (1) what needs to be filed in
support of a return or claim and (2) the formof the filing,
e.g., electronic versus paper. The regulations permt the IRSto
prescribe required return information in forns, instructions, or
ot her appropriate gui dance.

In addition, the IRS identified five regulatory provisions
that inpede electronic filing by requiring the taxpayer to either

include a third-party signature, or attach a document generated
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by a third party. The tenporary regul ati ons anmended t hose
provisions to elimnate the inpedinents.

No witten comments were received in response to the cross-
ref erence notice of proposed rul emeki ng and no public hearing was
requested or hel d.

Expl anati on of Provisions

This Treasury deci sion renoves the tenporary regul ati ons and
adopts the proposed regulations with mnor clarifications
expl ai ned bel ow.

These final regulations clarify howto "file" a witten
decl arati on wai vi ng the dependency deducti on under section
152(c)(4). Section 1.152-3(a)(4) of the existing regulations
provi des that each person waiving the deduction should "file" a
witten declaration stating that the person waiving the deduction
will not claimthe individual as a dependent. However, the term
"file" is confusing because it usually refers to a submi ssion to
the IRS. These final regulations anmend section 1.152-3(a)(4) to
provi de that each person waiving the deduction should "furnish" a
witten wai ver declaration to the taxpayer claimng the
deduct i on.

Section 1.152-3(b) of the existing regulations provides two
exanpl es explaining the requirenents in section 1.152-3(a). The
exanpl es require that the witten declarations furnished by each
person wai ving the deduction be attached to the incone tax return
of the taxpayer. These final regul ations update the exanpl es by

renoving the requirenment that the waivers be attached to the
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t axpayer’s return. The anended regul ations require the taxpayer
to retain the waivers consistent with section 1.152-3(c).

Under section 1.152-3(c)(3) of the proposed regul ations, the
t axpayer claimng the individual as a dependent must retain the
decl arati ons furni shed by the persons waiving the deduction.
Section 1.152-3(c)(3) of the proposed regul ations also provides
that the IRS may request other information fromthe taxpayer to
substanti ate the dependency claim The proposed regul ati on then
states that the other information that will substantiate the
claimmay include a statenent showi ng the nanes of all
contributors and the anmount contributed by each. These fina
regulations clarify that the statenent is just one of many pieces
of information that the IRS nmay request to substantiate the
dependency claim No one statenent or piece of information is
necessarily determ native.
Speci al Anal yses

It has been determined that this Treasury decision is not a
significant regulatory action as defined in Executive O der
12866. Therefore, a regulatory assessnment is not required. It
al so has been determ ned that section 553(b) of the
Adm ni strative Procedure Act (5 U S.C. chapter 5) does not apply
to these regulations. It is hereby certified that the collection
of information in these regulations will not have a significant
econom ¢ inmpact on a substantial nunber of small entities. This
certification is based upon the fact that the persons responsible

for recordkeeping are principally individuals, and the burden is
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not significant as described earlier in the preanble. Therefore,
a Regulatory Flexibility Analysis under the Regul atory
Flexibility Act (5 U S.C. chapter 6) is not required. Pursuant
to section 7805(f) of the Internal Revenue Code, the notice of
proposed rul emaki ng precedi ng these regul ati ons was submtted to
t he Chief Counsel for Advocacy of the Small Business
Adm ni stration for conment on their inpact on small business.
Drafting Information

The principal author of these regulations is Joseph P
Dewal d, O fice of Associate Chief Counsel (Procedure and
Adm ni stration), Adm nistrative Provisions and Judicial Practice
Di vision. However, other personnel fromthe IRS and the Treasury
Departnent participated in the devel opnment of the regul ations.
Li st of Subjects
26 CFR Part 1

| nconme taxes, Reporting and recordkeepi ng requirenents.

26 CFR Part 301

Enpl oynent taxes, Estate taxes, Excise taxes, Gft taxes,
| ncone taxes, Penalties, Reporting and recordkeeping
requi renments.

26 CFR Part 602

Reporting and recordkeepi ng requirenents.
Adoption of Amendnents to the Regul ations

Accordingly, 26 CFR parts 1, 301 and 602 are anended as
foll ows:

PART 1- -1 NCOVE TAXES
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Paragraph 1. The authority citation for part 1 is anmended
as follows:
Aut hority: 26 U.S.C. 7805 * * *
Par. 2. Section 1.48-12 is anended as fol | ows:
1. Revising paragraph (d)(7)(iii).
2. Addi ng a new paragraph (d)(7)(iv).

81.48-12 Qualified rehabilitated buil di ng; expenditures incurred

after Decenber 31, 1981.

(d) * * %
(7) * * %

(iii) Effective dates. Paragraph (d)(7)(i) of this section

applies to returns for taxable years begi nning before January 1,
2002. The requirenent in the fourth sentence of paragraph
(d)(7)(ii) of this section applies only if the first income tax
return filed after receipt by the taxpayer of the certification
is for a taxable year begi nning before January 1, 2002. For

rul es applicable to returns for taxable years beginning after
Decenber 31, 2001, see paragraph (d)(7)(iv) of this section

(iv) Returns for taxable years beginning after Decenber 31

2001--(A) In general. Except as otherw se provided in paragraph

(d)(7)(ii) of this section and this paragraph (d)(7)(iv), a

t axpayer claimng the credit for rehabilitation of a certified
historic structure (within the meani ng of section 47(c)(3) and
paragraph (d) (1) of this section) for a taxable year begi nning

after Decenber 31, 2001, nust provide with the return for the
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t axabl e year in which the credit is clainmed, the NPS project
nunber assigned by, and the date of the final certification of
conpl eted work received from the Secretary of the Interior. |If
a credit (including a credit for a taxable year beginning before
January 1, 2002) is clainmed under the late certification
procedures of paragraph (d)(7)(ii) of this section and the first
income tax return filed by the taxpayer after receipt of the
certification is for a taxable year beginning after Decenber 31,
2001, the taxpayer must provide the NPS project nunber assigned
by, and the date of the final certification of conpleted work
received from the Secretary of the Interior with that return.

(B) Reporting and recordkeeping requirenents. The

i nformation required under paragraph (d)(7)(iv)(A) of this
section nmust be provided on Form 3468 (or its successor) filed
with the taxpayer’s return. |In addition, the taxpayer nust
retain a copy of the final certification of conpleted work for as
long as its contents may beconme material in the adm nistration of
any internal revenue | aw.

(C) Passthrough entities. |In the case of a credit for

qualified rehabilitation expenditures of a partnership, S
corporation, estate, or trust, the requirenents of this paragraph
(d)(7)(iv) apply only to the entity. Each partner, sharehol der
or beneficiary claimng a credit for such qualified
rehabilitation expenditures froma passthrough entity nust,
however, provide the enployer identification nunber of the entity

on Form 3468 (or its successor).
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81. 48- 12T [ Renpved]
Par. 3. Section 1.48-12T is renoved.
Par. 4. In 81.152-3, paragraphs (a)(4)and (b) are revised
and paragraph (c) is added to read as foll ows:

81.152-3 Multiple support agreenents.

(a)* * *
(4) Each other person in the group who contributed nore
than 10 percent of such support furnishes to the taxpayer
claimng the dependent a witten declaration that such other
person will not claimthe individual as a dependent for any
t axabl e year begi nning in such cal endar year.
(b) Exanples. Application of the rule contained in
paragraph (a) of this section nmay be illustrated by the foll ow ng
exanpl es:

Exanple (1). During the taxable year, brothers A, B, C and
D contributed the entire support of their nmother in the follow ng
percentages: A, 30 percent; B, 20 percent; C, 29 percent; and D,
21 percent. Any one of the brothers, except for the fact that he
did not contribute nore than half of her support, would have been
entitled to claimhis nother as a dependent. Consequently, any
one of the brothers could claima deduction for the exenption of
the nother if he obtained a witten declaration (as provided in
paragraph (a)(4) of this section) fromeach of the other
brothers. Even though A and D together contributed nore than
one-half the support of the nother, A if he wished to claimhis
not her as a dependent, would be required to obtain witten
declarations fromB, C and D, since each of those three
contri buted nore than 10 percent of the support and, but for the
failure to contribute nore than half of the nother’s support,
woul d have been entitled to claimhis nother as a dependent.

Exanple (2). During the taxable year, E, an individual who
resides with his son, S, received his entire support for that
year as follows:

Per cent age

Sour ce of total



Social Security ...... ... ... 25
N, an unrelated neighbor ....................... 11
B, a brother ....... .. . . . . . . . . . .. 14
D, a daughter ........ ... . . . . . . . 10
S, A SON . e 40

Total received by E ....... .. ... ... .. ... ... 100

B, Db and S are persons each of whom but for the fact that none
contributed nore than half of E's support, could claimE as a
dependent for the taxable year. The three together contributed
64 percent of E s support, and, thus, each is a nenber of the
group to be considered for the purpose of section 152(c). B and
S are the only nenbers of such group who can neet all the

requi rements of section 152(c), and either one could claimE as a
dependent for his taxable year if he obtained a witten

decl aration (as provided in paragraph (a)(4) of this section)
signed by the other, and furnished the other information required
by the return with respect to all the contributions to E

| nasmuch as D did not contribute nore than 10 percent of E' s
support, she is not entitled to claimE as a dependent for the
taxabl e year nor is she required to furnish a witten declaration
with respect to her contributions to E. N contributed over 10
percent of the support of E, but, since he is an unrelated

nei ghbor, he does not qualify as a nmenber of the group for the
purpose of the multiple support agreenent under section 152(c).

(c)(1) The nenber of a group of contributors who clains an
i ndi vidual as a dependent for a taxable year begi nning before
January 1, 2002, under the nultiple support agreenment provisions
of section 152(c) nust attach to the nenber’s incone tax return
for the year of the deduction a witten declaration fromeach of
the other persons who contributed nore than 10 percent of the
support of such individual and who, but for the failure to
contribute nore than half of the support of the individual, would

have been entitled to claimthe individual as a dependent.
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(2) The taxpayer claimng an individual as a dependent for a
t axabl e year begi nning after Decenber 31, 2001, under the
mul ti pl e support agreenent provisions of section 152(c) nust
provide with the incone tax return for the year of the
deduct i on--

(i) A statenment identifying each of the other persons who
contributed nore than 10 percent of the support of the individual
and who, but for the failure to contribute nore than half of the
support of the individual, would have been entitled to claimthe
i ndi vi dual as a dependent; and

(ii) A statenent indicating that the taxpayer obtained a
witten declaration fromeach of the persons described in section
152(c)(2) waiving the right to claimthe individual as a
dependent .

(3) The taxpayer claimng the individual as a dependent for
a taxabl e year beginning after Decenber 31, 2001, nust retain the
wai ver decl arations and shoul d be prepared to furnish the waiver
decl arati ons and any other information necessary to substantiate
the claim which may include a statenent showi ng the names of al
contributors (whether or not menbers of the group described in
section 152(c)(2)) and the anobunt contributed by each to the
support of the clai med dependent.

81. 152- 3T [ Renpved]
Par. 5. Section 1.152-3T is renoved.
Par. 6. In 81.611-3, paragraph (h) is added to read as

foll ows:
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81.611-3 Rules applicable to tinber.

* % * * *

(h) Reporting and recordkeeping requirenents--(1) Taxable

years begi nning before January 1, 2002. A taxpayer claimng a

deduction for depletion of tinmber for a taxable year beginning
bef ore January 1, 2002, shall attach to the inconme tax return of
the taxpayer a filled-out Form T (Tinber) for the taxable year
covered by the income tax return, including the follow ng

i nformation- -

(i) A map where necessary to show clearly tinber and | and
acquired, tinmber cut, and tinber and | and sol d;

(ii1) Description of, cost of, and terns of purchase of
timberland or tinmber, or cutting rights, including tinmber or
ti mber rights acquired under any type of contract;

(ii1) Profit or loss fromsale of land, or tinber, or both;

(iv) Description of tinmber with respect to which claimfor
loss, if any, is made;

(v) Record of tinber cut;

(vi) Changes in each tinber account as a result of purchase,
sale, cutting, reestimte, or |oss;

(vii) Changes in inprovenents accounts as the result of
additions to or deductions fromcapital and depreciation, and
computation of profit or loss on sale or other disposition of
such i nprovenents;

(viii) Operation data with respect to raw and fini shed

mat eri al handl ed and i nventori ed;
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(ix) Statenent as to application of the el ection under
section 631(a) and pertinent information in support of the fair
mar ket val ue cl ai med t her eunder;

(x) Information with respect to | and ownershi p and capital
investment in tinberland; and

(xi) Any other data which will be helpful in determ ning the
reasonabl eness of the depletion or depreciation deductions
clainmed in the return.

(2) Taxable years beginning after Decenber 31, 2001. A

t axpayer claimng a deduction for depletion of tinber on a return
filed for a taxable year begi nning after Decenber 31, 2001, shal
attach to the income tax return of the taxpayer a filled-out Form
T (Tinmber) for the taxable year covered by the incone tax return.
In addition, the taxpayer nust retain records sufficient to
substantiate the right of the taxpayer to claimthe deduction,
i ncluding a map, where necessary, to show clearly tinber and | and
acquired, tinber cut, and tinber and |l and sold for as |ong as
their contents may becone material in the adm nistration of any
i nternal revenue | aw.
81.611- 3T [ Renpved]

Par. 7. Section 1.611-3T is renoved.

Par. 8. In 81.852-9, paragraph (c)(1) is added to read as
foll ows:

81.852-9 Special procedural requirenents applicable to

desi gnati on under section 852(b)(3)(D).

* % * * *
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(c) Shareholders--(1) Return and Recordkeepi ng

Requi renments--(i) Return requirenents for taxable years beginning

bef ore January 1, 2002. For taxable years begi nning before

January 1, 2002, the copy B of Form 2439 furnished to a

shar ehol der by the regul ated investnent conpany or by a nom nee,
as provided in 81.852-9(a) or (b) shall be attached to the incomne
tax return of the sharehol der for the taxable year in which the
anount of undistributed capital gains is includible in gross

i ncone as provided in 81.852-4(b)(2).

(ii) Recordkeeping requirenents for taxable years beginning

after Decenber 31, 2001. For taxable years beginning after

Decenber 31, 2001, the shareholder shall retain a copy of Form
2439 for as long as its contents may becone nmaterial in the
adm ni stration of any internal revenue |aw.
ok % k%
81. 852- 9T [ Renpved]

Par. 9. Section 1.852-9T is renoved.
PART 301- -PROCEDURE AND ADM NI STRATI ON

Par. 10. The authority citation for part 301 continues to
read as follows:

Authority: 26 U.S.C. 7805 * * *

Par. 11. Section 301.6011-1 is added to read as follows:

8301.6011-1 Ceneral requirenent of return, statenent or list .

(a) For provisions requiring returns, statenents, or lists,

see the regulations relating to the particul ar tax.
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(b) The Internal Revenue Service may prescribe in fornmns,
instructions, or other appropriate guidance the information or
docunentation required to be included with any return or any
statenent required to be made or other docunent required to be
furni shed under any provision of the internal revenue |aws or
regul ati ons.

8301. 6011- 1T [ Renpved]

Par. 12. Section 301.6011-1T is renoved.

Par. 13. In 8301.6903-1, paragraph (b) is added to read as
foll ows:

8301.6903-1 Notice of fiduciary relationship.

* % * * *

(b) Manner of notice--(1) Notices filed before April 24,

2002. This paragraph (b)(1) applies to notices filed before
April 24, 2002. The notice shall be signed by the fiduciary, and
shall be filed with the Internal Revenue Service office where the
return of the person for whomthe fiduciary is acting is required
to be filed. The notice nust state the name and address of the
person for whomthe fiduciary is acting, and the nature of the
l[iability of such person; that is, whether it is a liability for
tax, and, if so, the type of tax, the year or years involved, or
aliability at lawor in equity of a transferee of property of a
taxpayer, or a liability of a fiduciary under section 3467 of the
Revi sed Statutes, as anended (31 U.S.C. 192) in respect of the
paynment of any tax fromthe estate of the taxpayer. Satisfactory

evi dence of the authority of the fiduciary to act for any ot her
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person in a fiduciary capacity nust be filed with and made a part
of the notice. |If the fiduciary capacity exists by order of
court, a certified copy of the order may be regarded as
satisfactory evidence. Wen the fiduciary capacity has
termnated, the fiduciary, in order to be relieved of any further
duty or liability as such, nmust file with the Internal Revenue
Service office with whomthe notice of fiduciary relationship was
filed witten notice that the fiduciary capacity has term nated
as to him acconpani ed by satisfactory evidence of the
termnation of the fiduciary capacity. The notice of term nation
shoul d state the nanme and address of the person, if any, who has
been substituted as fiduciary. Any witten notice disclosing a
fiduciary relationship which has been filed with the Comm ssioner
under the Internal Revenue Code of 1939 or any prior revenue |aw
shall be considered as sufficient notice within the neaning of
section 6903. Any satisfactory evidence of the authority of the
fiduciary to act for another person already filed with the
Conmi ssi oner or district director need not be resubmtted.

(2) Notices filed on or after April 24, 2002. This

paragraph (b)(2) applies to notices filed on or after April 24,
2002. The notice shall be signed by the fiduciary, and shall be
filed with the Internal Revenue Service Center where the return
of the person for whomthe fiduciary is acting is required to be
filed. The notice nust state the name and address of the person
for whomthe fiduciary is acting, and the nature of the liability

of such person; that is, whether it is a liability for tax, and
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if so, the type of tax, the year or years involved, or a
liability at law or in equity of a transferee of property of a
taxpayer, or a liability of a fiduciary under 31 U S.C. 3713(b),
in respect of the paynent of any tax fromthe estate of the
taxpayer. The fiduciary nust retain satisfactory evidence of his
or her authority to act for any other person in a fiduciary
capacity as long as the evidence may becone nmaterial in the
adm ni stration of any internal revenue |aw.
* ok K k%
8301. 6903- 1T [ Renpved]

Par. 14. Section 301.6903-1T is renoved.
PART 602--0OvVvB CONTROL NUMBERS UNDER THE PAPERWORK REDUCTI ON ACT

Par. 15. The authority citation for part 602 continues to
read as foll ows:

Authority: 26 U S.C. 7805.

Par. 16. In 8602.101, paragraph (b) the table is anended as
foll ows:

1. The following entries are renoved:

8602. 101 OMB Control nunbers.

* % * * *

(b)***
CFR part or section where Current OVB
identified and descri bed control No.
1. A8- 12T, o 1545- 0155

1545-1783



1. 152- 3T, 1545- 0071

* % * * *

1545-1783

1. 601- 3T, . 1545- 0007

* * * * *

1545- 0099
1545-1784

1. 852- 0. . 1545- 0074

* % * * *

1545-0123
1545- 0144
1545- 0145
1545-1783

301.6903-1T. . . ... 1545- 0013

* % * * *

1545-1783

2. The following entries are revised:

8602. 101 OMB Control nunbers.

* % * * *

(b)***
CFR part or section where Current OVB
identified and descri bed control No.
1. A8- 2. 1545- 0155
1545-1783
N I e 1545- 0071
1545-1783
O 1 0 1545- 0007
1545- 0099
1545-1784
*x * * * *
1. 852- 0. 1545- 0074
1545- 0123
1545- 0144
1545- 0145

1545-1783
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* % * * *

301.6903- 1. ... .. 1545- 0013
1545-1783

* % * * *




David A. Mader

Assi stant Deputy Conmm ssioner of Internal Revenue.

Approved: January 14, 2003

Pamel a F. d son

Assi stant Secretary of the Treasury.



