
Explanation of Provisions

Under the section 467 final regulations,
section 467 applies  only in the case of
rental agreements with increasing or de-
creasing rent or deferred or prepaid rent.
However, section 467 is not applicable in
the case of rental agreements involving
payments and other consideration of
$250,000 or less.  See section 467(d)(2).  

The section 467 final regulations pro-
vide that if section 467 is applicable, the
amount of fixed rent that must be taken
into account by a lessor and lessee for a
rental period is either the amount of fixed
rent allocated to the period under the
agreement, the proportional rental
amount, or the constant rental amount
(constant rental accrual).  Constant rental
accrual is to be used only where the sec-
tion 467 rental agreement is a disqualified
leaseback or long-term agreement.  Under
the section 467 final regulations, a rental
agreement will not be a disqualified lease-
back or long-term agreement, and, conse-
quently, will not be subject to constant
rental accrual, if it requires $2,000,000 or
less in rental payments and other consid-
eration.  

The IRS and Treasury Department have
reconsidered the $2,000,000 constant
rental accrual exception and have deter-
mined that it should be eliminated from
the section 467 final regulations.  The
original purpose of the $2,000,000 excep-
tion was to simplify the section 467 rules
for small businesses.  Upon further reflec-
tion, however, the IRS and Treasury De-
partment believe that the $2,000,000 ex-
ception inappropriately permits certain
rental agreements to avoid the application
of constant rental accrual, and that the in-
appropriate avoidance of constant rental
accrual outweighs the need for simplifica-
tion.  Further,  section 467(d)(2) provides
an exception from section 467 for rental
agreements with payments and other con-
sideration of $250,000 or less.  However,
because the $2,000,000 constant rental
accrual exception was included in the pro-
posed regulations, the $2,000,000 excep-
tion will continue to apply to agreements
entered into on or before July 19, 1999.

Special Analyses

It has been determined that these pro-
posed regulations are not a significant
regulatory action as defined in EO 12866.

Therefore, a regulatory assessment is not
required.  It also has been determined that
section 553(b) of the Administrative Pro-
cedure Act (5 U.S.C. chapter 5) does not
apply to these regulations, and because
the regulations do not impose a collection
of information on small entities, the Reg-
ulatory Flexibility Act (5 U.S.C. chapter
6) does not apply.  Pursuant to section
7805(f), this notice of proposed rulemak-
ing will be submitted to the Chief Counsel
for Advocacy of the Small Business Ad-
ministration for comment on their impact
on small business.

Comments and Public Hearing

Before these proposed regulations are
adopted as final regulations, considera-
tion will be given to any written (a signed
original and 8 copies) and electronic com-
ments that are submitted timely to the
IRS.  The IRS and Treasury Department
request comments on the clarity of the
proposed rules and how they can be made
easier to understand.  All comments will
be available for public inspection and
copying.  A public hearing will be sched-
uled if requested in writing by any person
that timely submits written comments.  If
a public hearing is scheduled, notice of
the date, time, and place for the public
hearing will be published in the Federal
Register.

Drafting Information

The principal author of the regulations
is Forest Boone, Office of Assistant Chief
Counsel (Income Tax and Accounting).
However, other personnel from the IRS
and Treasury Department participated in
the development of the regulations. 

* * * * *

Proposed Amendments to the Regulations

Accordingly, 26 CFR part 1 is pro-
posed to be amended as follows:

PART 1—INCOME TAXES

Paragraph 1.  The authority citation for
part 1 continues to read in part as follows:

Authority:  26 U.S.C. 7805 * * *
Par 2.  In §1.467–3, paragraph (b)(1) is

revised to read as follows:

§1.467–3  Disqualified leasebacks and
long-term agreements.

*  *  *  *  *

(b) Disqualified leaseback or long-term
agreement—(1)  In general. A leaseback
(as defined in paragraph (b)(2) of this sec-
tion) or a long-term agreement (as defined
in paragraph (b)(3) of this section) is dis-
qualified only if—

(i) A principal purpose for providing in-
creasing or decreasing rent is the avoid-
ance of Federal income tax (as described
in paragraph (c) of this section); and

(ii) The Commissioner determines that,
because of the tax avoidance purpose, the
section 467 rental agreement should be
treated as a disqualified leaseback or
long-term agreement.  

*  *  *  *  *

Robert E. Wenzel,
Deputy Commissioner of 

Internal Revenue.

(Filed by the Office of the Federal Register on May
17, 1999, 8:45 a.m., and published in the issue of the
Federal Register for May 18, 1999, 64 F.R. 26924)

Time for Recharacterizing 1998
IRA Contributions

Announcement 99–57

Purpose

The Internal Revenue Service has been
informed that some taxpayers who have
already timely filed their 1998 Federal in-
come tax returns would like to recharac-
terize 1998 IRA contributions, including
amounts contributed to Roth IRAs as con-
versions for which the taxpayers were not
eligible (because their modified adjusted
gross income exceeded $100,000 or be-
cause they were married individuals filing
separate returns).  For these taxpayers, the
deadline for making the election to
recharacterize is 6 months after the unex-
tended due date of their returns, as de-
scribed below.

Background

Section 408A(d)(6) of the Internal Rev-
enue Code and § 1.408A–5 of the regula-
tions provide that a taxpayer may elect to
recharacterize an IRA contribution made
to one type of IRA as having been made
to another type of IRA by transferring in a
trustee-to-trustee transfer the IRA contri-
bution, plus earnings, to the other type of
IRA.  For this purpose, the redesignation
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of an account with the same IRA trustee is
treated as a trustee-to-trustee transfer.  In
a recharacterization, the IRA contribution
is treated as having been made to the
transferee IRA and not the transferor IRA.
Under § 408A(d)(6) and § 1.408A–5, this
recharacterization election must occur on
or before the date prescribed by law, in-
cluding extensions, for filing the tax-
payer’s Federal income tax return for the
year of the contribution.

Section 1.408A-5, Q&A-6, describes
how a taxpayer makes the election to
recharacterize an IRA contribution.  To
recharacterize an amount that has been
converted from a traditional IRA to a
Roth IRA: (1) the taxpayer must notify
the Roth IRA trustee of the taxpayer’s in-
tent to recharacterize the amount, (2) the
taxpayer must provide the trustee (and the
transferee trustee, if different from the
transferor trustee) with specified informa-
tion that is sufficient to effect the rechar-
acterization transfer and (3) the trustee
must make the transfer.

Section 301.9100–2(b) of the regula-
tions generally provides for an automatic
extension of 6 months from the due date
of a return, excluding extensions, to make
elections that otherwise must be made by
the due date of the return or the due date

of the return plus extensions, provided (1)
the taxpayer’s return was timely filed for
the year the election should have been
made and (2) the taxpayer takes appropri-
ate corrective action within this 6-month
period.

Application of Section 301.9100–2(b) to
Recharacterization Elections

Pursuant to § 301.9100–2(b), in the
case of a calendar-year-basis taxpayer
who has timely filed his or her 1998 Fed-
eral income tax return, he or she can elect
to recharacterize a 1998 IRA contribution,
including a Roth IRA conversion for
which the taxpayer was not eligible, pro-
vided the appropriate corrective action
occurs on or before October 15, 1999.  In
this case, the appropriate corrective action
requires taking the action described in §
1.408A-5, Q&A-6, including notifying
the trustee (or trustees) and the trustee
making the actual transfer (or account re-
designation).  The Service may invalidate
a taxpayer’s recharacterization election if
the election is not properly reflected on
the taxpayer’s 1998 Federal income tax
return.  Thus, if the recharacterization
election was not properly reflected on the
return, a taxpayer taking advantage of the

automatic extension described in this an-
nouncement must file an amended 1998
Federal income tax return properly re-
flecting the recharacterization.  The
amended return does not have to be filed
by October 15, 1999, but must be filed by

the normal deadline for amended returns.
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Request by — Address or Number 

Personal computer:
World Wide Web www.irs.ustreas.gov
File Transfer Protocol ftp.irs.ustreas.gov
Telenet iris.irs.ustreas.gov
Direct Dial (with modem) (703) 321-8020

Telephone 1-800-TAX FORM
(1-800-829-3676)


